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THE ENERGY CHALLENGE*

Enrique V. Iglesias**

THE DEBATE ON STYLES OF DEVELOPMENT

The subject of styles of development is not foreign to us, nor has it only recently become one of
CEPAL’s concerns; it has been one for some time. Originally serving as an analytical category to
dispel the anxiety of economists over the social failure or inefficiency of growth processes, it later
acquired elements developed in the expanded international discussion of the various dimensions
of development. The debate on development has thus been forced to follow the pronouncements
of scientists which were publicized at a very opportune moment indeed by the work of the Club of
Rome, through which the discussion on the meaning for humanity of the depletion of natural
resources or the appearance of physical restrictions on the process of economic growth was
brought up at the international level. These facts implied not only a scientific, but also an
economic, social and political challenge, and at those levels the need to examine the styles of
development which exert irrational pressure on natural resources and challenge physical
restrictions was raised and discussed.

But the scientific questioning of development styles is not the only approach to them. Other
discussions, from different vantage points, provide new angles from which to analyse in various
ways the predominant style of development and to search for alternative styles.

I have just mentioned one of these approaches: the social angle. In discussing the social
efficiency of growth, we condemn the inability of the reigning style of development to solve the
social problems of Latin America and of the developing world in general.

Another angle from which both the economic and the social efficiency of styles of
development in underdeveloped countries have been challenged vigourously is that of the
“population problem”; that is, the explosive growth of the population and of urbanization, with all
the concomitant problems that these phenomena have entailed.

The subject of technology functions in the same way. Conservationists, who have been
concerned with this subject for many decades, have always drawn attention to the consequences
that development styles based on the massive incorporation of modern technologies into
backward societies could have as a potential source of aggression against their cultural patterns,
leading consequently to the alienation of man from society and nature.

Anotherangle from which development styles in the developing world are being discussed is
that of the autonomy of development, a subject which was not only raised at the ideological level
in theories about imperialism and other related approaches, but has also been expressed in the
political sphere through the process of decolonization and the explosion of the Third World onto
the international scene. In the light of this concern, autonomy of development is another angle
from which the particular characteristics of a certain development style can be evaluated.

But irrespective of the angle from which one views it —society, technology, culture or
autonomy of development— the debate on development styles is extremely important in that it
allows development to be appreciated fully and brings out the whole range and complexity of the
subject. Even more importantly, it highlights the essentially political aspect of development

*The ideas presented in this article were formulated during a mission on co-operation in the field of energy with which
the author was entrusted by the Secretary-General of the United Nations. They were presented at the CEPAL/UNEP
Regional Seminar on Styles of Development and Environment in Latin America, held at CEPAL headquarters, Santiago,
from 19 to 23 November 1979.

**Executive Secretary of CEPAL.
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processes. In reading the inspired reports prepared at the Founex and Cocoyoc meetings or by the
Dag Hammarskjéld Foundation, in which alternative styles of development are discussed, one
feels that they all have one basic limitation: although all are brillant in diagnosing the problem
and analysing the various aspects of its possible solutions, none has stated that basic political
definitions are at the root of it. The crux of the matter is whether social organization (and the basic
political forces which uphold it) can truly bring about the changes which must be introduced in
development styles in order to achieve the goals which these documents propose. It is precisely
in the political capacity to achieve these transformations that the greatest challenge lies.

It is in this context that I wish to turn now to the subject of energy, which has recently
concerned me personally, and which is another of the angles from which the styles of
development currently predominating in the world can be examined.

THE ENERGY PROBLEM: GENERAL CONCERNS

To begin, I wish to clarify some of the remarks made previously. Firstly, I am not an expert on
energy, and therefore I shall merely attempt to convey the impressions of one who examines the
problem from the economic point of view. Second, I shall attempt to approach the problem by
identifying the main challenges to be faced by developing countries in the years to come, and to
consider the options these societies may have, with special regard to the Latin American
countries.

The influence of energy on the prevailing style of development has already been pointed out
by Osvaldo Sunkel.! There is no doubt that the type of energy which mankind has preferred to use
in past years has set its stamp, in one way or another, on both the development style and the
lifestyle of all the countries in the world. Under this style, economic development was stimulated
mainly by technological achievements, which in turn depended closely on the energy base
available. It was the development of these new technologies which facilitated the unprecedented
flowering of the productive forces of humanity.

Obviously, this development style and the technological change which sustained it were
made possible by the provision of a new type of energy, hydrocarbons, which for many decades
was characterized by its relative abundance, the flexibility with which it could be used in various
patterns of technology and, especially, its low cost.

This development style based on the introduction of new and cheap forms of energy
facilitated the attainment by today’s societies (or at least by their élites) of the levels of well-being
which they currently enjoy. One quarter of humanity was thus able to reach unprecedented levels
of living with extremely “sophisticated” technological advances based, of course, on the provision
of cheap energy.

Clearly, the developing countries were influenced by a development style and type of
technology based on these abundant and cheap sources of energy. And this life style gradually
penetrated with particular virulence into certain groups of our societies, since the imitation of
more opulent societies made us susceptible to all the forms of consumerism they had developed.
In this way, Western civilization, or at the least its external trappings, penetrated to all corners of
the earth, the every community and culture, and included all societies under identical rules of
production and consumption which could thereafter no longer survive without the energy base
which had sustained them for a number of decades.

In 1973 came the “energy crisis”’, which had two important eftects. The first was that, through
an intelligent association of the petroleum-producing countries, the above-mentioned cycle
based on cheap energy was brought to an end. The industrialized world had developed over the

ISee his report “Los estilos de desarrollo y el medio ambiente en el proceso histérico reciente de América Latina™,
presented at the regional Seminar mentioned earlier.
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past thirty years through the continuous extraction, at greatly reduced cost, of a resource located
mainly in the developing countries (the Arab countries produce 70% of the world’s supply of
hydrocarbons). The second effect of this crisis was to reveal for the first time the danger that the
growth of hydrocarbon reserves would fall behind the growth rate of consumption of that resource
and that during the next decade it would be difficult to maintain the world energy balance if the
current growth rate of consumption continued. Indeed, if that rate is maintained in future years
we will be in grave danger of facing an international fuel shortage and at some point before the
end of the century the production curve could start to decrease. This situation raised a very serious
quandary for a civilization which had drastically transformed its energy balance, was depending
less and less on coal, and was nourishing its rapid expansion mainly on hydrocarbons. This was
what was called the energy crisis.

All the consequences of this crisis, and not merely its impact on balance-of-payment posi-
tions, must be considered. It is undoubtedly one of the most complex and dramatic crises of the
century, and should be approached from various angles.

Firstly, we are facing a technical problem, because essentially we must determine what
humanity’s options are when faced with the possible exhaustion of a source which is the mainstay
of the current energy balance.

It is an economic problem, because whatever energy options the future may bring us, the
price of the various sources of energy will be much higher than at present, since substitute sources
of petroleum cost much more than the traditional sources on which humanity has based its
development in the last few years.

It is a political problem because, for the first time, the developing world is reversing the
traditional relations of dependency and is working together to obtain a higher price for one of its
basic products through an exceptional demonstration of political organization which has allowed
the Third World to react intelligently and to place North-South relations, also for the first time, on
an interdependent rather than dependent basis.

It is also a psychological problem because, as I see it, either by the force of events or the will
of the participants, one of the most formidable international information machines has been
created and is forming images in the public mind which may distort the reality of the facts.
Through these images, it is sought to attribute the responsibility for the current international
economic crisis solely to the petroleum-exporting countries, which can only be explained as the
result of an unfortunate distortion of international public opinion which fuels passions and makes
any form of constructive international dialogue much more difticult.

Finally, it contributes to the generation of broader political problems, for we cannot ignore
that behind the subject of petroleum lie political problems which transcend it. It is well known
that petroleum has often been used as a weapon to achieve other political objectives, and that
petroleum strategies are directly involved in the whole political crisis in the Middle East.

At all events, the balance of forces in the world has been changed, thus giving this discussion
an entirely new character and making the question extremely complex. For it is not a purely
technical problem; rather, it is at once an economic, political, psychological and information
problem.

In spite of the numerous aspects of the energy crisis, I feel that its most important trait is the
uncertainty which it has created on a world scale. It is precisely this uncertainty that makes an
international dialogue essential, and the separate groups of countries must be brought together to
discuss their respective interests and search for ways to co-operate for their mutual benefit.

FACTS AND UNCERTAINTIES OF THE ENERGY PROBLEM

Among this vast range of uncertainties, there are some facts which deserve special attention.
The first fact is that the production of hydrocarbons is approaching economic limits which
could mean that in the next decade and until the end of this century, there will be a severe
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imbalance between supply and demand, with serious danger of temporary shortages and
tremendous vulnerability to any type of international conflict. The political crisis in Iran has
recently shown the extent to which we are treading an extremely narrow path between supply and
demand, with severe fluctuations which could lead to permanent tension in the world markets
during the coming years.

Second, the cost of energy resources will continue to rise throughout this period, and will
approach the cost of replacing them. Naturally, the cost increase may take various forms and will
not always continue at the same rate: it might be very rapid for the next two or three years, and
then proceed slower and more gradually. But one fact which the entire world accepts is that
energy costs will continue to rise in real terms. Up until three years ago, it was believed that the
main goal inincreasing prices would be to keep pace with the rate of inflation, but now I think that
costs will continue to increase in real terms also. Some people contend that a real annual increase
of 3 to 5% can be expected for the next decade; combined with the world inflation rate and the
fluctuations in the most important currencies, this could lead to heavy increases in the world
petroleum bill. This hypothesis presupposes that petroleum prices will double in nominal terms
every few years and is certainly far from being the most pessimistic projection, if the recent
behaviour of prices is taken into account.

Third, if the prices of energy resources climb faster than world inflation does, petroleum gluts
and financial surpluses will become a common phenomenon in the future, especially in some
countries. This will mean that international money markets will be influenced by surpluses of
historically unprecedented magnitude which will play an important role in the world economy,
depending upon what recycling machinery is adopted, either through the traditional methods of
the past or through new ones which might be developed through international co-operation.

Fourth, increased prices will lead to conservationist policies, even though their results will
not be immediately apparent. At best one can say that technology has shown that with appropriate
policies, normal consumption levels can be reduced by 20 to 30% in future years. This reduction,
although extremely important, will not solve the fundamental problems, however.

Fifth, everyone agrees that the developing world’s ability to decrease its consumption of
energy is greatly inferior to that of the developed world. Developing countries need much more
energy than they are currently consuming, and will probably have to increase their rates of energy
consumption much faster than their growth rates, which must be increased in the future if the
developing world is to solve its economic and social problems. In other words, these countries
cannot significantly contain or restrict their energy consumption without hampering their
development processes. In the developed countries, on the other hand, the margin for reduction
of energy consumption is much wider since, because of the degree of development achieved by
their economies, their consumption of energy can increase more slowly than the product does.

Sixth, although there are other extremely important sources of energy, among which coal and
nuclear energy are especially promising, it will take some time before they can be effectively
utilized. Any investment in the nuclear field takes ten to fifteen years to start giving its fruits, and
other foreseeable options, such as the liquefaction of coal, will also require fifteen years to affect
the market supply. There are extremely promising possibilities in the area of renewable
resources, but their effects are also difficult to forecast, at least in terms of commercial
exploitation. In other words, there is no reason why petroleum should cease to be fundamental to
the world provision of energy in the future, and consequently hydrocarbons will continue to make
up over 30% of the world energy balance.

These are the facts which are generally accepted. Now let us consider the controversial
matters.

No one knows exactly what the world’s real capacity for hydrocarbon production is, in spite of
the fact that there are said to be extensive as yet untapped deposits. Apparently, there are
resources in many regions, including Latin America, but the economic and technical difficulties
of exploiting them are still unknown. These resources would facilitate surmounting the
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limitations which the world is facing in the provision of energy products, but would not allow the
present share of hydrocarbons in the total supply to be maintained.

We know that there are extensive resources in the world for use in the generation of atomic
energy, but this is a field fraught with great uncertainty because of plant security, the advantages
and disadvantages of the different technological options, the disposal of radioactive wastes and
other related problems. In this field, we again confront not only an economic problem but also a
technical, political and psychological one, as indicated by the great variety of opinions currently
held on the subject in different countries.

The other great uncertainty involves the application of energy policies. The North does not
agree as to what is the best way to handle this matter. There are two schools of thought: those who
feel that the market will solve these problems and that prices should therefore be allowed to act as
the main regulator, and those who demand more and more insistently that voluntary or
interventionist measures should be adopted, including even rationing, as the President of the
United States has proposed: a heresy that is hard to accept for those who worship the power of the
market.

LONG-TERM PROSPECTS

Having said this, and without going into further detail, the problem seems to present itself in two
phases: the long-term challenges, and those which we must face in the transitional period.

Looking at the long term, and assuming that my interpretation of what the technical experts
say is correct, we can be fairly safe in taking a historically optimistic view. I think that mankind has
begun and will greatly increase an unprecedented effort to acquire new technologies. Certainly,
the twenty-first century will have a more solid energy base than the twentieth does, and it is very
possible that we will then have solutions that are currently unavailable —firstly, because the
technological progress and magnitude of investments currently being contemplated both in the
public and private sectors are enormous, and second, because I feel that discoveries are being
made, such as nuclear fusion and others, which will facilitate using renewable sources of energy
that may have virtually unlimited possibilities. Therefore, it is perhaps not rash to toy with the
hypothesis that the options which will be available to humanity in the future will be much better
than we can currently anticipate. But this is a hypothesis that can be tested only when the twenty-
first century arrives.

Another field in which important experiments are being carried out, especially in the Soviet
Union, is the generation of hydroelectric power and its transmission over long distances. Man will
soon be able to transmit electrical energy very efficiently over thousands of kilometers; he must
merely await the dissemination of these technologies and the procurement of the investments
necessary to put them into practice.

The progress being made in the technology of coal transformation is another promising fact,
as is solar energy, which is developing in the same direction.

With regard to renewable sources of energy, the Brazilian “green energy”” experiment is full
of promise and one of the most outstanding options that I have seen. Brazil is using agricultural
and forestry products or wastes to generate new forms of energy which could become a major
substitute for current liquid fuels.

Nor must we forget the progress being made in social organization. The public is developing
greater sensitivity to the need for conservation policies, and this will mean that in fields such as
transport and urban organization, society will opt for technologies based on alternative energy
solutions or, in the industrial sector, new, energy-saving techniques.

I feel that all these elements justify some historical optimism, based on the group of
alternatives which will allow us to confront the energy problem on a long-term basis.
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THE TRANSITIONAL STAGE

However, the energy problem is much more difficult during the transitional period. Let us
consider the facts of this matter.

First of all, as just stated, there is no doubt that during this period the consumption of
hydrocarbons will continue to be basic for the functioning of society. All the possible options will
bear fruit only in the long term, with a few exceptions such as, perhaps, “green energy”.

Second, prices will continue to increase, and increase they must. I think that a major error of
recent years has been to have allowed prices to decrease in real terms after 1973. The world must
become accustomed to the idea that with a scarce and non-renewable resource like petroleum, the
only solution is to increase its price until it reaches that of other substitute forms of energy. If we
agree that the price of these other forms of energy is higher than the current price of hydrocarbons,
there is no reason, either economic or technical, to believe that prices should not continue to rise
systematically. The question of how they should rise, at what pace and under what types of
international agreements, is another matter.

Third, the importance of a less-discussed but perhaps more important subject should be
stressed: the investments that will be required during the transitional period until a new type of
world energy balance is reached.

Currently, the world has three major reference costs. There is the reference cost of light
petroleum (Saudi petroleum), the extraction of which requires investments fluctuating around
US$ 2,000 per barrel of daily production {in 1978 dollars). In addition to this type of petroleum,
which constitutes the bulk of the world’s production, we have petroleum from those countries that
must pay intermediate costs ranging from US$ 6,000 to 8,000 per barrel. Finally, there is a small
minority of cases, including that of Alaska and the countries which must extract fuels from
submarine areas, which require investments already totalling US$ 20,000 per barrel.

The share of these different sources in the world provision of hydrocarbons is changing
significantly. The most expensive sources of petroleum will continue progressively to replace the
most inexpensive ones. Simultaneously, producers will have to take account of the investments,
generally higher, required to exploit new sources of the resource, which will determine the price
for replacing the resources currently being exploited. All of the above will strongly influence the
cost structure of this product, and consequently basic costs will shift. According to some reliable
estimates, the petrolenm whose extraction currently costs some US$ 2,000 must generate
resources to cover investments of approximately US$ 6,000 per barrel, while petroleum which
currently costs US$ 8,000 must finance investments of US$ 14,000, and it will also be necessary to
obtain petroleum through the third type of extraction, which will entail investments of
approximately US$§ 30,000 to US$ 35,000 per barrel. In other words, a production of 250,000
barrels per day, which in a country like Saudi Arabia currently requires an investment of US$ 500
million, will in ten years require investments of approximately US$ 5,000 million, both for new
sources of energy and conventional ones.

This implies a spectacular change in the world’s demand for hydrocarbon investment
resources, which will be accompanied by similar changes in other fields. There is general
agreement that the investment effort which mankind will have to make to confront the energy
challenge in the future will assume spectacular proportions. Whatever hypothesis on the world
energy balance is assumed, mankind will have to multiply by five or six the sums currently
allocated to developing the sector. This is an extremely important fact which must be keptin mind
when analysing the future of Latin America.

Simultaneously, another phenomenon exists: the persistence and growth of huge financial
flows. Last year, all the countries in the world combined paid a petroleum bill of approximately
US$ 240,000 million, of which OPEC received US$ 210,000 million. Of this amount, US$ 50,000
million went to the Euromoney market and the rest was spent on imports, primarily from the
industrialized world, which is by far the greatest beneficiary of these surpluses because it
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capitalized intelligently on their growth. Of the US$ 50,000 million channelled through various
forms of international recycling, the major part went to the Euromoney market, which naturally
provided financing amounting to a much higher figure and received a significant portion of the
financial surpluses obtained by the OPEC countries. Ultimately, the international private
banking system was the main provider of the financial resourses used to balance the deficit in the
external accounts of the various countries of the world, especially the developing countries. Last
year, these financial requirements came to US$ 8,000 million in the case of Mexico, US$ 6,000
million in Brazil, US$ 3,500 million'in South Korea and China, US$ 2,000 million in Argentina and
Taiwan, etc,

This extraordinary state of international liquidity is currently one of the main problems of the
world economy because of the uncertainty that it creates, but at the same time it has come to be the
main source of financing for many countries in the world. The member countries of OPEC will
continue to contribute a substantial portion of these resources, especially since some of them will
have a permanent surplus because within their own frontiers they are unable productively to
absorb investments of the size which their petroleum income makes possible.

This means that throughout the transitional period, balance-of-payments crises will be the
order of the day for many countries. It is impossible really to predict what forms these crises will
take, or what should be done to manage them, because the prices of other products are changing
along with petroleum prices. Furthermore, the prices of food and other commodities,
manufactured goods, and especially capital goods are also increasing. The developing countries
have reacted differently to these situations: some, such as Brazil, India and Yugoslavia, which
have large deficits, have launched ambitious policies for expanding their production and exports
of manufactures. Others are exporting their manpower to the Persian Gulf and are receiving
impressive sums from remittances made by their emigrants, which often exceed the yield of their
exports. Both groups of countries are beginning to build their own defences, but other countries
are in a completely hopeless situation because they have no manufactured goods, lack the
conditions necessary to send their workers abroad and also lack access to international money
markets. Thus, very different situations exist in the world and make this subject a multifaceted
one at the international level.

Atall events, today there is a very clear feeling that the new investment drive in the world will
mainly benefit the developed countries, which are capable of developing new technologies and
spearhead industries and using them to penetrate international markets.

The developing countries, in my view, fall into three categories. On the one hand there are
the largest countries, which also have large solutions and are a category in themselves, such as
Brazil, India, Yugoslavia, and to a large extent the countries of Western Asia and ASEAN, whose
economies operate on the basis of schemes which have been successful so far. Certainly, these
countries are not likely to become a general model, although they have brought their own
solutions to the question, for instance increased exports and access to international money
markets. At the other end are the smallest countries, the poorest of the world, whose consumption
of energy is extremely low and will continue to be so in future years. These are in a sense the most
helpless of all, although the rate of their development process does not create excessively high
energy requirements and they may continue, at least in some sectors, to use non-commercial
sources of energy. Finally, an intermediate group of countries, including the Latin American
countries in general, are the worst off of all, because they have a development style imported from
the industrialized countries, with an accelerated rate of urbanization and industrialization, an
automobile-based civilization that has penetrated into their most remote areas, and cultural
imitations of every kind, but without the ability to defend themselves which the larger countries
have.

This explains why the initial reactions to this difficult international situation came from some
Latin American countries which have experienced the consequences of the energy crisis more
acutely than other developing countries. These reactions were provoked mainly by the public
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sectors and by those social groups which felt most heavily the weight of the adjustment measures
required during the above-mentioned transitional period. As if that were not enough, this all took
place within an international climate strongly affected by inflation and the stagnation of the
industrialized economies. The growth prospects of the Organization for Economic Co-operation
and Development (OECD) are bleak and disturbing, and because of the perplexity regarding the
evolution of the world economy, solutions are uncertain or are constantly overtaken by events.

In sum, no machinery to confront these phenomena is in sight. The only solution put forward
so far seems to be a slightly naive revival of neo-monetarism: an attempt to overcome the
Keynesian rules of the 1930s which have been shown to be efficient in weathering the financial
storm, but incapable of rebuilding the real economies of the countries of a world in crisis while
simultaneously controlling inflation. They are excellent strategies for achieving deflation, but
ineftective for promoting the ordinary and stable growth of the central economies.

Because of this, it is a source of great satisfaction to note that new trends which stress the
structural adjustment of supply are now appearing. These theories, which seem novel in the
United States, are well known here in CEPAL, where they were adopted many decades ago. But
we live in a world of great complexity which is re-applying older formulas that do not give the
desired results and is heading uncertainly towards the search for new solutions.

We must prepare ourselves to face a decade which is dominated by a difficult economic
situation and throughout which inflation and stagnation will probably continue to coexist. This
will mean a much more serious situation than that of 1973, because it must not be forgotten that in
that year the economic situation was comfortable: our countries had a relatively low level of debt
and a much better ability to react.

WHAT CAN WE DO?

We must now face the obvious question, and here I shall argue for an equally obvious theory:
tirstly, out of moral conviction, second on account of my personal beliefs, and third, because I am
an official of the United Nations, which believes absolutely in dialogue. This position may seem
overly idealistic in a world where not everyone is in favour of dialogue and where, on the contrary,
there seem to be forces working in favour of chaos, which would mean a gloomy future for
humanity. Unfortunately, if the current systems persist we may not be far from chaos, and perhaps
some irrational forces may be thinking that this is the only option at present. For this reason,
common sense and the vision of great political leaders must prevail against what could become a
real holocaust, if a true international dialogue is not established.

I believe, then, that dialogue is absolutely essential and, furthermore, that it is possible,
because for the first time we have conditions that will allow the various sectors involved in the
matters being discussed to seat themselves at a single table, bringing to it a range of interests
which can be reconciled through negotiation.

What the developed countries want today is an orderly evolution of the world economy and
international prices: in other words, they are interested in the possibility of restructuring the
world economy on a joint basis. What the OPEC countries want is that the world should respect
their right to detend the value of their natural resources, so that they can gain the technological
resources required to develop their economies and can guarantee their supply of food. The non-
oil-exporting developing countries, for their part, want to acquire the elements necessary to
survive the current crisis and to be able to promote the development which we all desire. All of
these interests could be reconciled in a well-organized dialogue.

In order to make this dialogue possible, however, I believe that the international community
must first accept certain principles and second, certain attitudes, which are primarily political.

Some of these principles, which I see as basic and upon which any international dialogue
must be founded (a dialogue which must take place within the framework of the United Nations),
are the following.
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Firstly, we must recognize that there are no alternatives to a global dialogue. Here we must
weigh the specialized interests of the industrialized countries, which wish only to discuss the
question of energy, against those of the developing countries which contend and rightly so, that
the dialogue should be global. I believe that at this point further discussion becomes academic:
there really is no way to avoid a global dialogue, since if we sit down at a table to discuss only
energy problems, we cannot complete the discussion without also considering world inflation,
the functioning of money markets and the prospects for economic growth. In other words, the
dialoge will immediately take on global dimensions.

The second principle is that during the transitional period, the countries which can make the
greatest contribution towards the orderly development of the process are those which currently
consume the greatest energy resources: the developed countries. It is useless for the developing
world to save on electric light bulbs if the United States, which continues to consume one-third of
the world’s energy, fails to reply with clear and resolute conservationist actions. In other words, a
decisive contribution to an energy conservation strategy can only be made by the industrialized
countries, and above all the United States. I think that if we agree on this matter, the international
dialogue will have a much better chance of success.

Third, as we have said, we must accept the fact that the cost of fuel will continue to rise, since
this is the only way to ensure that the world will awaken from the unreal, irresponsible dream in
which it has slumbered for the past thirty years, during which it based its entire development
process on the provision of an inordinately cheap source of energy.

The tourth principle is that there can be no dialogue unless certain global responsibilities
which are incumbent upon humanity as a whole are accepted. The tirst responsibility involves the
world balance-of-payments position. It is senseless to insist that only the OPEC countries, in the
case of the Third World, can solve this problem, when it is clear that in reality it can only be solved
through the commitment of the entire international community. The subject of investments is
likewise a global one and represents a challenge which, in my view, could be much more
important than the problem of the balance-of payments positions. The world must accept that
energy investment implies a responsibility for the entire international community, It is
debatable, to say the very least, whether Algeria or Venezuela should invest their petroleum
surpluses in the development of new sources of hydrocarbons when this petroleum will be
consumed by Europe or the United States. In the final analysis, this investment is the joint
responsibility of the major consumers. This is a new idea in the international community, but we
must continue to develop it. On the other hand, if the developing countries can increase their
energy investments while simultaneously sustaining their development, the demand on world
energy markets will decrease, thus facilitating orderly market development and decreasing the
pressure on scarce resources. This will be in the interests of the industrialized countries, which
are responsible for 90% of the world demand for hydrocarbons.

Furthermore, the investments which will be required in the petroleum sector are so large that
unless the principle of world responsibility for them is accepted, the petroleum-producing
countries and the developing countries will have to contribute beyond their means, for the effort
will compete strongly with their global investment needs. This is a fundamental matter for Latin
America, and I will return to it later.

The third global responsibility involves technology, and here we face one of the greatest
challenges. According to the statements made during the recent Vienna conference, the
international community must accept that technological progress is, by definition, the common
heritage of mankind. The technological efforts being made at present must be expanded and
transferred, especially to the developing countries.

I believe that the responsibility for managing the international money system is also global,
and that the world is facing an extremely serious problem, to which the OPEC countries must
react with financial discipline in the management of surpluses if the system is to continue to
support world economic development. This is probably the most crucial problem for the
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international community at present. The possibility of an international financial crisis implies
collective responsibility on the part of all the countries of the world, and they must make an effort
to consider the problem seriously within the framework of the International Monetary Fund and
the United Nations, which must play an important role in the tuture management of this process.
It would be highly inadvisable for this to be left to the vicissitudes of struggles among financial
groups or the special interests which are behind them.

Finally, there is a fifth principle, the recognition of the need to develop “South-South” co-
operation, which I have intentionally lett until last because here we find that international public
opinion is somewhat at a loss to know what to think. Let us not deceive ourselves: the problems of
the Third World will not be solved solely through South-South co-operation; the developing
countries cannot solve their problems alone. Nevertheless, this co-operation front is a fundamental
aspect of the Third World’s self-defence and assertion of its own identity, and the developing
countries must remain united to sustain any negotiating strategy with the industrialized nations.
However, we must not assume that the solution of the energy problems affecting the Third World
can be left to this type of co-operation alone.

All of the above calls for the establishment of negotiating procedures or machinery. And I
must note with satisfaction here that, in principle, this mechanism has already been drawn up in
the General Assembly, The solution of current North-South problems depends to a large extent on
the rounds of global negotiations which are being completed within that body.

I said a moment ago that in order for the dialogue to take place, certain political attitudes must
be developed. The international dialogue is truly a political process and can only be developed by
detining our political attitudes. We face an international crisis of major proportions, and only
political decisions equal to the crisis will allow us to solve it. We must keep in mind that these
decisions will have to be adopted in a climate of generalized mistrust caused by economic
uncertainty, political differences and the very novelty of the problems with which the world is
faced. And it is disturbing that at present there is no clear sense of progress towards a political
commitment on which to base the dialogue and build a new system of international co-operation.

MEASURES AT THE NATIONAL LEVEL

I wish now to refer briefly to what must be done at the national level, with special regard to the
Latin American countries. This is a subject on which CEPAL must work quickly. We must
consider the elements that will make up the development strategy for the 1980s, and define the
actions to be taken on the internal front.

Firstly, we must recognize the differences between Latin American countries, because there
is no doubt that between Mexico and Brazil on the one hand and Uruguay and Costa Rica on the
other there are striking disparities. Accordingly, the countries face very different situations and
problems. But there are also common denominators, and I wish to point out three or four of those
which I feel are important. The need to take action to adjust to the increased price of energy,
international intlation and the protectionism of the industrialized countries are examples of these
common needs, whose cost might increase dangerously as a consequence of the stagnation of the
central economies.

A second common element is the need to face up to the serious problems of the balance of
payments, an area where, as [ have already pointed out, the international community must assume
its share of responsibility, but where solutions must also be sought both on the national and the
regional level. »

A third important element is the need for countries to adopt stringent conservation policies
—on the basis of some promising experiments which have been carried out in the industrial
sector, in transport, urban development and rural organization— and, if necessary, to institute the
rationing of energy consumption.

Fourthly, there is the need to diversify energy sources according to the situation and
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capability of each country. Thus, for example, Nicaragua must continue to develop geothermal
energy and Uruguay, hydroelectric energy, while Brazil should emphasize green energy. In
short, each country should try to find its own energy balance on the basis of its natural resources.

A fifth and extremely important consideration is that of investments. Whatever the
capabilities of each country in this field, huge investments will be required to develop them.
Energy objectives can therefore be expected to compete with other economic development
objectives from the point of view of the assignment of the resources available for investment.
Indeed, the demand for investment will be formidable, and will pose a serious challenge to
development programming in the coming years.

This leads us to give a warning that the development of the energy sector may involve intense
competition with the social and economic development requirements of our countries in the next
years. Nor should we forget that energy investments have long lead times before they bear fruit. It
is therefore highly probable that the solution of the energy problems will generate and sustain
regressive trends affecting the social structure which will be much stronger in the upcoming
decade than during the 1970s.

But we must not become discouraged about the impact that such a group of measures could
have, especially if we recall the as yet unutilized energy potential in Latin America. For example,
this region has one of the largest potentials in the world for the production of hydroelectric
energy: 30% greater than that of the Soviet Union, double that of the United States and Canada
combined, and four times that of Europe. The importance of this fact can be seen when we
consider that at present only 15% of the potential just mentioned is being exploited.

MEASURES AT THE REGIONAL LEVEL

We must now consider what measures could be adopted in Latin America as a whole —an
extremely delicate subject concerning which I wish merely to sketch out some thoughts.

This region of the world which has tried out all posible co-operation efforts, could well set
itself novel goals in this field. In this connexion, it is very encouraging to note that the Latin
American Energy Organization (OLADE) is acquiring its own momentum, as shown by its recent
meeting in Costa Rica, where the Latin American countries united to consider this subject at the
highest level. There is no doubt that OLADE will be called upon to play an extremely important
role in the next decade. It is equally encouraging to see that Venezuela has offered to represent
the interests of Latin America within OPEC in order to achieve better co-operation from that
organization: this is an extremely important political development.

But we must also move towards new frontiers. I believe that the search for new forms of
regional co-operation in this field should be greatly intensified in the next few years. Both the
Latin American Economic System (SELA) and CEPAL must carry out extremely important
functions in this connexion. Why should not Latin America consider developing an energy co-
operation programme that would allow us to achieve security of supply in the event of world
upheavals or conflicts? Why should not we envisage a programme of technological co-operation
with the participation of UNDP, a body which is making extremely important contributions to that
field? Why should not we consider achieving greater co-operation in the field of investments,
which must become a fundamental element in the development of the energy sector, by
deliberately using the energy investments that must be made to stimulate the internal
development of countries: a policy in which the Inter-American Development Bank (1IDB) could
play an important role? Why should we not search for better co-operation with regard to markets,
using the advantages of geographical proximity and commercial complementarity and formu-
lating appropriate agreements and machinery? I believe that these are extremely important
subjects regarding which an optimistic attitude must be maintained in an area of the world like our
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own which has tried all possible forms of co-operation. At the same time, however, they are
subjects which pose an important political challenge.

In sum, I believe that we are entering a period that will be characterized by an awakening
responsibility regarding these matters. Humanity, and especially the industrialized countries, is
leaving behind a long period of blindness and irresponsibility concerning the subject. It will be
difficult for history to explain how man could have lived through this period without becoming
aware that the great industrial centres were expanding through the extraction of energy resources,
especially from the Third World, at inordinately low prices and with imminent prospects of their
exhaustion. It will be difficult to explain why a gradual process of adjusting prices was not
undertaken earlier, and why serious policies for long-term substitution were not applied. I
believe that this awakening responsibility on the part of all the countries in the world as regards
energy must be accompanied by an effort to clarify the ideas for the man in the street: a task in
which the United Nations must play an important role, since public opinion on this subject has
been greatly distorted for many decades.

This awakening responsibility on the part of the intemational community will present new
challenges to planning; it will be necessary to reduce current uncertainties. The decisions which
may be adopted in the next few years will affect the future of humanity for two or three decades.
The Latin American countries possess all the elements required to understand the importance of
planning in this field: let us not forget that Latin America learned to plan because of energy.
Nevertheless, our countries will require support to perfect this process, and here the CEPAL
system must make a major contribution. The socialist experience in the energy field must also
be reviewed and examined, for in many respects the socialist countries are much better prepared
to face the energy challenge than is the capitalist world.

Simultaneously, however, the current crisis will create new opportunities for stimulating our
economies; the industrialized world is already fully aware of this and believes that the energy
transition will mean a “Schumpeterian” period, marked by impressive development of its
productive forces. Unfortunately, this view is mainly confined to the countries of the North. To
what extent can the investments required for the development of energy resources be used to
stimulate the growth of the developing countries? And, simultaneously, to what extent must this
growth be based on styles and policies that differ from those of the past if the problems posed by
the energy crisis are to be reduced to manageable dimensions?

As I have already stated, the priority given to energy development could also have socially
regressive consequences, because it will inevitably involve a far-reaching reorientation of
investments. In order to reconcile energy objectives with social development goals, we must
carefully weigh the energy options which arise in the light of their impact on employment, where
appropriate technologies must be adopted, agricultural development and food production, and
other elements that will strongly affect the social development of our countries.

What does seem obvious is that energy factors must weigh much more heavily in the planning
process than they have in the past. I fully agree with what was said to me by a Minister in the
Indian Government: “We who studied at Oxford and Cambridge came to India, and before
making an economic decision we thought of its impact on the balance of payments. Today,
however, before making an economic decision we think of its impact on the energy balance”. This
applies equally to Latin America, where we must begin to see things in the same light.

I am convinced that the weight of energy factors and other factors which are taking on
growing importance in the world today will determine the changes to be made in the next
decades, and many of those changes will originate in the North. I am aware that these changes will
generate strong resistance, and that those who currently benefit from the advantages of the
current style will be ready to make superhuman efforts to maintain it, or to transfer its negative
consequences to other social sectors. Nevertheless, I also believe that it will be very difficult to
stifle the anxieties of the vast majority of mankind, which currently is so gravely affected by the
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consequences of this style. For this reason, l am convinced that it will inevitably be changed. This
is an essentially political task, wherein it is necessary more than ever to appeal for a degree of
social voluntarism. The market has shown clearly that it is incapable of effecting lasting solutions.
For that reason, these solutions are not yet in sight. CEPAL must be aware of these problems, and
I hope that the contribution it can make to solving them will transform it into a kind of critical
conscience of Latin American development.



Meeting on a new Latin America in a
changing world economy

INTRODUCTION

The essays reproduced below were presented at a small, informal and high-level conference on
the theme of “A New Latin America in a Changing World Economy” held at the Belmont
Conference Center near Washington D.C. on 25-26 June 1979.

The purpose of the conference —organized jointly by the Economic Commission for Latin
America (CEPAL) and the Latin American Program of the Woodrow Wilson International Center
for Scholars— was to facilitate a full and frank exchange of views among key scholars and officials
interested, from a variety of different perspectives, in Latin America’s evolving international
economic and political roles. All participants were invited in their personal capacities, and not in
representation of their respective organizations.

The discussion was informal and free of official statements, in order to stimulate an open and
constructive dialogue. The focus of the discussion was provided by a series of short papers on
specific issues; namely, exports of manufactures, exports of primary products, international
monetary reform, capital flows and debt, transnational corporations and technological transfers,
and the distributional impact of international economic reforms. Each of the corresponding
papers is printed below in this issue of the Review.

A key concern of all the papers and of the ensuing dialogue was to identify, in the most specific
terms possible, areas of actual or prospective mutual interests between the countries of Latin
America and the more industrialized countries, incliding but not limited to the United States. A
separate though related objective was to help sketch out those kinds of policies, both within Latin
America and vis-¢-vis the industrialized countries, which might serve to reinforce those shared
interests.

An underlying purpose of the conference was to determine to what extent the future role of
Latin America in the world economy depends on changes in the external environment, including
in particular those affected by policies in the industrialized countries. However, although the
main focus of the discussion was on external forces and relations, consideration was also given to
certain key internal trends and policies. A report on the conference, prepared by the rapporteur in
his own name, synthesizes and analyses the central elements of the conference dialogue and
outlines some of the more organic relationships linking those various elements.

The conference was chaired by Mr. Enrique Iglesias (Executive Secretary of CEPAL) and by
Dr. Abraham F. Lowenthal (of the Wilson Center). The rapporteur was Professor Colin Bradford
(Assistant Director, Concilium on International and Area Studies, Yale University). The
conference was organized jointly by Professor Lowenthal and Mr. David H. Pollock (Director,
CEPAL Washington Office). Grateful acknowledgement is made to Mr. Marco Pollner, Mrs. Ana
Ormerod and Mrs. Patricia Pilvin of the CEPAL Washington Office, Miss Sallie Mitchell of the
Woodrow Wilson Center, and the staff at the Belmont Center, for all they did to make this meeting
so successful. Special thanks are due to the World Bank and the US Agency for International
Development for their financial contributions which made the meeting possible.

The Woodrow Wilson Center and CEPAL are very pleased to have had this opportunity to
co-operate so closely in such a fruitful exchange of views.

Abraham F. Lowenthal David H. Pollock
(Woodrow Wilson Center) (CEPAL)



The Export of Manufactures

Pedro 1. Mendive*

Introduction

The development of the manufacturing sector
has an important role to play in Latin America
in relation to a long list of economic variables,
all of which aim at changing the economic
characteristics of the region in aspects such as
the diversification of production, structure of
employment and production, growth of income
and the average wage, and attenuation of the
fluctuations in prices and export earnings, as
will be seen in the following pages. Hence all
measures tending to develop and consolidate
this sector, whether through import substi-
tution or exports of manufactures, merit spe-
cial attention in the economic policy of the
Latin American countries and the developing
countries in general.

This study comprises four parts: (i) the first

shows the important effect of exports of manu-
factures by the developing world on those and
other related economic variables; (ii) the sec-
ond considers the supply conditions —relative
availability of factors, technological level and
goals— and their international comparative
advantages in certain sectors, export promotion
policies and production incentives, etc.; (iii)
from an analytical point of view, a study is made
of the conditions of access to the industrialized
countries’ markets (demand), considering the
existing protectionism, generalized systems of
preferences (GSP) and the multilateral trade
negotiations (Tokyo Round) which have just
ended, together with an evaluation and quanti-
fication of their results as far as conditions of
access to the developed countries” markets are
concerned; and (iv) the lines of action to adopt
in accordance with the results of the analysis
under points (i) to {iii) above.

Importance of exports of manufactures for
the Latin American economy

Simultaneous and parallel policies of exports
of manufactures versus the production of man-
ufactured goods to substitute for imports, i.e.,
production for domestic consumption, tend to
be regarded as conflicting or at least incompati-
ble. It is further argued along the same lines
that one dollar of export receipts is exactly the
same as a dollar not spent abroad on imports.
In actual fact, according to this sector’s evolu-
tion in the developing countries, the majority
began with import substitution and advanced
subsequently along the road to exports of
manufactures. The difference between the

*Former Assistant Executive Secretary of CEPAL.

policies followed in the various countries lies
in the fact that some countries, after substi-
tuting imports of the ‘“easier” goods —pro-
duced with high labour intensity, little capital,
simple technology and a wide supply of cheap
inputs— immediately went on to the export
stage, while other countries continued with
import substitution covering more complex
goods —produced with higher capital intensity
and advanced technology. This difference in
industrialization policies often depended on
the compressible margin offered by the re-
spective import structures: when the wide
substitutable margin of some countries had
been covered, they went on to exports, while
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those with a small easily substitutable margin
continued to substitute more complex goods
for imports. In the first case, the relative aban-
donment of any further progress in import
substitution seems to have been due to the
taking of a decision concerning the option
raised by the availability or otherwise of basic
inputs, the attitude being that although their
purchase abroad might subject the supply of
these inputs to the fluctuations of the interna-
tional market and to the purchasing power of
the country concerned, domestic production
of such inputs would have made them more
expensive, with adverse repercussions on the
cost of the finished goods. In contrast, the
second case seems to have been guided by the
decision to reach more advanced levels of
technology and to economize on relatively
scarce external purchasing power.

This brings to mind a number of differ-
ences between exports and import substitution
which may be summed up as follows: (i) ex-
ports require a comparative or competitive
advantage (better resource allocation and
bigger scales of production, and often promo-
tional measures as well); (ii) the substitution
of imports by domestic production of more
difficult procurement requires, at least ini-
tially, a variable degree of protection; (iii) ex-
ports, however, also require a higher level of
entrepreneurial and manpower training, more
suitable techniques and a different and more
complex infrastructure.

Turning once again to exports of manufac-
tures, it will be seen that they produce ampli-
fied positive effects on the sector in two dif-
ferent ways: through inter-industry relations
—input-output— which disseminate them
throughout the manufacturing sector itself and
to other sectors of the economy, and through
the increase in demand represented by the
addition of external demand to domestic
demand.

If exports are initially confined to labour-
intensive goods, there is a saving in the use of,
capital —a relatively scarce factor in the devel-
oping economies which will thus be free for
expanding the sector or for use in other sectors
of the economy.

As the manufactured goods exported be-
come more complex, however, requirements

in terms of capital and the use of advanced
technologies become greater, all of which
increasingly reduces the absorption of man-
power and tends towards the production of
capital-intensive goods. This represents an
apparent dilemma. If the introduction of im-
proved production techniques and the conse-
quent use of capital in the primary sectors
—agriculture and mining— save labour and the
same situation arises in the complex industry,
the conclusion would seem to be contrary to
the economic and social interests of the devel-
oping countries. It should be remembered that
the relative supply of factors in these countries
is characterized by plentiful manpower and a
shortage of capital.

This criterion should, however, be mod-
ified in the light of other factors such as the
expansion —through new branches of produc-
tive industry— and growth of the whole sector
(including of course that of capital-intensive
industries), to which should be added the
employment promoted or induced in other
independent but related activities, such as
marketing, financing, export and other services
and in particular, the rise in personal income
determined by this process, which should lead
to considerable growth of tertiary sector activi-
ties which do not represent disguised unem-
ployment but are of a really productive nature.
This process is characteristic of sustained de-
velopment and is the employment structure
displayed —not only at the present time— by
the industrialized countries.

In other words, a general rise in wages (in
real terms) takes place in the sector and in the
economy in general, and this process may
even induce or promote a less regressive
distribution of domestic income, and even of
world income on the basis of exports which,
though still competitive, have a larger content of
increasing wage rates vis-d-vis those prevail-
ing in the developed countries. At the start of
the process there would probably be —as there
were in Japan— two parallel labour markets,
one with depressed wages —for labour-inten-
sive industries using simple technology— and
another with high wages for the great dynamic
industries. As the process advances, however,
the wage rates would gradually converge at
increasingly high levels.
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It is now necessary to take into account the
fact that the prices of manufactured goods are
subject in the world economy, and particularly
in international trade, to a certain generally
upward stable trend in keeping with the course
of world inflation: a situation which does not
occur over the long term in commodity trade,
characterized as the latter is by big fluctuations.
The assumed development of the manufac-
turing sector and exports of manufactures by
developing countries would thus have the
virtue of reducing the fluctuations in world
commodity prices and, therefore, in earnings
from total exports.

Within the context of these general aspects
and considerations with respect to the advis-
ability of exporting (and therefore producing)
manufactured goods, there remains to be con-
sidered the correlation that may exist between
the growth of such exports and the growth of
the gross product. It may be noted that there
are two different positions in this respect.

The first denies the validity of such a
correlation, holding that manufactures
—whether or not exported— are included

among the data on the gross product considered
in this correlation, thus invalidating the results
from the start.

The second position, based on empirical
observations on the evolution of exports of
manufactures by various developing countries
which considerably expanded their manufac-
turing sector and exports, concludes that such
a correlation is clearly and conceptually valid.

If the general formula for the gross product
is:

GNP = C+I1+X-M
where C = consumption,

I = investment,

X = exports and

M = imports,

there is no reason why any growth which
occurs in X owing to an increase in exports of
manufactures (or of any other kind of goods)
should affect C and I directly, and it would
affect M only to a minor extent on account of
imports of certain inputs and capital goods, so
itis not difficult to conclude arithmetically that
the gross product must inevitably increase.!

IT

Supply conditions

As noted earlier, the relative availability of
factors in the Latin American countries, and in
all developing countries in general, is charac-
terized by a relatively greater supply of labour
than of capital. At the same time, their present
production structure reveals a predominance
of primary commodities, whether of agricul-
tural, livestock or mining origin. This means
that, still in relative terms, wages and many
inputs are cheap and capital is expensive.
Accordingly, in the secondary sectors (manu-
facturing and others) goods produced with the
use of the more abundant factor are in an ex-
cellent competitive position, in both the do-
mestic and the international economy. It
should be noted that this is so, notwithstanding
the fact that the physical productivity of man-
power in the industrialized economies is

greater than in the developing countries, be-
cause such greater physical productivity fails
to compensate for the low wages paid in the
developing countries.

The proportion accounted for by raw
materials in the final price of manufactures
where Latin America has a clear competitive
advantage is also lower in the region. This is
due to two circumstances. On the one hand,
the inputs in these exported products have a
high nationally-produced content, and on the
other, these nationally-produced inputs also

IThe growth of the GNP will give rise to an increase
in imports through the well-known mechanism of the
external trade multiplier (k), but this is merely a conse-
guence of the increase occurring first in the GNP owing
to the growth of exports.
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have a high labour content, the cost of which
is between 20% and 30% of the total price of
the raw material used. Likewise, the low wage
costs included in these inputs are not neutral-
ized by the greater physical productivity of
labour in the developed countries.

A study carried out by the author of this
document? shows that for the same goods
exported by the' United States, Argentina,
Brazil and Chile, the number of times the unit
of wages produces value added is a good deal
lower in the United States. Thus while in
Argentina one unit of wages produces 3.77
units of value added, in the United States it
produces only 2.18. Compared with Brazil,
these figures are 3.33 and 2.02, and in the
comparison with Chile the contrast is between
3.9 and 2 units of value added.

Furthermore, technology today —subject
to certain conditions and limits— is within the
reach of every country, thus providing opti-
mum conditions for the production and export
of such goods.

As regards the more complex manufactures
produced with more advanced and sophis-
ticated technology, some favourable factors
still persist, but the competitiveness gap tends
to narrow. Frequently this narrowing of the
competitive margin is due to the fact that the
development of such lines of production
requires, in addition to considerable scales
of production, certain special basic and inter-
mediate inputs which can be obtained in Latin
America and other developing countries only
at a not very favourable cost. Thus, in order to
overcome this obstacle or stumbling-block,
two opposing policies may be followed, lead-
ing to different results. One policy is to produce
these inputs locally, which means a varying
degree of protectionism and domestic produc-
tion subsidies that obviously make the cost of
the input produced in the country higher than
the similar imported input without the protec-
tion obstacle (i.e., unless the subsidy cancels

2Pedro 1. Mendive, document on the identification of
non-tariff barriers for the Tokyo Round negotiations pre-
sented at the seminar on the Multilateral Trade Negotia-
tions held in Guatemala in October 1976 under the
auspices of SIECA and the CEPAL/UNCTAD/UNDP
Interregional Project.

out the difference in costs). If this is the case,
the well-known action of the formula of the
effective rate of protection for production
factors will mean that such a policy, in the
absence of special internal defences, will act
as a tax on the location of the activity producing
the final good in the economy of the developing
country concermned. The defence measures
against this implicit tax will lead to drastic
changes in certain internal variables, whose
nature and effects are easy to foresee.

The other policy —aimed at overcoming
the obstacle represented by the high cost of the
input concerned— lies in importing such
inputs under very low customs tariffs, while
levying high customs tariffs on the final goods
produced from them. The result will be that
the effective rate of protection for domestic
factors of production of the final good will be
much higher than the nominal rate and will
act as a subsidy for the location of such activity
in the developing country. If there is no pos-
sibility of this domestic production being car-
rried out in the future in an economic manner,
an inefficient production enclave would be
created which would lead to higher prices for
the final goods produced there. On the other
hand, if such production could eventually be
carried out economically, the final goods pro-
duced with such inputs would be competitive
both domestically (with respect to other activ-
ities) and on the world market,

The export of manufactures, as may be
inferred from these observations, constitutes
something in the nature of the last link in the
chain which starts with production for import
substitution. For the full development of this
process it has become imperative for the devel-
oping countries to adopt policies such as —to
mention only a few— incentives for the pro-
duction of final goods, special treatment for

certain inputs, the establishment of credit,

insurance and other instruments: in short,
everything that makes up a complete and well-
structured export promotion policy.

If the various measures composing these
policies are classified by subject or area of
competence, two clearly defined groups of
measures or instruments may be established:
incentives for the production of export goods,
and incentives for export activity itself.
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In the first group, special mention may be
made of the following instraments:

— elimination or reduction of import tar-
iffs on inputs and capital goods;

— elimination of taxes on production
financing;

— elimination or reduction of taxes on
energy used in the production of export goods;

— extension of credit in respect of income
tax on the export part of production;

— use of the “draw-back” system for
capital goods and inputs;

— financing and reduction of the interest
rates applicable to export production;

— differential treatment for the transport
of export goods;

— direct subsidies for the production of
export items.

In the second group of measures, ie.,
those aimed at promoting export activity, the
following may be mentioned:

— total or partial refunds or exemptions in
respect of domestic taxes on exported products;

— export credit financing;

— export credit insurance;

— refund or reimbursement of foreign
exchange, operating like a differential ex-
change rate;

— special export programmes;

— direct export subsidies.

It is not necessary to analyse these mea-
sures since, besides the fact that the machinery
for their implementation is well known, their
economic effects on the domestic economy
and exports are also common knowledge. It is,
however, important to offer some comments
on the developed countries’ opposition to their
implementation by the developing countries.

A number of non-tariff measures have
gradually been included in the long-estab-
lished protectionist structure with the aim of
impeding the access of developing countries’
goods to the developed countries’ markets.
Two of these measures which are covered by
articles VI, XII and XIX of GATT have par-
ticular relevance to this rejection, however.
Although these two measures —safeguard
clauses and countervailing duties— are regu-
lated in those articles, the truth is that —be-
sides being more numerous than before— their
current implementation by the developed

countries does not conform to the provisions
of those articles, either in procedure or as
regards their justification. In the case of safe-
guard clauses, no proof is provided of the
serious damage referred to in article XIX,
while in the case of countervailing duties, not
only are these imposed arbitrarily and without
such proof, but the threat of imposing them is
used to discourage existing and planned ex-
ports of goods to those markets.

The present situation of the world econo-
my differs substantially from that existing
during most of the past century and the first
decade of the present one, in that at that time
the basic characteristics of the international
division of labour were in force and restrictions
on trade practically consisted only of tariff
barriers. This was merely the result of the fact
that the world economy was composed, on the
one hand, of a few developed countries re-
quiring raw materials and consumer markets,
which not only produced a wide range of
manufactured goods but, in their capacity of
exporters of capital, facilitated the exploitation
of the natural resources they needed from the
other group of countries, which were far more
numerous and were barely in the incipient
stages of development. Of course, while the
small group of industrialized countries achiev-
ed rapid development on the basis of diversi-
fied production through progress in manufac-
turing, the other more numerous group was
developing on the basis of the exploitation of a
few primary commodities. The balance-of-
payments capital account of these countries
—fed by increasing external investment—
permitted not only the development of these
resources but also payment for the necessary
goods they imported from the more developed
countries, as well as the remittance of returns
on such investment. This international division
of labour was partly based —rightly or wrong-
ly— on a certain comparative advantage which
some countries possessed in the production of
certain goods in relation to other countries,
but for some years past, a radical change has
been taking place in the pattern of international
comparative advantages. Formerly, only one
or two countries were little by little attaining a
higher level of development based on progress
in manufacturing, not only supplying the
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domestic market but also gradually gaining
external markets too. In an expanding world
economy, where many developing countries
were in need of those types of products, this
did not lead in practice to any disturbance in
the world economy and trade.

In the last few years, however, this process
has spread at a rapid and increasing rate to a
large number of developing countries which
have suddenly appeared on the world scene as
exporters of a wide range of manufactured
goods, produced advantageously on the basis
of high labour-intensity, manpower being their
most abundant factor.

This latter fact, coupled with the false
argument concerning the alleged starvation
wages which, according to the developed
countries, are paid in the developing econo-
mies, is used to justify the adoption of protec-
tionist measures, when the real grounds are
the policies aimed at promoting exports of
manufactures adopted by the developing
countries

In reality, when the competitive lines of
production achieved by the developing coun-
tries run into barriers like those described
above and the whole protectionist system
which will be referred to later, the only way
to surmount this obstacle to trade created by
the developed world is to adopt subsidies and
other incentives for the production and export
of such goods. This is very far from being an
unacceptable attitude, since all that the devel-
oping countries are trying to achieve in this
way is to neutralize the unfair treatment meted
out to their products by the developed coun-
tries. There is also the principle of infant
industries, which is an argument or policy
already applied in the past by the developed
countries themselves, notably the United
States.

Mention may now be made of another
difficulty in addition to those alluded to above,
which in its own way prevents the goods of

3The wages and interest paid in developing economies
derive from the marginal productivity of labour and capital,
which is determined (in the Marshallian sense) by the
relative supply of those factors of production. Thus in
Latin America wages are low and capital is expensive,
which is the precise opposite of what occurs in the devel-
oped world.

certain complex capital-intensive industries
from increasing their competitiveness on the
external market. This is the existence of trans-
national corporations in certain manufacturing
sectors using advanced technologies which,
however, are often outmoded in the centres
and are transferred in the form of plant which
is technically obsolete in the country of origin.

A first difficulty lies in the fact that these
industries use inputs produced by the parent
companies, which are usually imported at
higher than market prices. Another difficulty
arises out of the imposition of bans on compet-
ing with the parent company, either because of
the geographical distribution of the market
established by the centres or for other easily
imaginable reasons.

These sectors are therefore restricted to
the domestic market of the developing coun-
tries in which they are established, or at best
to exporting to the developing markets of
neighbouring countries.

Furthermore, the trade links established
between imports and exports of inputs and
final goods usually obscure the real prices,
profits, taxes, etc., thus hindering the harmo-
nious development of a series of activities
relating to the sector and preventing normal
tax collection.

Even so, Latin America is exporting con-
siderable quantities of goods to the world
market, as may be seen from table 1.

Table 1

EXPORTS OF MANUFACTURES (EXCLUDING
OIL AND NON-FERROUS METALS) BY SOME
LATIN AMERICAN COUNTRIES

Exports Per capita
Country (millions exports

of US$) (US$)
Mexico 2 105 34
Brazil 1916 18
Chile 110 11
Argentina 550 21
Peru 27 2
Uruguay 118 38
E1 Salvador 79 19
Ecuador 48 7
Colombia 180 7

Source: UNCTAD.
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II1

Conditions of access in the developed world

While a long series of manufactures from
developing already have a definitive competi-
tive advantage in international circles, e.g.,
textiles and clothing, footwear, leather articles
and leatherwear, processed foods, some
chemicals, and some electronic parts, com-
ponents and products, a whole list of other
goods produced by light industries, and even
some produced by heavier industries, justify
the policies applied by these countries to
promote the development of industry and the
export of their products.

In a supply situation with these charac-
teristics, however, manufactures do not have
the same advantages as regards the conditions
of access offered by the markets of the devel-
oped countries. Indeed, such access is meagre,
and recent trends unfortunately confirm that
it is becoming increasingly precarious, in other
words, markets are increasingly hermetic.

First of all, the tariffs of the developed
countries have an average weighted rate of
less that 10%. This is due to two main facts
which explain why it is deceptive to limit
oneself to this one simple average in analysing
the tariff system. Nearly 40% of their imports
enter these countries duty-free, a situation
which was brought about during the various
rounds of negotiations within GATT. These
duty-free imports, however, are in their im-
mense majority imports of products which it
is in the interest of the developed countries to
trade on an international scale, but which are
of little interest to the developing countries.
Moreover, there are extraordinarily large de-
viations from this rate which affect products of
export interest to the developing countries.

The structure of the tariff systems of the
developed countries shows definite scaling of
tariffs as a line of production advances in its
degree or stage of processing. This means that
the factors of production of the developed
countries have an effective rate of protection

which is in many cases over two or three times
higher than that afforded by the nominal rate.

In an earlier work by the authort these
effective rates were determined for the United
States, the European Economic Community
and Japan as regards the following groups of
products: processed foods, textiles and cloth-
ing, light industries, and industries of greater
complexity, including products of particular
interest to Latin America. Table 2 gives an
idea of the size of the effective average weight-
ed rates. There are many individual examples,
such as butter in the Community (1,322.7%),
refined cottonseed oil in the United States
(465.9%) or cigarettes and cigars in Japan
(405%), which show the incredible spread of
these effective rates compared with the
weighted average rate.

Table 2
EFFECTIVE RATE OF PROTECTION
(Percentages)
Group of products USA Japan EEC
Processed foods 28 68 63
Textiles and clothing 43 45 60
Light industries 24 26 15
Complex industries 16 22 22

These high effective rates of protection
warrant some comments. The first is that they
act as a subsidy for locating the activities
producing final goods in the protecting coun-
try. A second comment is that in the developed
countries these rates cover up production ac-
tivities which are clearly inefficient both in
comparison with similar activities abroad and
with other local economic activities. They are
protected from the former by tariff scaling,

4Pedro 1. Mendive, “Protectionism and develop-
ment”, CEPAL Review, No. 6, second half of 1978.
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while as for the latter, the remuneration of the
factors of production employed in the activity
protected may be said to tend to be equal to that
of the factors employed in the efficient indus-
tries. The cost-structure inflation which may
be observed nowadays in the developed world
is partly the result of the effective rate of
protection of inefficient industries and other
non-tariff barriers which protect such indus-
tries from foreign competition and which will
be analysed below.

Thus, in addition to this tariff structure,
and even more important, are the non-tariff
barriers. As well as the recent increase in the
variety of types of these barriers, there has
been tremendous growth in the number ap-
plied. This is due to the fact already mentioned
that trade in many products of importance to
the developed countries themselves is con-
ducted duty-free oron the basis of low rates. As
these are generally consolidated in GATT the
developed countries are not free to change
them. In cases like the present, with unem-
ployment sweeping the developed countries,
resort has been had to the false solution of
renewed protectionism through non-tariff
barriers or measures.

All this superstructure which has now
been created around protectionism has come
to be known as “new protectionism”, but it is
actually nothing more than the introduction of
new forms and modes of protectionism into
an earlier structure. Among these new forms
mention may be made of the “voluntary”
restrictions, the regular marketing agreements,
the restrictions imposed by means of multi-
lateral agreements which become operational
once bilateral agreements are reached under
them (e.g., the multifibre agreements), trigger
prices in the United States and minimum
prices in the Community —both currently
applied to the iron and steel sector— and the
American Selling Price System in the United
States. All of these tend euphemistically to be
called organized free trade or, more correctly,
conditioned free trade. If what was said at the
beginning about the arbitrary application of
safeguards and countervailing duties is added
to this, it will give an idea of the instruments
which restrict access to the markets of the
industrialized countries.

Table 3 gives a quantitative picture of
these barriers for the United States, the Euro-
pean Economic Community and Japan, in
respect of a sample of products which in 1976
had a commercial value of 8,196, 8,961 and
3,117 million dollars respectively.

Table 3

NON-TARIFF BARRIERS IDENTIFIED
FOR PRODUCTS OF EXPORTS
INTEREST TO LATIN AMERICA IN 1976

Type of restriction Number of items or positions

USA Japan EEC

Total number of items

analysed 165 126 172
Total number of

positions with barriers 76 43 156
Quantitative

restrictions 65 33 117
Sanitary restrictions 10 7 17
Variable duties and

components - - 18
Other restrictions 1 3 4

Source: Pedro 1. Mendive, op. cit.

2Not including measures which, although authorized by
GATT, are at present applied without being subject to its
rules {such as safeguards and countervailing duties).

In view of the precarious conditions of
access which the developed economies offer
to exports by the developing countries, the
latter have placed great expectations, first in
the operation of the generalized systems of
preferences maintained by the developed
countries outside the principles of non-dis-
crimination and global reciprocity laid down
in article I of GATT —an exception arising out
of a waiver granted under the terms of article
XXV, paragraph 5 of the General Agreement—
and secondly, in the multilateral trade negotia-
tions (Tokyo Round) which were held in
Geneva for almost six years.

The generalized systems of preferences do
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not seem to have resulted in any appreciable
opening-up of markets, owing to the uncer-
tainty over the permanent or non-permanent
status of the products included in them, the
safeguards they contain, their maximum limits,
the complication, difficulty and cost of the
proof of origin formalities, and the precarious-
ness due to the short period of validity of these
systems (10 years), even when there is some
certainty that their expiry dates will be ex-
tended. At all events, relatively little use has
been made of these systems in practice, and
they have not contituted any form of escape
from the protectionism described in the fore-
going pages, one reason being the very nature
of the products they covers

Thus, for example, in the multilateral
negotiations referred to above the United
States not only made no offer under the gen-
eralized system of preferences but in 1979
eliminated instead a series of products which
no longer fulfilled the conditions of the com-
petitive need clause and which, according to
estimates, accounted for some US$ 60 million
in 1978. The European Economic Community
(9 countries) made 33 offers, but these only
lowered the average weighted rate from 18.7%
before the offer to 18.6% after it, and they only
referred to chapters 01-24 of the Customs Co-
operation Council Nomenclature, no offers
being made in respect of manufactures {chap-
ters 25-99). Finally, Japan made only 4 offers,
which likewise reduced the average rate by a
very small amount.

The multilateral trade negotiations, for
their part, have given very meagre results
according to the preliminary data published$

As regards tariffs, the reductions agreed
upon by the United States, the EEC and Japan
in the most-favoured-nation weighted average
rates for industrial products of —4.5, —3.0 and
—3.2 units respectively, at import demand
price elasticities of —2.2, —-1.3 and —1.9 and at
the 1976 value of imports from Latin America

5According to UNCTAD, the utilization of these
systems by the countries has been between 15% and 75%.
In the particular case of Latin America the actual degree
of utilization is generally nearer the lower figure.

8 Although the MTN have now been declared closed,
their final results have not yet been published.

would have brought about a growth in such
exports of US$ 328 million for that year. As can
easily be seen, this is only a minimal increase
if it is compared with the US$ 6 billion worth
of imports subject to duties out of a sample of
more than US$ 10 billion.

This apparent growth in trade, moreover,
does not take account of the network of non-
tariff barriers now hindering international
trade. When considering these barriers the
quantitative restrictions can be said to have
been practically excluded from the negotia-
tions, and only five codes of conduct’ were
negotiated to make such trade more efficacious
in fields where it is restricted by health and
plant-health barriers, valuations, State pur-
chases, licences and subsidies and counter-
vailing duties. In reality, a summary analysis
of these codes leads to the conclusion that they
will merely legalize the practices already
applied by the developed countries, thus
giving apparent respectability to the rules of
the game which such practices involve.

In addition, according to estimates made
by the author, more than three-quarters of the
increase in trade which would have been ex-
perienced in 1976 if all the barriers in question
had been eliminated would have been due to
the disappearance of non-tariff barriers, and
only a quarter to the reduction to 5% of all the
tariffs above that figure, which is considered not
to be protectionist but only fiscal. In absolute
terms, the removal of non-tariff barriers in 1976
would have promoted an increase in Latin
America’s exports of manufactures (chapters
25-99) to those countries of around US$ 1,400
million, while the elimination of all tariffs
over 5% would have led to an increase in Latin
American exports of only US$ 420 million. It
should be noted that these figures include
certain manufactures —processed foods—
which appear in chapters 01-24 of the CCC
Nomenclature.

If, therefore, the generalized systems of
preferences, the tariff negotiations and those
on non-tariff barriers do not lead to an opening-
up of the markets, then the main obstacle to the

"The safeguards code is still being negotiated.
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export of manufactures by the developing
countries takes the form of the demand for
manufactures (conditions of access to the mar-
kets) and not the supply of such goods.

Once again, the conclusion that can be
drawn from this is that it is perfectly legitimate
for the developing countries to make use of
export subsidies.

IV

Lines of action

It is clear from the foregoing pages where the
main obstacle to exports of Latin American
manufactures to the world market lies. It is
also clearly established that the two institu-
tional choices before the countries of the region
—and all developing countries— for the re-
moval of this obstacle were never more than
empty hopes. The solution to the problem
must therefore be sought along other lines.
Various types of partial solutions are analysed
below, with a view to measuring their effec-
tiveness or alternatively their disadvantages
or lack of effect.

The first measure usually proposed is that
the developing countries should continue with
import substitution, firstly as a means of retal-
iation against the developed countries and
secondly as a way of avoiding the accumula-
tion of larger balance-of-payments deficits.
This measure may prove relatively effective,
for rather a limited period, in those countries
which are at the commencement of their manu-
facturing development and still have a broad
margin of easily substituted imports. But in
more advanced developing countries where
these circumstances do not apply, the process
may be contrary to their economic and social
interests. As already noted, in addition to
creating a markedly inefficient industrial struc-
ture, it may lead to the creation of its own
pitfalls for exports of manufactures by other
sectors of industry.

A second measure would be to increase
trade in manufactures among the countries of
the developing world. There can be no doubt
that this trade, which has been growing con-
tinually —at least for some countries— may
alleviate the problem to some extent. For the

moment, however, it is limited to certain
manufactures and almost completely excludes
those produced by the heavy industries, such
as capital goods, transport equipment, etc.,
which therefore continue to be supplied by
the developed countries, creating trade im-
balance not only in terms of the value of the
trade but also as regards the structure of recip-
rocal demand between developed and devel-
oping countries.

A third line of action would consist of
negotiating, both inside and outside GATT,
to secure the elimination of tariff and non-tariff
barriers. This argument meets with a major
difficulty, however, in the difference between
the bargaining power of the large countries
vis-g-vis the small countries, taken individual-
ly. It may therefore be doubted whether, even
if these negotiations prosper, they can achieve
significant results for the developing countries.
This was clearly demonstrated in the nego-
tiations which have just ended in Geneva.

Another line of action lies in taking ad-
vantage of the kinds of products least protected
by the developed countries. In addition to
confining the developing countries to a limited
range of goods in developing their industry
and exports, however, this solution gives rise
to great uncertainty as to whether even this
relatively reduced protection can be main-
tained in the future. We saw in earlier pages all
the superstructure of barriers which the devel-
oped countries started to put up against the
exports of the developing countries when the
latter began to flood their markets with com-
petitive goods produced with definite com-
parative advantages.

There remains the possibility of modifying



THE EXPORT OF MANUFACTURES / Pedro I. Mendive

31

trade flows by promoting and increasing trade
with those developed countries with which
extensive trade links have not yet been estab-
lished. Here there would be room for an
attempt at some kind of bargaining which
could secure more liberal mutual trade.

As may be observed, all the measures
which have been mentioned offer very little
guarantee of being the most appropriate. The
author believes that the solution lies in in-
creasing the bargaining power of the devel-
oping countries, answering protectionism with
restrictions on access to the vital materials
which the developing countries possess, using
the enormous import market constituted by
the sum of the individual markets to counter
the restrictions or obstacles created by the
barriers of the developed countries, and even
applying within this collective framework ef-
tective measures of retaliation® to counter the
effects of the spread of new or old protectionist
measures, etc

All this calls for thé mounting of an ef-

8This is a measure proposed by important Latin
American personages who attended a seminar on protec-
tionism, held in Buenos Aires from 31 October to 3
November 1978, which was organized by CEPAL and
UNDP under the auspices of the Government of Argen-
tina. See the report of this meeting in document E/{CEPAL/
1057.

9Many of these measures are illegal within GATT,
since they were not accepted by the organization when
the country joined GATT or do not arise out of a waiver
(see Article XXV).

ficient and rapid system of information and
action among the developing countries,
making use, in Latin America at least, of the
assistance which can be provided by the Latin
American groups in Brussels, Geneva, New
York, and in CECON in Washington. Along
with these groups of government represen-
tatives, mention may be made of the interna-
tional organizations with competence in the
interregional and the various regional contexts,
which can provide the necessary elements of
analysis to serve as a basis for measures and
decisions by the developing countries and to
be used as elements for negotiation.

In reality, a system can be envisaged with
three operative mechanisms. The first of these
would be an information and consultation
mechanism, in which only the Latin American
countries would participate. The second
mechanism would be made up of both devel-
oped and developing countries: it would settle
differences that might arise in the information,
and consultation stage, and its decisions could
be either legally or merely morally binding.1¢
Finally, the third mechanism would form a
kind of supervisory body which would watch
over the implementation of the agreements
reached in the dispute-solving mechanism.

10perhaps the best thing would be to lay down or
agree on “equivalent compensation measures” which
would be taken whenever there was any transgression of
the established rules: i.e., whenever there was any attempt
to bring back protectionism.



Exports of non-fuel primary products

Jere R. Behrman*

Introduction

The major macroeconomic goals of the Latin
American countries relate to: (1) growth, (2)
distribution, (3) short-run stability regarding
employment, inflation and the balance-of-pay-
ments position, and (4) the international situa-
tion. Latin American analysts and policy-
makers have long been preoccupied about the
impact on the attainment of these goals of
fluctuations and trends in international non-
fuel primary commodity markets. It is not
surprising, therefore, that Latin Americans
have given considerable (although not unani-
mous) support to the call for the revision of
conditions in international non-fuel primary
markets that is the foremost demand of the
developing countries in their quest for a “New
International Economic Order”}

Although non-fuel primary products have
accounted for a steadily declining share of total
Latin American exports during the post-war
era, they still represent a major source of

*Chairman, Department of Economics, University of
Pennsylvania.

1For recent analyses of the New International Eco-
nomic Order see the references to this subject in: Bhagwati,
Jagdish, N., ed., The New International Economic Order:
The North-South Debate, Cambridge, Mass.: The MIT
Press, 1977; Cline, William R., ed., Proposals for a New
International Economic Order: An Economic Analysis of
Effects on Rich and Poor Countries, Washington, Praeger
and Overseas Development Council, 1979; Erb, Guy F.
and Bart S. Fisher, “U.S. Commodity Policy: What Re-
sponse to Third World Initiatives?”, Law and Policy in
International Business, Washington D.C., 9:2, pp. 479-
513, 1977; Fishlow, Albert, et al., Rich and Poor Nations in
the World Economy, New York: McGraw-Hill Book
Company, 1978; Grubel, Herbert G., “The Case Against
the New International Economic Order”, Weltwirts-
chaftliches Archiv, Tibingen 54:4, pp. 284-307, 1977;
Kreinin, Mordechai E., and J. M. Finger, “A New Interna-
tional Economic Order: A Critical Survey of its Issues”,
Journal of World Trade Law, Twickenham, England,
September/QOctober 1976, and Vastine, Robert ., “United
States International Commodity Policy” Law and Policy in
International Business, 9:2, pp. 401-77, 1977.

foreign exchange for the region. In the first half
of this decade, for example, they accounted for
over 40% of total regional merchandise exports
and over half of the individual country mer-
chandise exports for three-quarters of the 24
countries that are included in table 1 (in
descending order of dependence on such com-
modities for export revenues, these 18 coun-
tries are: Jamaica, Chile, Cuba, Honduras,
Dominican Republi¢c, Costa Rica, Guyana,
Haiti, Peru, Guatemala, Colombia, Nicaragua,
Uruguay, Brazil, Panama, El Salvador, Bolivia
and Ecuador). Thus, both for the region as a
whole and for many of the individual countries,
non-fuel primary exports will continue to be
important sources of foreign exchange during
the 1980s whatever changes occur in the world
economy.

The framework for recent and ongoing
exploration of changes in the international non-
fuel primary commodity markets was estab-
lished by the proposal and resolution adopted
at UNCTAD IV (Nairobi, 1976)2 The original
proposal focuses on 10 core commodities, five
of which are important from the point of view of
Latin America in the sense that they account
for at least 1% of total regional merchandise
export value (coffee, sugar, copper, cotton and
cocoa), and one of which (tin) provides half of
the merchandise export value of Bolivia.
Together these six core commodities ac-
counted for 24% of Latin American merchan-
dise export earnings in the first half of the
1970s. Eight other commodities also were
mentioned, four of which (beef, iron ore,
bananas, bauxite) each accounted for at least
1% of the region’s merchandise export earn-
ings, while the eight commodities together

2United Nations Conference on Trade and Develop-
ment (UNCTAD), “An Integrated Commodity Pro-
gramme”’, Geneva, 1976 and “Resolution Adopted by the
Conference: Integrated Programme for Commodities”,
Geneva, TD/RES/93, (IV), 1976,
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PERCENTAGE CONTRIBUTION OF MAIN NON-FUEL PRIMARY EXPORTS
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AFrom Behrman, International C dity Ag #: op. cit., except in the case of items for which notes ¢, d and fare relevant, which are from Lord,
op. cit.

bn the original UNCTAD proposal soybeans and lumber were not included, but they are included with the other commedities in later documents,
“Regionally significant” means commodities that accounted for at least 1% of Latin American merchandise exports in 1970-1974 (the period on which
these columns are based).

d“Nationally significant” means commodities that accounted for at least 10% of some Latin American country’s merchandise export value for 1970-1974
(the period on which these columns are based).

€Defined as 100 times the variance from the trend for 1960-1976 relative to the arithmetic mean, where the dependent variable was first transformed by
dividing the geometric mean of its series to make comparable linear and semi-iog functions. A Paasche index is used for prices and a Laspeyres index is
used for quantities. Based on coffee, sugar, copper, cotton, cocoa, beef, iron ore, bananas, bauxite, and soybeans. Source is Lord, op. cit.

f1970-1974.

8No data are given for Cuba in Lord, op. cit.




34

CEPAL REVIEW No. 10 / April 1980

accounted for 10% of total Latin American
merchandise export value. The emphasis in the
proposal and resolution is on price stabilization
for the core commodities through international
buffer stock agreements, although there are
also a number of phrases that suggest the
possibility of increasing the secular trend of
prices.

The UNCTAD proposal is called an inte-
grated feature in it is the establishment of a
Common Fund, primarily to provide financing
for the core commodity agreements and sec-
ondarily to conduct “second window” lending
operations for commodities not amenable to
stockpiling, for product diversification, ete.
The Common Fund would also pool and
reduce risks, have more bargaining power in
international capital markets than would a set
of individual capital markets for the same
commodities, and require smaller total finan-
cing than the aggregate of a set of individual
funds because of differences of phasing of
cycles across commodity markets. The original
proposed magnitude of the Common Fund was
US$ 6 billion.

Negotiations over the details of the Com-
mon Fund have continued for several years.
The “Group of 777 developing countries
sought a Fund with paid-up capital from direct
assessments of about US$ 2 billion, to be
supplemented by borrowing approximately
US$ 4 billion on capital markets, and they
advocated that about one-quarter of the total
would be used for “second window” opera-
tions. The “Group B” or industrial countries, in
gontrast, advocated financing by deposits from
the individual international commodity agree-
ments instead of direct assessments, and
opposed “second window” operations.

A breakthrough occurred at the March
1979 UNCTAD negotiating session with the
resolution of the two major controversial
issues: (1) as regards the basic capital structure,

agreement was reached that US$ 400 million
would be raised by direct assessment (about
two-thirds of which would be from Group B
countries) and that other financing (amounting
to one-third of the agreements’ prospective
financial requirements) would come from
contributions by the producing and consuming
country governments in each individual in-
ternational commodity agreement; (2) as
regards the second window, it was agreed to
establish such operations with funding of
US$ 370 million, but without any transfers
allowed from the first window (the United
States maintained its opposition to partici-
pating in the second window, but no longer
opposed the voluntary participation of other
Group B countries). More than a hundred
countries agreed in the plenary of the session
to a document that resolved these issues and
referred further negotiations and the drafting
of the articles of the Common Fund to an
Interim Committee. Although some difficult
issues remain (e.g., the distribution of voting
rights), Common Fund negotiations may well
be successfully concluded within a year or so.
Subsequently, ratification by national legisla-
tures will be required.

Consideration of the UNCTAD Integrated
Commodity Programme has dominated recent
discussions of future changes in international
non-fuel primary commodity markets. More-
over, after the March 1979 UNCTAD nego-
tiating session there appears to be a significant
probability that some variant of the UNCTAD
programme will be implemented. Therefore
the rest of this paper focuses on the implica-
tions of the UNCTAD proposal for Latin Ame-
rica. Section I explores the primary question
of “first window”” price stabilization of the core
commodities, section II more briefly considers
the implications of attempting to alter the
secular price trends, and section III summa-
rizes the results.
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Non-fuel primary commodity price stabilization

The UNCTAD Programme emphasized the
stabilization of prices of the core commodities
through international buffer stock operations.
In order of the commodities’ importance in
export earnings for Latin America, the average
annual absolute value percentage deviations
from the trends of these prices over the period
1963-1972 were 17 for coffee, 33 for sugar, 22
for copper, 8 for cotton, 23 for cocoa and 8 for
tin2 For all but cotton and tin these fluctuations
were relatively large. The specific implications
of these price fluctuations for each country, of
course, depend on the exact composition of its
exports. The price instability indices in column
20 of table 1 suggest that among Latin Ameri-
can countries in recent decades Jamaica, Peru,
Paraguay, Barbados and Bolivia have experi-
enced particularly large fluctuations in the
prices of their commodity exports included in
the UNCTAD programme. Such large varia-
tions in prices may make private or public
planning much more difficult. They may also
contribute to fluctuations in earnings if they are
not offset by changes in volume of production.
Because of differential variations in such
volume, however, the Latin American coun-
tries with the greatest instability in export
earnings from these same commodities differ
somewhat from the above list, their order being
Argentina, Dominican Republic, Trinidad and
Tobago, Paraguay, Uruguay, Chile, Barbados,
and Venezuela (column 22 of table 1). Formany
purposes the effect of such fluctuations in
earnings may be more important than that of
price fluctuations, although it is the latter
towards which the UNCTAD programme is
directed (this topic will be dealt with again
below).

A number of questions arise about the
UNCTAD programme. What are the magni-

3Behrman, Jere R., International Commodity Agree-
ments: An Evaluation of the UNCTAD Integrated Com-
modity Programme. Washington: Overseas Development
Council, 1977.

tudes that are involved in its operation? What
are the implications for developing countries in
general and for Latin America in particular?
What are the implications for the developed
economies? How does this programme
compare with alternative policies?

These questions will be explored in this
section primarily through the use of simula-
tions of international buffer stock activities
with simple econometric models of the
relevant international markets. These models
capture the time pattern of simultaneous and
lagged responses in supply, current demand
and private inventory demand relations for
each of the relevant commodity markets, and
the parameters used in them are those most
consistent with observed behavioural and
technological responses.* Before turning to the
insights gained from these simulations,
however, it is useful to indicate some reasons
why the simple @ priori theorizing and simple
correlations that are often used for such analy-
sis may be inadequate.

1. Limitations of a priori and correlation
analysis of commodity markets.

Much of the analysis of international com-
modity markets is based on simple supply and

4For further details concerning these models and their
use for commodity market simulations, see Behrman, In-
ternational Commodity Agreements: ... op. cit.; Behrman,
“The UNCTAD Integrated Commodity Program: An
Evaluation”, in F.G. Adams and S. Klein, eds., Stabilizing
World Commodity Markets: Analysis, Practice and Policy,
Lexington, Mass.: Heath-Lexington Publishing Company,
1978; Jere R. Behrman, and Pranee Tinakorn, “Evaluating
Integrated Schemes for Commodity Market Stabilization”
in F. Gerard Adams and Jere R. Behrman, eds., Econometric
Modeling of World Commodity Policy, Lexington, Mass.:
Heath-Lexington Publishing Company, 1978, and “The
UNCTAD Integrated Program: Earnings Stabilization
Through Buffer Stocks for Latin America's Commodities”,
in W. Labys, M. Ishaq Nadiri, and José Nuaiez del Arco,
eds., Commodity Markets and Latin American Develop-
ment: A Modeling Approach, Cambridge: Ballinger
Publishing Company and NBER, 1979.
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demand models or bivariate correlations.
However, such analysis may be quite mis-
leading in respects that frequently do not seem
to be recognized. For this reason, simulations
of macroeconometric models will be used in
the analysis below.

One problem with many of the analyses is
that the results are sensitive to the assumed
forms of the supply and demand functions. For
example, Johnson® argues that “elementary
economics’ demonstrates the incompetence of
UNCTAD economists, since they did not
recognize the trade-off between prices and
earnings stabilization, yet Johnson’s own
analysis of this trade-off depends upon his par-
ticular assumptions of linear price-elasticity
curves and additive shifts, without any em-
pirical testing. With alternative assumptions
—some of which seem theoretically and em-
pirically at least as warranted as his— very dif-
ferent results are obtained[®

Another example is provided by Lord’s’
recent empirical analysis of the supply versus
demand causes of fluctuations in Latin Ameri-
can commodity exports. By looking at the sign
of the correlation between retrended quantities
and prices, he claims to identify whether the
underlying shifts were primarily in supply
(negative correlations) or in demand (positive
correlations)® But Porter’ proves that such a
testis valid only if the supply and demand price
elasticities are equal,'® and it seems very

SHarry G. Johnson, “Commodities: Less Developed
Countries’ Demands and Developed Countries’ Res-
ponse”’, in Bhagwati, op. cit.

6See Berhman, International Commodity Agree-
ments:..., op. cit.

7Montague, J. Lord, “The UNCTAD Integrated Pro-
gram: Export Stabilization and Economic Growth in Latin
America”’, in Labys, Nadiri and Nuiiez, op. cit.

8There is a long tradition of making some inferences by
this method dating back at least to United Nations,
Instability in Export Markets of Under-Developed Coun-
tries, ST/IECA/15, 1952, Another, more recent, example is
Ezriel M. Brook, Enzo R. Grilli and Jean Wallbroeck,
“Commodity Price Stabilization and the Developing
World”, Washington: IBRD, Bank Staff Working Paper
No. 262, 1977.

9Richard Porter, “On Placing the Blame for Primary
Product Instability”, International Economic Review,
Philadelphia, Pa., 11:1, pp. 175-178, 1970.

10T ¢ see that elasticities must matter, consider the case
in which one of the two curves is stabile and infinitely

unlikely that such elasticities are anywhere
near equal for most of the country-commodity
combinations that Lord considers. The market
shares of Latin American countries for the six
UNCTAD core commodities of interest to them
are generally relatively small, the only values
higher than 10% being for Bolivia (tin), Brazil
(coffee and cocoa), Chile (copper) and Colom-
bia (coffee). Thus, the demand price elasticities
facing the individual countries are very high,
often approaching infinity, but Lord’s analysis
is appropriate only if the country supply elas-
ticities are equally high: an assumption that
does not seem to be based on empirical facts.
Therefore, once again his conclusions seem to
be quite suspect because they are not based on
relevant assumptions regarding the underlying
structure (in this case the elasticities) of the
markets.!!

Yet another problem affecting much of the
simple theoretical and empirical analysis is
that all adjustments ars assumed to be instanta-
neous, so that fairly long-run price equilibria
are reached immediately. Both Johnson and
Lord are among the multitude of analysts who
make this simplifying assumption. In the real
world, however, there are considerable lags
because of the time required for adjustment of
production, consumption and investment
processes and for the creation of expectations,
and such lags may substantially alter the out-
comes compared with those implied by ana-
Iyses that ignore such factors, as the textbook
“explosive cobweb”” model demonstrates.

The models used for the simulations
reported below differ from the Johnson-Lord
type of analysis in that decisions regarding a
number of critical questions (e.g., magnitude of
elasticities, additive versus multiplicative

elastic (thereby fixing the equilibrium price) and the other
curve has less than infinite elasticity and shifts consid-
erably. Even though by assumption the instability arises
from the movements in the latter curve, the Lord method
will give a zero correlation between pairs and quantities
and atribute the instability equally to shifts in both curves.
HIf demand elasticities are bigger than the supply
elasticities, as is probably generally the case for the
country-commodity combinations that Lord considers,
then this method is biased towards incorrectly attributing
the relative responsibility for shifts to the supply side, See
Porter, op. cit., for an explicit demonstration of this bias.
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shifts, pattern of lags) were made in order to
ensure the highest consistency possible with
the historical data from these markets. It is true
that the use of these models still involves a
number of important assumptions,'2 but they
provide a much better basis for this analysis
than the frequently encountered studies
involving much stronger critical assumptions,
of the types noted above.

2. Magnitudes involved in buffer
stock operations.

The UNCTAD Integrated Commodity Pro-
gramme has been simulated over a thirteen-
year period under the assumption that the
buffer stock operators have sufficient financial
and commodity reserves to keep price fluctua-
tions within 15% of the secular trends that
actually prevailed in the 1950-1975 period (see
discussion at start of section Il below). The
simulation was conducted over a relatively
long period so that the ongoing behaviour of
the agreement can be considered under a
variety of external conditions regarding world
economic activity, etc.

Table 2 summarizes the simulated activity
of the buffer stocks and the impact of this
activity on producers’ revenues over the thir-
teen-year period!® For each of the six com-
modities of interest to Latin America it gives
the number of buffer stock purchases and sales;
the longest continuous period of buffer stock
activity without buying and without selling;
the present discounted value of buffer stock
activity with and without inclusion of the value
of final stocks; the mean percentage changes
due to the buffer stock price stabilization
programme in prices, quantities supplied and
producers’ revenues; the present discounted

128ee Behrman, International Commodity Agree-
ments:..., op. cit.,, and “The UNCTAD Integrated Com-
modity program...”, op. cit., and Behrman and Tinakorn,
“Evaluating Integrated Schemes...”, op. cit., for further
discussion of this question.

BBFor much more detailed discussion of these results
see Behrman, International Commodity Agreements....,
op. cit., and “The UNCTAD Integrated Commodity Pro-
gram...”, op. cit., and Behrman and Tinakorn, “Evaluating
Integrated Schemes...”, op. cit., and “The UNCTAD In-
tegrated Program...”, op. cit.

value of additional producers’ revenues due to
the institution of the Integrated Commodity
Programme; and an index of the extent of
revenue stabilization which occurs because of
the Programme.!4

The simulations indicate that for three of
the six core commodities of interest to the
region the buffer stock must begin with initial
stocks in order always to be able to defend the
price ceiling. If there were not such initial
stocks for sugar, copper and tin, the buffer stock
authorities would not always be able to defend
the ceilings in the initial years because to do so
would require greater quantities of commodi-
ties than they would have purchased at an
earlier time in efforts to defend the floors.

After establishing their initial position, in
the subsequent thirteen years of simulated
buffer stock operation the buffer stocks in-
tervene in the market 42 out of 78 possible
times, or slightly more than half of the years, on
average, for each commodity (columns [ and 2
of table 2). Such activity is somewhat more
frequent for sugar and somewhat less frequent
for tin than for the other four commodities.
Despite this frequency of intervention in the
market, there would be long periods when the
buffer stocks would not intervene on one side
of the market. Columns 3 and 4 of table 2 show
the longest continuous period in years of buffer
stock activity without buying or without
selling, respectively. The longest period
without buying ranges from three years for
cocoa to thirteen years for cotton and tin, with
an average of 9.7 years, while the longest
period without selling ranges from two years
for sugar to ten years for tin, with an average
of 5.3 years. These long periods without inter-
vening on one side of the market suggest that
it might be quite difficult to be sure that the
target prices around which the buffer stocks are
attempting to stabilize are related to long-run
equilibrium values. These long periods also
imply that if international commodity agree-

14This index is the ratio of the standard deviation of
real revenues with the price stabilization programme to the
standard deviation of real revenues without the stabiliza-
tion programme. A value of less than 1 thus indicates that
revenues are more stable with the programme than without
it.



Table 2

SUMMARY OF BASIC INTERNATIONAL BUFFER STOCK COMMODITY PROGRAMME SIMULATIONS FOR SIX UNCTAD CORE
COMMODITIES OF IMPORTANCE TO LATIN AMERICA, OVER 13 YEARS

Number of Longest continuous Value of Mean percentage changes®

buffer stock period (in years) buffer stock due to price stabiliza- Value of
UNCTAD core interventions of buffer stock activity activity? tion in: additional Revenue
commodities producer  stabili-
of interest Purchases® Sales Without Without Excluding Including Price Quantity Producers revenue®®  zation
to Latin buying selling final stock final stock supplied revenues index
America n 2) (3) “) 3 (6) (7} (8) {9) (10} (11)
Coffee 2 5 9 4 —494 -413 1.5 1.0 2.4 1734 0.71
Cocoa 6 1 3 6 —667 =70 42 29 6.7 33 0.24
Sugar 11 1 12 2 -13877 —-6309 23.1 2.2 23.6 10 609 022
Cotton 9 0 13 4 -3735 ~643 3.7 2.4 6.1 8 241 0.51
Copper 3 5 8 6 -508 382 0.8 -02 0.6° -188° 0.94
Tin 1 1 13 10 30 30 -0.2 -0.0 -0.2 —21 1.00
Average 5.3 2.2 9.7 5.3 -19251f —7023f 5.5 1.4 6.5 20 709 0.60

#Including initial purchases in the case of sugar, copper and tin.

bThese values are present discounted values using a 5% real discount rate and are in millions of constant 1975 dollars.

¢The comparisons are with identical simulations, except that no buffer stock activity is assumed.

dThis is the ratio of the standard deviation in real revenues with price stabilization to that without price stabilization.

¢The present discounted value is negative even though the mean percentage change in producers’ revenues is positive, because of negative values
early in the simulation period.

fTotal for columns 5, 6 and 10.
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ments are in effect only for the five-year period
suggested by the Havana Charter, in many
cases activity might be quite concentrated on
one side of the market. Such considerations
suggest that it might be desirable to have buffer
stock agreements with longer lives than has
generally been proposed.

Another interesting aspect of the simu-
lated buffer stock interventions is that pur-
chases are more than twice as frequent as are
sales for the six commodities combined. The
prevalence of purchases for cocoa, sugar and
cotton much more than offsets the weight of
sales for coffee and copper (columns 1 and 2 of
table 2), and this overall asymmetry between
purchases and sales occurs despite the fact that
the buffer stocks are stabilizing around the
long-run secular trends that actually occurred.
The frequency of intervention on one side or
the other of the market is not a very good
indication of whether or not the target secular
price trend is above or below the long-run
equilibrium path, except possibly in extreme
cases or with a very large number of years of
operation,

Another important point about the simu-
lated operation of these buffer stocks is that the
magnitude of financing becomes fairly large
after several years, even though there are
significant advantages from pooling finances
across these six core commodities. For exam-
ple, the sum of purchases minus sales indica-
tes that, on the average, a total of about US$ 1
billion per year would be expended. For half of
the commodities, moreover, the maximum
financing needs would occur in the first five
years of operation. Therefore, in about six years
the buffer stocks would exhaust the US$ 6
billion fund originally mentioned in the
UNCTAD proposal, even if only these six of the
ten core commodities were included and even
if no second window operations were con-
ducted. This occurs despite the gain of about
21% obtained by pooling across commodities
so that sales of one commodity offset purchases
of other commodities.’® The large access to

15This calculation of the gains from pooling depends
upon the assumption that capital markets are not perfect
and that individual countries participating in the interna-
tional commodity agreements could not do such pooling on

financing required despite such pooling may
make it necessary —at least politically— to
establish such a programme initially on a
shorter-term basis than the considerations in
the previous paragraph would indicate are
desirable. However, one important caveat
should be made here. The model for sugar
seems much less satisfactory than those for the
other commodities,'s and sugar plays a very big
role in these estimates. If sugar is excluded the
average required access to funding drops 70%
to less than US$ 350 million per year, with a
43% gain from pooling. This level of financing
would be possible for a number of years with
funding of the order of magnitude proposed by
UNCTAD, even if allowance is made for the
four core commodities not of particular interest
to Latin America and for some second window
operations.

What are the net cost of this buffer stock
activity after adjustments for storage, transac-
tions, deterioration, interest, and buying-
selling differentials? The answer depends
largely on the value placed on the final stocks
and on whether or not the simulations for sugar
are reliable. For all six core commodities the
present discounted value of operating the
UNCTAD programme for 13 years is —7.0
billion 1975 dollars if final stocks are valued at
actual prices prevailing the year after the
simulations, and —19.3 billion 1975 dollars if
final stocks are valued at zero (columns 5 and 6
of table 2). The most realistic estimate presum-
ably is somewhere between these two num-
bers, since if all of the stocks were sold after the
last year of the simulation, prices would fall
considerably, but not to zero. If sugar is
excluded the two analogous values are —0.7
and—35.4 billion 1975 dollars. The range is still
negative and may imply fairly large costs, but is
of the order of magnitude that has been dis-
cussed in the UNCTAD negotiations (and the
upper limit of this range increases only to —0.9

their own. See Behmman, Jere R. and Pranee Tinakorn,
“The Simulated Potential Gains of Pooling International
Buffer Stock Financing Across the UNCTAD Core Com-
modities”, Philadelphia: University of Pennsylvania,
Report for the U.S. Treasury, 1977, for further discussion of
these issues.

16See Behrman and Tinakorn. “Evaluating Integrated
Schemes..”, op. cit.
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billion 1975 dollars if the other four core
commodities are added).

Where do such considerations about the
simulated operation of the UNCTAD Inte-
grated Commodity Programme leave us? They
suggest some reservations. There would be
start-up problems in about half of the agree-
ments in that the price ceilings could not be
defended due to inadequate prior purchases,
and such events would strain the patience of
consuming participants, It would be difficult to
know whether or not the target price paths
were close to the long-run equilibrium paths
from the frequency or pattermn of market inter-
ventions by the buffer stocks. Even if the target
price paths were identical with the long-run
equilibrium price paths, moreover, consider-
able finances might be involved. If the target
price paths exceed the equilibrium price paths
by much, furthermore, the required financing
could become enormous (see section 3 below).
At the cost of reducing the price stability
around the long-run trends, however, the target
price paths could be adjusted in line with
buffer stock accumulations to ensure that
financial requirements did not explode.t?

On the other hand, the simulations suggest
that price stabilization for the core commodi-
ties of interest to Latin America (or for all the
core commodities) is feasible over a number of
years with total financing not too much greater
than the amounts mentioned in the negotia-
tions. If the estimates for sugar are misleading
because of inadequacies in the underlying
model, if sugar were excluded, or if a flexible
target price path reduced the financial require-
ments for sugar, the order of magnitude of the
financing required would be within the limits
discussed at the negotiating sessions.

But these comments refer only to the
feasibility and direct costs of operating the
UNCTAD Integrated Commodity Programme.
The benefits and costs from the point of view of
the developing and developed countries must
now be considered.

17See Behrman and Tinakorn, “Evaluating Integrated
Schemes...”, op. cit. The simulations there suggest that the
use of variable target price paths {(or variable price bands)
adjusted for actual stock accumulations can substantially
reduce the financial costs.

3. Implications of the UNCTAD Programme
for developing countries in general and for
those in Latin America in particular

The six core commodities of interest to Latin
America are produced and exported primarily
by developing countries. At the start of this
decade such countries accounted for virtually
all of the world production and exports of coffee
and cocoa, almost a third of production and over
two-thirds of exports of sugar, about 40% of
production and 54% of exports of copper, about
a third of production and almost two-thirds of
exports of cotton, and about three-quarters of
production and a slightly higher proportion of
exports of tin. The developing countries as a
group import and consume a significant, al-
though much smaller, proportion of these
goods. Thus, at the start of the decade they
accounted for 12 to 20% of world imports of
sugar, cotton and tin, although only 4 to 6% of
world imports of coffee, cocoa, and copper. The
producer-exporter role is stressed here because
that is the more important one in the aggregate,
but the reader should keep in mind that for a
few developing countries the consumer-im-
porter role is significant, particularly for sugar,
cotton and tin.

Of course for developing country produc-
ers and consumers (as well as for both groups
elsewhere) there are some potential gains from
the price stabilization itself to the extent that
risks are diminished or costs related to price
fluctuations in production or in use are ad-
justed. Such gains have the interesting feature
of being shared across the market. For example,
if they exist on the production side, price
stabilization is likely to lead to increased
supplies from which users will benefit, while if
they exist on the users’ side, price stabilization
is likely to lead to increased demand from
which suppliers will benefit. Unfortunately,
empirical estimates of the magnitude of such
gains are not available, but they should not be
ignored, since some analysts argue that they
may be substantial.

Now let us consider the impact on produc-
ers’ revenues of the operation of the buffer
stock programmes. It is useful to break down
revenue between the quantities supplied and
the price received.
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As regards the quantity supplied, the sim-
ulations indicate initial periods of no response
for cocoa, coffee and copper. These initial
periods of four or five years of no supply
response reflect the relatively long lead times
required to bring newly-planted trees or ex-
panded mine capacity into operation. Subse-
quently, however, fairly large supply respon-
ses are induced, at least for the agricultural
products, with increases of over 11% for cocoa
and sugar, over 6% for cotton, and over 3% for
coffee. Changes of these magnitudes imply that
it may be quite misleading to consider the
impact of international commodity agreements
within a framework which assumes no supply
responses. In fact, in some respects the exis-
tence of supply responses with long lags may
mabke stabilization more difficult. For example,
the simulation for cocoa indicates a fairly large
supply increase eight to ten years after the
beginning of the programme in response to the
much higher price received for cocoa because
of the simulated buffer stock programme in the
third and fourth year, not in response to the
simulated current market conditions.

Except in the case of tin, the simulated
buffer stock programme has much larger per-
centage effects on prices than on quantities
supplied.!8 For the other five core commodities
of interest, in almost every year the price is
affected either upwards or downwards. The
price is changed in many years in which no
buffer stock activity occurs because of the
dynamic impact of past buffer stock purchases
or sales. Under the particular assumptions of
these simulations, the average price increase is
23.1% for sugar (see column 9 of table 2).1* For
cocoa and cotton the average annual increases
are respectively 4.2% and 3.7%. For coffee the
increase is 1.5%, while for the two minerals it is
less than 1% in absolute value. It is interesting
to note, however, that in every case except tin

.

13Tin may be an exception because the International
Tin Agreement and United States Government tin stock-
pile activities apparently kept prices fairly stabile during
the sample period. See Smith, Gordon W. and George R.
Schink, “The International Tin Agreement: A reassess-
ment”’, The Economic Journal, New York, No. 86, pp. 715-
28, 1976.

19But it should be remembered that there is some
question about the sugar model.

the price stabilization programme leads in
some years to prices higher than would other-
wise exist, while in other years it leads to prices
lower than those which would prevail without
it

Altered dynamic price paths induce changes
both in supply, as noted above, and in demand,
and the combination of the impact on prices
and on quantities results in changes in produc-
ers revenues. In some cases, the movements in
prices and quantities reinforce each other,
while in other cases they are opposing. The to-
tal effects are fairly significant revenue gains
for agricultural commodities and much smaller
revenue losses for the two minerals (columns 9
and 10 of table 2). For sugar the estimated an-
nual average revenue gain is 23.6%, which im-
plies a present discounted value of additional
producers’ revenues of over US$ 10 billion. For
the other three agricultural commodities the
average annual percentage revenue gains
range from 2.4 for coffee to 6.7 for cocoa. The to-
tal 6.1% average annual revenue gain for cot-
ton, however, implies a present discounted
value of total producers’ revenue gains of the
order of US$ 8 billion over the simulation peri-
od. Across all six commodities, the total simu-
lated present discounted value of additional
producers’ revenues is somewhat over US$ 20
billion. This gain is fairly substantial, with
most of it accruing to sugar and cotton produc-
cers and, to a lesser extent, to coffee pro-
ducers.

On the other hand, there are simulated
small losses for the two mineral products. Of
course, these results are conditional on the
particular assumptions underlying these simu-
lations, and they might change with different
assumptions, but it well might be the case that
under any set of assumptions for a particular
time period there would be some losers among
the producers (such as the minerals in this case)
as well as some gainers. This possibility may
make it quite difficult to hold together an
integrated arrangement.

These comments refer to what happens to
the level of revenues. But some critics of the
UNCTAD programme have claimed thatunder
reasonable assumptions increases in revenues
will be accompanied by decreases in their
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stability. For example, Johnson?® makes this
argument. However, as indicated above, the
question of whether or not there is a trade-off
between the level and the stability of revenues
cannot be settled g priori. It depends upon the
elasticities of the underlying curves and the
natures of shifts in those curves, and is thus
basically an empirical issue. The results in the
last column of table 2 indicate that only for
copper is there evidence of a trade-off between
the stability and the level of revenues. In
thecase of copper, the price stabilization pro-
gramme stabilizes revenues slightly, but with
the result of a somewhat lower present dis-
counted value. For the four agricultural com-
modities, revenues are increased fairly sub-
stantially, while revenue instabilities are re-

20T6hnson, op. cit.

duced significantly. For tin there is a slight re-
duction in revenues with almost no change in
stability. At least for the agricultural commodi-
ties, then, Johnson’s strong warning about the
trade-off between the level and stability of rev-
enues does not seem warranted.

Up to this point, the simulated impact of
the UNCTAD Integrated Commodity Pro-
gramme on the revenues of all producers has
been discussed. Now, let us turn to its effect on
the Latin American producers. Table 3 gives
the present discounted values of real revenue
changes which would accrue to each of the
major Latin American producing countries in
respect of each of the six UNCTAD core
commodities, the total present discounted
additional value for each major Latin American
producing country, and the ratio of that total
value to the average export value over the
period 1970-1975.

Table 3

PRESENTE DISCOUNTED VALUES OF GAINS ACCRUING TO LATIN AMERICAN PRODUCERS FROM
SIMULATED UNCTAD COMMODITY PROGRAMMES OVER THE PERIOD 1963-197%

Ratio of PDV
Present discounted values (PDV) of additional of additional
revenues to producers producer revenues
{millions of 1975 dollars) to average

annual export

Countries value in 1970-1975
Coffee Cocoa Sugar Cotton Copper Tin Total (percentage)
Argentina 82 82 3
Bolivia -3 -3 -1
Brazil 312 40 743 412 1507 28
Chile ~23 —-23 -2
Colombia 243 3 82 328 29
Costa Rica 52 52 16
Cuba 849 849 55
Dominican Republic 7 424 431 97
Ecuador 13 13 2
El Salvador 87 87 28
Guatemala 69 69 17 ,
Jamaica 106 106 22
Mexico 69 3 424 247 -2 741 33
Peru 212 82 -8 286 26
Venezuela 3 3 0
Total 832 70 2758 907 -32 -3 4 532 16

aCalculated by distributing the simulated present discounted values of additional revenues to producers in column 10 of
table 2 by each Latin American country’s share in world production. For the last column the total export values are from
United Nations figures (1976}, with the OECD deflator used to convert into millions of 1975 dollars.
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The present discounted values of gains to
producers in an individual country depend
upon the total present discounted value of
additional producer revenues (column 10 of
table 2) and the country’s share in world
supply. These simulated gains are gross gains
that do not include any contributions to the
financing of the buffer stock operations {(co-
lumns 4 and 5 of table 2). If the producing
countries contributed half of the net cost of
buffer stock operations the aggregate producer
net gains would be from 17 to 46% lower,
depending on the evaluation of final buffer
stocks held at the end of 1975. In order not to
become too complex because of alternative
schemes for distributing the net costs of buffer
stock operations among producers and con-
sumers and the question of how to value the
final stocks, the present analysis is focussed on
gross producer gains without subtracting their
contributions to the buffer stock operations.
The present discounted value of gains net of
contributions to the costs of buffer stock opera-
tions would of course be lower than this, with
the amount of the reduction depending on the
exact assumptions about the funding arrange-
ments and the evaluation of final stocks.

The largest simulated gainers in absolute
terms are the sugar and cotton producers
(because of the large simulated overall gains for
those producers in table 2) and the coffee
producers (because of the moderate overall
simulated gain in table 2 and the large Latin
American share in world production). The
gains for the other three commodities are much
smaller, and they are actually negative for the
two minerals.

In absolute terms, then, the big simulated
gainers among Latin American countries in-
clude Brazil (1,507 million 1965 dollars), Cuba
(849 million), Mexico (741 million), the Domi-
nican Republic (431 million), Colombia (328
million), Peru (286 million) and Jamaica (106
million). Smaller gainers include Argentina
and the Central American countries. Bolivia
and Chile are small losers. The total present
discounted value of these revenue gains to
Latin American producers is about 4.5 billion
1975 dollars.

To put these amounts in perspective, it is
useful to consider them as percentages of the

average annual value of exports in 1970-1975
(the last column in table 3). In these terms, they
range from —2% to +97%. The big relative
gainers are the Dominican Republic, with
almost a year’s export value (97%), and Cuba,
with over a half a year (55%). Mexico, Colom-
bia, Brazil, El Salvador, Peru and Jamaica all
gain from one-fifth to one-third of a year’s
export value. For Latin America as a whole the
estimate is a gain of about one-sixth (16%) of an
average year’s export value,

Are such gains for Latin America small or
large? The answer depends upon the point of
comparison. A total of 4.5 billion 1975 dollars is
not so small as to be irrelevant. On the other
hand, to obtain it requires operation of the
buffer stock programme for a fairly long period
of time. It is small, moreover, in comparison to
the transfers of roughly US$ 65 billion per year
brought about by the OPEC petroleum price
increases, and furthermore, some of the poorer
Latin American countries (e.g., Bolivia and
Paraguay) would not benefit from such a pro-
gramme.

Finally, let us return to the macroeconomic
goals of the Latin American economies that are
listed in the first paragraph of this paper. What
are the implications of the simulations for the
attainment of these goals? To consider this
question it is useful to separate the impact of
increased levels of earnings from that due to
the reduction of fluctuations.

The impact of increasing the levels of
earnings is almost certainly positive in regard
to many of the macroeconomic goals. More-
over, in economies in which foreign exchange
availability is an important constraint or in
which unutilized capacity exists, the indirect
effects transmitted through government expen-
diture, the money supply, import availabilities
and the signalling functions of the commodity-
producing sector may be much more important
than the direct effects. The author is also en-
gaged in an extensive project to evaluate the in-
teractions between world commodity markets
and goal attainment in developing countries,
with case examples including coffee and cop-
per in Brazil, Central America and Chile ! and
the tentative results of this project suggest that

21§0me preliminary results are given in F. G. Adams,
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the impact of increased primary commodity
export earnings, as magnified by the indirect
channels noted above, may be quite consid-
erable:

(1) The growth impact is likely to be
positive in the commodity-producing sector
and in the economy as a whole due to relaxation
of the foreign exchange constraint, increased
savings and investment, and fuller capacity
utilization.

(2) The distributional effects may be re-
gressive because the direct beneficiaries (e.g.,
the owners of factors used in the sector of
commodity production) and those who benefit
from the wage signalling effect (e.g., those in
organized or government sectors) are likely to
be in the middie or upper parts of the income
distribution scale. The impact of induced infla-
tion on distribution is likely to reinforce this
tendency. Offsetting considerations are the
progressive impact of increased employment
(or employment in the modern sector) and of
some induced increased government expendi-
tures on hunian capital, housing, and welfare.
Whether the regressive or progressive tenden-
cies dominate depends upon the exact struc-
ture existing in a particular country and the
weight put on various parts of the income
distribution scale, but the often substantial
overall employment effects may make the net
impact progressive in many cases.

(3) The short-run stability effects may be
quite substantial because of the magnification
through the indirect channels and the consider-
able time period required for adjustments to
long-run equilibria. As noted above, overall
employment and capacity utilization increases
are likely to be large. Although additional
imports will be induced with part of the extra
foreign exchange, notall of it will be so used, so
the balance of current international payments
generally improves. Given the passive nature
of most monetary systems in Latin America, the
raised level of foreign exchange reserves, fur-

Jere R. Behrman and R. Roldan. “Measuring the Impact of
Primary Commoedity Fluctuations on Economic Develop-
ment: Coffee and Brazil”’, American Economic Review,
Nashville, Tenn., pp. 164-169, May 1979. The final results
will be forthcoming in a series of books written or edited by
Adams and myself.

ther augmented by reduced government defi-
cits (due to increased tax revenues from the
commodity sector and the rest of the economy)
will cause an expansion in the money supply.
Only part of the larger money supply will be
absorbed by greater economic activity, so
prices will also rise.

{(4) The international position of the econo-
my will almost certainly be improved by the
additional foreign exchange and the lessening
of the foreign exchange constraint, In many
cases positive capital inflows may be induced
by expectations of ongoing greater economic
activity. The only offsetting consideration
might be greater dependence on the interna-
tional system if this situation could not be
reversed easily, but at least in principle
policies could be directed towards keeping
such risks minimal.

The impact of increased export earnings
from primary commodities on goal attainment
in Latin American economies is therefore
relatively straightforward, fairly considerable,
and likely to be mostly positive. The effects of
reduced fluctuations in primary commodity
prices or in related export earnings, however,
are much more ambiguous, and the large but
unsatisfactory literature on this subject finds
conflicting results22 The ongoing study on
integrated commodity and developing country
models to which reference was made above
provides the best tool available to date to
explore such effects 2 These models incorpo-
rate lagged responses, permanent versus tran-
sitory responses, and non-linearities (but, as
noted above, not direct responses to variances)
that might result in principle from different
degrees of fluctuations. The experiments
conducted to date, however, underline the lack
of empirical support for the widely suggested

221 ord and Manger review this literature and note that
most of it depends upon extraordinary assumptions about
the similarity of adjustment structures and the degree of
exchange rate disequilibrium across the countries. See
Lord, op. cit., and Manger, John, “A Review of the
Literature on Causes, Effects and Other Aspects of Export
Instability”, Philadelphia: WEFA {mimeo), 1979,

ZEarlier macro studies have focussed on only one
country or have used questionable model specifications
(e.g., demand-determined Keynesian models without
supply tactors.)
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hypothetical effects of fluctuations in interna-
tional markets on goal attainment in Latin
American economies. Depending on the struc-
ture of the individual economies, reduction of
such variations may or may not aid in the
pursuit of each of the four macroeconomic goals
that are discussed above. The study in ques-
tion, however, indicates that the total impact
generally is not large.

4. Implications of the UNCTAD Programme
Jor developed countries

The developed countries as a group are pri-
marily importers and consumers of the six core
commodities of interest to Latin America. At
the start of this decade they accounted for the
following percentages of world imports: coffee
(90), copper (87), tin (81), cocoa (78), sugar (65)
and cotton (51). They enter into the production
and exporting side to a smaller extent, but still
accounted for over 40% of world copper pro-
duction and exports, over 20% of world sugar
and cotton production and exports, and 16% of
world tin exports 2 The followings paragraphs,
however, are focussed on the impact of the
Programme on the developed countries in their
primary role as importers and consumers of the
UNCTAD core commodities. To the extent
that they play a secondary role as producers
and exporters, of course, the effects are similar
to those emphasized above for the developing
countries. ‘

Once again, stabilization of the individual
commodity prices may in itself have a positive
effect on consumers and producers for the same
reasons discussed above for the developing
countries. Likewise, such effects are likely to
be transferred across markets to the other
participants, although the empirical magnitu-
des are not known.

The mayor direct costs of obtaining more
stabile prices and other possible benefits noted
below are the generally higher prices for the
relevant commodities (column 7 of table 2) and
the developed countries’” share of running the
UNCTAD Integrated Commodity Programme.

24g3ee Behrman, Jere R., International Commodity
Agreements:..., op. cit.

Most of the additional producers’ revenues
noted above come from the developed coun-
tries through these channels. Another possible
cost is the development of a new entity in
international primary commodity markets that
may have significant market power and that
probably will be less responsive to the devel-
oped countries’ interests than to those of the
developing countries.

In addition to the possible direct benefits
due to stabilization of particular primary com-
modity prices, there are at least two further
major possible indirect macroeconomic bene-
fits for the developed economies:

First, the more stabile export earnings of
the developing economies are largely trans-
formed into more stabile effective import de-
mands, thus leading to more stabile demand for
exports from the developed world, with con-
sequent anticyclical benefits.

Second, the gains from the reduction of
inflationary pressures may be significant,
Imported inflationary shocks from rising com-
modity prices (as in the 1972-1974 commodity
boom) may provoke macroeconomic policies
that depress economic activity in the devel-
oped countries. Because of non-competitive
pricing by industrial firms using commodity
inputs directly or using their prices as a signal
and because of macro policy-making, output
losses attributable to rising commodity prices
might not be offset by equivalent gains due to
falling commodity prices. Thus commodity
price stabilization may lead to a real macro-
economic gain for developed countries. It has
been calculated by the author that the gain in
this respect (in terms of prevented unem-
ployment and product loss) brought about by
the UNCTAD programme operating for a de-
cade could be of the order of a present dis-
counted value of US$ 15 billion for the United
States alone.®

In an increasingly interdependent world,
of course, both of these effects would have
some secondary benefits for producers by
stabilizing demands that they face and the
prices that they must pay for imports from the

258ee Berhman, Jere R., International Commodity
Agreements:..., op. cit.
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developed countries. The more important
aspect of these benefits from the point of view
of the developing countries, however, is that
they may make co-operation in the UNCTAD
programme desirable from the point of view of
the developed countries.

5. Alternatives to the UNCTAD programme

Two international policy alternatives to such
buffer stock agreements have received consid-
erable attention: the formation of producers’
cartels by the developing countries, and ex-
panded compensatory finance for shortfalls in
export revenues of the IMF or STABEX type.

The OPEC experience raised in many
people’s minds the possibility of the devel-
oping country producers of other commodities
forming similar cartels of their own to stabilize
and probably to increase commodity prices. In
addition to OPEC there have been a number of
such efforts that have been successful for a
while in raising primary commodity prices.

However, an examination of the character-
istic associated with the products involved in
OPEC and other successful efforts leads to the
conclusion that developing country efforts to
cartelize the UNCTAD core commodity mar-
kets are unlikely to be successful. The produ-
cer countries have too little market power, or
production is diversified among too many
countries with too diferent cost structures, or
there are too great substitution possibilities.
Only with the institutional and financial aid of
the developed countries is there likely to be
much possibility of a reorganization of these
markets along the lines desired by the pro-
ducers.

Compensatory finance facilities for short-
falls in the developing countries’ export pro-
ceeds have recently expanded considerably.
They present some advantages over inter-

national commodity agreements: they refer to
all export earmings, not only those from se-
lected products; they do not interfere as direct-
ly with market signals, although elsewhere I
question whether international commodity
markets work as well as is often suggested by
those who are concerned about tampering with
the markets;?® and they explicitly favour low-
income countries, as may be desirable for
global income distribution reasons, rather than
the countries that produce specific com-
modities.

They also have some relative disadvan-
tages, however: they do not permit the reaping
of any micro gains by producers and consumers
from the stabilization of primary product
prices; they do not generate the potential
macroeconomic gains from the reduction of
inflationary pressures that are discussed above,
and the existing facilities of this type, more-
over, are centered in institutions that are
characterized by some as being too conserva-
tive and too oriented towards the interests of
the developed countries. Finally, from the
point of view of most of Latin America, their
orientation towards favouring low-income
countries makes them less relevant (although
in principle this could be changed).

The developed countries have empha-
sized the advantages of compensatory finan-
cing and have greatly favoured its expansion
rather than the establishment of international
buffer stocks, while the developing countries
have viewed it as a supplementary measure
rather than a substitute for the UNCTAD
programme. Probably underlying both views,
in addition to the pros and cons outlined here,
are questions relating to changing the secular
trends of prices for non-fuel primary products.

25ee Behrman, Jere R., International Commodity
Agreements...., op. cit.
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I1

Changing non-fuel primary commodity price trends

Over the 1950-1975 period the secular trends in
the deflated prices of the six UNCTAD core
commodities of interest to Latin America were
~3.5% per year for coffe, —2.4% for cocoa,
—3.8% for cotton, and insignificantly different
from zero for sugar, copper, and tin27 Prior to
UNCTAD 1V there was considerable advocacy
by the developing countries of “indexation”
(i.e., tying commodity price movements to
changes in the prices of the goods imported by
the developing countries). Opposition to
indexation from the developed countries, how-
ever, was very strong, Consequently, in the
UNCTAD IV proposal and resolution no men-
tion is made of indexation per se, although a
number of references hint at such an effort.
Since the possibility ‘of changes in the secular
price trends probably underlies both the strong
advocacy of some developing countries and the
opposition of some developed countries in
regard to the UNCTAD programme, a brief
consideration of the implications of indexation
(as one special case of so altering the price
trends) may be useful here.

In Behrman and Tinakorn? the effects of
indexation of all ten UNCTAD core commodi-
ties to the 1963 price levels for a 13-year
period are explored. The results suggest that
such an option is not likely to be politically
feasible forall ten core commodities, nor for the
six of interest to Latin America. Buffer stock
interventions are required in every year, and

21 Ihid.

28Berhman, Jere R. and Tinakorn, Pranee, “Indexation
of International Commodity Prices Through International
Buffer Stock Operations”, Journal of Policy Modeling, 1,
pp. 113-134, 1979.

for most commodities usually only on one side
of the market, while the present discounted
value of the buffer stock activities involved
would be large: US$ 142 billion for all ten core
commodities, US$ 70 billion if sugar is ex-
cluded, US$ 93 billion for the core commodi-
ties of interest to Latin America, and US$ 21
billion for the core commodities of interest to
Latin America, excluding sugar2® The amount
of financial backing required would be of a
similar order of magnitude. Therefore scep-
ticism seems warranted about the feasibility of
getting consuming countries to agree to or to
allow changing the secular trends for long by
anything like as much as would be required for
indexation. Since the market characteristics do
not seem to allow for successful indexation by
the developing country producers alone, it may
be concluded that indexation probably is not
feasible.

UNCTAD-type buffer stock agreements
probably could alter the price trends in an
upward direction by a lesser amount for a
while, and to do so might result in significant
gains for the developing producing nations.
However, it would also lessen the anti-infla-
tionary benefit and increase the cost to the
consuming developed nations, so that their co-
operation, which seems essential for effective
international organization of these markets,
would probably be withdrawn if they per-
ceived that there was a significant effort to alter
the underlying secular price trends.

29The implications of excluding sugar are indicated
because of the doubts about the underlying model that are
mentioned above and that are discussed in Behrman and
Tinakorn, “Evaluating Integrated Schemes...”, op. cit.
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Conclusions

UNCTAD-type international non-fuel primary
commodity price stabilization agreements are
not an easy solution. They require the co-
operation of countries with some competing
interests, and the possibility that they may alter
the secular price movements is difficult to
monitor. Under any particular circumstances
some developing country producers may lose
due to their operation, and the global benefits
may not L= particularly progressive.

Even so, such arrangements do present
some possibilities for real gains by some Latin
American producers and by the United States
and other developed economies. Alternative
strategies to alter these markets would not
confer all of the same benefits (although they
might have other additional advantages).
Therefore some efforts to explore the possible
joint advantages of UNCTAD-like program-
mes seem warranted.



A new Latin America in a new international
capital market

Albert Fishlow*

Introduction

The timeliness of another look at the devel-
opment prospects and policy options for Latin
America can hardly be disputed. Another shock
from a significant increase in the price of
petroleum is adding to the burdens of a world
economy already mired in stagflation. The
recent UNCTAD meeting has not produced a
common programme for accelerating and
spreading economic development: on the
contrary, divisions among and between the
industrialized and developing nations have
widened. Even the conclusion of the Tokyo
Round has failed to evoke enthusiasm among
the Group of 77.

For all the failure to seize upon its pos-
sibilities, however, economic interdepen-
dence remains more than rhetoric, and for no
part of the developing world is this truer than
Latin America. The countries of the region
substantially increased their integration into
the world economy at the end of the 1960s and
the beginning of the 1970s. Growth rates of
their trade were superior to those of the gross
domestic product, which were themselves
accelerating. Terms of trade were favourable.
Capital flows increased dramatically.

Since 1973, as the industrialized countries
have performed less well, with corresponding
reduction in the growth of trade, the regional
statistics have mirrored the global adjustment
problem. For all the success —in large measure
unexpected— that the private banks have had
in recycling the surpluses of the OPEC coun-
tries, the transfer of the extra petroleum reve-
nue has not gone smoothly. This was true even
as the OPEC surplus diminished from US$ 40
billion to some US$ 10 billion in 1978, and

*Director, Concilium on International Studies, Yale University.

before the substantial increase now in prospect
again.

Statistics for Latin America as a whole, of
course, conceal the significant differences that
have emerged between the oil-exporting and
non-oil-exporting countries of the region. Of
the latter, sixteen experienced lower growth
in the period 1974-1978 than in the prior 1970-
1974 period, and only three smaller countries
{Honduras, Paraguay and Uruguay) registered
an improved performance. In contrast, the oil
exporters showed tangible gains, and even
Ecuador —the only country not to gain mar-
kedly relative to the earlier period— nonethe-
less grew at one of the highest rates of the
region, 6.8%.

The regional growth rate, heavily domi-
nated by the non-oil-exporters, is in itself an
obvious source of concern, sinking from a post-
war high of 7.5% in 1970-1974 to 4.0% in 1974-
1978. The current average is lower than that of
the stagnant early 1960s, which provoked such
concern. Slowing and uneven growth has been
accompanied by generalized inflationary pres-
sures. Excluding the extreme experiences of
Argentina and Chile, consumer prices have
climbed at more than 30% a year recently,
compared to less than half this rate in 1970-
1973. In short, even if we include the gains of
its oil producers the Latin American economy
has not fared well in the unsettled post-1973
circumstances, and this conclusion applies all
the more when comparison is made with the
performance ot other developing countries.

What makes the Latin American experi-
ence of special concern is that this post-1973
decline in growth and resurgence of inflation
have taken place despite record capital flows
exceeding those to other areas. During the
period 1974-1978 the non-oil-exporting coun-
tries of the region increased their indebtedness
by some US$ 60 billion. As an order of magni-
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tude, this capital inflow should be compared
with a total cost of petroleum imports of less
that US$ 30 billion and an incremental cost of
petroleum imports of about US$ 20 billion. To
put it another way, and more comprehensively,
the capital flow was sufficient to sustain the
same 9.6% rate of increase of the purchasing
power of exports experienced in the extraor-
dinary 1970-1973 period. Thus it substantially
compensated for both diminished volume and
terms-of-trade effects.

It is difficult to sustain, therefore, that
Latin America has suffered from inadequate
access to foreign capital markets. Despite the
substantial access it has enjoyed, however, the

consequences have not been entirely satisfac-

tory. While it is correct to argue that the pay-
ments deficits of Latin America, and of the
developing countries generally, have provided
a necessary counterpart to the OPEC sur-
pluses, one should not exaggerate the effi-

ciency of the transfer process.

In looking ahead to the renewed imbal-
ance in global finances that is imminent, it is
important to appreciate both the limitations
and the possibilities inherent in the strategy of
debt-finance adjustment which some countries
in Latin America have opted for. The sections
below address this fundamental issue from
different perspectives. Section I considers the
characteristics of recent capital inflow, sources
as well as uses. Section II examines the capital
requirements for continuing economic ex-
pansion in the region, as well as the means for
meeting them, and attention is also given to
some of the suggestions that have been made
regarding ways to confront future capital needs
more adequately. Section III considers the
domestic side of integration into international
capital markets and notes that reliance upon
external capital inflows is not neutral in its
consequences for internal policies.

The pattern of debt accumulation

The dimensions of the capital inflow into Latin
America are tolerably clear from recent re-
search on the subject. The disbursed debt of
the non-oil-exporting countries now exceeds
US$ 100 billion —roughly two-thirds official
and one-third provided without government
guarantee. Brazil and Mexico together ac-
count for some 70% of the regional total. The
Brazilian debt stands at around US$ 40 billion,
and the Mexican close to US$ 30 billion. Ar-
gentina, with a debt of US$ 10 billion, and
Colombia, Chile and Peru, each in the range
from US$ 5-US$ 8 billion, trail far behind.
That debt has increased more than eight
times from its 1965 level, and more rapidly than
for the developing countries as a whole. Debt
has become the principal form of capital inflow
into the region, and direct investment, which a
decade ago provided almost as much resources,
now accounts for little more than 10% of the
capital inflow. Multinational enterprises have
increasingly financed their requirements

through bank indebtedness abroad rather than
by resort to internal credits or to equity.
Accompanying the shiftto debt finance has
been a much greater role for private rather than
public sources of credit. Commercial banks in
particular have become the principal creditors.
They have now become responsible for more
than 40% of the officially guaranteed debt,
compared to less than 10% little more than a
decade ago, and with the rise in the importance
of non-guaranteed debt, supplied almost ex-
clusively as bank credit, their participation
must stand at close to 70% of the total out-
standing debt. Estimates for 1978 suggest a
partial retreat from the proportions of the 1974-
1977 period, partly for that very reason.
These capital inflows over that last decade
cannot usefully be viewed as forming a single
process of debt accumulation, but seem rather
to correspond to three distint sets of circum-
stances. The first period, approximately from
1970 to 1973, is one of the initiation of access
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to the rapidly growing Eurocurrency market.
Supply, in the form of bank discovery of the
profitability of application of resources in the
middle-income countries, vied with demand.
Increasing investment coefficients meant
increasing need for imports of capital goods,
and consequently for foreign exchange. At the
beginning, despite buoyant exports and fa-
vourable prices, import requirements ex-
ceeded import capacity —hence the attractive-
ness of finance available for reasonable periods
and at low interest rates owing to an excess of
investible funds. In 1972 and 1973, however,
the extraordinary rise in the prices of com-
modity exports increased the value of exports
by more than 60%, thus providing a much
larger supply of foreign exchange, and the
continuing inflow of loans was substantially
applied to the accumulation of reserves rather
than to offsetting the current account deficit.

I have labelled this early period prior to
1974 one of debt-led growth, in order to em-
phasize the positive relationship between the
flow of external capital and the acceleration in
real growth of the product. In the early 1970s
such supplementation of foreign exchange
made it feasible to adopt high growth strategies
without fear of foreign exchange constraints.

The years 1974 and 1975, in contrast, are
those of debt-financed accomodation to the oil
price increase. As a result of the increased
demand for loans, interest rates rose percep-
tibly and maturities shortened. The purchasing
power of exports fell sharply in both years
owing to increasing prices of petroleum and
other imports, while the volume of exports
stagnated. Import capacity was sustained by
resorting to the external market to finance un-
precedentedly high deficits on current ac-
count. So substantial were the needs that there
was even some modest depletion of reserves.
The net effect was virtually uninterrupted
growth in 1974, but perceptible reduction in
1975. Nonetheless, the performance in those
two years, taken together, did not compare
unfavourably with longer-term trends, and in
both years the investment coefficient con-
tinued to rise.

The almost US$ 30 billion in current
account deficits of the Latin American non-oil-
exporting countries was largely offset from the

surpluses accumulated by the OPEC countries.
These balances found their way for the most
part to the Eurocurrency market, where they
were intermediated by the banks. Non all
developing countries were equally fortunate,
however. The lowest-income countries, whose
growth rates had failed to respond favourably
in the earlier period, did not have access to the
new resources, and their unhappy alternative
consisted of still slower rates of expansion and
reliance upon public capital made available for
the most needy.

Other countries, notably Korea and Tai-
wan, responded by accepting an immediate
reduction in growth, and undertook diversion
of production to the export market. This, of
course, is the means by which the real income
loss due to the adverse change in the terms of
trade is palliated by translating it into reduced
domestic absorption. While possible for some
countries, it is not a solution for all simulta-
neously unless total world income were to fall
significantly.

The large economies of Latin America
opted for a third course —one of using the
capital market to sustain domestic expenditure.
They did so in part because private commercial
banks effectively recycled the new petro-
dollars by making borrowing attractive. Latin
American countries already in debt had an
easier time obtaining more. But such differ-
ential access is not the only reason. Clearly
there were important political advantages in
seeking to sustain higher rates of growth that
had recently given such striking advantages,
and in avoiding economic recession or worse.
This combination of circumstances led Latin
America to emerge as an even larger participant
in the capital market after 1974, and the two
largest developing-country debtors to com-
mercial banks became Brazil and Mexico.

A third period, after 1975, should also be
distinguished. It has been marked by sub-
stantiallly reduced current account deficits
compared with the 1974-1975 levels, the 1978
level in real terms —deflating for both inflation
and real product growth— being less than half
the 1975 peak. In addition, the composition of
the deficit has changed, and whereas it was
made up almost entirely of net payments of
profits and interest in 1977 and 1978, in 1975
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these formed only a third of it. The last three
years have therefore seen a delayed adjustment
to the altered external conditions prevalent
since 1974: a rise in the rate of growth of ex-
ports, virtual constancy in import volume, a
reduction in the rate of growth to less than 5%,
and a lower investment coefficient.

Yet this last period has also seen an actual
expansion of foreign borrowing rather than a
reduction. Massive increases of reserves ex-
plain this apparent contradiction. The non-oil-
exporting countries are responsible for an
accumulation of more US$ 17 billion in re-
serves in the last three years, and almost half of
the increment in debt has been used for this
purpose. Much of the rest, in turn, has gone to
compensate for the outflow of service pay-
ments on prior direct investment and indebt-
edness, Far from financing a necessary supply
of imports essential to continued growth, real

external resource transfer has sharply declined.
Foreign borrowing satisfies domestic credit
requirements rather than foreign exchange
needs, and large international reserves create
domestic monetary policy problems as well as
complicating management of the debt. These
reserves have become offsetting deposits feed-
ing back into the Eurocurrency market, earning
lower rates of interest, and of limited con-
vertibility to material imports because of credi-
tor apprehension.

For many of the countries of Latin Ameri-
ca, therefore, the debt cycle threatens to come
full circle in little more than a decade —from a
process of debt-led growth to one of potentially
debt-constrained growth, Foreign capital in-
flow, while staving off some of the worst con-
sequences of the new world economic situation
since 1974, has not been a panacea.

I1

Capital requirements

This record accumulation of debt in Latin
American and other developing countries has
not gone unnoticed. Initial concern by some
in 1974 and 1975 lest the entire world financial
structure crash on account of generalized in-
capacity to repay has quite correctly abated,
and more optimistic forecasts, showing how
the record current account deficits of 1974 and
1975 would moderate and involving adjust-
ments for inflation and product growth to
assess more accurately the extent of indebted-
ness, have proved better founded.

Yet it is too soon to dismiss the debt
problem entirely. It is clear from the expe-
rience of recent years in Latin America —even
before the present petroleum shortage— that
the inflow of increasingly private capital has
not been performing its intended function.
Potential savings both in the direct form of
OPEC surpluses, and indirectly in the form of
lesser investment in the industrialized coun-
tries, have not been translated into capital
formation and sustained economic growth.

Resources have not been allocated to those
whose return was highest, but rather to those
whose needs were less. That is, of course, one
of the ironies of commenrcial-bank evaluation
of creditworthiness: those who accumulate
reserves are the best customers.

Underlying this failure of the market to
produce more positive results is the reliance
on a short-term, private profit motive criterion.
Commercial banks could hardly be asked to
function otherwise, since they have no pre-
tensions of serving as development banks,
and neither could the recipients. Each country,
facing an uncertain supply of credit, could
hardly risk larger current account deficits,
given the short maturity of its large outstand-
ing liabilities. It is not surprising, then, that
Latin American growth rates and investment
coeflicients should decline and that the build-
ing up of reserves should be a favoured ap-
plication of borrowing —and a key to continued
access.

Furthermore, the optimistic assessments
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tend to look backward rather than forward.
Whether the calculations on which they are
based involve deflating the debt by rising
export prices, or extrapolating diminishing
current account deficits, they fundamentally
err in failing to tackle the question of the future
means of meeting foreign exchange needs.

While export prices may rise, so do import
prices. The real problem for non-oil-exporting
countries since 1974 has been the combination
of inflation and adverse terms-of-trade move-
ments. Moreover, global inflation also means
higher and immediately adjustable interest
costs on debt of shorter average term. While we
have seen that current account deficits for Latin
America have indeed declined, we have also
noted the lesser real transfer of resources
consequent upon the rising incidence of in-
terest and profit payments.

Once one projects forward to ascertain the
capital inflows that will be needed, the es-
sential characteristics of the Latin American
debt problem become clearer. Firstly, the debt
over next decade is likely to increase by a
significant multiple, and more rapidly than
gross national product. Gross inflows will have
to rise even more in order to cope with amor-
tization. Secondly, the ratio of service pay-
ments to exports is likely to increase further in
the near future from its current average of more
than 40% before stabilizing. Thirdly, the gain
to debtor countries from inflation should not
be exaggerated. Such a gain does exist, because
price increases magnify the dollar merchandise
surplus that can be used for amortization and
service payments denominated at historical
cost, but as the maturity of the debt shortens,
and as interest rates reflect inflation —as they
must with increased reliance upon commercial
bank loans— this advantage is curtailed. More
significant than inflation per se are the terms
of trade, because they have a greater effect
upon the size of the commercial balance. In
crude terms, on the basis of a variety of actual
projections using parameters appropriate to the
Latin American experience, a one percentage
point improvement in the terms of trade is
equivalent to three percentage points of gen-
eralized inflation.

Fourthly, capacity to cope with the size of
the debt and its servicing requirements de-

pends critically upon real export growth rates
that exceed the growth of the domestic product,
that is to say, it depends upon an increase in
the importance of the external market. Import
substitution can help in increasing the com-
mercial balance, but cannot be relied upon to
the extent it was formerly. At the low ratio of
imports to income that the larger countries
now have, there is a limit beyond which the
import elasticity cannot be pushed. Moreover,
as one approaches that limit and relies upon
import reduction to equilibrate capital needs,
there is no further flexibility for economic
policy: a decline in foreign exchange for any
reason automatically becomes a serious econo-
mic constraint, whereas at higher levels of
exports and imports there is more room for
restricting less essential imports. Furthermore,
an export-promotion policy reaps the gains of a
much larger market and, if correctly pursued,
stimulates increased productivity in response
to the rigours of international competition,
whereas an import-substitution policy runs the
risks of excess protectionism and inefficiency.

Fifthly, the growing export surplus re-
quired to slow reliance on external capital in-
flow calls for a corresponding reduction in
domestic expenditures. National savings must
rise as a counterpart to the resources trans-
ferred from abroad earlier. One can postpone,
but not avoid, the real income consequences
of the higher petroleum prices, and the ques-
tion of how to allocate that cost internally, as
surpluses are transferred externally, is not a
trivial matter.

Finally, and most important, a more causal
projection structure makes it clear that the real
cost of repayment of the debt under adverse
trend and financial conditions is lowered
economic growth, Foreign exchange must be
allocated to service past inflows of capital
rather than to purchase imported inputs es-
sential to sustained capital accumulation. At
low rates of continuing capital inflow and of
exports there is a trade-off between adjustment
in the current account deficit and economic
performance. The debt problem is far from
exclusively a creditor's problem, and it be-
comes an impossible one if creditors simulta-
neously choose to close off both capital and
merchandise markets.
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raise legitimate doubts in this direction— they
are not a necessary concomitant of rising
exports. It would be unfortunate, as more
democratic tendencies stir in a number of
countries, for nationalist, inward-looking de-
velopment to become synonymous with an
economic policy more responsive to popular
needs. The reality is that import substitution,
domestic austerity fairly distributed, and con-
tinuing capital inflow must all be coupled
with aggressive efforts to increase exports.

The great bulk of these exports, moreover,
will have to be directed to the market outside
Latin America rather than within. Just as the
shortages of foreign exchange in the late 1950s
stimulated the creation of the Latin American
Free Trade Association, so again there are
suggestions that an expanded regional market
may contribute to the solution. A recent
CEPAL publication, for example, took the
view that Latin America will now undoubt-
edly have to place more emphasis on intra-
regional trade. Without denying the growth of
intra-regional trade in recent years and its
more than proportional significance in the
field of manufactures, however, it seems to me
unlikely that the formal integration process
will much accelerate in the next several years
unless two conditions are met: reversal of the
diminishing regional political identity which
has characterized Latin America in the last
decade; and much slower growth of trade
opportunities outside the region. A Latin
American Common Market is more likely to
have its origins in circumstances external to the
region than to arise spontaneously from within.
Even then, the capacity to bridge the signifi-
cant differences between oil exporters and oil
importers, large economies and small, ad-
vanced and lower-income countries, etc.,
seems to me doubtful. Intra-regional exports
may contribute to the solution, but only to a
limited extent.

Apart from assuring a continuing allocation
of resources to exports, domestic policies must
seek better to accommodate the external and
internal capital markets. During the period of
rapid debt accumulation, the restructuring of
internal capital markets has been given sec-
ondary priority, since external credit has
substituted for the need to capture domestic

savings. The distribution of such credit is, of
course, non-neutral. It favours larger enter-
prises relative to smaller; governmental rela-
tive to private; industry relative to agriculture;
multinational firms relative to national. Gov-
ernment policies often seek to offset such
biases, but at the cost of compartmentalizing
the internal capital market still further. Those
sectors receiving subsidies suffer from a short-
age of real investment as loans are applied
elsewhere.

This impact of capital inflow upon domes-
tic financial institutions must be a matter of
greater concern. There is no simple equaliza-
tion of internal and external interest rates, as a
simple theoretical model suggests. Moreover,
as is well known, external savings are not a
pure supplement to national savings, but to a
considerable degree displace and substitute
for them. Failure to take these structural con-
sequences into account biases an otherwise
rational calculus in favour of a larger resort to
debt than may be necessary. In recent years,
when foreign exchange requirements have
been less pressing and debt has had such a
large counterpart in reserves, these financial
effects loom larger.

This accumulation of reserves has led to
wider appreciation of the limits imposed upon
domestic monetary and fiscal policy by inte-
gration into international capital markets. It
is a measure of the excessive reliance upon
debt that efforts have been made to sterilize
the monetary increases resulting from even
greater reserves. Far from the capital flows
being an equilibrating mechanism, they threat-
en the effective management of the domestic
economy. External credit must be neutralized
by government sales of securities. It is not an
easy operation —and one that more often than
not has led to larger increases in the money
supply than were desired or planned. This
avenue of imported and magnified inflation
has been an important component in the price
rises of the largest regional debtor, Brazil. In
undertaking such sales of securities with
monetary correction it should be noted, more-
over, that government nominal expenditures
are given a significant upward impulse.

Apart from these effects on monetary and
fiscal policy, there is a further constraint upon
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of long-term funds by offering protection
against inftlation; encouraging commercial
banks to intermediate some of their resources
through public institutions, perhaps initially
through some swap arrangement; creation of
new public institutions directed to particular
investment objectives in which there is a
common global interest: agriculture, substitute
sources of energy, natural resources.

These proposals share a common feature.
They presume that the problem for Latin
America is not a need for concessional re-
sources but for more certain and longer-term
funds on which social returns are high enough
to offset interest costs. They also presume that
exclusively regional arrangements —whether
. a short-term safety net or longer-term guaran-
tee schemes— are not likely to be as efficacious

as more universal arrangements that satisty
special Latin American needs.

Finally, they focus on measures directly
relating to capital flows. This is not to ignore
that the debt problem is in the last analysis a
trade problem. Quite to the contrary. Without
high growth of exports, these measures re-
quired in the capital markets would be quite
inadequate. Unless the means are provided to
sell exports in a volume sufficient to meet
foreign exchange obligations, the alternatives
are either lower Latin American (and world)
growth or massive and more certain capital
transters. The former is unacceptable; the
latter, unlikely. That is why the subject of
capital flows is inextricably linked to that of
real flows.

II1

Domestic implications and policies

International capital flows must also be related
back to the domestic economy. Three inter-
faces require brief comment in this respect.
One is the ability to sustain the growth of
exports needed to satisfy foreign exchange
requirements. The second is the interaction
between internal and international capital
markets. The third is the interrelationship
between debt management and domestic
monetary and fiscal policies.

The progressive reintegration of many of
the principal countries of Latin America into
the world market at the end of the 1960s and
beginning of the 1970s is well documented,
as is the rising share of manufactures in total
exports. Both the favourable growth of the
world economy and domestic policies reducing
biases against the external market contributed
to this. In some cases, both significant sub-
sidies and more favourable exchange rates
were offered; that was clearly true in Brazil, for
example, although the subsidies were to alarge
extent only compensatory for the combination
of tariffs and exchange-rate overvaluation.

Such policies of frank export promotion

may have been easier to sustain than the com-
bination of import substitution and growing
exports now advocated, They were easier be-
cause they were accompanied by high rates of
growth of imports, and hence rapid expansion
of domestic absorption. They were easier be-
cause integration into a buoyant world econo-
my yielded tangible benefits in the shape of
more rapid growth of the product. They were
easier because they did not involve, as in
recent years, heightened tariffs and quantita-
tive restrictions against imports, with simulta-
neous complaints about protectionism in the
industrialized countries.

Latin American commitment to the ex-
ternal market runs against deep sentiments to
the contrary. An export orientation is feared as
anti-industrialization, anti-national enterprise,
and anti-more equitable income distribution.
All of these concerns have their roots in his-
torical experience. Yet it would be a sad mis-
take to extrapolate the past to the future, While
particular policies to exploit the external mar-
ket may have such features —and the proposals
in Brazil to reorient the agricultural sector
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[ have emphasized these qualitative con-
clusions here rather than present a specific set
of estimated capital requirements, because
these considerations seem to me the more
relevant context against which to evaluate
different policy proposals. Particular values
will change with altered circumstances. The
additional cost of oil this year, for example, as
well as higher interest rates, will alone add
more than US$ 4 billion to the current account
deficit registered last year, reversing its trend
reduction.

These developments make all the more
desirable a concerted effort to tackle the in-
adequacies of a capital flow monitored almost
exclusively by the private market. Corrective
measures should fall into two broad categories:
conversion of a much larger proportion of
current debt into long-term borrowing, and
more effective means of coping with short-
term shortfalls of foreign exchange. The aim of
both these measures is to permit external
resources to be used to better advantage,
thereby stimulating growth not only within
Latin America but also for the industrialized
countries.

Bank borrowing through the Eurocurrency
market, as we have seen, has in recent years
failed to fulfill this objective. Foreign re-
sources have been applied to reserve ac-
cumulation rather than investment, and growth
rates have fallen below trend levels. The
problem is not inadequacy of capital, but rather
the availability of too much of the wrong kind.

Many specific proposals have been put
forward since 1974 to address these needs, the
great majority without success. As long as the
Eurocurrency market increases by 25% a year,
and as long as the larger Latin American coun-
tries enjoy favourable access to it, it is difficult
to generate any sense of urgency. The Wit-
teveen Facility of the IMF is one of the few
concrete steps taken; it makes available an ad-
ditional US$ 10 billion to compensate for short-
termn shortfalls, and we shall probably see
greater use made of it after this round of oil
price increases.

To supplement this facility, however,
some means of more orderly debt restructuring
remains necessary. Borrowing to meet im-
mediate foreign exchange needs may avert

bankruptcy, but it remains inadequate to
finance the longerterm productive adjust-
ments required. Experience suggest that it is
precisely those countries already heavily
overburdened with debt that repeatedly re-
quire emergency assistance. It would be better
policy to facilitate a really fresh start than to
engage in unrealistic roll-overs that merely
stretch out very high service payments over a
longer interval. Commercial banks are reluc-
tant to write off foreign loans, although one
presumes that the high risk premiums charged
provide a financial reserve for doing so. They
had no similar compunction with real estate
investment trusts —despite larger losses—
because a legal code of bankruptcy made
settlement desirable. I continue to believe
that international lending would benefit from
a similar escape clause. Clear applications in
Latin America would have been Chile and
Peru.

Such a provision would not grant a license
for irresponsible conduct by borrowing coun-
tries. They would have to pay the cost of failing
to meet their obligations through less future
access to the capital market, and moreover
they could not default without establishing
their need for such relief to the satisfaction of,
say, the IMF. There would be a chilling effect
on the willingness of commercial banks to
lend directly for the short term, and some
impact on interest costs. That would not be all
bad, even when one is quite correctly con-
cerned about the adequacy of capital flows.
Reliance on short-term borrowing probably
should be discouraged —particularly if its
results are as mixed as those of recent years.

Furthermore, such a measure would cor-
rectly shift attention to the more fundamental
need to make external resources available for
productive longer-term investment. Such a
need will be met only by increasing the pool
of funds available for borrowing at extended
maturities. One means of doing so is to enhance
the role of the public development banks
relative to the private commercial banks.
Recent increases in the capital base of the
World Bank and of the Inter-American Bank,
and co-participations, clearly contribute to this
end. More dramatic measures may be neces-
sary, however, including explicit solicitation
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the capacity to utilize exchange rate devalua-
tion in a heavily indebted economy. The
impact upon external liabilities does not have
an even incidence upon sectors or firms. To
offset it is to negate the attempt at reducing
domestic expenditure, while to permit the
financial consequences may be to invite seri-
ous displacements in production. One may
therefore be forced into a situation of using
selective meéasures to offset overvaluation
rather than altering the exchange rate itself.

The essential point is that reliance upon
external capital inflows is not an unmixed
blessing. Effective management of the debt
involves more than a computer print-out of
projected amortization and interest payments.
It involves the internal allocation of resources,
the relationship with internal capital markets,
and the synchronization of policy instruments.
These tasks are complicated by uncertain con-
ditions of supply determined externally.

Conclusions

Latin America’s rising participation in the
international capital market in the last decade
reflects on the whole its gathering economic
strength. Higher levels of income, apparent
political stability, a facility to increase and
diversify exports, and attractive future pros-
pects are responsible for the differential access
to the Eurocurrency market enjoyed by the
principal countries of the region. That access
has enabled many of those countries to protect
themselves against the worst consequences ofa
much more sluggish and uncertain world econ-
omy since 1974.

Integration into international capital mar-
kets has not worked equally well for all,
however, nor has it worked perfectly for any
country. Peru remains saddled with a debt that
exceeds its capacity to pay. Mexico’s under-
developed fiscal capacity has been compen-
sated —through good fortune— by the timely
discovery and exploitation of petroleum and
natural gas. Brazil has embarked upon a stop-
go policy in recent years reminiscent of its
neighbours to the south. Some smaller coun-
tries have not been able to borrow readily or
on favourable terms.

Capital inflows thus have not been a
panacea, and they threaten to become a prob-
lem if they prematurely turn to outflows of
real resources. If they are to recover their
recent high growth rates, the countries of the
region must be able to count on adequate
continuing finance. Whether the private mar-
ket, and the increasing concentration of com-
mercial bank debt, can satisfy that need is

doubtful. Uncertain and short-term borrowing
does not translate efficiently into the long-
term process of capital accumulation and
sustained growth that is desirable. Stabiliza-
tion packages that meet symptomatic excesses
of domestic absorption by imposing unreal-
istically short adjustment periods do not ad-
dress structural deficiencies.

Many specific proposals have been ad-
vanced to deal with one or another of these
problems. Few have been seriously consid-
ered, because there is little sense of urgency.
So long as modest product growth is sustained,
debt obligations are met, and continuing capi-
tal is available, it will be difficult to arouse
keen interest in suggested reforms to improve
intermediation. Innovation in international
financial markets seems to be dominated by
private initiative rather than public policy. The
danger is not that the financial markets will
suddenly collapse, or that Latin American
debtors will all find themselves unable to pay,
but that the status quo will continue, with
adequate, and indeed perhaps excessive avail-
ability of credit of the wrong kind.

The countries of Latin America are not
entirely dependent upon the initiatives of
others in responding to this real, if undramatic,
threat. They can reduce their borrowing and
rely more substantially upon national savings;
they can engage more vigorously in a style of
development directed to the internal market;
they can insulate themselves to a greater
extent against world economic circumstances.
Such a strategy is not costless, either for Latin
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America or the industrialized countries, for it
involves a rejection of the mutual advantages
inherent in a rational transfer of resources to
more productive applications.

Yet that outcome may well occur, hecause
policies are slow to evolve. Few trends have

been foreseen with such monotonous regular-
ity as the altered importance, needs, and role
of the middle-income countries of Latin Ameri-
ca. Up to now, we have successfully muddled
through. But can we confidently rely on such
an accommodation in the future?



Latin America and the international monetary
system: Some comments and suggestions

Carlos Massad*

I

The functioning
of the system

In this paper, 1 intend to emphasize aspects of
the present system of international economic
relations in the monetary and financial area that
create difficulties for an adequate insertion of
Latin America in the world economy. I do not
propose to make a comprehensive study of all
transfers of resources between developed and
developing countries.

My comments will be arranged under
three main headings: the workings of the
present international monetary system; the
effect of the present system on Latin American
countries and less developed countries in
general, and changes in the system that could
help to minimize the present difficulties.

Generalized floating of currencies became
unavoidable as the Bretton Woods system
proved incapable of providing enough adjust-
ment incentives for reserve currency countries,
essentially the United States and the countries
with surpluses. In fact, IMF “discipline” could
only apply to non-reserve-currency deficit
countries. Reserve currency deficit countries
could finance their deficits with their own
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currency, while countries with surpluses did
not need to request IMF assistance.

The lack of intermational incentives to
adjust created a situation where convertibility
in terms of gold could not be maintained, and
the Bretton Woods system collapsed. As a
matter of fact, the lack of adjustment incentives,
together with some domestic banking regula-
tions, gave rise to an explosive growth of
private financial markets as financial inter-
mediation between surplus and deficit coun-
tries became more and more in demand. Be-
tween 1973 and 1978 the net size of the Euro-
currencies market grew at a rate of about 19%
per year.

Those changes are not only important
quality-wise, however: they also represent a
complete qualitative transformation of the
system.

L. The role of the monetary authorities
and of the private sector

The first important qualitative change is that
wich took place in the market intervention role
and reserve holdings of the monetary authori-
ties versus those of the private sector. In a fixed
exchange rate system, the authorities have to
maintain exchange rates through intervention
in the market, for which purpose they must
hold foreign exchange, gold and SDR reserves.
In a floating system, such a role is transferred
totally or partially to the private sector, and it is
the latter which has an incentive to accumulate
“reserves”’ in order to “intervene” in foreign
exchange markets.

This fact implies a higher sensitivity, or
elasticity, of the composition of reserves to
economic incentives. Usually, central banks
are less sensitive to changes in expectations
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than private holders of foreign exchange. The
latter tend to adjust the composition of their
holdings rapidly when relative interest rates or
exchange rates are expected to vary. Hence, the
more important the role of private holders in
foreign exchange markets, the faster will be the
reaction to changes in expectations. The expec-
tation of devaluation of a reserve currency —or
a currency important in international trade—
brings about an immediate change in the
composition of assets and liabilities of the
private sector and this helps to produce the
expected devaluation. In a sense, it could be
said that under the present system, since
central banks cannot resist the pressure of
private speculators, generalized expectations
will never be wrong.

Another consequence of the increased
importance of the private sector in intervention
is a relative reduction in the demand for SDRs.
In fact, SDRs cannot be held by the private
sector, but insofar as the relative importance of
private “reserve” currency holdings increases,
the demand for SDRs will decrease relative to
that for currrencies. All this has important
implications for the system as a whole (the
implications for LDCs will be developed later).

(a) Exchange rate changes tend to “over-
shoot the mark™, so that the magnitudes of such
changes tend to be relatively large. It has been
observed that prices tend to react faster than
quantities to exchange rate changes in indus-
trial countries. Thus, when a particular cur-
rency suffers a devalution, the export prices of
the devaluing country tend to fall and import
prices to rise soon after devaluation, but export
and import volumes react more slowly, so that,
for a time, a devaluation increases the imbal-
ance it was suppossed to correct. Private hold-
ers of the currency will see their devaluation
expectations reinforced, and the exchange rate
will reflect such strengthened expectations
with further devaluation. Then, after some
time, the effect of devaluation will show itself
in the balance of payments, in the form of a
relative reduction of imports as compared to
exports, and the opposite process will be
generated. As this process is better understood
and the pattern of events repeats itself, the
private sector may “learn” to speculate better

and the destabilizing effect of expectations
formed in the way described above should tend
to dissappear. The length of the learning period
is, however, unknown.

{(b) The degree of stringency of monetary
policy becomes more difficult to evaluate. Let
us take, for example, a German-based company
that holds US dollars in its assets. If such a
company expects a reduction in the value of the
dollar relative to the German mark, it will try to
sell its dollars for marks, while if the Bundes-
bank wants to give at least partial supportto the
dollar to avoid an excessive strengthening of
the mark, it will buy the dollars in exchange for
marks. The figures in Germany will show an
increase in the money supply, whereas all that
has happened is a change in the composition of
assets of the German-based company. There is
no reason for this action to change the desired
spending pattern of the company, so that the
increase in the money supply in Germany will
have no direct inflationary effect. Of course, the
real world is not this simple, but I hope that
this example serves to illustrate the essence of
my argument.

(c) Exchange rates become more volatile
through changes in transactions on capital
account (capital flows). If private capital and
money markets are well developed, with
reserves diversified in terms of currencies,
changes in expectations will affect the market
rapidly and fully: desired changes in the
composition of assets and liabilities of eco-
nomic agents will be reflected in market
actions which will result in changes in ex-
change rates. The money markets for devel-
oped countries’ currencies are sufficiently
deep to allow the operation of a futures market
where interested parties can buy “coverage”
for exchange risks. With or without coverage,
however, changes in domestic interest rates or
other factors affecting the desired composition
of assets and liabilities will tend to produce
sizable capital movements, unless interest rate
policy is closely associated with expected
exchange rates. Such association is very diffi-
cult to achieve in practice, so exchange rates
must be expected to vary sharply in short
periods of time.

Furthermore, changes produced through
the capital account may tend to reinforce those
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in the current account. An unfavourable
current account will produce devaluation
expectations. At the same time, the expected
cost of borrowing abroad or the expected
benefit of external investment will increase
(due to the expected devaluation), producing as
a consequence an imbalance in the capital
account with the same sign as that in the
current account. Since, as pointed out above,
the adjustments in the current account come
about only slowly, one must expect relatively
sharp movements in exchange rates on this
account, on at least a movement in a particular
direction for some time and then a reversal, in
a cycle which will take two or three years to
develop fully.

(d) Sharp changes in exchange rates help
to stimulate protectionist tendencies in world
trade. As some currencies appreciate, the
issuing countries will face some loss of com-
petitiveness, while deficit countries, whose
currencies depreciate, tend to yield more
easily to protectionist lobbyists on balance-of-
payments grounds. Thus, global resistance to
protectionism is substantially weakened, and if
at the same time, for this and other reasons, the
world economy is expanding slowly, the stage
is set for the proliferation of direct controls,
regulations and increased tariffs on trade.

2. The international transmission of
economic disturbances

With fixed exchange rates, it was expected that
inflation rates in the world would tend towards
equality, since it was argued that any dis-
crepancy would bring about imbalances in
foreign payments that would force adjustment.
As exchange rates were not completely fixed,
however, some discrepancy in inflation rates
was allowed for, over and above that coming
from different rates of change in productivity.
Between 1960 and 1970 the average yearly rate
of inflation for @ industrial countries! was 3.5%,
with a standard deviation of 1.5 and a coef-
ficient of variability of 0.43. Floating, it was
argued, would allow for more freedom in
domestic monetary policy, since variation in

1Belgium, Canada, France, Germany, Italy, Japan,
Netherlands, United Kingdom and United States.

exchange rates would insulate countries from
external shocks. On these grounds, rates of
inflation should have diverged after 1973 more
than they did before, and particularly before
1970.

However, empirical evidence does not lend
support to this expectation. For the same 9
countries considered, yearly inflation between
1974 and 1977 averaged 11.3%, with a standard
deviation of 4.8 and a coefficient of variability
of 0.42: i.e., practically indentical to that
prevailing in the 1960s, while for the period
1970-1973 —a transitional period— the average
rate of inflation was 6.5%, with a standard
deviation of 1.7 and a coefficient of variability
of 0.26. It therefore looks as though floating
rates have not helped very much to insulate
countries from external disturbances. An
alternative hypothesis, which I have put
forward elsewhere, could be formulated to
explain this behaviour. For our purposes, it is
sufficient to point out that floating has not
insulated countries from external shocks.
Floating is no substitute for responsible do-
mestic policies.

3. Creation of international liquidity

The present system has considerably obscured
the concept of international liquidity itself.
When the authorities accumulated most of their
external reserves the concept was clear-cut.
But as soon as the private sector assumed,
partly or wholly, the responsibility for inter-
vening in the market, the concept of interna-
tional liquidity became vague and ill-defined.
Should it be only official reserves which were
considered? Or should one take account of
private holdings in some way? These questions
are not academic, for the difference between
official holdings and ““total” holdings of foreign
exchange —and gold and SDRs— is enormous
(the second is at least twice the first).

In a floating system, it is legitime to
consider private holdings of foreign exchange
as “international liquidity”, since there should
be a demand in the private sector for such
holdings, and if the demand is not satisfied, the
private sector will look for ways to satisfy it,
even creating new liquidity instruments. In a
world where the foreign exchange operations
of banks in industrial countries and offshore
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centres are usually not subjected to the same
types of controls as their domestic currency
operations, the supply of international liquidi-
ty becomes demand-determined. And insofar
as the foreign exchange holdings of the private
sector are a good substitute for domestic (or
national) money, changes in the supply of the
first will affect the demand for the second.
Through this process, national central banks
lose control over the relevant monetary aggre-
gates. This is not because they cannot control

the supply of domestic money in the short run,
but because the demand for such money chan-
ges, with the result that control or regulation
not only of the rate of growth of international
liquidity, but also of liquidity in general,
becomes much less effective. Of course, if the
supply of liquidity in the form of foreign
exchange becomes essentially demand-deter-
mined, the relative importance of SDRs is
bound to suffer.

II

The effects on Latin American and other
developing countries

As the system, or lack of it, works at present,
one must expect relatively sharp and recurrent
variations in the exchange rates of the principal
currencies. Most Latin American countries, as
well as other less developed countries (LDCs),
peg their own currencies to one or another of
the principal currencies, or to a basket of them.
Pegging is necessary because most LDCs do
not have financial or money markets deep
enough to do otherwise, the Central Bank
being the only entity capable of absorbing
short-run excess supply or demand for the
domestic currency. But pegging means that the
domestic currency moves together with the
currency or currencies to which it is pegged,
and the fluctuations of those currencies are
geared to the adjustment needs of the issuing
countries, not of the pegging country. Hence,
floating imposes a cost on LDCs in terms of
destabilizing influences on their economies.
Floating also tends to discourage the allocation
of additional resources to the production of
tradeable goods, since an uncertainty element
is introduced in all calculations regarding
activities connected with foreign trade. In most
cases, the LDCs exporters cannot even buy
coverage, because there is no futures market for
their own currencies.

There are more deep-seated problems
than this, however. Thus, if floating does not

insulate countries from external shocks, it does
not solve the adjustment problem in the short
or medium run either, and may even compli-
cate it. As everyone knows, if there is a group of
countries running a protracted surplus on
current account, there must be another group
running a deficit, and floating will not correct
the situation. Floating could perhaps equi-
librate the balance of payments as a whole, in
the long run, but it might never produce
equilibrium in the balance-of-payments cur-
rent account, As we have already seen, the
short-run effect of floating on the current
account of the balance of payments and on the
balance of payments as a whole may actually be
destabilizing,

As a matter of fact, equilibrium on the
current account is not an ideal situation. Non-
oil-exporting developing countries are net ca-
pital importers, so that the desired position of
their current account is one of deficit, to be
financed with a surplus on the capital account.
In the case of Latin America, the average deficit
on the current account of the non-oil-exporting
countries for the period 1974-1978 is five times
larger than for the period 1966-1970. The
capital surplus should be high enough to cover
the deficit on the current account and the
necessary increase in reserve holdings. But a
surplus on the capital account is only a more
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respectable way to refer to a net increase in
foreign debt, since unrequited transfers are
negligible and direct foreign investment is not
on the increase and is concentrated in a few

countries. At all events, new net indebtedness
accounts for at least 80% of the surplus on the
capital account of the non-oil-exporting Latin
American countries.

Table 1

EXTERNAL FINANCING OF LATIN AMERICAN NON-OIL-EXPORTING COUNTRIES

(Billions of dollars)

1990 1974 1975 1976 1977 19784
Deticit on current account* -2.0 -13.1 -18.1 ~11.5 -8.0 -9.5
Increase in reserves’ 04 -0.7 2.2 4.9 3.9 8.5
Use of external financing (uses) 2.4 124 13.9 164 11.9 18.0
Net external financing (sources) 2.5 12.6 14.4 16.2 105 16.0
Direct investment 0.7 1.6 2.3 2.2 (2.3) 3.0
Donations 0.1 0.1 0.1 0.2 0.2 '
Net loans® 1.7 10.9 12.0 13.8 (8.0} 13.0
Loans from official sources 0.9 1.9 1.9 (2.0) (2.2) 30

Multilateral 0.4 0.9 0.8 (0.9) (1.0)
Bilateral 0.5 1.1 1.0 (LL) (1.2}

Borrowing from private sources 0.8 9.0 10.1 11.8 (5.8) 10.0
Supplier credits 0.4 02 0.1 0.6 (0.6) 1.5
Commercial banks 0.3 8.2 8.2 75 4.7 55
Bonds — 0.1 0.2 0.5 (1.0) 2.0
Others and unallocated 0.1 0.6 0.6 2.2 -05 1.0

Sources: International Monetary Fund, Balance of Payments Yearbook; Bank for International Settlements: supple-
ments for July and December 1978 and Yearbook; CEPAL estimates.

2Excluding official donations.
bPositive figure indicates an increase in reserves.

¢Includes long, medium and short-term non-compensatory and compensatory loans.

dAll figures for 1978 are provisional.

Table 2

ESTIMATED OVERALL INDEBTEDNESS
OF LATIN AMERICAN NON-OIL-

EXPORTING COUNTRIES
(Billions of dollars)

Officially- Non- Overall

Years guaranteed guaranteed indebted-
debt debt to ness*
banks

1974 3151 19.76 51.72
1975 38.05 24.50 63.48
1976 48.74 30.65 81.28
1977 59.00 32.00 91.00
1978° 68.00 37.00 106.00

aIncludes debt to IMF.
Figures for 1978 are provisional.

Despite the levels already reached by such
debt (over 100 billion dollars for the non-oil-
exporting countries of Latin America by the
end of 1978) it must go on increasing for many
years if the development process is to continue
and if world resources are to be more efficiently
allocated. The additional short-run instability
in the balance of payments which is a by-
product of floating, however, does not facilitate
official decisions in industrial countries about
long-term development finance, while private
financial markets expand rapidly. Thus, the
terms of the new financing are substantially
worse than those of the past, both in terms of
interest rates and of amortizations schedules.
“Debt burden” becomes a problem for further
borrowing, a problem which is more a con-
sequence of the present system than of “mis-
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behaviour”, even though the latter is not
always absent. Moreover, as debt terms dete-
riorate, borrowing countries need to increase
their reserve holdings, both in order to present
a better “image” and in order to be ready to
oftset possible outflows. So, as the terms dete-
riorate, the necessary rate of accumulation of
reserves tends to grow, and so does the neces-
sary net borrowing per year.

An obvious way out of this problem for
LDCs would be to expand exports. If exports
grew at a rapid rate, both the “debt burden”
and the current account deficit could be re-
duced. However, as pointed out above, in the
present circumstances the developed countries
tend to yield more easily to protecionist pres-

sures, so that this way out does not seem to be
feasible. In fact, a recent article in IMF Survey
reaches the conclusions that protectionism has
increased significantly in the recent past, and
the trend does not show signs of abating?
Regrettably, this trend has emerged precisely
when a good number of LDCs, at least in Latin
America, are following an outward-oriented
strategy.

This strategy, to be succesful, requires two
prerequisites: foreign markets and foreign fi-
nance. The former are being increasedly pro-
tected from outside competition. The latter is
available, but on terms that are compatible only
with a rapid growth of LDC exports.

I1I

What can be done to solve, or at least alleviate,
the present difficulties in the monetary
and financial system?

At least some of the roots of the difficulties
pointed out above can be traced to problems of
the adjustment process and of liquidity crea-
tion. If the adjustment process worked smooth-
ly, and international liquidity grew at a rea-
sonably stable rate, excessive fluctuating of
exchange rates would be flattened out and
there woud be less of a weakening of the will to
resist protectionist measures.

One could argue that the adjustment
process is working smoothly when the choice
between fixed or floating exchange rates be-
comes irrelevant. In other words, if the domes-
tic policies of the main industrial countries
were strictly co-ordinated, there would be no
need to vary their exchange rates vis-d-vis each
other in the short run, and there would there-
fore be no need for floating. I hope it is obvious
by now how great an interest LDCs have in
more stable exchange rates and a smoother
adjustment process.

But of course close co-ordination of domes-
tic policies is an ideal which is very difficult to
reach. Different countries have different insti-
tutions, different interest groups and different

social and political forces. For example, some
countries can export their unemployed and so
can accept more restrictive economic policies
than others.

However difficult it is, I believe one
should continue trying to secure closer co-
ordination of economic policies among indus-
trial countries. Naturally, such co-ordination
should take global needs into account, so as to
facilitate the necessary current account deficit
of the LDCs ant its adequate financing. In this
way, a smoother process of real resource trans-
fers would be achieved. In order to ensure the
consideration of global needs, LDCs should be
represented in some way in discussions on
policy co-ordination among industrial coun-
tries.

Reports that take a global look at the world
economy play an important role here. For
example, the excellent IMF periodic reports on
the world economic outlook should be given
wider circulation. The Interim Committee of

2“Retreat from liberal trade becomes clearer as more
restrictive practices take effect”, IMF Survey, April 9, 1979.
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the Board of Governors of the Fund should
perhaps devote at least one full meeting a year
to evaluating and discussing the world econo-
mic situation. But policy co-ordination touches
some very sensitive points in many countries,
and for this reason it requires some degree of
regular involvement of governments at the
highest political level.

At the same time, however, improving the
adjustment process is in the interests of all
countries, developing and developed alike.

All the effort expended in attaining the
goal of policy co-ordination is well spent.
However, one cannot expect such efforts to be
fully effective alone, so some action should be
taken in especially difficult areas even before
co-ordination is improved:

(a) Asset settlement of international obliga-
tions should be established, in order to create
an incentive for reserve currency countries to
adjust.

If asset settlement were the norm, coun-
tries could not settle their international obliga-
tions by simply increasing their liabilities
abroad. Hence, if a reserve currency country
were in deficit, it would pay for it with assets,
like any other country. The adjustment incen-
tive would appear as those assets were de-
pleted.

(b) An account aimed at the substitution of
SDRs for reserve currencies should be setup in
the IMF., Its role would be to minimize
pressure on exchange rates due to desired
changes in foreign exchange portfolios of mo-
netary authorities. The countries issuing the
currency accumulated in the account would
recover it in an agreed period, in exchange for
SDRs. In fact, this would be a form of short-
term debt consolidation for some industrial
countries, As these countries recover their
currencies from the account, the SDRs accu-
mulated there could be used for long-term
lending to LDCs. One might call this operation
the “substitution link”.

(¢) Countries with net reserves higher
than, say, 4 months” imports and with reserves
growing faster than a given rate per year would
pay a tax on their reserves. One way to apply
this concept, for example, would be not to
allocate SDRs to such countries in a future
allocation, the SDRs not allocated to them

being assigned to L.LDCs in proportion to their
quotas in the IMF. In this way, an incentive for
surplus countries to adjust would be establish-
ed. One might call this the “adjustment link”.

(d) A debt refinancing facility should be
established, perhaps as a joint undertaking of
the World Bank and the IMF. This facility
would operate under a system similar to that of
the Oil Facility of the IMF. LDCs would have
voluntary access to it on the basis of a pre-
established set of indicators, but the amount
and conditions of refinancing would be studied
case by case. A refinancing facility would be a
natural LDC counterpart to a substitution
account for reserve currency countries.

{e) A forum should be established where
monetary, trade and development matters,
which are so closely linked, are regularly
jointly discussed, with main tendencies being
highlighted and policy measures suggested.
Such a forum could assess the global contribu-
tion of each industrial country to development,
taking into account their contribution both
through trade and through aid and other finan-
cial flows. The ideal could be to create some
form of international economic court that could
pass judgement, particularly on restrictive
trade practices, and establish compensation for
the economic damage caused. Countries could
then evaluate whether or not it was in their
own interests to apply protectionist measures
and to pay compensation for them. This con-
cept of “compensated protectionism” could be
further evolved as a way to allow countries
some freedom in this respect, but with compen-
satory payments to countries damaged in the
process. The multipolarity of the present world
lends some realism to this proposal.

Of course, most of these ideas are neither
new or realistic. However, the problem of
development will be with us for a sufficiently
long time to permit some unrealistic ap-
proaches at present. I believe that, as time
passes, it will be increasingly clear that devel-
opment is not a problem of developing coun-
tries alone, but of the world as a whole. This is
my justification for considering not only prob-
lems of the Latin American countries, or of all
developing countries, but also problems of the
world economy to which the latter are so
closely linked.



The Latin American countries and the New
International Economic Order

Pedro Malan*

-~ Introduction

As is well known by now, the so-called North-
South agenda is made up of a whole array of
political and economic issues: the presently
changing patterns of trade, old and new trade
restrictions, the implications of foreign invest-
ment, the volume and burden of foreign debt,
the yet to be designed future international
monetary system, the controversial commodity
price stabilization schemes, the frightening
poverty of the Fourth World, and so on. It is
obvious that these issues will remain on the
agenda —political and economic— for many
years to come. This is not the time to present
yet another survey of the present state of
frustration with respect to the progress achiev-
ed so far in several of the topics listed above.
The question to which we would like to
address ourselves in this paper is the following
one: does Latin America as a region have a
common stake in these ongoing discussions?
If so, in which ones? If the region is not a
meaningful economic region and interests
diverge sharply between different countries
—or groups of countries— then do they have
an identity of interest with other countries

The political process of identification of what
Protessor Hirschman considered to be the
most pressing problems® to be tackled by
public policy is both a global one (taking place
at international forums such as the United

*Department of Economics, Catholic University of Rio
de Janeiro.

1For a positive answer see Francisco Orrego Vicufia,
“Las alternativas de América Latina como clase media de
las naciones”, Estudios Internacionales, Buenos Aires,
Vol X, No. 40, October/December 1977, pp. 86-110.

{developing or developed) outside the region?
In other words, is there anything specific to
Latin America as a region, or to Latin American
countries gqua Latin American countries, in
terms of either the international resource-
transfer mechanisms or the international dis-
tribution of political power, both presently
under sharp criticism in all international
forums?

In order to discuss these questions, this
paper is organized as follows: section I at-
tempts to place the issue of the relationship of
Latin America with the New International
Economic Order in what we feel is a much-
needed wider global context. This is done by
presenting in a rather summary fashion the
major dominant viewpoints of both North and
South concerning the so-called North-South
conflict? Section II deals with Latin America
proper. Its purpose is to sort out what are the
specifically Latin American interests —if
any— in the ongoing discussions, concen-
trating on three major areas of interest (and
conflict): (a) the changing patterns of trade and
protection; (b) the implications of foreign
direct investment, and (c) capital flows, ex-
ternal debt and the future international mone-
tary system.

Nations, UNCTAD, CIEC meetings and all
conferences where so-called North-South

2This section draws heavily on a previous work of the
author. See P. Malan, Brazilian International Economic
Relations: An Agenda for Research, mimeo, 1977. Written
originally in English, this paper was published in Portu-
guese in Dados, No. 17, 1978 and in Spanish in Estudios
Internacionales, Vol. XI, No. 41, January-March 1978,
pp. 62-70.

3A. O. Hirschman, “Policymaking and Policy Analysis
in Latin America - A Return Journey”, Policy Sciences,
Amsterdam, No. 6, 1975, especially pp. 388-394.
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conflict issues are under discussion) and a
domestic one (in which the agenda of relevant
problems and alternative solutions to them
is a natural object of controversy, mediated
by and reflected within the State). In this
section, we attempt to discuss the relevant
issues involved in the framing of an eventual
New International Economic Order from two
points of view. The first is the viewpoint of
the central countries, i.e., the meaning to them
of the re-organization of the world economy
and their dominant views, likely answers, and
major options on the so-called North-South
conflict. The second viewpoint is the effect of
the political and economic decisions (or lack of
decisions) of the advanced countries on the
peripheral (Southern) countries, and the lat-
ter's response to them. The following para-
graphs deal with the viewpoints of the North-
ern economies. They are not very reassuring,
due to the present fragmentation of power.
But this, as we are going to argue later, is a
mixed blessing,

The Northern economies have success-
fully followed a policy of benign neglect with
regard to the developing countries’ criticisms
of the old international economic order as
working to their disadvantage. The early writ-
ings of the Economic Commission for Latin
America, the Bandung Conference in 1955,
even the creation of UNCTAD in 1964 {(and
its role since then) were seen as a display of
ineffective political mumblings completed
with a dash of bad economics and wrapped in
sheer rhetorical jargon. The collapse of the
Bretton Woods arrangement in 1971-1972,
followed soon after by the successful assertion
of market power by the OPEC in 1973-1974,
and the adoption, exactly five years ago, of a
“Charter of Economic Rights and Duties of
States” by the United Nations General As-
sembly (with its call for a “New International
Fconomic Order”} dramatically changed the
picture and prompted the advanced countries
to agree to start serious talks.

The outcome of these talks is as yet un-
predictable. The failure of the eighteen-month
CIEC meeting in Paris in 1976 was not a final
result, and the whole panoply of economic
issues that make up the North-South agenda
again came under discussion at UNCTAD V

in May 1979. Much depends on the Northern
countries’ response to the as yet somewhat
unarticulated specific demands of the LDCs.
The issues and criticisms raised so far, how-
ever, will not vanish into thin air —they are
likely to remain on the agenda, both economic
and political, for the whole of the 1980s. Few

-would disagree that we are living now through

a period of economic and institutional crisis
such as the world had not experienced since
the 1930s— nearly half a century ago.

What has been shocking to the Northern
economies’ representatives in international
discussions —surprising as it may seem— is
what they consider an undersirable and exces-
sive politicization of the issues at stake.!
Scholars with some sense of history, however,
distinguish between two levels of analysis:
“a process level dealing with short-term be-
haviour within a constant set of institutions,
fundamental assumptions and expectations;
and a structure level, having to do with long-
term political and economic determinants of
the systematic incentives and constraints
within which actors operate ... It is when
accepted structures with their associated rules
of the game are called into question that con-
troversy, and therefore politicization, are likely
to increase most rapidly ... questions of who
will exercise political control and how, become
dominant” 5 Indeed, frustrating though it may
seem so far, the debate on the New Interna-
tional Economic Order has sharply focussed
the attention of the world on the need to re-
examine the implicit politics and existing (and
missing) rules of the game. It is not something
that one could expect to see solved in a few
years, especially when there is no agreement
on an agenda for action even within the sup-
posedly threatened Northern countries.

4See, for example, N. Leff, “The New Economic
Order - Bad Economics, Worse Politics”, Foreign Policy,
Farmingdale, N.Y., Fall issue, November 24, 1976. For a
more balanced account, see the first published volume of
the Council on Foreign Relations’ 1980’s Project; F.
Hirsch, M. Doyle and E. L. Morse, “Alternatives to
Monetary Disorder”, Me Graw-Hill, 1977.

5C. F. Bergsten, R. O, Keohane and J. S. Nye, “Inter-
national Economics and International Politics: a Frame-
work for Analysis” in C. F. Bergsten and L. B. Krause
(eds.), World Politics and International Economics, The
Brookings Institution, Washington, 1975, pp. 5-6.
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Indeed, the response of the Northern
countries to Southern pressures will probably
develop according to the (non-mutually-ex-
clusive) patterns of: (a) resistance (whenever
the challenge from the LDCs can easily be
turned back); (b) co-optation of some of the
bigger and higher-income LDCs® and (c) com-
promise (whenever some concessions must
be made to preserve the Northern economies’
control of the basic decisions). However, much
more important than to guess prospective
response from the North is to assess the domi-
nant attitudes prevailing in these societies,
especially in the United States, which, despite
its declining importance (as compared with
the immediate post-war period), is still the
key country influencing the future outcome of
the North-South conflict.

There seem to be four dominant attitudes
in the North on issues related to this conflict.
The first one is what Roger Hansen called the
“Southern Unity Won't Last” attitude.” It was
clearly the policy outcome which the major
industrial countries (especially the United
States) were hoping to bring about, and is still
very influential. Its first major setback was the
inability to set non-oil developing countries
against the oil exporters shortly after OPEC’s
first dramatic price rise, while the second was
the refusal by OPEC and all the other LDCs
to restrict the Paris Conference to a discussion
of energy problems alone. This attitude is still
very much alive, however, and cannot be ruled
out. What do Brazil, Upper Volta, Sri Lanka
and Iraq have in common? Perhaps only a
shared sense of deprivation vis-d¢-vis the
OECD countries. But as R. Hansen rightly
reminded us, this “unnatural alliance” should
not be underestimated “especially when faced

SWitness the expansion of the “Group of Ten” to the
“Group of Twenty” in the IMF, the suggestion that Brazil
and Iran be invited to join the OECD, and so forth {this
suggestion was put forward by C. F. Bergsten in J.
Bhagwati (ed.), “The New International Economic Order”,
MIT Press, 1977.

“See R. Hansen, “Major U.S. Options on North-South
Relations: A Letter to President Carter” in The United
States and World Development - Agenda 1977 by J. Sewell
and the staff of the Overseas Development Council,
Praeger, 1977, p. 25. The next few paragraphs draw heavily
on this rather interesting “action” memorandum.

by intransigent Northern solidarity ... and if no
other card is played at the bargaining table” $
The events of the last five years do suggest that
Northern responses will have to move progres-
sively away from resistance and towards co-
optation and compromise formulae.

The search for compromise formulae
within the framework of multilateral diploma-
cy in an international community in which
power is more diffuse than ever before is the
basis for the second major Northern attitude
on the North-South conflict: the multilateral
approach searching for collective consent. As
Professor Dahrendorf has put it: “The number
of actors is large, the degree of their cohesion
is small, the definition of the situation is im-
precise. ... While a cynical view of international
organizations and conferences is spreading ...
this method of dealing with intermnational
conflict is in fact becoming more and more
important ... there will be more conferences” ?
Not because one can be sure that some 150
nations would ever reach agreed solutions to
global issues, but simply because there is no
alternative. Constructive leadership, however,
is unfortunately in short supply, except per-
haps in one very controversial area.

This area is that of the third Northern (as a
matter of fact essentially United States) attitude
on the North-South issue: the equity perspec-
tive. As is well known, it is very much linked
to the present United States strategy of attempt-
ing to reassert leadership in world economic
affairs, after Vietnam and Watergate, by in-
fusing American foreign policy with a greater
sense of justice and moral purpose. The equity
perspective, however, covers many different
and often contradictory concerns. In Northern
parlance the concern is with equity considera-
tions within developing countries themselves
or, as a variant, with human rights issues. In
“Southern” parlance the equity issue is related
to what is perceived as an unfair inter-country
pattern of income distribution resulting from
the present international “order”. The North-

8R. Hansen, op. cit., p. 29.

9Rolf Dahrendorf, “International Power: A European
Perspective”, Foreign Affairs, New York, August 1977,
p. 81.
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ern liberal’s response to LDC claims for a New
International Economic Order which empha-
sizes the equity issue is to point out that these
claims, if ever accepted, may have little, if
any, effect on the distribution of income,
wealth or opportunities within LDCs —and
that this should be their major concern.!’ Since
most developing countries’ ruling groups con-
sider this issue a non-negotiable one and a
purely internal affair, a stalemate is likely to
occur, unless the Northern concern comes to
be seen as an irreversible trend (which it has
not yet) and a mutually satisfactory definition
of “acceptable” inequality and “minimum”
human rights is reached in the North-South
discussions. In the attempt to avoid this hard
nut to crack, a fourth Northern perspective has
recently been put forward.

This fourth perspective is concerned not
with income differentials and their evolution,
but with absolute poverty; itis the basic human
needs perspective concerned with a terrible
fate of around one billion people —close to
25% of the world’s population— who live in
miserable deprivation. In principle, everyone
is against sheer misery, However, the concern
raises the same sort of problems as the previous
perspective: the so-called “domestic élite”
problem. As Hansen has noted: “No program
to eliminate absolute poverty can be con-
structed and implemented without the neces-
sary degree of commitment of a countrv’s
governing élite groups and political system.
No amount of foreign resources can overcome
domestic resistance or indifference to the
achievement of this goal”.l!

In short, summing up this rather brief
sketch of dominant Northern perspectives,
two of them (the “Southern Unity Won’t Last”
and the “Global Multilateral Approach”) may
lead to Northern policy options which are
essentially a continuation of the present poli-
cies with ad hoc marginal changes to ac-
comodate demands which cannot be —as in the

WFor an elaboration of this influential (at least within
the United States) argument by an economist now at the
forefront of American foreign economic policy, see R.
Cooper, “‘A New International Economic Order for Mutual
Gain”, Foreign Policy, No. 26, Spring 1977.

LIR, Hansen, op. cit., p. 34.

past— effectively resisted. The other two at-
titudes (“Equity” and “Basic Needs”) attempt
to partially shift the blame for the present
unsatisfactory {(in view of the LDCs) workings
of the international economic order essentially
on to the developing countries’ own internal
policies or political systems. The setting may
well evolve into a sort of “dialogue of the deaf”
if some basic agreement about the agenda and
about some long-run perspectives both in the
North and in the South is not reached in time.
The next few paragraphs deal with the likely
effect of these Northern perspectives —and
Northern structural trends— on the peripheral
economies, with special reference to Latin
America. In our view, any discussion about
international economic relations must start
with a grasp of world structural changes and
of present Northern attitudes. After all, even
if initiatives come from the South it is the
Northern response to them which will shape
the future arrangements.

The so-called “Southern” attitudes on the
issues involved in the framing of the New
International Economic Order are dominated
by the desire to obtain control of additional
real resources so as to speed the development
process in the LDCs. Such real resource trans-
fers may involve “current account financing”
(through price changes, through aid or
through default on external debt) or “capital
account financing” (through borrowing or
through running down reserves). All LDCs,
whether commercial or aid-dependent,?
would rather have current account financing
of the required real resource transfers, espe-
cially through price changes,”® since this does

L2“Commercial” developing countries are those which

have regular access to commercial bank lending. Most of
the non-OPEC LDCs, as is well known, depend mainly
on foreign aid, being unable to attract much bank lending.
Nine “commercial”’ countries (Brazil, Mexico, South
Korea, Taiwan, Philippines, Argentina, Peru, Colombia
and Israel} accounted for more than 80% of LDC bank
debt outstanding by the end of 1976. See David O. Beim,
“Rescuing the LDCs”, Foreign Affairs, July 1977,
pp. 718-719.

13Not only in the prices of LDC commedity exports.
Continuing world inflation reduces the real burden of the
debt, but obviously this is not an adequate solution to the
problem, since the expectation of inflation will raise
interest rates and hence the cost of servicing the debt.
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not —as capital account financing does—
involve reverse transfers in the future. In this
discussion, commercial and aid-dependent
countries are likely to form a common front,
rightly insisting upon the fact that the advanced
countries cannot continue to be internationalist
in finance and investment while being in-
creasingly protectionist in trade.

Where a common front is not likely to be
formed is on issues related to capital account
financing through borrowing in international
capital markets. Here, a sharp division is likely
to emerge (as it has already in Manila, Nairobi
and at the CIEC meetings in Paris) between
commercial and non-commercial countries.
The first are deeply aware of the need to assure
continuing availability of external finance
(besides rapid growth in world trade), due to
the drain of rising service payments on foreign
exchange, so they are likely to refuse any
“radical” proposal to default or delay or re-
schedule payments and will ask rather for new
loans.’* In the case of most higher-income
LDCs the problem is not the imminence of
default or rescheduling but the distribution of
the burden of internal adjustment.

In my view, perhaps one of the two most
relevant and promising areas of investigation
in any agenda on international economic
relations of a given country or region is the
question of the implications of continuing
outward-looking development strategies in
terms of domestic income distribution and of
the nature of the associated political régimes.
Much more remains to be done in these areas,
especially in terms of comparative analysis.
There is now a growing appreciation of the
fact that analysis should be focussed on the
character and the social base of the State (and
State policies) in less developed societies.
Therefore, curious as it may seem, any agenda
on international economic relations must in-

1As David Beim rightly asserted, the difference
between rescheduling of a debt and a new loan “is nearly
metaphysical. The economics are the same —money is
repaid later rather than now. It is the psychology which
differs— a rescheduling is a confrontation, an admission of
failure, and emotional catharsis, while a new loan is
business as usual”, D.O. Beim, “Rescuing the LDCs”,
Foreign Affairs, July 1977, p. 723.

clude an analysis of the question of the State
in Southern and Northern countries.

The other relevant and promising area of
investigation has already been touched upon
earlier: it is related to the asymmetrical out-
looks and contradictory interests within the
less developed world. These asymmetries and
contradictions should not be underestimated.
Indeed, as we have seen, the “North” counts
on them. After all, no more than 10 semi-
industrialized LDCs account for nearly 85%
of the total (bank) external debt, and 10 semi-
industrialized countries account for nearly 80%
of the total LDCs’ exports of manufactures.
All the discussions and difficulties about
intra-LLDC trade as an alternative to mounting
Northern protectionism are marred by the fact
that in each region of the LDC world two or
three countries are likely to be the major
beneficiaries of regional trade agreements.’
As pioneered by Hirschman more than thirty
years ago, studies on the relationship between
national power and the structure of foreign
trade are likely to re-emerge as fascinating and
much needed topics in the North-South
agenda.

Of course, any agenda of this sort must
include a careful consideration of transnational
corporations, especially now that it is be-
coming clear that most developing countries
will increasingly move in the direction of
greater vigilance over their foreign trade and
financial links —even as they seek to expand
those links. Harder bargaining between trans-
national corporations and the State (or State
enterprises) in each major LDC is certain to
occur. In my view, however, rather than
general studies of transnationals and their
effects and/or general studies of possible State
response to them, what we do need is a much
deeper understanding of the invisible markets
internalized in most transnatiornial corpora-
tions, of which the visible ones are often only
the tip of the iceberg. After all, as Diaz-Ale-
jandro noted, the conservative case for “free
markets” has always depended upon mini-

158¢e Sir A. Lewis, “Aspects of Tropical Trade”,
Wicksell Lectures, Almqvist, Wicksell, Stockholm, 1969,
for an elaboration of these points.
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mizing knowledge of how markets actually
operate. Studies of the operation of imperfect
markets should be an important item in the
agenda, since the LDC case for reshaping the

world economic order depends ultimately
upon the alleged existence of imperfect inter-
national markets working to their disadvan-
tage.

I1

It has become a commonplace to observe that
Latin America was a guiding intellectual force
for the Third World during the 1950s and
1960s. It is true that most of the ideas about
the unequal relationships between rich and
poor countries emanated from the region,
especially through the United Nations Eco-
nomic Commission for Latin America, and it is
well known that the creation of UNCTAD
owes a great deal to Latin American efforts to
show that the intemational economic order of
the time was working against the Third World’s
basic interests. Today, however, Latin Ameri-
can influence has waned somewhat. After all,
the Group of 77 of the early sixties is now made
up of 119 legally sovereign countries. The
issues of the day are either global issues
(requiring multilateral action); selective is-
sues (of non-regional character), or plain
bilateral concerns. There is no more room for
the exercise of leadership by one regional
bloc: the world has become too much inte-
grated for that. There is no more room for a
distinctive Latin American view of the so-
called North-South conflict, the controversial
issue of the day. After all, what is Latin Ameri-
ca?

Latin America, broady defined (i.e., in-
cluding Cuba and the Caribbean area), con-
tains twenty-five legally sovereign countries
enjoying United Nations and World Bank
membership. The region’s total population is
presently about 325 million, growing at an
average of more than 2.6% a year, while its
combined GNP for 1978 in current dollars was
about US$ 400 billion. Obviously the old
clichés about structural heterogeneity, asym-
metrical degrees of development and national
potentialities apply just as much to the region
as they do to the so-called Third World as a
whole. Levels of per capita income range from
US$ 200 (Haiti) to US$ 3,300 (Bahamas), al-

though the majority (15) of these 25 legally
sovereign countries fall into the US$ 600-1,000
range of per capita income. Above the level of
US$ 1,140 there are only five countries: Argen-
tina, Trinidad and Tobago, Venezuela, Barba-
dos and Bahamas, while below the US$ 600
level are El Salvador, Guyana, Honduras,
Bolivia and Haiti. According to the World
Bank’s recent classification, excluding the
countries with population less than one million
(Guyana, Barbados and Bahamas), centrally-
planned Cuba and extremely poor Haiti, all the
other 20 Latin American countries fall into the
“Middle Income Countries’” category, which
includes 58 out of the present 153 members of
the United Nations and the World Bank 16

The need for a typological classification
of the structurally heterogeneous Latin Ameri-
can countries has been put forward forcetully,
especially by H. Jaguaribe. His essential
concern is with the question of “national
viability”” of the countries of the region, and he
attempts to distinguish these countries ac-
cording to relative levels of societal develop-
ment and degrees of national viability (“rela-
tive individual viability”, “collective viabili-
ty” and ‘“non-viability”). According to his
scheme only three countries of the region
(namely Argentina, Brazil and Mexico) could
pretend to reach the first type of viability;
eight countries (all in South America) could
hope for collective viability, and the rest fall
into the non-viability category. Interesting as
this may be for strategic studies of a geopoliti-
cal nature, or polemical as it may seem in terms
of its analytical meaning, however, this is not
exactly the sort of typology with which we

18For the relevant data see World Development
Report, Washington, 1978,
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shall concern ourselves in this paper, for
reasons that will be clear as we proceed.

It is perfectly true that Brazil, Mexico and
Argentina together account for 70% of Latin
America’s combined GNP and for two-thirds
of intra-regional trade. Brazil and Mexico alone
account for more than half of its population,
GNP, external debt and foreign trade. It is also
true that the combined population of 13 coun-
tries with a population of less than 5 million
each was, in mid-1976, around 30 million
—Iless than half the population of Mexico and
less than one-third that of Brazil. It is obvious
that countries differ not only in resources but
also with respect to perceived needs and
policy issues: Mexico will seek from the inter-
national financial system services rather dif-
ferent in quantity and quality from those
sought by Ecuador. Even with respect to
policy, Brazilian attitudes toward greater ex-
change flexibility or the extent of control over
foreign investment can be expected to differ
sharply from those of Guatemala. The remain-
ing paragraphs of this section represent an
attempt to deal with these differences in re-
sources and perceptions with regard to trade,
investment, financial flows and the future
international monetary system,

1. Changing trade patterns and the
resurgence of protectionism

The share of non-OECD countries in world
exports declined during the 1950s and 1960s
from 34% in 1950 to less than 20% in 1969.
Latin America’s share declined from 10% to
5% over the same period. The proportion of
manufactures in world trade rose from below
40% in the thirties to 45% in 1953, 54% in 1970
and 67% in 1969:'7 a phenomenon very closely
related to international investments of the
transnational corporations and very like
Linder’s well-known hypothesis about the
influence of patterns of demand and income
levels on the shaping of trade among devel-
oping countries. For most observers, this out-
come was the natural result of the great post-

7For basic data, see the relevant issues of GATT,
International Trade.

war liberalization project which experienced
its golden age from 1959 (European retumn to
convertibility) to 1971 (de fucto collapse of the
Bretton Woods arrangement). The “success”
of the project was gauged by the rapid ex-
pansion of international trade (partly due to
the progressive dismantling of the generalized
protectionism of the inter-war period), by the
growing internationalization of capital (partly
mediated by the transnational corporations)
and by the resurgence of international (private)
financial markets which had collapsed with
the 1929 crash and the Depression years.

However, as noted by more than one
observer: “at the time when the OECD coun-
tries were rapidly dismantling their trade
barriers against each other, they were equally
feverishly creating new barriers to keep out
light manufactures from the tropics .8 Indeed,
a recent study of the World Bank does show
that over the last twenty-five years developing
countries have emerged as major markets for
the manufactured exports of the industrialized
countries. These exports increased by 7% a
year in the 1950s and the increase accelerated
to 8.5% a year in real terms between 1960 and
1975.% Trade with developing countries ac-
counted for only 29% of the increase in the
industrialized countries exports of manufac-
tures. Much more important, however, is the
fact that trade with developing countries ac-
counted for only 9% of the industrialized
countries’ imports of manufactures, thereby
confirming Sir Arthur Lewis’s assertions
above. Trade among industrialized countries
and trade within Western Europe accounted
for nearly 80% of the increase in the industrial-
ized countries’ imports of manufactures over
the 1960-1975 period

There are no indications that these tigures
will be dramatically altered over the fore-
seeable future. On the contrary, what we have
been observing is a sort of progressive retreat

18AW. Lewis, “Aspects of Tropical Trade: 1883-
1965”7, Wicksell Lectures, op. cit., p. 40.

9The developing countries’ exports have increased
more slowly than those of the industrialized countries over
the last twenty years (5.9% per year as against 7.5% per
year on average).

2World Development Report, 1978, op. cit., p. 9.
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by the North from liberal trade in the face of
the increased competition of imports from
newly industrializing countries. It should be
noted, moreover, that manufactured exports
are highly concentrated in the developing
world. About 45% of them come from four
countries: Korea, Taiwan, Spain and Hong
Kong, and as the World Bank notes, the ad-
dition to this list of Yugoslavia, Brazil, India,
Mexico, Israel, Portugal, Singapore and Greece
raises the proportion to around 80%, although
it is true that exports of manufactures from
countries such as Malaysia, Colombia, Turkey
and Thailand have increased substantially.
But what are the prospects for the 1980s and
what is the role of the Latin American coun-
tries? After all, as noted by Lewis, in each
region of the globe we observe today the
existence of two or three semi-industrialized
countries which tend to be the natural bene-
ficiaries of a possible “new order” which
assures LDCs access to new markets, intra-
regional or not. As Diaz-Alejandro put it:
“several of the I.DCs which have spearheaded
the drive for a NIEQO, and the public and
private agents behind that drive, may best be
conceptualized as new oligopolists trying to
break into world markets dominated by old
oligopolists. The new oligopolists want to
exercise a greater share of market power ... and
to participate in ‘organizing’ trade in (these)
world markets” 2!

In a recent paper, Chenery and Keesing?
have attempted to clarify the comparative
advantage of country groups by classifying
LDC trade and production patterns into four
groups: (a) countries that specialized relatively
early in exports of manufactures and have
followed generally outward-looking policies;
{(b) large semi-industrial countries with rela-
tively low export/GNP ratios that have
achieved success in industrialization based
on the domestic market and have also moved

21C, Diaz-Alejandro, “International Markets for LDCs
- The Old and the New”, American Economic Review,
Nashville, Tenn., Vol, 68, No. 2, May 1978, p. 268.

22 B. Chenery and D.B. Keesing, “The Changing
Composition of Developing Country Exports”, Back-
ground Paper No. 5 to World Development Report 1978,
September 1978, op. cit., pp. 21-23.

to promote exports of manufactures; (¢) coun-
tries now emerging from primary specializa-
tion which are changing their policies in an
attempt to diversify their exports and ac-
celerate development; (d) large poor countries
with significant exports of manufactures. What
is the significance of such a classification for
the Latin American countries?

The first group contains only East Asian
(Hong Kong, Singapore, Thailand, Korea) and
Mediterranean countries, all characterized by
limited natural resources. Their exports have
usually (or initially) been labour-intensive and
technologically stable products such as tex-
tiles, clothing, footwear, assembled electronic
components, toys, etc. However, as Chenery
and Keesing noted “.. over 90% of LDC
clothing exports and almost all the electronic
products come from locations where imported
inputs are given virtual free-trade treatment
by one means or another” 2 Obviously, this
is not a path open today to semi-industrialized
countries which have experienced a long
period of import substitution. But more impor-
tantly, as Arthur Lewis reminded us a decade
ago: “... the real problems of continued success
are more probably related to the structure of
export organizations and to the financing of
foreign trade. Food and raw materials are sold
on international commodity exchanges but
manufactures have to be sold by sellers and
buyers seeking each other out ... price and
quality are not all that is required for suc-
cess ... Chenery and Keesing seem to
confirm that assertion: “LDCs limited capa-
bilities in marketing and related aspects of
design appear to restrict capacity to export
even labour-intensive goods”? The Latin
American countries’ potential seems to depend
crucially upon the transnational corporations’
interest in exporting manufactures from the
host countries, a point we will tackle in the
next section,

The second group in the Chenery-Keesing
classification (large semi-industrialized coun-
tries) is well-known in Latin America, where

23Chenery and Keesing, op. cit., p. 24.
A, W. Lewis, op. cit., p. 44.
2 Chenery and Keesing, op. cit., p. 26.
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market size has allowed Brazil, Argentina and
Mexico, for instance, to build up (behind
protective barriers) a substantial industrial
structure which allowed, later on, some degree
of success in their development of some ex-
ports based on economies of scales. In Latin
America the three largest countries account
for around 70% of intra-regional trade and
(excluding oil-rich Venezuela) for around 60%
of the region’s total exports. However, success
depends to an even greater degree than in
consumer goods on design and the organization
of marketing and technical services, which
again pushes to the forefront of the discussion
the role of the transnational corporations in
Latin America.

The third group is made up of countries
emerging from primary specialization. Their
apparent success is basically due to the ex-
tremely favourable international conditions
prevailing in the sixties, especially from 1967
to 1973, when world trade grew at nearly 19%
a vear in current dollar terms. Their prospects
are not so bright under the conditions likely to
prevail in the 1980s, however, as we shall see
shortly. In Latin America, Colombia’s expan-
sion of exports of manufactures and Chile’s
recent attempts to liberalize its economy are
the only examples of this category of “emer-
gence from primary specialization” towards
diversification (in the case of Chile diversifi-
cation of both exports and imports). The fourth
group (large poor countries) is not relevant to
Latin America, since it is made up of countries
such as India and Pakistan and the only pos-
sible Latin American examples (Brazil and
Mexico) are not that poor. Interesting as it may
seem, however, this classification does not go
to the crucial issue at stake: the prospects for
outward-looking strategies under present
world conditions, and the prospects for the
future. Part of the discussion in this connexion
will take place in the section dealing with the
present “non-system’” and the future interna-
tional monetary system. For the purposes of the
present section, it is sufficient to note a crucial
structural factor associated with the interna-
tionalization of capital and the international
diffusion of technical knowledge. Both, as
noted by R. Cooper “... reduce the costs, in
terms of output foregone, of shifting resources

from the production of one good to another
—that is, these changes make the conventional
production possibilities frontier flatter
[although] ... it is true that this means that
trade becomes less profitable in the sense that
the difference between the cost of producing
for export and the cost of producing the import-
competing goods at home has dimished” 2 It
is obvious that the volume of trade (relative to
income) need not fall if, for instance, innova-
tions are more frequent in the export industries
and/or demand patterns converge interna-
tionally more rapidly than the structures of
production costs —both trends which have
been observed up to the present. There are no
signs, however, that these past events are
likely to be repeated in the future. The rate
of growth of world trade, for example, is not
likely to remain at more than 7% a year as in
the past twenty-five vears.

This last observation —if correct— affects
the Latin American countries in a rather special
way. After all, the share of intra-regional ex-
ports in total Latin American exports is around
16%. More than 70% of the region’s exports
are directed towards the “Northem” devel-
oped countries. Outward-looking policies
depend essentially upon the state of expecta-
tions regarding world trade prospects. The
resurgence of protectionism and the revised
(downward) estimates of real income growth in
the North do represent a serious cause of
concern. The present mood, in Latin America
at least, is well summarized in the following
statement by Carlos Diaz-Alejandro: “... inter-
national links may be useful to help countries
achieve some development targets under some
conditions and specific historical circum-
stances, but it is fatal to regard openness as a
good thing per se and to let external links and
foreign demand become the engine of
growth” 27 With the possible exception of Chile
and of those small countries which really do not
have much choice, most Latin American coun-

26R, N. Cooper “Growth and Trade: Some Hypotheses
about Long-Term Trends”, The Journal of Economic
History, Wilmington, Del., December 1964, pp. 625-626.

27C. Dfaz-Alejandro, Delinking North and South:
Unshackled or Unhinged?, preliminary draft, 1977.
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tries will follow —or have been following—
this advice in practice, if not in rhetorical terms.
Trade, per se, is not seen any more as a deus ex
machina, as it used to be in the euphoric late
sixties-early seventies, although Latin America
can be expected to form a common front against
the Northern countries’ limitation of access to
their markets and reluctance to restructure
their economies by phasing out industries
which are not internationally competitive any
more. But it is not only the Latin American
countries which call for these reforms, and
even within Latin America the issue is much
more pressing for some countries than for
others. Those for which it is most pressing
could more easily find allies outside the region.

2. The question of foreign investment
and technology

The way in which the process of interna-
tionalization of capital may conceivably pro-
ceed in the future is a crucial element behind
any discussion of the so-called New Inter-
national Economic Order. The preceding
paragraphs dealt with the implications for
trade of the changing international division
of labour associated with the world-wide
diffusion of capital and technology. In this
section, we would like to address ourselves to
the question of foreign investment proper in
the framework of the North-South conflict.
Perhaps more than any other this is an area
which economics and politics are closely
intertwined and old slogans about imperialism
and manichaeistic attitudes towards trans-
national corporations still exert a great deal of
influence.

The perceptions dominant in the North
usually emphasize what is perceived as a sort
of schizophrenic attitude of Southermn coun-
tries with regard to foreign direct investment.
On the one hand, the South seems to need,
demand, and often compete for more foreign
investment, perhaps influenced by the so-
called success stories of capital accumulation
cum industrial diversification observed after
the war (but especially in the sixties) in coun-
tries such as Brazil, Mexico, Taiwan, South
Korea, Hong Kong and other “newly indus-
trializing countries”, all of which relied upon

a significant contribution of foreign capital. On
the other hand, the North sees the South (or
the major part of it) as refusing to abide by
internationally defined rules and procedures
(especially with respect to expropriation) and
neglecting the creation of a proper “invest-
ment climate” through the reduction of politi-
cal risks as perceived by would-be private
investors.

The magnitude of the resources under-
lying this discussion are rather significant:
taking the United States alone, the direct
investment position at the end of 1977 (net
book value) was US$ 149 billion, but only
US$ 34 billion of this was located in the devel-
oping countries, 80% of it in Latin America
(nearly US$ 28 billion)® The importance of
Latin America has been declining, however.
Over the 1975-1977 period, the tlow of United
States capital directed to the developing coun-
tries remained around 20-25% of the total (the
same proportion as in the case of the existing
investments), but less than half of this was
directed towards Latin America?® It is impor-
tant to note that United States foreign direct
investment, both in terms of existing invest-
ments and new flows, is highly concentrated
in the developed world (US$ 108 out of
US$ 149 billion). Foreign direct investment in
the United States at the end of 1977 was
estimated at US$ 34 billion, with eight devel-
oped countries accounting for more than 85% of
the total.30 Thus, foreign direct investment
is also an “intra-North” affair, but apparently
not a cause of concern for the countries in-
volved. Why, then, is the issue so hotly debated
within the South and in North-South relations?

In point of fact, this “paradox” puzzles
only the more naive observers! for whom

28United States Department of Commerce, Survey of
Current Business, August 1978, pp. 16-17.

YCapital expenditure by majority-owned foreign
affiliates of United States companies in 1975, 1976 and
1977 was respectively 26.8, 26.0 and 29.1 billion dollars,
of which the developing countries received respectively
6.4, 5.4 and 6.0 billion. Latin America received 3.1, 2.9
and 2.9, respectively. See Survey of Current Business,
op. cit., September 1977, pp. 26-28.

33°Survey of Current Business, August 1978, op. cit.,
p. 39.

3See, for example, P. Juhl, “Prospects for Foreign
Direct Investment in Developing Countries” in H. Giersch
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increasing the mobility of capital through
worldwide expansion of private investment
would not only allow for a more efficient
allocation of resources at the international level
but might even shift outward a hypothetical
Southern production possibility frontier,
thereby increasing the South’s total well-being
(if measured, as usual, by the current flow of
goods and services). In addition, the argument
goes, by helping to relieve the foreign ex-
change constraint faced by most Southern
countries, foreign investment could play a
crucial role in reducing the depressing and
widening gap between (most of) the poor
countries and the rich nations.

Underlying this view is the strong pre-
sumption that the private (internationally-
minded) sector of the developed world is
always bullish, opportunity-perceiving, ready
to assume risks in far-away exotic countries,
guided by marked signals and profit expecta-
tions (obviously affected by guarantees and
incentives given by the potential hosts). Howe-
ver, as Professor Vernon wamed us: “The
evidence is persuasive that the investment
process is a relatively rational phenomenon
—rational in the sense that it is consistent
with an effort to maximize profit and mini-
mize risk. The environment in which these
activities take place, however, is one in which
oligopoly is the normal state, scale factors are
very large, and uncertainties of various sorts
dominate the calculation” 3

Indeed, since the work of Penrose, Hymer,
Rowthorn, Vernon, Knickerbocker, Caves and
others, the understanding of these flows is
based mainly on the theory of the growth of the
(big) firm, and especially on the reaction of
firms in oligopolistic market structures to the
actual or perceived threat to their respective
market shares. In other words, when we talk
about foreign direct investment today, we do
not mean decisions to locate small repair shops
or grocery stores in Karachi or Tegucigalpa,

(ed.), Reshaping the World Economic Order, Tubingen,
J.C.B. Mahor {Paul Siebeck), 1977.

32Raymond Vernon, “A Program of Research on
Foreign Direct Investment”, in C. Bergsten (ed.), The
Future of the International Economic Order: An Agenda
for Research, Lexington, Mass., 1973, p. 96.

but huge sums of indivisible expenditures
aimed at gaining or retaining control of specific
resources and/or promising markets. To quote
Vernon again: “Foreign investments in oli-
gopolistic industries are often made in order to
counter a threat to the stability of the oligopoly
structure itself, that is, in order to protect and
prolong an existing oligopoly rent” 3

This last (crucial) observation means that,
in practice, foreign direct investment affects
developing countries in a rather asymmetrical
way. For a poor “Southern” —or Latin Ame-
rican— country for instance, agreeing to relin-
quish some national autonomy with respect to
the definition of the pattern of foreign invest-
ment is no guarantee whatsoever that foreign
investment will flow to the country in the
magnitude and type desired. The so-called
market economy simply does not function that
way. The flow of foreign investment will
probably be directed to relatively richer or
resource-rich Southern countries, as ithas been
doing for decades, irrespective of multinational
agreements designed to insure foreign inves-
tors against political risks.

Latin American countries display a long
tradition of political and economic concern
with foreign investment (especially United
States direct investment). There are sound
historical reasons for this, but perhaps they are
no more profound than the historical reasons of
countries which have been made legally
sovereign over the last two decades or so. Even
within Latin America, however, agreement on
subregional common attitudes towards foreign
investment is hard to come by, as witness the
Chilean opposition to the Andean Group’s
proposed policies and controls over foreign
investment and the transfer of technology.
Negotiations over a code to cover this transfer
from rich countries (i.e., companies) to poor
countries have been progressing: of the 160 or
$0 points in the code nearly 120 have been
agreed upon so far. What is left is of course the
hardest part. But countries such as Brazil have
been deriving benefits from multilateral
negotiations coupled with pragmatic bilateral
and/or specific negotiations for such transfer.

BIbid., p. 100,
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Obviously, the bargaining power of Brazil (due
to its market size) is much bigger than that of
the smaller countries in the region, and a
common regional attitude towards foreign
investment and technology would be hard to
achieve, but one could well predict that the
general trend will be towards an increase in
selective controls over the pattern of foreign
investment even when the desire is to increase
its global volume.

One direction in which one could well
expect progressive intervention (or stimuli} is
in the promotion of exports by transnational
corporations. After all, ongoing research in
Latin America is confirming the relationship
between foreign capital, external indebtedness
and high propensities to import which are not
matched by a comparable flow of industrial
exports. It should be noted that for Latin
America foreign capital investment (United
States origin) in manufacturing represents
37% of the total while for the developed
countries the proportion of United States
capital in manufacturing is nearly 50%. In Latin
America, however, the rate of return on activi-
ties other than manufacturing has been around
50% higher than the rate of return in manu-
facturing over the last few years, while in
developed countries the rates of return are
nearly equal® Therefore, the countries which
can potentially attract foreign direct invest-
ment through fiscal incentives, subsidies and
guarantees may well wonder if they are nota bit
ill-advised to attempt to reproduce (especially
after the oil crisis) the pattern of (private)
consumption-biased capital accumulation to
which foreign direct investment seems to be
most suited. Latin America should serve —to
other “Southerm” countries— as a fascinating
set of case studies on the benefits and costs of
foreign investment and technological depen-
dence.

3. Financial flows, external debt and the
future international monetary system

As is becoming increasingly well-known by
now, the world crisis of the early 1970s was not

MSurvey of Current Business, August 1978, op. cit.,
pp. 16-22,

due simply to the quadrupling of oil prices
decided by OPEC late in 1973. The crisis was a
“systemic” crisis with both real and financial
underlying factors, the oil price rise being
merely the most apparent and dramatic
consequence —as well as a contributing fac-
tor3 This is not the place to survey this
fascinating course of events. It suffices to note
that three classes of problems have dominated
the discussion in the aftermath of OPEC’s
decision: (a) the costs and consequences of the
adjustment to the abrupt change in relative
prices and to the tax levied by OPEC on oil-
importing countries, which led to the uncom-
fortable combination of inflation and recession;
(b) the sudden discovery of the vulnerability of
even major capitalist countries to sudden in-
terruptions in oil supply —and the ensuing
controversy about alternative sources of energy
for the long term; (c) the difficulties involved
in the recycling of the surpluses rapidly
accumulating in the external accounts of oil-
exporting countries.

The first two problems are still very much
with us and likely to remain so for many years
to come. With respect to the last problem, we
now know that the initial worries have proved
exaggerated as regards its two significant
dimensions: the projections of future OPEC
surpluses and the alleged inability of the
private financial system to recycle them with
the appropriate speed. In retrospect, the
accumulated actual surplus of OPEC over the
five years from 1974 to 1978 was around
US$ 180 billion in current dollars, or only about
half the initial estimates of both OECD and the
World Bank. Its decline in real terms has been
extremely marked, since the increase in
wholesale prices in the United States, for
example, was around 50% over the last five
years, On the other hand, the recycling was
etfected by the private financial system in a
way that surprised most observers —although
ata cost thatone would have to analyse in terms

35See Professor Triffin’s writings since the late fifties
about the inherent contradictions of the Bretton Woods
system, the collapse of which he predicted ten years before
it happened. For the underlying real factors see N. Kaldor,
“Inflation and Recession in the World Economy”, Eco-
nomic Journal, New York, December 1976.
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of its implications for the future. Indeed, oil-
importing developing countries had to face
both higher oil prices (among other higher
import prices) and the effects on their export
receipts of the simultaneous (1974-1975)
recession in the North.,

Growing foreign indebtedness was the
inevitable result. As noted by Fishlow, “LDC
debt after 1974 was therefore a necessary
concomitant to sustain global economic ac-
tivity. In the absence of willing debtors and
with all countries striving for exports to pay for
oil, the consequences easily would have
rivaled those of the Great Depression” 3 In
point of fact, the external debt of oil-importing
LDCs, which had augmented from less than
US$ 40 billion in 1967 to nearly US$ 100 billion
in 1973, reached some US$ 280-290 billion by
1978. It is obvious that a growing foreign debt
of this magnitude poses a serious problem to
the world economy (since it is ultimately a
global trade problem) and not only to specific
borrowers. It should be noted, moreover, that
the recycling as realized by the private banking
system dramatically accentuated the asymme-
tries within the South. Some ten or twelve of
the most “comercial” countries are responsible
today for nearly 85% of total LDC external debt
to the international banking system. Brazil and
Mexico alone are reported to account for nearly
50% of the total. Peru has faced the political
consequences of having foreign debt run out of
control, as did Zaire. The constraints of foreign
debt servicing —and the burden of internal
adjustment— are a serious concern in many
Southern countries.

Globally speaking, some optimistic ob-
servers have concluded that the adjustment to
the “oil crisis” is over, in the sense that the
OPEC surplus is not a worry anymore {German
and Japanese surpluses were indeed higher
than OPEC’s in 1978), and that the recycling
was done with the proper speed. We hope to
show, however, that there are no grounds for
such optimism. To begin with, the present
international monetary system is still what ]J.
Williamson called a “non-system” in which the
traditional problems of confidence (in a stable

38A, Fishlow, “Debt Remains a Problem”, Foreign
Policy, Spring 1977, p. 136.

reserve currency), of adjustment to asymmet-
tries in balance-of-payments positions among
major trading countries, and of control of the
expansion of intermational liquidity remain
unsolved. With respect to the first problem,
there is no longer a single risk-free asset in the
system. The dollar played this role in the past,
but a fluctuating dollar cannot serve any more
as a satisfactory international monetary stan-
dard. Fluctuations really have been too big: a
12% swing (such as the one experienced by the
dollar in 1978) vis-@-vis the average of other
rates seems unduly high. These swings have a
peculiar effect on prices: they push prices up
in depreciating countries but they do not pull
prices down in the appreciating countries, so
they exercise a net inflationary effect which in
due course may affect the terms of trade against
developing countries.

The adjustment problem is yet to be
solved too. Textbook writers would say that
floating rates are designed to deal with it. What
we have, however, is not a textbook case of
perfect floating rates, but a system of managed
or dirty floating which has the effect of trans-
mitting inflation internationally and might
transmit recession internationally if the
Northern countries give top priority to their
domestic problems and decide not to gear their
monetary policies to the aim of stabilizing
exchange rates. The international transmission
mechanisms of both inflation and recession
under dirty floating are phenomena in search
of a theory, but they should be a cause of
concern, for the rate of growth of world trade
could very well be reduced by too much
variability in exchange rates due to large
potential movements of short-term capital of
the size and mobility which characterize the
present situation. This brings us to the control
of international liquidity, still to be accom-
plished at the world level. Indeed, probably
the villain of the piece —in its monetary
version— is the volume of perfectly mobile
liquid funds available at short notice in the so-
called Eurocurrency market, estimated at more
than US$ 450 billion. These funds allowed
some free rides after 1974 and are behind the
excessive foreign capital inflows experienced
by a number of Southern countries, many of
them in Latin America.
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Latin America has in a sense a common
stake —and in our view a role to play— in the
discussion about the (yet to be designed)
international monetary system, not only with
respect to the confidence problem but espe-
cially with respect to the adjustment problem
(through exchange rates} and to the control of
the system of international credit creation. For
several Latin American countries diversifica-
tion of trade has advanced sufficiently far to
render untenable the view that for all practical
purposes the optimum currency area for a
developing country is that between it and its
dominant trading partner. While in the late
forties and early fifties around one-half of total
Latin American exports went to the United
States, by the late seventies this proportion had
declined to around 30%. Fluctuations among
key currencies introduce a serious source of
uncertainty about the terms of trade, the cost
of servicing the foreign debt, the composition
of reserves and the balance of payments proper,
Latin America as a region —and each country
within the region— does have (or should have)
an interest in multilateral co-ordination at the
world level, and as we all know, in order to
have an effective voice in such negotiations the
smaller and peripheral countries will have to
group together in order to defend their com-
mon interests jointly.,

This joint defence of common interests
might be easier to advocate than to realize,
however. The world encompasses today more
than 150 legally sovereign countries, ines-
capably interdependent, but in a rather special
way. Indeed, as Triffin noted recently, “a
minimum of realism will force each country to
focus its negotiating capabilities on co-ordi-
nating its intervention policies with those of
the handful of partner countries most important
in their foreign transactions and most ready to
accept and implement co-ordination commit-
ments” ¥ The emerging European Monetary
System is a case in point —and one to which
Latin America should have been paying much
more attention. Thus, while Latin American
countries absorb only 16% of Latin America’s

57R. Triffin, “The Emerging European Monetary
System”, mimeo, March 1979, p. 3.

total exports, European Community countries
absorb more than half of the participating
countries’ merchandise exports. Obviously,
this proportion is much higher still for other
transactions and therefore for their current
account receipts and expenditures in general.
Moreover, as Triffin notes, the exchange rates
of many other European, Middle East and
African countries are likely to gravitate also
around the proposed European Currency Unit.
Triffin estimates that the “emerging European
exchange area will probably account for 2/3 to
3/4 of the member countries’ external transac-
tions” 38

These events will certainly have an impact
on Latin America, which, although as aregion it
does not gravitate so much around the dollar as
it did in the past and will never gravitate
around the European currency area, has not
had a very successful experience of integration
and is too heterogeneous to have a common
regional stance in world negotiations. On
matters of substance, Venezuela will more
likely close ranks with OPEC than with its
neighbours; Brazil with the more advanced
semi-industrial new oligopolists than with the
poorer countries of the region, and so forth.
One real common front is the desire to obtain a
net flow of real resources from the “North”,
tinanced preferably by arise in Latin American
export prices rather than through (capital
account) borrowing. The critical attitude to
Northern protectionism could also be con-
sidered another common front. Neither are
specifically Latin American, however. Latin
American countries must rally specific support
outside the region for specific concerns. A
possible New International Economic Order
will not depend in any meaningful sense upon
Latin American regional interests or Latin
American leadership as a region with coherent
common interests. This is not to say that the
countries of the region do not have arole to play
in international forums. However, much
depends on their ability to see —and act—
beyond the region, for today’s apparently
specific issues are really global issues of an

38R, Triffin, ibid., p. 5.
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inescapably interdependent world into which framing of an eventual New International
even centrally planned economies are in- Economic Order will be greater, the sooner
creasingly integrated. Paradoxically enough, those countries recognize the global nature of
the Latin American countries’ influence in the their concerns —and act accordingly.



Technological development in Latin America
and the Caribbean

Jorge A.

Introduction

The scope and limitations of this document are
as follows:

(i) It refers to technology in its broadest
sense, that is, as the organized body of all
knowledge used in the production, distribution
(by trade or any other means) and use of goods
and services. Accordingly, it encompasses not
only the scientific and technical knowledge
generated by research and development
(R&D), but also that which results from
empiricism, tradition, manual skills, intuition,
imitation, adaptation and so on.

(ii) Secondly, it recognizes that this broad
scope means that technology is an essential
component of economic, educational, cultural
and political systems, and as a result has an
influence throughout society. However, the
document restricts itself to analysing techno-
logy as a component of economic and social
development and it therefore presents an
analysis of the interface between the structure
of production and technology without dealing
with the interfaces between science and
technology, culture and technology or educa-
tion and technology, except to the extent
necessary for better understanding of the cen-
tral theme.

(iii) Another important limitation of this
document is that the analysis covers most, but
not all, of the structure of production. It
includes manufacturing, with its subsectors of
consumer durables, intermediate goods and
capital goods, as well as the basic infrastructure
of energy, transport, communications and so on

*Fellow of the Woodrow Wilson Center and member of
the Fundacién Bariloche {(Argentina).

Sdbato*

and the so-called “high-technology” industries
(electronics, computers and data processing,
nuclear power and the aeronautical industry),
but it excludes agriculture, forestry, fisheries,
and the finance and insurance sectors, which
are outside the author’s province. It is possible
that much of what is asserted for the other
sectors is valid for these sectors, but this will
have to be evaluated by competent experts.

In preparing this document the author has
endeavoured to bear constantly in mind that:

(a) Latin America and the Caribbean (here-
inafter referred to as LAC) is not a unit, but a.
collection of nations which are at very different
stages of development and which have govern-
ments of different kinds, are carrying out
development plans with different aims based
on very different economic policies, are imple-
menting subregional and bilateral agreements
of various types, possess substantial areas of
competition, and so on.

(b) The United States, though it has main-
tained a sort of special relationship with LAC,
has political, economic, cultural, scientific and
military interests which extend far beyond the
context of LAC and its institutions, while at the
same time it is the political, administrative,
technical and financial headquarters of most of
the transnational corporations operating in
LAC.

As a result, the policies, strategies and
actions recommended in this document are not
those which might be valid for a more homo-
geneous group, but those most capable of being
undertaken in such a heterogeneous frame-
work, through existing or similar bodies.
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Technology in LAC: a balance-sheet

It is necessary to draw up a balance-sheet of the
situation in order to ascertain what has been
done and where matters now stand. To begin
with, it is important to mention that, in the two
decades following the end of the Second World
War, an intensive effort was made in Latin
America to establish a scientific and technical
infrastructure and create public awareness of
the importance of science and the urgent need
to develop this subject in our countries: a
campaign which was crowned with success in
the establishment of faculties of science in
many Latin American universities, research
institutes and centres, and national councils
for scientific and technical research. However,
technology was not very important in this
effort, because it was assumed that once the
capacity to produce science was acquired, it
would flow in a continuos manner and become
quite smoothly integrated within the structure
of production, which was anxiously awaiting it.
It is only in the past decade that attention has
focussed on problems such as: When, why and
how is demand for science created in specific
circumstances? What are the relations between
science and technology? Is technology merely
“applied science”’? How do the flows of supply
and demand for technology move through the
various socioeconomic circuits? Who benefits
from the results of scientific and technological
research? How and why are the structure of
production and the scientific and technical
infrastructure not properly interconnected?
What relations are there between technology
and foreign investment? What is technological
dependence? —and so on and so forth. These
and other similar questions have been studied
with thoroughness and originality, leading to
significant progress both in the academic
field —in other words the field of studies and
research on the group of problems involved in
science, technology, development and depen-
dence— and in the political field, which
covers the action taken to use science and
technology to attain specific objetives of eco-

nomic and social development, as summarized
below:

Recognition of the existence of structural
obstacles to scientific and technical progress.
Study of these obstacles made it possible to
draw a distinction between explicit and im-
plicit scientific policy; to understand the
causes of the usual attitudes of the governing
élites to science and technology (hostility,
lukewarm support or indifference); to explain
apparent contradictions, such as the relative
advance of certain branches of science (such as
biology) and the backwardness of others (such
as geology); to discover the impact of the
import-substituting model of development on
the assimilation of technology; to create aware-
ness of the existence of a new international
division of labour, centred on the production
and consumption of technology; and so on. The
practical result was the explicit formulation of
science and technology policies and the estab-
lishment of appropriate bodies (ministries and
the like) to implement them. Outstanding
examples are Decisions 84 and 85 of the
Andean Pact, the Science and Technology Plan
prepared by CONACYT in Mexico (1976), the
organization of the CNP (Conselho Nacional de
Pesquisas) in Brazil, etc.

Recognition of the importance of techno-
logy as a carrier of values, so that importing
technology means importing not only an
organized body of knowledge, but also the
production relations which gave rise to it, the
sociocultural characteristics of the market for
which it was originally devised, and so forth.
Technology transmits the value system for
which it was designed, just as if it bore a
“genetic code” within its structure. This means
that the scope of technological dependence
goes far beyond merely economic considera-
tions.

Comprehensive study of trade in techno-
logy on the basis of recognition that technology
is a valuable commodity in the system of
production, and that most movements of
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technology occur through trade and not
through free transfers. This study was also
accompanied by an examination of the techno-
logy market, highlighting its imperfections,
criticizing its worst distortions and unfair
practices, penetrating into the sanctified area of
industrial property and discovering the im-
portance of “unpackaging” in the importation
of technology. The result has been the intro-
duction of measures to analyse and control the
flow of imported technology (for example, the
establishment of registers of technology), to
govern relations with foreign investment
(Decision 24 of the Andean Pact), to revise
legislation on industrial property (as in Brazil
and Mexico), etc.

Verification that most imports of techno-
logy have occurred through direct foreign
investment, with recognition of the growing
role of the transnational corporations in pro-
ducing and marketing technology, the growing
importance of movements of technology bet-
ween the head offices of such corporations
and their subsidiaries, and recognition that the
concept of industrial property has broadned to
include property which is not legally protected
and is known as quasi-property (know-how,
engineering services, trade names, place in the
market and so on), which accounts for an
increasing volume of commercial technologi-
cal operations.

Recognition that the process of industria-
lization is leading to a growing “‘technologi-
zation” of LAC, measured in terms of the larger
number of persons from various levels of
society who have acquired scientific abilities
or technical skills, giving rise to an important
qualitative change in the structure of employ-
ment. The local output of technology is small
compared with the flow of imported techno-
logy, but some encouraging successes have
been recorded (PEMEX in Mexico, agricul-
tural machinery in Argentina, machine tools in
Brazil, and so on), as well as progress in “un-
packaging” technology (Atucha nuclear power
station in Argentina; the Brazilian iron and
steel plan; petrochemicals in the Andean Pact,
and so on) and growing activity in the field of
adaptation of imported technology to local
conditions, which means that the flow of

internal innovatory activity is by no means non-
existent. The first cases of substantial exports of
packaged and unpackaged technology are
being recorded, and measures are being in-
troduced to support and encourage them (pre-
ferential credits, tax relief, favourable exchan-
ge rates). Exports of capital and technology
within the region, especially from the three
largest countries, are beginning to acquire
importance. Brazil, for example, exported
unpackaged technology worth US$ 135 million
in 1975, against a total of only US$ 3 million
in 1967.

Critical analyses of multilateral and bi-
lateral co-operation and assitance in the field
of science and technology, and of the bodies
and executing agencies involved. These have
led to corresponding stimulation of a new
strategy for co-operation and negotiation at the
regional level (OAS and SELA), the subregio-
nal level (Andean Pact) and the international
level (United Nations agencies), and adoption
of a new attitude to the United States (de-
claration by the CACTAL conference, position
in UNIDO and UNCTAD and so forth).

Increases in local consultancy and engi-
neering capacity, in some cases to international
levels of quality and quantity, thus making it
possible to extend such services, in open
competition, outside national frontiers and
even outside LAC.

Significant increases in scientific and
technical exchanges among the countries of
the region and with the rest of the world.

So far, we have indicated the most signifi-
cant advances. In order to complete the ba-
lance-sheet it is now necessary to mention the
areas where there has been no progress, and
possibly even retrogression. Perhaps the most
important of all these areas is the limited
impact, in the field of technology, of the
science and technology development plans
implemented in various countries, and the
failure to link the structure of production and
the scientific and technological infrastructure.
In contrast to science which can develop in the
isolated environment of a university, academy,
institute or laboratory, technology operates in a
much larger area of society, that of the units of
the structure of production, with a wide range
of active participants. In particular, entrepre-
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neurs and managers in the industrial sector and
farmers in the agricultural sector are of funda-
mental importance in introducing technology
in their activities. These activities, however,
have been and remain totally isolated from the
policies, strategies, plans, agencies and actions
related to technological development, which,
as a result, have remained as if floating in a
socioeconomic void, without real links with
reality. In short, technology has so far been
handled more as an item of data than as an
operational variable to which the tools of
economic policy must be applied if it is truly
wished to achieve some impact on reality.

The importation of technology, whether by
subsidiaries of the transnational corporations,
private national enterprises or by State enter-
prises, is effected first and foremost in the light
of the micro-economic interests of such enter-
prises, regardless of the ecological, socioeco-
nomic and cultural consequences. There is
implicit or explicit acceptance that certain
assumptions are firm truths: (a) that technology
from the central countries is the only, the best,
and the most suitable technology; (b) that
technology is neutral, in other words, value-
free; (c)that any “modern™ technology will, by
definition, be of the greatest use for develop-
ment; (d) that this technology is sufficiently
well tested, and that its introduction therefore
poses no risks. It is forgotten that such techno-
logies are designed in the light of the availabi-
lity of factors and resources in the country
where they were created; that for that very
reason they are capital-intensive and energy-
intensive; that they are aimed fundamentally
at meeting the needs of sectors of the popula-
tion of those countries which, because of their
incomes, stand far above the mass sectors of the
importing country, so that a technology which,
in a central country, meets the needs of a large
number of consumers can, in a peripheral
country, be of use only for the élites, etc.

Local production of technology has not
been properly promoted: it has not been given
the protection essential to permit competition
with imported technology, nor has it been
possible to introduce efficient means for its
production.

Studies on technology in the fields of food,
housing and health fall below those carried out

for the industrial sector in terms of quality and
quantity, so that they have received little
attention, while the importation of technology
for use in the production of goods and services
for the privileged sectors has continued to
increase.

There is still no.sound theory on the role
which the State should play as a producer and
as an owner of units (industries, banks, busi-
ness, insurance, and so on) which are major
consumers of technology and which frequently
behave vis-a-vis science and technology as
regressively as the private sector, or even more
$0, thus giving the lie to the belief that
nationalizing a unit of production or bringing it
into the hands of the State is sufficient to put
an end to its technological dependence.

The brain drain has continued, and in a
number of countries has increased, basically
because of political persecution and ideolo-
gical discrimination.

Demand for local technology remains
weak, since under the prevailing rationale of
the structure of production it continues to be
more convenient to import technology than to
produce it or purchase it locally.

Regional and subregional co-operation,
which are essential for achieving the “critical
mass’ and thus jointly tackling the multitude of
problems which need to be solved, are making
slow progress, and in particular the ability to
fulfil the formal undertakings entered into is
very inadequate. No machinery has been
established for trade co-operation in the field of
technology.

Technological dependence and techno-
logical dualism have been denounced vigor-
ously, but not thoroughly studied, and there is
still no proper strategy to overcome them.

No country of the area, with the possible
exception of Brazil, has yet passed from a
defensive strategy, consisting of such actions as
strengthening the infrastructure, operating
registers of technology, and so on, to an at-
tacking strategy, with emphasis on the produc-
tion of technology and on aggressive negotia-
tions with the external suppliers of technology.
It is urgently necessary to recognize that the
defensive strategy has a structural and opera-
tional upper limit, and that this limit can only
be passed by going over to an attacking strategy.
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The scientific and technical infrastructure
is not linked either with the structure of pro-
duction or with its own “owner”, the State,
thus showing that institutional obstacles of a
socio-political and cultural nature can be as
important as strictly economic obstacles.

Local efforts at scientific and technological
development continue to be weak, and only
Brazil has planned a significant change,
through its Second Plan for Scientific and
Technological Development, which provided
for investments of the order of US$ 2,700 mil-

lion for the three years 1975 to 1977. This situa-
tion is all the more serious since economic,
material and human resources continue to be
used very inefficiently. Skilled personnel still
do not receive proper social and political rec-
ognition.

In these efforts there is a clear absence of
projections and decisions regarding the rela-
tion between technology and the quality of life
in the broadest sense. If this situation is not
rapidly corrected, the consequences will be
serious.

II
Objectives and strategies

A possible common objective

The above outline of the present situation
defines the frame of reference within which it
will be necessary to specify objectives and
strategies for the better use of technology in the
socioeconomic development of LAC. Three
conclusions should be emphasized:

(a) There is now clear awareness that the

problems are highly complex: much more so
than was naively thought in previous decades.
As Mdximo Halty clearly put it:
“The first step towards solving a problem is to
know that the problem exists. This step has
been taken. Simplistic solutions have gradually
been put aside: the problem is not solved
merely by training skilled technical staff and
increasing research funds. Neither is the eva-
luation and control of the importation of tech-
nology, with all its strategic importance, a
complete solution on its own and in itself. The
two are necessary but not sufficient con-
ditions...”.

(b) The LAC countries are basically con-
sumers of technology but poor producers. As a
result, they are spectators and not actors:
passive recipients of what others do in the light
of their own needs and interests, and they thus
inexorably tend to adopt the general outlook of
the suppliers, against which mere rhetorical
protest is of no use. This leads to one of two

equally harmful positions: to the worst kind of
technolatry —slavish copying or imitation— or
to furious denunciations of technology, which
are completely sterile if no viable alternatives
are proposed.

(c) International co-operation has taken
place particularly in respect of the science/
technology interface, and the greatest efforts
have been applied to creating and strengthen-
ing the scientific and technical infrastructure
(training of staff, exchange of scientific and
technical personnel, equipping of laboratories
and pilot plants, establishment of institutions,
technical service centres, etc.), and carrying out
academic and field research on the many
aspects of the problems of science, technology
and development. The programmes applied to
the interface between technology and the
structure of production have been few in
number, and so far very limited in scope and
resources.

There is no doubt, in these circumstances,
that the next stage should focus on objectives
which are directly related to technology as an
operational variable in and for the system of
production, and should proceed on the basis of
overall attacking strategies which are consis-
tent with the objectives and strategies of socio-
economic development. A fundamental preli-
minary question immediately arises: in view of
the large number of nations which make up the
continent, each with its own interests and its
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own conception of economic and social devel-
opment, will it be feasible to define objectives
and strategies which are useful for all in such a
way as to make firmly based and continuing co-
operation possible and desirable? We are not
referring, of course, to co-operation to strength-
en the scientific and technical infrastructure,
which can and should continue, since a firm
basis exists for it, but to the area of socio-
economic development, because co-operation
in the exchange of scholarship-holders and
teachers, the organization of courses and semi-
nars, the equipping of libraries and laborato-
ries, and so on, is one matter, while tackling
problems so bound up with power and interests
as the regulation of imports of technology,
reform of industrial property laws, and the
evaluation of technology in relation to income
distribution, for example, is very difterent.
What is convenient and desirable for country A
may not be so for country B: thus, A may pursue
socioeconomic development through extreme
liberalization vis-g-vis foreign investment and
technology, while B, in contrast, may pursue
the same goal by restricting and controlling
such investment; country C may hope to im-
prove its non-traditional exports through the
massive assimilation of imported technology,
while D may give priority to meeting the basic
needs of its rural population (food, health and
housing), sharply reducing imports of tech-
nology for use in the production of luxury items
and applying its greatest efforts to the develop-
ment of indigenous technology, and so forth.
This is a consequence of the very nature of
technology and its full participation in the
process of production, which means that every-
thing related to it is necessarily linked to
conflicts of interests between classes, groups,
countries, and so on. Any decision on technolo-
gy benefits some and harms others, just as
occurs with other variables of socioeconomic
progress, such as wages, rents, interest, etc. In
itself, there is nothing bad about this, since it is
anatural consequence of the prevailing rules of
the society; what is really important is to be
aware that the situation is thus, and this is often
forgotten or ignored, perhaps because tech-
nology is often confused with science. In
scientific matters conflicts are usually acade-
mic, while in the field of technology they are

political. “The capacity of technology to trans-
form the nature and orientation of development
is such that whoever controls technology con-
trols development. Thus this is a fundamental-
ly political issue” (Dag Hammarskjold Foun-
dation).

The argument of this document is that it is
possible to define at least one objective which,
since it is shared by each of the countries,
makes co-operation among all of them possible
and desirable; this objective is that each so-
vereign nation should, by definition, attempt to
achieve an autonomous capacity to handle
technology, so as to be able to direct it and use
it in the way most convenient and appropriate
to its interests and objectives. However op-
posed the interests of nations A and B, or C and
D, each and every one of them needs to know
how to handle technology, just as it needs to
know how to handle taxes, currency, income
distribution and external trade.

Only insofar as a nation acquires this
capacity for handling technology will it be able
to achieve the desired objective of converting
technology into a special tool for its own
development, an operational variable in the
system of production, subject to its own deci-
sions and not to those of others. In this
complicated game there is a crucial dilemma:
either one manages technology, or one ends up
by being managed by it. Whatever each nation
does with the technology once it has learned to
manage it will be exclusively a matter for its
own policy, and its decisions in this regard will
be taken in the light of its own plans and
programmes, its specific characteristics and its
degree of interdependence with other nations.

Why does the pursuit of this objective
make co-operation between nations desirable?
In the first place, because such co-operation is
an essential element in achieving a local
capacity to produce technology, the effort to
secure which will, because of its magnitude in
terms of human and material resources, neces-
sarily demand all the co-operation which can
possibly be obtained. Moreover, such joint
action also offers the participating countries
greater latitude and makes it possible to achie-
ve reasonable scales of operation. Secondly,
because concerted action will help to develop
the capacity to identify and formulate specific
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technological requests, a capacity which is
notably absent at the moment. Finally, because
it will make it possible to negotiate with the
United States and other nations which provide
technology to the region from a position of
greater strength.

Considered as a political and social pro-
cess, knowing how to manage technology also
means knowing how to define it in the terms
which are most convenient and appropriate to
the objectives proposed, knowing how to pro-
duce it using one’s own resources, knowing
how to select it from the existing local or
foreign stock, and finally knowing how to use it
in the existing socioeconomic circumstances.
Two areas must be distinguished in all this:

Area I, that of the structure of production of
goods and services, where technology behaves
as a commodity and the problem consists in the

smooth and reliable supply, in quality and
quantity, of the technology needed for the
area’s proper operation, in keeping with the
inherent rationale of this structure of produc-
tion and using the machinery and channels
which normally operate within it;

Area II, that of the “global problems”,
where managing technology means knowing
how to use it effectively to solve problems
which, by their very nature, extend beyond the
framework of the structure of production, such
as weather control, the development of hydro-
graphical basins, forest or desert management,
the occurrence and control of natural disasters,
urban planning, control of the environment,
health protection, and so on.

In both areas the management of technolo-
gy comprises various stages, as summarized in
the following diagram:

AREA I
Local production
of technology
Trade
/ Importation of
Supply of technology technology
to the structure of
production Domestic
\ Technical /
assistance \
External
AREAII
Climate
Soil
In relation Natural disasters
to nature ——— { Water
Basins
Natural resources
Use of technology etc.
to solve global ~
problems
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to society

Urban planning
Health

Quality of life
Social disasters
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It is clear that the rules are different in the
two areas, as are the principal participants. In
area I the economic system rules, and the
principal protagonists are the entrepreneurs
(private and public, national and foreign, in-
dustrial, commercial and agricultural), because
they are directly responsible for producing the
goods and services and therefore for taking the
final decisions regarding the technology to be
used. The State participates in its dual function
as regulator and controller of the structure of
production, and as owner of productive enter-
prises. In area II, on the other hand, it is
fundamentally the system of penalties and
rewards that governs the behaviour of the State
as the entity responsible for managing the
territory of the country and its resources, the
health and protection of its inhabitants, the
provision of urban infrastructure, defence
against natural and social disasters, and so on.

In both areas I and II local production of
technology is an essential element for
achieving the desired autonomous capacity,
not least because it will permit better manage-
ment of the importation of technology and of
technical assistance, for a sound local produc-
tive capacity substantially strengthens a coun-
try’s bargaining position.

While for thousands of years man pro-
duced technology in a spontaneous, unsys-
tematic and almost amateurish way (i.e., in the
manner of the craftsmen of those days), in
recent decades this mode of production has
sharply changed, and has been converted intoa
specific, organized, differentiated and conti-
nuous activity with its own identity, its own
legitimacy and its own economic characteris-
tics. Just as everyday goods are produced in
establishments broadly referred to as factories,
the same occurs with technology, with the
difference that the technology factories or firms
are given such names as “research and devel-
opment laboratories”, “R&D departments”,
and so on. In area I in the developed countries
the technology factories and firms are the
largest and most efficient units producing
technology, and represent one of the funda-
mental components of the power of the trans-
national corporations.

The situation is different in area I of the
LAC countries, however, where the production

of technology fundamentally remains at the
craftsman level; while such production is im-
portant and therefore should be suitably en-
couraged, it is far from enough to enable these
countries to become efficient producers of
technology.

The technology used to tackle the global
problems of area II usually -—-although not
always— originates from specialized applied
research institutes along the lines of those
dealing with lake studies, integrated basin
studies, seismology and soil dynamics, urban
planning, infant nutrition, and so on. The vast
majority are State, para-State or university
institutions, and the results of their work are
distributed much more by means of technical
assistance than by means of trade. These
institutes provide services which are very
important for the community and undoubtedly
provide a basis for the knowledge and control
of natural resources, the natural and human
environment, natural and social disasters, and
so on. In all the LAC countries there are
institutions of this type, and in many cases they
have achieved significant successes: indeed,
some of them have acquired international
prestige.

Only in the last few years have the princi-
pal aspects of the importation of technology
into LAC begun to be understood, thanks to the
establishment of National Registers of Tech-
nology.

Since this procedure has been introduced
not only in various countries in LAC, but in
many others in the Third World, the importa-
tion of technology is becoming more open, and
this will in due course make it possible to bring
into effect appropriate regulating legislation,
like that which exists for the importation of
other commodities. It will then be possible to
control imports of technology in terms of cost,
use (reducing or eliminating provisions restric-
ting its use) and content. Among the most
important consequences of this process are the
negotiations at present under way within
UNCTAD to formulate a Code of Conduct for
the Transfer of Technology.

In order to ensure that the supply of
technology in area I is properly managed, the
LAC countries should concern themselves first
and foremost with promoting the local produc-
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tion of technology and controlling its importa-
tion. These two processes should be carried out
simultaneously, since one is supported by the
other, because imports cannot be replaced if
there is no local replacement, and it is not
possible to produce locally without a certain
degree of protectionism against external pro-
duction.

The promotion of production requires ac-
tion both in the field of demand and in the field
of supply. The promotion of demand for local
technology can only be successful if the pre-
vailing rationale of the structure of production
is adapted to this end, which means using
fiscal, economic and financial incentives to
increase the consumption of local technology
and introducing penalties of the same types for
the unnecessary use of imported technology. A
certain degree of technological protectionism
will necessarily have to be established, not by
means of “ad valorem” tarifts, but through
preferences of a qualitative type, since in
general technology is purchased on the basis of
its “quality” and the trust inspired but its
supplier, rather than its price. One possible
mechanism for qualitative technological pro-
tectionism would be the giving of preference to
local consulting and engineering firms in fea-
sibility studies and design work on investment
projects in the public sector, as in the Argentine
legislation on “national contracts”: the pur-
chase of locally produced capital goods, the
engagement of skilled personnel of local ori-
gin, and so on.

In order to improve supply, it will be
necessary to strengthen the scientific and tech-
nological infrastructure and encourage the es-
tablisment and operation of enterprises pro-
ducing technology, consultant services, en-
gineering and design services, and auxiliary
technical services. This encouragement should
also make use of the machinery and procedures
which are accepted and used in the structure of
production: bank credit, reduction of taxes,
other fiscal benefits, etc. The quasi-artisanal
production which takes place within enter-
prises in the structure of production should also
be suitably encouraged, for example by per-
mitting tax deductions in respect of expendi-
ture on the production of technology, with
“soft” credits for the development of proto-

types and the establishment and operation of
pilot plants, and so forth.

The encouragement of production should
be complemented with vigorous promotion of
exports of technology, which have already
been successtully started in various LAC coun-
tries and which are likely to experience ex-
plosive growth in the next few decades, es-
pecially towards the Third World, where coun-
tries which are still at an earlier stage of
development find that technologies from LAC
are more suitable than those from the central
countries. In particular, the export of techno-
logical services is of the greatest importance,
since it prepares the ground for the subsequent
export of technological items, capital goods,
etc.

As regards the control of imports of tech-
nology, the principal aim here is not to reduce
the volume but to improve the quality and
importance of what is imported, to bring it into
line with local needs and resources, and to
improve the terms on which the imports occur.
In fact imports of technology are not only not
going to decline, but are very likely to increase,
insofar as the development of LAC becomes
more thoroughgoing and extensive; what is
needed is to avoid superfluous imports, re-
placing them by imports which are really
essential and are negotiated on the basis of fair
and non-restrictive conditions.

It is clear from the above that policies to
promote the production of technology and
control its importation must be mutually con-
sistent, so as to ensure a smooth tlow of
technology which is suited to the structure of
production.

Choice of technology

In recent years there has been increasing
awareness of the need that all technology,
before being supplied and used, must be
selected from among various alternatives so as
to ensure that the most appropriate technology
has been chosen. This process of elimination
should be applied not only to imported tech-
nologies, but also to those produced locally,
since these are in many cases copies and
adaptations of foreign technologies and as a
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result transmit the value system carried by
their “genetic code”, also sometimes called
their “ideological content”.

Of course, each country will make this
selection on the basis of its own criteria and for
its own purposes, but co-operation among
various countries will be very useful in de-
fining more precisely the questions of: (a) Why
to select; (b) What to select; and (c) How tor
select.

Some limitations

At this point in the document it is necessary to
realize that technology, even when selected
with the greatest care and supplied to areas [
and II with maximum efficiency, is not a
“magic wand” which solves everything, a
“cure” for all the evils of underdevelopment,
a“‘key” to open all the doors to happiness. Itis a
necessary, but not sufficient, condition to en-
able the LAC countries to pass beyond their
present stage of development and succeed in
reducing poverty, backwardness, malnutrition,
disease and so on; to that end technology
should be used in accordance with appropriate
overall policies and with plans and program-
mes for socioeconomic development which are
designed to solve these problems. Technology
is sometimes expected to eliminate or reduce
unemployment, protect ecosystems, uphold
cultural independence, and the like, at the
same time as it is being used in a context which
ignores such objectives or —worse still— im-
plicitly defends what it rhetorically purports to
be combating. These are complex demands
which cannot be satisfied merely by using
appropriate technologies, although it is true
that this can help, sometimes to a significant
extent. There is a danger of proposing solutions
which are unattainable, or which are not solu-
tions at all but merely desires expressed with
attractive rhetoric but little profundity. Thus,
for example, the demand is often heard in LAC
that modern capital-intensive and energy-in-
tensive technologies should no be introduced
into rural areas, but that the traditional tech-
nologies, appropriately improved and adapted,
should be maintained. This position, which has
a certain validity and enjoys a degree of
recognition in mainland China, India, Indone-

sia, and so on, would seem to be difficult to
apply in our continent. In the first place LAC is
no longer rural, although it has rural sectors
which have very rapidly been “opened up to
the world”, with the help of geographical
mobility (in contrast to Asia, there are no large
isolated plateaux). Moreover, it has a single
language which unifies and promotes integra-
tion, widespread urban life patterns, growing
penetration by industrial goods, a touching
19th century faith in Progress, and great ad-
miration and respect for Technology with its
magic products (radio, the cinema, TV, the
telephone, antibiotics, electricity, agricultural
machinery, and so on).

Finally, this position is difficult to uphold
because the greater productivity of modern
technologies makes their introduction almost
inevitable. This does not mean that these
technologies are the only possible ones, or that
they must necessarily be capital-intensive and
energy-intensive, for other solutions, better
suited to the availability of local resources and
factors, might be imagined and possibly devel-
oped, but this will only be possible by means of
an intensive research and development effort
and not simply through a sort of romantic “‘re-
turn to Nature”. If modern technology is not
appropriate and convenient, the only accept-
able response is to produce even more up-to-
the-minute technology,. which is appropriate
and convenient.

Furthermore, some criticisms of modern
technologies, both for the agricultural and for
the manufacturing sector, unfairly forget that
the only way of breaking away from the old
international division of labour has involved
the use of technologies which, because of the
increased productivity they brought to the
economy, have enabled some underdeveloped
countries to begin to produce industrial goods
on acceptable terms. Without the help of those
technologies, these countries would probably
have continued to be mere producers of raw
materials.

In short, this complex subject requires
much more research before the present stage
can be passed.

Some important obstacles

In order to attain the desired objective it will be
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necessary to overcome a group of obstacles of
varying importance, including:

(a) The groups of interests which benefit
from technological dependence and will not
remain indifferent to a vigorous programme
aiming at technological independence.

(b) The weakness of the State, which must
play a leading role, and its meagre capacity to
implement and ensure the implementation of
decisions of a technological nature,

{c) The intellectual alienation of those
groups in the ruling class which hold that
nothing can change because “we are not capa-
ble”, and others which hold that nothing can
change because “they won’t let us”.

(d) The existing rationale, according to
which it is better business to import technology
than to produce it locally.

{e) Cultural dependence, holding that

“any foreign technology is better... because itis
foreign”.

(f) The prevailing system of values, which
gives action to provide for superfluous con-
sumption by the élites priority over providing
for essential consumption by the majority of the
population.

(g) The slavish imitation practised by the
periphery, whereby even the worst products
and processes from the centre are copied.

{(h) Local financial machinery, which fails
to provide risk capital for the production of
technology, will provide backing for any “pres-
tigious’ imports of technology.

() The poor links between the principal
participants in the process: State officials,
entrepreneurs and managers, scientists and
technologists.

ITI

Possible strategies

Two fundamental strategies are proposed: a
strategy of co-operation, to help to make tech-
nological autonomy in LAC wviable, and a
strategy of negotiation, to help to make equi-
table interdependence between LAC and the
United States on a basis of solidarity possible.

The strategy of co-operation should aim at
the same general ends in both areas I and II: o
support the national plans and programmes for
technological development, to carry out a
coherent set of actions to strengthen national
efforts and expand their scope of operation, and
to co-operate with the programmes of other
subregional, regional and international bodies.
However, the development of such a strategy
cannot be the same in areas I and II: it will take
place in each of them in conformity with their
particular characteristics. Equally, it will not
take place with the same intensity throughout
the whole wide range of possibilities, but must
select some priority directions where efforts
will be particularly concentrated so as to use
the scarce resources available with maximum
efficiency.

Bearing in mind the particular characteris-
tics of area ], itis proposed that the co-operation
should focus on the two following lines:

(a) Promotion of production of technology,
through action aimed at greatly strengthening
the capacity to produce technology and pro-
moting the creation of bilateral, multilateral
and subregional capabilities which, at an ap-
propriate time, could come to be articulated in
a genuine regional technological capability.

The promotion of production should in-
clude both industrial and quasi-artisanal pro-
duction, as well as the protection of them from
foreign technology. The extension of produc-
tion and protectionism to the whole region
might be achieved through such appropriate
instruments as the operation of Latin American
technology enterprises, agreements for tech-
nological complementarity, regional prefer-
ences, etc.

(b) Promotion of trade in technology
among the LAC countries, so as to increase the
present meagre flow significantly, control the
importation of foreign technology by seeking a
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reduction in the redundant imports which
occur when various countries import the same
technology, and develop adequate economic
room to permit autonomous technological de-
velopment.

Trade promotion should encompass both
technology embodied in goods and in human
knowledge and technology which is not em-
bodied in technological goods and services,
and as a result should cover capital goods, the
emigration and immigration of skilled person-
nel, consulting services, design and engi-
neering services, and so on. The instruments
used should naturally be compatible with those
used in trade within Latin America in general,

Just as in area I the strategy of co-operation
proposed highlights the production of and
trade in technology, for area II it is proposed
that the co-operation should develop on the
basis of “joint projects for production and
technical assistance”. It has already been noted
that, because of the very nature of the global
problems of area 1I, technical assistance is
more important than trade; thus, for example, if
country A has developed a given technology for
flood control, while country B needs it for
application on its own territory, it is very
unusual for the technology to pass from A to B
by means of trade: it is most likely to be
transferred under an agreement between A and
B, which might possibly include some pay-
ment, but not in terms of an actual price for the
technology.

An important aspect of the global problems
is that, by their nature, although one of them
may be specific to one country or a sub-group of
countries (for example, the protein deficit),
there will certainly be another which is specific
to another sub-group (for example, the eco-
system of desert zones) and so on and so forth,
so that the set of problems as a whole will in fact
be of equal interest to all the countries and, as a
result, co-operation will prove to be of genuine
mutual interest. There are also problems of
regional —and even worldwide— scope, such
as general weather control, earthquake predic-
tion and control, exploitation of the seabed,
mass hunger and poverty, the exhaustion of
natural resources, waste management (indus-
trial, mineral, nuclear and so on), urban mar-
ginality, world population growth, and so on,

which will be impossible to study and solve
without co-operation by all, which is therefore
an ineluctable imperative.

The principal characteristics of the “joint
projects” would be as follows:

(a) They would be defined and organized
around problems to be solved, and not around
disciplines. For example, there might be a joint
project for the development and use of tropical
forests, but not a silviculture project; for the
replacement of animal protein in mass diets,
but not a protein chemistry project; for the
ecological control of marginal problems, but
not an ecology project; for the use of non-
bauxitic ores for aluminium productions, but
not a mineralogy project, and so on.

{(b) Thus defined, the projects will neces-
sarily be multidisciplinary, and although some
will be linked more to the “hard” sciences such
as physics and chemistry and others to the
“soft” sciences such as sociology and anthropo-
logy, the solution of the problems will require
knowledge from various sources and disci-
plines. Moreover, although applied research
will be one of their fundamental tools, the
projects will not make use of “applied scien-
ce”’, but of “technology”, because their final
objective is not to inquire into the problems,
but to propose solutions, and for that purpose
they will be able to use knowledge of any origin
and nature, provided that it is useful for that
purpose.

(c) The projects will aim to develop tech-
nological solutions which are feasible, viable,
appropriate and convenient, on the basis of
definitions and criteria explicitly set out in the
programmes themselves.

(d) The joint projects will encompass all
the stages, ranging from prefeasibility and fea-
sibility studies to the production of technology
—which will contain an appropriate mix of
local and foreign technology— and its applica-
tion and full use by society. The countries
participating in each project will endeavour to
participate fully in all these stages, so as to
transform the static transfer from the owner to
the recipient into a dynamic transfer in which
all the participants give and receive.

(e) The joint action will mean that the
countries which wish to embark on a specific
project aimed at solving a problem of common
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interest will define the nature and structure of
the project, the terms of their participation and
the adaptation and use of the technological
solution achieved and other technologies
which it may have been possible to generate in
the process.

(f) The projects will be implemented by
suitable institutions such as research institutes,
technology enterprises, univ_rsity laborato-
ries, research centres and so on, which will co-
ordinate the organization, administration, con-
trol and implementation of each project.

(g) It will be essential, for each project, to
ensure that it is related as closely as possible to
the circumstances which it is supposed to
improve; otherwise there will be a risk of
producing solutions which might be satisfacto-
ry to their authors but impossible to apply. For
this reason, the various interest groups linked
with the problem which is to be solved should
be properly represented in the management of
the project. Thus, for example, in an endeavour
to solve the problem of improving the everyday
diet of the mass of the people through the
addition of proteins to bread, the body respon-
sible for managing the joint project should
contain representatives not only of the scien-
tists and technologists participating in the
project, but also of the bakers who may possibly
produce and market the new type of bread, the
manufacturers of bread-making equipment, the
producers of the raw materials used in pro-
ducing bread, and so on.

(h) The final form of applying the solution
reached will depend on the specific circums-
tances of each project. Although in general this
will be done by means of technical assistance,
there will undoubtedly be cases where it is
most desirable to do so by means of trade. Thus,
tor example, in the case of flood control, the
technological solution found will no doubt be
transferred in the form of technical assistance;
but in the case of the new type of bread, it is
likely that marketing of the solution through
the specitic channels of the sector (for example,
the manufacturers of bread-making equip-
ment} will be not only the most rapid and
efficient way of achieving the goal sought (to
improve the diet of the masses), but perhaps
the only feasibly way, despite the difficulties
inherent in it

(i) In the global projects which are regional
or worldwide in scope, where because of their
magnitude and complexity scientific, technical
and economic leadership will in fact be in the
hands of the developed countries, LAC will
nevertheless demand genuine co-operation
and, as a result, full participation in decision-
taking and in the benefits.

The strategy of negotiation in the field of
technology between LAC and the United Sta-
tes must naturally be part of the strategy of
general negotiation between the two sides
which is carried out in various forums. In the
specitic case of technological negotiations, the
central concern should be to ensure that the
United States recognizes that it is in its own
political interest that the LAC countries should
pass beyond their present stage of technologi-
cal dependence, and that it should undertake to
co-operate actively to ensure that this occurs in
the shortest possible time and at the lowest
possible cost.

The technological negotiations should en-
compass at least the following subjects:

(a) Regulation of trade in technology be-
tween LAC and the United States, under a
“Code of Conduct for the Transfer of Technolo-
gy”’, identical or similar to that currently being
drawn up within the United Nations;

(b) Regulation of the behaviour of the
United States-based transnational corpora-
tions, as far as technology is concerned, by
means of provisions identical or similar to those
which will appear in the United Nations “Code
of Conduct for Transnational Corporations”
which is being prepared;

{c) Regulation of the behaviour of the
United States consulting and engineering firms
which sell services in LAC in order to prevent
restrictive practices or trade abuses arising
from their power;

(d) Sustained support for the development
of a local capacity to produce technology, and
particularly for the establishment and opera-
tion of technology enterprises;

(e) Support for the LAC countries in their
negotiations with the World Bank, IDB and
other international financial institutions with a
view to eliminating the conditions which “tie”
their credits to the supply of foreign technolo-
gy, stimulating full use of local technological
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goods and services (especially in consulting
and engineering) and allocating “risk capital”
for the establishment and operation of local
technology enterprises;

(f) Active co-operation in “joint projects”
among LAC countries and support to ensure
that they achieve full participation in “joint
projects” at the global level;

(g) Development of technological transac-
tions with medium-sized and small industry in
the United States, and increased use of the
programmes of the Small Business Adminis-
tration.

The negotiation strategy aims to ensure
not only that a harmful confrontation with the
United States is transformed into active co-
operation, but also that the LAC countries
engage in an active learning process on some

central problems connected with the interface
between the structure of production and tech-
nology and become aware of their principal
shortcomings in this field. The United States
knows how to manage technology as an opera-
tional variable and has an “implementation
system” for decisions in this field, which
functions in response to explicit orders from
the political authorities. This is precisely an
area where LAC falls seriously short, all the
more so because there is not even full aware-
ness of its necessity and importance. The
negotiations will bring this out very clearly,
while at the same time clarifying relationships
and mechanisms which are still hidden behind
an ideological tangle of absolute pseudo-truths.
For this reason the negotiations must constitute
a continuous and ongoing process.



The major unresolved issues in the negotiations
on the UNCTAD code of conduct for the
transfer of technology

Miguel S. Wionczek*

Ten years after the appearance on the inter-
national agenda of the issue of technology
transfer, a consensus seems to be emerging
among the parties concerned —both technolo-
gy suppliers and technology importers— that:

(a) technological know-how, including its
development and transfer, is one of the key
factors in the economic growth and social
development of all countries;

(b) the technology transter process invol-
ves a complex blend of capital, know-how, and
trained personnel, and

(c) the successtul selection, adaptation,
utilization and innovation of technology re-
quires a certain level of technological capabili-
ty within a given country.

This sort of agreement in principle on the
centre points of the issue of less developed
country (LDC) participation in world tech-
nological advancement points to considerable
progress towards understanding by the ad-

vanced countries of the reasons for the LDCs’
long-standing insistence on the need to regu-
late international technology trade. Unfortu-
nately, however, the deadlock reached at the
United Nations Conference on a Code of
Conduct for the Transfer of Technology, which
adjourned in Geneva after three meetings last
February without having been able to reach
final agreement regarding such a Code, indi-
cated once again that a consensus on broad
principles is a necessary but not a sufficient
condition for agreeing on international policy
measures and their implementation. Moreover,
the general economic stagnation and the
growing competition for international markets
among the major industrial powers has been
reviving lately the opposition in some ad-
vanced countries against the liberalization of
technology flows to the LDCs and the estab-
lishment of international “rules of the game”
for technology transactions.!

IT

In view of the present adverse conditions it
may be useful to restate once again the LDC
case for a multinational code of conduct for the
transfer of technology. Not only was the initia-
tive in that respect taken by the LDCs, but over
five years have now been spent in international
meetings on clarifying misunderstandings
around that issue, considered to be of great
importance for a new international economic
order.

Because they have been dependent his-

*Senior Research Associate, El Colegio de México.

torically to a decisive degree on imports of
technical know-how, the LDCs saw ahead of
the rest of the world the need to establish a set
of mutually acceptable rules for worldwide
technology trade and to link international
technological transactions with their own de-
velopment needs. The LDCs were innovators
in that field precisely because, as technology
importers, they realize better than others the

IFor more details see M. S. Wionczek, “Science and
Technology for Development”, The Bulletin of the Atomic
Scientists {Chicago), Vol. 35, No. 4, April 1979, pp. 45-48.
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complexity of technology transfer, the econo-
mic disadvantages of traditional technology
packages incorporated unilaterally into foreign
private investment projects, and the crucial
importance of domestic technological capabili-
ty for the success of technology imports. They
realize furthermore that this domestic capabili-
ty neither comes automatically with commer-
cial technology transfers nor can be imported
lock, stock and barrel.

If one remembers that the LDCs acted as
the initiators of the present worldwide debate
on the subject of technology transfer and its
regulation, then their arguments as regards the
particular form of such regulation cannot be
disposed of lightly as stemming either from
ignorance or radical delusions.

All initial proposals for the regulation of
international technology trade, made by a large
group of the more advanced LDCs at UNCTAD
and elsewhere in the 1970-1975 period, have
met with strong opposition on a number of
grounds from the major Western technology-
exporting countries, The LDCs were told on
innumerable occasions during that period that
technology, being an undefined and very com-
plicated object of intermational transactions,
did not lend itself to international regulation;
that technology, being mostly private property,
could not be subject to such regulation; and,

tinally, that any attempt to regulate interna-
tional technology trade would have negative
effects on technology flows2 The LDCs were
warned that such regulation would scare tech-
nology sellers from entering into contracts with
relatively small, uncertain, and underdevel-
oped markets in countries supposedly only too
eager to impose technology restrictions for the
restrictions’ sake,

By now, we all know that these general
objections against the regulation of technology
transfer do not stand up to any serious criticism.
If technology and technology transfer could not
be defined and identified, we would scarcely
have seen the emergence of an international
patent system more than 100 years ago, a
system aptly called a private system of tech-
nology trade control by an outstanding United
States expert on international law, Prof. C.
Fatouros of the University of Georgia? If
transactions involving private property could
not be subject to international regulation, there
would be no room for such multilateral arrange-
ments as GATT. If the absence of regulation
were a precondition for the international ex-
change of goods and services, there would have
been no such thing as East-West trade, which
apparently is advantageous to all the parties
involved.

IT1

The quasi-metaphysical discussions about the
feasibility and possibility of regulating interna-
tional technology trade gave place to a more
practical and pragmatic debate only in May
1975 at UNCTAD in Geneva, when the LDCs
presented the Western industrial countries and
the European socialist bloc with a detailed
draft of the possible contents of an international
Code of Conduct on technology transfer. This
first draft outline of international regulatory
measures in the field of technology trade,
prepared by experts from some 40 LDCs,
injected real life into the intergovernmental
political and technical discussions on tech-
nological advancement, technology transfer
and industrial property systems.

The objective of the draft outline of a Code
prepared by the LDCs in 1976 was not to
impose its contents unconditionally upon tech-
nology producers and exporters, but only to
prove that international regulation of technolo-
gy trade was both possible and feasible and that

2This last argument, based upon partial and biased
evidence, continues to be propagated under the guise of
“scientific surveys” by commercial firms selling advice to
large international business firms. For details see, for
example, Business International, 8.A., Transfer of Tech-
nology — A Survey of Corporate Reactions to a Proposed
Code, Geneva, April 1978,

3See the background papers for the International
Conference on Technology Transfer Control Systems
(Phase 11), Seattle, 6-7 April 1979.
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it was urgent to start meaningful negotiations
on the subject. This objective was achieved. In
answer to the LDCs draft the Western indus-
trial countries presented counter-proposals
covering all major subject areas included in the
LDC proposals. It is common knowledge that
the outline Code offered by the Western coun-
tries borrowed heavily in many substantive
points from the LDCs draft.

Moreover, in late 1976 the European so-
cialist countries, which are heavy importers of
technology, decided to join actively in the
exercise by offering their own sektchy outline
of a Code. The subsequent socialist drafts,
submitted in 1977-1978, covered all major
Code issues in technical language comparable
to that used in the LDC and Western proposals.
Finally, China joined the UNCTAD negotia-
tions in February 1978, supporting in general
terms the LDC position.

North-South technological co-operation,
technology transfer and the Code of Conduct

were perhaps the only subject on which
UNCTAD IV (Nairobi, May 1976) was able to
reach a substantial degree of agreement by
consensus. This Conference recommended
that:

1. The drafting of a single set of proposals
for an international Code of Conduct for tech-
nology transfer should be accelerated with a
view to its completion by the end of 1977,

2. The experts drafting the tentative com-
posite text of the proposed Code should be free
to formulate draft provisions ranging from
mandatory to optional, without prejudice to the
final decision on the legal character of the Code
of Conduct, and

3. After the drafting of the proposed Code
was completed, the United Nations should
convene in 1978 an international negotiating
conference for the purpose of drafting the final
document as well as “taking all other decisions
necessary for its adoption”,

IV

Subsequently, six UNCTAD expert meetings
at governmental level were held and an
UNCTAD Conference on the Code of Conduct
opened in the fall of 1978. By the time the third
session of the Conference adjourned in Fe-
bruary 1979, considerable progress had been
made toward a single text of a possible conven-
tion on what the LDCs call a code of conduct
and the Western industrial countries a “volun-
tary code”, that would apply universally to all
technology transactions, including those in-
volving the different “national” segments of

transnational corporations.
There are three major North-South dis-

agreements still pending, however, related
to (1) the legal form of the final international
arrangement, (2) its implementation machine-
ry, and (3) the scope of restrictive practices in
international technology transactions to be
considered undesirable —in the language of
the North, or to be banned— in that of the L.LDC
technology importers.

Let us take the first two points together,
since they are closely linked. It is quite pos-

sible that the magnitude of the disagreement in
respect of the legal form of the Code has been
exaggerated by both the LDCs and the Western
industrial countries, because from the be-
ginning both sides have divorced the issue of
the legal form from that of the substantive
content of the Code. The decisions adopted by
UNCTAD IV to leave the legal aspects of the
Code in abeyance for the time being represents
general albeit somewhat belated recognition of
the intimate relationship between the legal
form and the content of the future international
arrangement. Such recognition may pave the
way for some sort of mutually acceptable
solution of the legal issue at a hopefully final
resumed session of the United Nations Confer-
ence on the Code in the fall of 1979. A
compromise clearly depends upon agreement
on the machinery forimplementing the Code of
Conduct: a subject to which not enough atten-
tion has been given at the earlier stages of the
UNCTAD negotiations by both the LDCs and
the Westemn industrial countries.

According to the latest information from
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UNCTAD, some sort of compromise solution
is in the making on this second important point,
independently —it would appear— of the final
decision on the Code’s legal form. An inter-
governmental body is to be established within
UNCTAD for the purpose of (1)} providing a
forum for discussion and exchange of views
between States on matters related to the Code,
in particular its application and the experience
gained from its operation; (2) undertaking
studies and research for the purpose of further-
ing the objectives of the Code; (3) inviting and
considering relevant studies, documentation
and reports from within the United Nations
system; (4) studying, collecting and dissemi-
nating information on matters relating to the
Code; (5) providing a forum for consultations
between States, and (6) organizing meetings
concerning the application of the provisions
of the Code.

Even though the terms of reference of
such an intergovernmental body might state
explicitly —as the Western industrial countries
insist— that it could not act as a tribunal or
reach conclusions on the conduct of individual
governments or parties, the fact that considera-
tion is given also to periodical reviews of the
application of the Code and its possible revi-
sion suggests strongly that, contrary to some
interpretations, the potential role of the Code
goes beyond that of just providing a favourable
framework for the exercise by the States of
their policy— and decision-making powers in
the field of technology transfer. The future of
the Code depends on its international imple-
mentation and not only on its legitimizing
function in respect of national regulation.

At least to this writer, the question of
implementation is much more important than
the legal issue for several very simple reasons.
If one accepts that (1) a law by itself does not
govern social relations unless it is supported
by the power of potential sanctions, and (2) in
the present technology transfer set-up im-
porters of technology (except in the case of the
advanced countries of the West and of the
East) have much less bargaining (and any
other) power than technology producers and
holders, then in the absence of sanctions not
even a cast iron legally binding convention
could help. Moreover, national legislation

cannot secure the desired objectives either
in the absence of some sort of bargaining parity.

Thus, the issue of the legal form of the
Code is subsidiary to that of its implementation
machinery. The insistence by the LDCs on a
legally binding code instead of mere guide-
lines is tantamount to an admission by the
weaker parties that they are very weak indeed,
so that they would like to see their weakness
diminished by any means available, including
the “sanctification” of the international regu-
lating instrument.

It is the implementation of the Code
which can make it into an international agree-
ment worth more than paper on which it is
going to be written. Technology owners and
sellers are well aware of the importance of that
issue, and they hoped for the best of two possi-
ble worlds: voluntary guidelines with the.
implementation mechanism reduced to an
informal forum for “observation” of the tech-
nology transfer practices. As one of the partici-
pants in the UNCTAD negotiations, repre-
senting a major Western power, stated publicly
at an international academic conference on
technology transfer controls, held at the
Wharton School of the University of Philadel-
phia last February, the industrially advanced
countries continue to consider unacceptable
any “quasi-judiciary” international evaluation
of such practices.

The present writer expects a change in
that position within the framework of a trade-
off between the issue of implementation
machinery and the legal form of the agreement
on technology transfer regulation. Only
through such a trade-off can the negotiations
result in some degree of international equal-
ization of technology transfer terms and condi-
tions, rather than just a framework for national
regulatory action. Of course, no automatic
power can be built into the Code at the present
stage. Moreover, the Code may fall apart
through cut-throat competition for technology
transfer among the recipient countries, through
the drift away from the industrial property
system into secrecy by technology holders, or
through other even less expected develop-
ments. After more than five years of negotia-
tions, however, the LDCs can at least feel that



THE MAJOR UNRESOLVED ISSUES... /Miguel Wionczek 99

an end will be put to exploitation without the transactions are concerned. Whether the stage
participation of all the parties involved as far of “participation without exploitation” will
as most (albeit not all) international technology ever be reached depends largely on the LDCs.

\'

These considerations lead us to the third
unresolved issue —that of the level of restric-
tive practices to be defined as undesirable
and contrary to the interests of the LDC im-
porters of technology.

The fact that restrictive business practices
have increasingly become an important policy
issue for governments and international
agencies is the result of two clearly contradic-
tory trends: firstly, government policies (espe-
cially in major industrial countries) have, by
encouraging and permitting the concentration
of economic power at the national and inter-
national levels, inevitably facilitated the
growth of power over the market and provided
ample opportunities for the increased and
effective use of restrictive business practices
by private enterprises, and secondly, concur-
rently with the expanded use of such practices,
particularly by transnational enterprises, it
has become widely recognized that they affect
the interests not only of the home countries of
large enterprises but of other countries as well,

While the subject of restrictive business
practices is at present being dealt with in many
places simultaneously, both inside and outside
the United Nations, it is probable that the
treatment it has received in the course of the
UNCTAD negotiations on an international
Code of Conduct on technology transfer offers
better operative possibilities than in other
forums, because nowhere outside the
UNCTAD draft Code has an effort been made
to specify and exemplify all the major restric-
tive practices currently in use in technology
trade. At the same time, however, the progress
achieved in that respect by the UNCTAD
Code negotiators should not obscure by any
means the size of the disagreement still
existing between the developing world and
the Western industrial countries.

At the United Nations Conference on a

Code of Conduct, agreement was reached by
February 1979 on the provisions relating to
exclusive dealing, exclusive sales or represen-
tation agreements, and payments and other
obligations after the expiration of industrial
property rights. Moreover, agreement has also
been reached with respect to the criteria to be
applied as regards including the notion of
restraint of trade and adverse effects on the
international flow of technology, particularly
when restrictive practices hinder the economic
and technological development of acquiring
countries. Behind the unwillingness of the
industrial countries to include in the list of
restrictive practices six items that appear in
the draft code elaborated by the Group of 77,
however (limitations on volume and scope of
production, use of quality controls, obligation
to use trade marks, requirements to provide
equity or participate in management, unlim-
ited or unduly long duration of arrangements,
and limitations upon use of technology already
imported), lies a series of major disagreements
between the two main negotiating groups.

According to an UNCTAD secretariat
document, presented to UNCTAD V in Manila,
which gives a review of major issues under
negotiation in the field of the transfer of
technology and the industrial property system,
the following difficulties in respect of the
chapter on restrictive practices in the draft
Code still persist:

(a) While fourteen restrictive business
practices are agreed by all parties, including
all the industrial countries, to be anti-competi-
tive in nature, the Group of 77 insists on the
inclusion of the above six additional practices,
independently of whether they are anti-com-
petitive or not, because they are regarded as
being, for one reason or another, unfair to the
acquiring party or as adversely affecting eco-
nomic and technological development in the
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wider sense. Such is particularly the case as
regards the obligation to use trade marks,
which not only strengthens the monopoly
patent but it directly responsible for creating
outward-directed consumer preferences.

(b) The question of the coverage and scope
of the practices is far from settled. The indus-
trial countries would like to refer in the title of
the chapter dealing with them just to “‘restric-
tive business practices”, while the Group of
77 explicitly suggests their regulation by
proposing the general title “The regulation
of practices and arrangements involving the
transfer of technology.

{c) The industrial countries continue to
insist that it is necessary not only to enumerate
restrictive practices but to determine whether
their effect is actually harmful in practice.
Consequently, they want to introduce in this,
as in other fields covered by the Code, the
notion of the “rule of reason” or “public
interest”’. The Group of 77, however, objects
to the inclusion of such a concept in the
definition of the practices, on the grounds that
the application of the “rule of reason”™ gives rise
to a real danger of arbitrary interpretation of
restrictive practices by the parties responsible
for originating such practices, be they private
parties or their governments.

(d) Finally, on the grounds of “unequal
partnership”, the Group of 77 defends the
right of the competent authorities of the tech-
nology-acquiring country to disregard, in ex-
ceptional circumstances, the restrictive prac-
tices proscribed by the Code, provided that on
balance and on development grounds there
will be no adverse effect on its national econo-
my. Industrial countries do not accept such
an exception clause in the Code.

In brief, while the shape of the treatment
which the issue of restrictive business prac-
tices will receive in the UNCTAD Code is
slowly emerging, the process of international
negotiation has been protracted and difficult.
Indeed, perhaps it would never have reached
such a detailed level in the absence of the
expertise available within the Group of 77 as
the consequence of the recent introduction
in many LDCs of restrictive business practices
legislation. Such new legislation has arisen

mostly from the double concern, first, about
the structure of economic power in itself,
resulting from historical developments and
economic dependence on the advanced indus-
trial economies, and, second, about the ability
of mostly foreign enterprises with dominant
power to use it to the detriment of the broadly
defined national interest, through overpricing
goods and technology and controlling the
manufacture and distribution of products. It
is no accident that these concerns found their
reflection in the most detailed ever presenta-
tion of 40 restrictive practices in the early
draft Code, elaborated by the Group of 77.

The reduction of this original list to 20
practices between 1975 and 1978 should not
be understood as an admission by the Group of
77 of the irrelevance of half the actual practices
detected by its experts. On the contrary, for
the sake of arriving at a mutually agreeable
consensus the “missing” twenty were incor-
porated in the shorter basic list or transferred

in new legal language to other parts of the draft
Code.

Just as in the case of national legislation
on restrictive business practices, it would be
unrealistic and naive to assume that any sort of
international regulation of such practices,
including that which may emerge from the
UNCTAD Code on the transfer of technology
once it is adopted, can by itself take care of the
concentration of economic power and its en-
croachment on the development process in
LDCs. It must be stressed that international
regulation of restrictive business practices
will fail unless the individual countries (1) set
up their own development strategies, (2) de-
sign and implement policies aimed at in-
creasing their domestic economic and tech-
nological capability and (3) introduce national
legislation against restrictive business prac-
tices —defined more broadly than is the case
in the similar legislation in force in the indus-
trial countries or their groupings such as the
European Economic Community 4

4UNCTAD, Control of Restrictive Business Practices
in the European Econpmic Community, Report by the
UNCTAD Secretariat, TD/B/608, Geneva, 1977,
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VI

These three major unresolved issues are
closely related to the North-South divergence
of views on the role of private interests in the
international technology transfer process. The
present official position of the Western in-
dustrial countries is based on the belief that
private investment and investment-related
activities, such as licensing and service and
management contracts, among others, repre-
sent the most effective method for the inter-
national transfer of technology. This assump-
tion gives rise to their advocacy of a liberal
investment policy with a minimum of govern-
ment intervention at both ends of the tech-
nology transfer process, i.e., in the selling and
buying countries, accompanied by insistence.
on the maintenance of what has traditionally
been called a sound and predictable invest-
ment climate.

These beliefs are not shared by most
LDCs, even including those countries that
follow quite liberal policies vis-d-vis foreign
investment. The LDCs do not deny that a very
large part of the presently available technology
is privately owned, and they accept the right
of its owners to reasonable retribution, but
most of them take the view that excessive
emphasis on the role of private investment as
the bearer of technological progress either
originates from the intention to defend par-
ticular interests of technology exporters or
reflects confusion as regards the basic issue of
technological development and technology
transfer to the LDCs. According to the LDCs,
technological progress and technology trade
cannot be considered at the international level
merely as a set of private transactions.

While most people in the industrial West
equate technology transfer with the diffusion
of privately-held know-how, the LDCs believe
that real technology transfer takes place only
when the know-how is incorporated into the
stock of available knowledge in such a way that
the receiving society can use it for varied
purposes. One of these purposes —perhaps the
most important for the LDCs— is that of
building up their own more or less autonomous
technological capacity so as to permit them to
decide about the importation of the know-how,

its adaptation to local conditions and its uses
for broad societal objectives.

If local technological capability is not
understood only the very limited sense of the
capability of the private industrial sector, and
if technology transfer is understood not as the
diffusion of private know-how within indi-
vidual firms but as a social process, then it is
difficult to detend the position that a single
channel, such as foreign private investment
—more and more equated these days with
transnational corporations— represents the
only, the best and the most expeditious transfer
mechanism. There is ample evidence, both in
the developed and the developing countries,
that the spill-over of the know-how diffused
within an enterprise, large or small, is very
limited because of the proprietary character
of such know-how and the owner’s legitimate
interest in keeping it to himself for competitive
reasons. If this is so, such transfers are not
sufficient for a developing country, even if
regulated. Other transfers through other
mechanisms are clearly needed to amplify the
range of the scientific and technical knowledge
available to society as a whole, including that
available to the State and the educational
system.

A variety of transfer mechanisms is also
needed, in the context of underdevelopment,
for another important purpose: in the LDCs
the technological capability of the State and of
the higher education system are needed to
assure social uses of private knowledge. This
problem does not arise in the advanced coun-
tries because they count upon the scientific
and technological equilibrium among the
major segments of society which has been
established gradually over the last 100 years.
The situation is very different in the under-
developed world, however, which is backward
because, among other reasons, it does not have
at its disposal the necessary minimum overall
scientific and technical capability. That capa-
bility must be build up by the domestic effort,
with the support of imports of know-how (i.e.,
technology transfers) —support which is hardly
automatic and should be subject to both inter-
national and national regulations.
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There are two very important political factors
that work in favour of the elaboration and
international acceptance of some sort of Code
of Conduct, hopefully by 1980. At the present
moment, technology transfer regulation is the
only concrete point on the large agenda of
North-South economic issues on which both
the LLDCs and the West have been able to
proceed from the stage of general debate and
mutual recriminations to that of working to-
gether on technical and operational proposals.
Since clearly nobody wants to go back to
violent political confrontations, the common
interest in pursuing negotiations on inter-
national technology transfer regulation —if
only to prove that a dialogue between the de-
veloped and developing countries is possi-
ble— may prevail over those circles in the
major industrial countries, and particularly
in the United States, who —taking a narrower
short-term view— would have nothing against
making out of these UNCTAD negotiations
another United Nations Conference on the
Law of the Sea.

The second important factor militating in
favour of a compromise solution on the subject
of the Code is that in its prolonged absense
there would be an increased risk of some
LIDCs starting to devise unilaterally restrictive
national regulatory systems that might nega-
tively affect international technology exports.
Under such conditions many people in the
industrial technology-exporting West teel that
reasonable international technology trade

regulation might be better —much better as a
matter of fact— than a maze of restrictive
national schemes. If adopted without undue
delay, such international regulation may ofter
basic standards in many LDCs for similar
domestic schemes that would take into equi-
table consideration the interests of all the
parties concerned.

A question that seems to linger still in
many minds in the Western industrial coun-
tries is —what is the need for international
action if the problems of international tech-
nology trade could be taken care by national
regulation? In the light of the evidence avail-
able the answer seems quite simple. The is-
sues involved are too big, too important and
too complicated to be treated exclusively at
the national level at a time when the North is
talking about interdependence and the South
is stressing the need for a new international
economic order. Technology, its development
and its transfer are a worldwide problem and
must be considered as such. Not only is a set
of mutually acceptable rules urgently needed
tor the only remaining part of world trade not
subject to any multilateral agreement, but the
whole exercise also has a tremendous educa-
tional value for the developed, developing
and socialist countries. It is helping all of them
not only to design the general rules for tech-
nology transactions but also to define the
preconditions for socially useful technology
transfers and to clarify the crucial issue of the
contribution of technology to development.



International economic reform
and income distribution

William R. Cline*

The distribution of world income

A major goal of the New International Eco-
nomic Order (NIEQ) is to achieve a more
egalitarian world-wide distribution of income.
The best evidence available suggests that the
size distribution of world income (in principle,
with the family as the unit} is as shown in table
1, which is based on purchasing-parity ex-
change rates estimated by Kravis and asso-
ciates, and on national income distribution
data compiled by the World Bank. The first
estimate (Kravis et al) assumes complete
equality within countries, while the second
(Cline) incorporates information on income
distribution within the countries (the data
refer to 68 developed and developing coun-
tries, excluding the socialist bloc).

Clearly, the world distribution is highly
unequal. Indeed, the world economy is slightly
more unequal in distribution than the most
unequal of national economies (such as Brazil
and Colombia). Moreover, the relative (and of
course absolute) per capita income gaps be-
tween countries have been rising over the past
several decades.!

*Senior Fellow, The Brookings Institution.

ISee Simon Kuznets, “The Gap: Concepts, Measure-
ment and Trends”, in G. Ranis, The Gap Between Rich
and Poor Nations, Macmillan, 1972,

It is clear from table 1, however, that
much of the world’s inequality stems from
unequal distribution within countries. As
shown by the first column (which abstracts
from within-country inequality), the share of
the world’s poorest 40% in world income
would be twice as high if incomes were equal
within countries.

Table 1

ESTIMATES OF THE SIZE DISTRIBUTION
OF WORLD INCOME, 1972
(Percentage of total income)

Kravis,
Heston,
Summers  Cline
Lowest 40% of recipients 84 4.1
Next 50% 58.0 45.6
Top 10% 33.6 50.2
Gini coeflicient n.a. 0.67

Sources: 1. Kravis, A. Heston and R. Summers, “Real
GDP Per Capita for More than One Hundred
Countries”, The Economic Journal, 88 (350),
June 1978, pp. 125-142, and William R. Cline,
“Commodity Prices and the World Distribution
of Income”, mimeographed, 1979,
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Development strategy and distribution

By now it should be clear to all that unequal
income distribution within a developing coun-
try is neither a prerequisite nor an inevitable
consequence of growth. Although the Kuznets
inverse-U curve (relating income concentra-
tion to per capita income level) has been
confirmed as a statistical pattern? it has much
lower explanatory power (unless enhanced
by other, policy-endogenous variables) than
does the “patterns of industrial growth” con-
cept (relating industrial patterns to per capita
income). The contrasting examples of Taiwan
and Korea on the one hand and Brazil and
Mexico on the other are vivid evidence that
rapid growth may occur under conditions of
equal or unequal income distribution.

Political conditions and development
strategy set the course of income distribution.
The single most important factor distinguish-
ing the Taiwan-Korea model from the Brazil-
Mexico model has probably been the dif-
ference in initial asset distribution, primarily
because of the presence of thorough-going
land reform in the first case and its absense in
the second. This difference in initial conditions
(determined by differing political conditions)
has been exacerbated by contrasting develop-
ment strategies: labour-intensive (with manu-
factured exports) versus capital-intensive,
respectively.

Transnational corporations. What about
the role of foreign forces in determining inter-
nal income distribution? About the only argu-
ment that the inequality of the less developed
countries (LDCs) may be blamed on outsiders
rests on the idea that the transnational corpo-
rations (TNCs) apply only capital-intensive
technology. While there is some evidence that
TNCs use more capital-intensive technology

2Montek Ahluwalia, “Income Distribution and De-
velopment: Some Stylized Facts”, American Economic
Review, Nashville, Tenn., May 1976,

than domestic firms? it does not follow that
foreign investment makes domestic income
more concentrated. Indeed, it should raise
labour’s share in the economy (by increasing
capital availability and lowering the local
return on capital), and only under improbable
assumptions (preemption of local investment
by foreign, so that total capital stock does not
rise, plus a more skewed structure of employee
payments than by domestic firms) is the TNC
likely to worsen domestic income distribution.

Basic Human Needs. While LDC inequal-
ity is basically homegrown, external forces
currently seek to reduce it. Thus, donor coun-
tries and international agencies have adopted
an emphasis on income distribution in their
lending programmes, and programmes for
Basic Human Needs (BHN) are in fashion. The
change in style is welcome, after decades of
donor emphasis on growth alone, but the
politics are delicate. Developing countries
fear that BHN is a device for intervening in
their domestic affairs, while as for the donors,
some of the underlying motives are open to
suspicion, since BHN {(as well as “human
rights”) can be used as a slogan by those who
oppose aid altogether. The economics of BHN
are also uncertain, given the difficulty of
distinguishing between mere maintenance of
consumption and “‘investment” in human
beings, but on balance the swing towards
BHN is very likely appropriate in the light of
economic criteria if reasonable equity weights
and discount rates are applied. There is a need
for flexibility in implementation: where an
entire country is poor and distribution is rela-
tively even, focus on growth alone will proba-
bly be more socially efficient than limitation
of aid to the types of projects typically found
on a BHN checklist.

38ee Samuel A. Morley and Gordon W. Smith, “Limit-
ed Search and the Technology Choices of Multinational
Firms in Brazil”, Quarterly Journal of Economics, New
York, 1977, pp. 263-287.
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Within the NIEQ context, an income dis-
tribution (or BHN) focus of donor programmes
is essential, because resource transfers are so
limited that they must be concentrated on the
poorest if they are to have much impact on
world equity. Moreover, more funds are likely
to be mobilized if donor legislatures believe
‘they are going for equity-oriented programmes
{“don’t tax the poor at home to help the rich
abroad”). For these reasons it is important to
dislodge the ‘“sovereignty” issue from the
unfortunate predominance it has held in the
United Nations and other forums.

Latin America, poverty and concessional
aid. One of the most difficult aspects of North-
South relations is the issue of whether con-
cessional aid flows should go to Latin America
to finance projects that help to correct income

inequality (development of low-income re-
gions, for example). The hard reality is that
concessional resources are so scarce, and most
of the African and Asian population is so much
poorer than that of Latin America, that there
is little justification for concessional aid to
most countries of the latter region. Market-
related loans from the World Bank and the
Inter-American Development Bank (IDB) al-
ready carry an element of concessionality (their
maturities are longer and interest rates lower
than are available in the private capital market),
and they are the appropriate vehicles for
middle-income recipients. As a matter of donor
policy, however, it is important that even these
flows be for equity-oriented programmes, if
the North is to have an influence in improving
equity in the South.

III

NIEO reforms and the distribution
of income among countries

What would be the potential impact of NIEO
reforms on the world distribution of income?

Commodities

(a) Price increases. Commodity policy has
been the most prominent element on the
LDC list of NIEO demands. To take an extreme
version first, what would happen to the world
distribution of income if somehow the LDCs
were able to increase radically the prices of
their raw material exports, repeating the OPEC
experience? Although that scenario is highly
improbable because of demand elasticities,
supplier fragmentation, and the importance
of industrial country suppliers, the question
has considerable interest in the abstract. “Un-
equal exchange” theorists such as Emmanuel®
hold that the route to greater international
equity is through improved terms of trade for

4A. Emmanuel, Unequal Exchange: A study of the
Imperialism of Trade (New York: Monthly Review Press,
1972).

LDCs, and there is little doubt that much of
the initial LDC enthusiasm for a Common
Fund for Commodities stemmed from the
hope that it could be used as a device to gener-
alize the OPEC result to other commodities.
A recent study by the present author®
simulates the impact on world income distribu-
tion of the quadrupling of prices for several
LDC commodity exports (sugar, coffee, cocpa,
tea, natural rubber, cotton, jute, iron ore,
bauxite, petroleum, copper, and tin), using
1972 as a base year and assuming totally price-
inelastic demand. The results are not encour-
aging for “commodity power” as the road to
global equality, since these price increases
raise the share of the world’s poorest 40% from
4.15% of world income to 4.28%, assuming no
changes in intra-country distribution. If the
equalizing assumption is made that for each
country net gains accrue to the poorest 40%

SWilliam R. Cline, “Commodity Prices and the World
Distribution of Income”, (Washington, D.C., mimeo-
graphed, 1979).
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and net losses are at the expense of the richest
20%, then the quadrupling of commodity
prices raises the world income share of the
poorest 40% from 4.15% (the Gini coefficients
are 0.673, 0.669, and 0.658 for the base year
and the two respective simulations).

The ineffectiveness of even extreme com-
modity price increases for equalizing world
income reflects the fact that (a) production is
dispersed among rich and poor countries, and
(b) trade in commodities accounts for only a
small fraction of world income. More generally,
the simulation results suggest that “world
equity” is not a sound basis for supporting
higher commodity prices.

(b) Price stabilization. Commodity price
stabilization holds more promise as a NIEQ
reform, since it could add to world income by
providing for smoother adjustment in both
industrial and developing countries. Behrman®
has estimated that over the decade 1963-1972,
the presence of buffer stocks limiting price
fluctuations to 15% around the trend levels
would have added a total of US$ 15 billion to
United States income by facilitating policies
of tuller employment through the avoidance of
inflationary shocks from commodity import
prices. His study also estimates the static
welfare gains to LDCs from commodity price
stabilization, although the unestimated dy-
namic welfare gains associated with more
stable domestic macroeconomic conditions (in
LDCs), as well as gains from the stimulus to
commodity investment caused by the reduc-
tion in uncertainty, are probably far larger.

Commodity price stabilization would
benetit both rich and poor countries and would
theretore increase world income, but it proba-
bly would not redistribute it to any significant
degree. In March 1979 the industrial and
developing countries agreed in principle on a
Common Fund for commodity price stabiliza-
tion. Whether the Fund will adopt binding
decisions, and whether its presence will lead
to more commodity agreements, remains to be
seen. Nevertheless, the prospective Common

6Jere R. Behrman, International Commodity Ar-
rangements: An Evaluation of the UNCTAD Integrated
Commodity Programme (Washington, D.C, Overseas De-
velopment Council, 1977).

Fund represents an important tangible result
(or near-result) of the tortuous North-South
negotiations of the last five years.

Concessional aid. An important potential
instrument for redistributing world income is
concessional assistance. Out of a world income
of approximately US$ 5 trillion, the world’s
poorest 40% receive about 4% or US$ 200
billion. In 1977, the OECD countries provided
US$ 15 billion in concessional aid (OPEC
provided another US$ 5.7 billion), or 0.31%
of their GNP. If the OECD countries met the
United Nations target of 0.7% of GNP, and if
the additional US$ 19 billion in aid were
channelled wholly to the world’s poorest 40%,
the latter would obtain approximately a 10%
increase in their income (it should be noted
that this increment in the income of the poor
would be about the same size as that obtained
under the highly implausible quadrupling of
commodity prices with gains focused on the
poor and losses on the rich).

Political realities do not favour a massive
rise in concessional aid, however. With slow
growth, high inflation and unemployment in
industrial countries, législatures are more
inclined to cut down budgets.

Trade reform. The recently completed
Tokyo Round of trade negotiations represents
an important achievement for the developing
countries, since world tariffs facing their prod-
ucts will fall by about 25%. Rather than em-
phasizing that this cut is lower than the overall
average (about 33%), LDC policy-makers
should recognize that this result of the nego-
tiations represents a considerable “free ride”
(for which they made few concessions them-
selves). Other parts of the negotiations are less
favourable, however: a new deal between the
United States administration and the textile
industry could cut the growth of LDC quotas
from 6% to 2% per year in many items, because
of the need to mollify the industry in the face
of lower tariffs on imports from Japan and
Europe, and the new codes on safeguards and
countervailing duties also have potentially
injurious implications for the LDCs (“selective
safeguards” might be used as a club to force
voluntary quotas, while obligatory phasing out
of export subsidies may be inconsistent with
efficient shadow pricing of foreign exchange).
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The need for trade reform goes far beyond
the liberalization accomplished in the Tokyo
Round. The régime of textile quotas is not the
only restrictive aspect of North-South trade.
Safeguard protection of shoes and television
sets and various forms of restrictions on steel,
shipbuilding and electronics plague the
trading system. Reform would call for elimi-
nation of those restrictions, but in practice
the LDCs will be fortunate if even a standstill
on protection is achieved.

Protection makes the world distribution
of income more unequal by limiting the pro-
cess of factor price equalization through trade.
It may keep distribution more equal in indus-
trial countries by boosting the demand for
labour; Balassa’ shows that the labour content
per billion dollars of industrial country imports
from LDCs is higher than that per billion
dollars of exports to LDCs. But even in indus-
trial countries there are offsetting factors:
protection against LDCs limits the supply of
low-cost imports, probably affecting low-
income consumers the most? while for LDCs,
foreign protection (and their own for that
matter) concentrates income distribution by
skewing demand for production away from
labour-intensive goods towards capital-inten-
sive goods. Among LDCs, freer trade world-
wide may ironically be income-concentrating
in the short run, because it is the middle-
income countries {(not the low income ones)
that will capture most of the increase in mar-
kets.

As for tariff preferences, the trade reform
long advocated by UNCTAD, the consensus
is that they have added little to LDC exports
because of the ceilings and exclusions which
accompany them, and that moreover the politi-
cal context makes any significant future lib-
eralization of preferences highly unlikely.

In sum, then the “reform” of trade achieved
in practice will be simply the maintenance of
at least the current degree of openness in
world markets. By minimizing the chance of

"Bela Balassa, “The Changing International Division
of Labor in Manufactured Goods™ (Washington, D.C.,
mimeographed, 1979).

8William R. Cline, Imports and Consumer Prices: A
Survey Analysis (Washington, D.C., American Retail
Federation, 1978).

trade wars, the new non-tariff-barrier codes
and the tariff negotiations of the Tokyo Round
should help achieve this “reform”,

Debt relief. At the end of 1976 the external
public debt of the developing countries
amounted to US$ 160 billion? In the initial
stages of the NIEO discussions, some Third
World spokesmen advocated generalized debt
relief as a means of increasing international
equity. It is widely accepted by now, however,
that generalized debt relief would be counter-
productive for middle-income countries, be-
cause it would jeopardize their credit ratings
and dry up capital inflows. At the same time,
public concern about the danger of a rash of
debt defaults, with a consequent collapse in
industrial country financial centres, has grad-
ually subsided, as it has become evident that
after adjustment for inflation and in view of
higher export earnings, the LDC debt problem
is not much worse today than in the early 1970s
(before the massive borrowings of 1974-1975).

Two issues remain. The first is the danger
of debt servicing problems (such as those
which have recently arisen in Zaire, Peru and
Turkey). The second is the possibility of debt
cancellation for poorer countries, as a means
of aid. International negotiations have
achieved a modest breakthrough on ‘“‘retro-
active terms adjustment” for poor LDCs, and
less successtul attempts have been made at
defining “features” of debt profiles warranting
rescheduling by middle-income countries.
For world income distribution, the cancel-
lation of debts owed by poor countries to donor
governments represents a somewhat promising
instrument. Approximately US$ 2.4 billion
annually could be transferred to poor coun-
tries in this way if donors did not make cor-
responding cuts in new aid. (The agreements
so far fall far short of this potential, because
they are limited to a minor list of “least de-
veloped” countries.) In general, the potential
for world income equalization through debt
relief is comparable to that of a modest rise in
global aid flows. Refinancing facilities for
middle-income countries in trouble under
specific “features” would have little impact
on world income distribution, because new

9World Bank, Annual Report 1978.
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loans would most likely be at market-related
interest rates, the supply of concessional funds
being limited.

Some analysts emphasize the danger that
high LDC indebtedness will spell stagnation
over the next few years, as LDCs (usually
middle-income) reduce growth in order to
keep debt manageable) However, slower
future growth represents the price paid for
faster growth during the world recession in
1974 and 1975. From 1973 to 1975, when
OECD growth fell from 5.9% to —0.9%, non-
0il-LDC growth fell only from 7.3% to 4.1%.
The decline might have been much greater
without heavy borrowing to finance current
account deficits.!! With a high time discount
rate, higher earlier growth was probably a
correct strategy, but it should come as no
surprise that the implication was lower sub-
sequent growth. Until growth at the centre
reaccelerates, the production possibility
frontier of the LDCs will remain on a lower
time path than before, and attempts to achieve
more rapid growth (or maintain earlier rapid
growth rates) will cause worsening external
imbalance. The problem will only be resolved
by reacceleration at the centre, or failing that,
a turn a new strategy of growth that is less
dependent on external factors (if such an
alternative exists).

The international monetary system. A
decade ago there was considerable hope that
monetary reform could be meshed with aid
to developing countries (the SDR/aid “link”).
Triffin and others?? have accused the present
exchange-reserve system of being discrimi-
natory against LDCs because their currencies
are not used as reserve currencies and they do
not enjoy seigniorage. In principle, theretore,
monetary reform might help to equalize the
distribution of income among countries.

The prospects for significant aid flows
through the linkage of SDRs to development
assistance are poor. Relatively small amounts
of SDRs are likely to be created over the next
few years. If a “link” were created, it would

16 Albert Fishlow, “Debt Remains a Problem”, Foreign
Policy, 30 (Spring 1978).

U] Holsen and J. Waelbroeck, “The Less Developed
Countries and the International Monetary Mechanism”,
American Economic Review, May 1976.

have to be focused solely on the poorest coun-
tries in order to be most effective for redis-
tributive purposes, yet LDC politics (as shown
by the LDC proposals in the Committee of
Twenty) would probably lead to allocation
based on IMF quotas, which favour middle-
income LDCs.

As for the premise that the reserve centres
benefit from the current system, the extreme
reluctance of Germany and Japan to allow
others to hold their currencies as reserves
suggests that by the time all factors (including
payment of interest) are taken into account,
the reserve centre’s real seigniorage is nega-
tive.

Flexibility versus fixity of exchange rates
among industrial countries is another monetary
reform issue affecting LDCs. There is growing
recognition among LDCs that fixed exchange
rates among industrial countries are not feasi-
ble and can lead to greater restrictions on trade
and capital flows than a régime of flexible rates.

‘Here there are few implications for world

income distribution, however: whichever sys-
tem is better for the industrial economies
will almost certainly also be better for LDC'’s
because of derived benefits from faster growth
at the centre.

Technology transfer. Although hypotheti-
cally lower-cost transfer of technology would
work towards redistribution of income from
the North to the South, extreme “reforms”
such as the undermining of patent rights within
the industrial countries would dry up the flow
of new inventions and reduce total real income.
There is, _however, considerable scope for
increased LDC bargaining in the “bilateral
monopoly” situation of TNCs versus LDCs.
Andean Pact restrictions on royalty payments,
and requirements of local content and owner-
ship, are examples, and some analysts contend
that it is now generally the LDCs that have
obtained the upper hand in bargaining (partly
because of the “obsolescing bargain” whereby
host bargaining power increases once the
investment in sunk).13

22[n Jan Tinbergen et ¢l, RIO: Reshaping the Inter-
national Order. A Report to the Club of Rome (New York,
E.P. Dutton, 1976).

138ee C. Fred Bergsten, Thomas Horst, and Theodore
H. Moran, American Multinationals and American
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NIEO proposals: Summary

A recent Overseas Development Council
study' contains guantitative estimates of the
economic benetfits and costs of several NIEO
proposals. Table 2 summarizes these estimates.
Achievement of the 0.7% of GNP aid target is
the reform that would go the farthest towards
reducing international inequality. Not only
would this reform generate a larger net flow of
benefits to LDCs, but also (a) the benefits
would be focused on the poorest LDCs and
(b) the cost would be borne by the industrial
countries. Debt cancellation would be similar
in effect but more modest in scope.

Commodity price stabilization, grain re-
serves, and trade liberalization represent a
second kind of reform, that benefits both
industrial countries and LDCs (mainly middle-
income LDCs). These reforms would have a
considerable effect on world economic growth
(especially considering that the table’s esti-
mates are understated for commodity stabiliza-
tion benefits to LDCs), although they would
probably leave world income distribution un-
changed.

A third category of reform is the new
automatic aid mechanism, ranging from the
SDR aid link and IMF gold sales to ocean
resource revenues. Because of the acceptance
of the 200 mile economic limit, most of the
potential aid from ocean resources has already
been given away. One of the more intriguing
proposals for automatic aid is the restitution of
taritfs collected to exporting LDCs, which
would generate an estimated US$ 7 billion
annually. Although these funds would go
mainly to middle-income LDCs, they would
contribute to world equity.

Reviewing the whole range of reforms
listed in table 2, however, and considering the

Interests (Washington, D.C., The Brookings Institution,
1978).

Mwilliam R. Cline, Policy Alternatives for a New
International Economic Order (New York, Praeger
Publishers, 1979).

political implausibility of many of them, it is
clear that the programme of NIEO reforms
cannot be expected to make a major impact in
equalizing the world distribution of income.
Even under the extremely optimistic assump-
tion of implementation of the whole set of
NIEOQ reforms, the net benefit to LDCs would
be only about US$ 30 billion annually, and
even if most of this benefit were focused on
the world’s poorest 40%, the resulting increase
in their real income would be only about 10%.

Accelerated development within the
LDCs holds much more potential for world
equity than does a programme of redistribution
through NIEO reforms. For the world’s poorest
40%, an acceleration of 1% per annum in LDC
growth rates would give the same result after
one decade as if the entire agenda of politically
difficult NIEQ reforms were implemented.
The growth-based gains would be more per-
manent, because they would not rely on
transfers from rich countries, and if internal
LDC income redistribution policies were
followed as well, the time span would be
shorter than a decade, while the potential
benefits for the poor could far exceed anything
possible from international redistribution
under even highly optimistic political assump-
tions.

In summary, NIEO reforms can increase
world efficiency (commodity price stabiliza-
tion, trade reform) and secure a modest im-
provement in world equity (aid target, debt
relief, automatic aid mechanisms). However,
the scope for world income equalization
through NIEO reforms is small, especially if
one is not optimistic about large increases in
aid flows. Accordingly, the key to an improved
world distribution of income lies in accelerated
LDC growth and income redistribution within
them.

International economic management

Although not on the NIEO agenda, prudent
management of the international economy is
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Table 2

ESTIMATES OF ECONOMIC BENEFITS AND COSTS RESULTING FROM

ALTERNATIVE POLICIES

Potential policy

Annual benefits to

developing countries®

Amount

Country
{billions of US$) income level

Annual benefits or
costs to industrial
countries®

{billions of US$)

Comments and qualifications

Commodity price
stabilization
(Common Fund)

4.6 benefit

Assumes price stabilization, not
price raising. Developing country
benefit figure is for static gains.
Omits benefits from increased cer-
tainty in planning and from stimulus
to investment. Figure for industrial
countries refers to macroeconomic
stabilization benefits.

Grain reserves

0.09 or more
benefit

Estimates for both developing and
industrial countries are understated
by exclusion of benefits from in-
creased certainty and macroeco-
nomic stabilization. (Industrial
country figure includes centrally
planned economies.)

Debt refinancing
facilities

n.a.
n.a.

Benefits would include increased
certainty in financial markets and
smoother adjustment to payments
problems in developing countries.
Quantification difficult.

Cancellation of debts
of poor developing
countries

2.4 or less
cost

Transfer to developing countries
depends on extent to which aid
through debt relief would be offset
by reductions in direct aid. Such
reductions would lower both bene-
fits to developing countries and
cost to donors.

Trade liberalization
60% cut in;
tariffs

agricultural

non-tariff
barriers

textile
protection

0.6 or more middle
0.04 or food
more importers
n.a. middle
2.4 or low
less
2.2 middle
0.4 middle
1.6 middle

8.5 benefit

2.0 benefit

0.9

Figures for developing countries
refer to increase in annual exports:
economic benefits would be lower,
given resource costs of producing
exports. Figures for industrial coun-
tries refer to liberalization of im-
ports from all sources; figures for
tariffs refer to both static and dy-
namic benefits; figures for agricul-
tural non-tariff barriers and textiles
refer to static benefits only. 1974
data base.
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Table 2 (cont. 1)

Potential policy

Annual benefits to
developing countries?

Amount Country
{billions of US$)  income level

Annual benefits or
costs to industrial

countries®
(billions of US$)

Comments and qualifications

Aid target
0.7% of GNP

0.5% of GNP

153 or less  low

0-15.3 cost

0-7 cost

The 0.5% target is more realistic
than the 0.7% target, but either of
them would require major revival
of political will in support of aid.
Real benefits to developing coun-
tries somewhat below nominal fig-
ures because of non-grant aid and
aid tying. Real costs to donors below
nominal figures to extent that un-
employed resources exist that
would not be mobilized by in-
creased domestic spending pro-
grammes in the absence of in-
creased aid expenditures. Long-
run donor costs also may be much
lower because of stimulus to world
economic growth, and thus growth
of donor countries, through effects
such as increased supply of raw
materials from developing coun-
tries and improved developing
country markets for donor exports.

Automatic aid
mechanisms
SDR "link”

Ocean resources

Tariff repayment

Tax on brain drain

Sale of IMF gold

7 or less low
Otod uncertain
5 or less uncertain
7 middle
0.5 all

1 low

0-4 cost

5 or less cost

7 cost

0-0.5

1 cost

Measure has little prospect in the
near term (see chapter 5 of Cline,
Policy Alternatives..., op. cit.). If
applied, a large share of benefits
would accrue to middle-income
developing countries under a for-
mula based on IMF quotas, al-
though distribution could be altered
to favour low-income countries.
Cost to industrial countries based
on premise that net use of SDRs
represents a claim on existing re-
sources, not on the creation of new
world resources,

See chapter 5.

Estimate of current tariff collections
by industrial countries on imports
from the developing countries. Re-
payments would accrue to devel-
oping country exporters, mainly
middle-income countries.

See chapter 5.

See chapter 5.
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Table 2 (conclusion)

Annual benefits to
developing countries?®

Potential policy

Annual benefits or

costs to industrial Comments and qualifications

Amount Country countries®
{billions of US$}  income level (billions of US$)

Liberalized very large all large internal Measure highly unliked politically.

migration redistribution Would benefit both developing
countries and industrial countries
in aggregate, but would cause re-
distribution of income from workers
to owners of capital in industrial
countries.

Increased n.a. all n.a. Orders of magnitude unclear. The

competition in
product markets

usual presumption is that devel-
oping countries would benefit and
transnational firms from industrial
countries would suffer from re-
duced monopoly power in inter-
national trade, but even this direc-
tion of change is uncertain.

Source: William R. Cline, Policy Alternatives..., op. cit.
21976 base.

ultimately the most likely source of success or
failure in reducing world poverty. Since 1974,
growth at the centre has been low, and growth
rates on the periphery have been faltering as a
result; similarly, the high inflation at the centre
has resulted in “imported inflation” at the
periphery. The energy shocks to the world
economy have resurfaced in 1979 after re-
ceding temporarily, and traditional macroeco-
nomic policies at the centre have failed to
resolve the problem of stagflation.

The international economic outlook for the
medium term is not bright: it is very far from the

buoyant environment of most of the post-war
period. In this context, the question of whether
the industrial countries can break out of their
stagflation impasse and resume high growth
rates will probably have a much more profound
influence on the economic prospects for the
poor in LLDCs than will the specific outcome of
the NIEO negotiations. Similarly, the inven-
tiveness of the LDCs’ policy response to the
more hostile international economic environ-
ment will play a crucial role regarding the
prospects of the world’s poor.



Interpretative Summary

Colin I. Bradford, Jr*

I

The New Latin America*

Latin America stands at the treshold of the
1980s as the most highly industrialized region
in the Third World. Because of concern in
industrial countries over the increasing com-
petitive capacity of some developing countries
in the production and export of manufactures,
Latin America’s essential thrust is often per-
ceived by those outside the region as based on
its new industrial capability. Thirty-five years
of deliberately encouraged industrialization
have brought Latin America to a point where it
can be viewed as a newly industrializing region
on the verge of participating in a major way in
world trade in manufactures. Import substitu-
tion industrializafion, fostered by internal
protectionist policies for twenty-five years, led
in the 1970s to singnificant expansion in manu-
factured exports and to freer trade policies.
Export-led growth policies met with consid-
erable success in the late 1960s and early
1970s. Hence, one view of the “new” Latin
America sees its world role essentially as that
of an industrial region, similar to several
emerging Asian countries, whose principal
relationship with the industrial countries in the
1980s will be based on manufactured exports.
The Conference discussion questioned this
view of Latin America’s essential thrust and
the central role of industrial exports in its
international economic relations in the 1980s.

Another significant dimension of Latin
America’s current profile is the degree to which

*Assistant Director, Concilium on International Studies,
Yale University.

*1 would like to thank Joseph Grunwald, Norberto Gonza-
lez, Nathaniel Letl, Abraham Lowenthal, Carlos Massad,
David Pollock and Luciano Tomassini for helpful com-
ments on an earlier draft and Pedro Malan for spirited
conservation at the initial drafting stage. However, I
naturally assume sole responsibility for this article.

it has become integrated into the world econo-
my not only through its trade patterns but also
through expanded investment, capital flows
and international debt. Increased diversifica-
tion of the region’s economic structure has led
to a new kind of relationship with the world
economy. Countries in Latin America have
moved from dependence on a few primary
products or agricultural commodities to a more
macroeconomic interdependence that is more
complex and interlaced with the world eco-
nomic system. The combination of increased
industrialization, the rise of the multinational
corporation as a major presence in the region
and the recycling of the OPEC surplus to Latin
America in the form of increased debt have
brought this region to a degree of integration
into the world economy which is higher than
in the past and also higher than that of other
developing regions. This new macroeconomic
interdependence poses problems as well as
potentialities, but it is an important feature of
the Latin America of today. This aspect of the
new Latin America shows what a stake this
region has in the fate of the world economy, the
economic recovery of the industrial countries,
and world economic reforms.

These two dimensions of Latin America’s
new world profile —industrialization and
integration into the world economy— empha-
size its distinctness from other Third World
regions. They lead to still another set of
questions regarding its relations with other
regions of the South, its participation in the
North-South dialogue, and the importance. to
Latin America of the New International Eco-
nomic Order (NIEO) and of the international
institutional system.

These issues and questions, as well as
others, received considerable attention at the
Conference and are discussed in the following
sections.
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II

Latin America and the world economy

The long-run historical trend of Latin Ameri-
can industrialization and increasing integra-
tion with the world economy since the Second
World War, along with the more recent changes
in the world economy in the wake of the initial
oil “shock” in 1973, have now combined to
create unprecedented external pressures on
the region’s future and have elevated the
importance of its relationship to the world
economy to the top of the Latin American
economic agenda. Whereas there is deep
concern for internal development and eco-
nomic conditions, there is an increasingly
widely held perception that the global eco-
nomic environment and its future evolution are
now critical to Latin America’s short-run eco-
nomic management. The balance of payments
of individual countries and for the region as a
whole are already crucial to immediate sur-
vival, in contrast to the emphasis in earlier
decades on the external accounts as critical to
savings and development in the long run.
Financing current imports, servicing foreign
debt, and sustaining economic growth in the
short run are urgent economic policy priorities
which tend to supersede longer-run perspec-
tives.

Given the importance of Latin America’s
external relations, there must be a global
analysis of the different international economic
elements which define the external context.
International finance, export of manufactures,
commodity trade, monetary issues and the
flow of technology are interrelated in their
impact on the region. It is difficult, if not
impossible, to treat these different elements in
isolation due to the immediacy of the external
constraints which impose the overriding
criteria of the balance of payments in the
aggregate as the ultimate benchmark. The
circumstances of each country vary signifi-
cantly, and the manner in which each will
ultimately cope with the current international
pressure will depend on the particular con-

fluence of internal and external variables.
Nevertheless, the fundamental nature of the
international economic problem facing Latin
America can best be seen by considering the
region as a whole in a global context.

For Latin America, as well as for the world,
energy is the most significant single “swing”
variable, both in an internal and an external
sense, Every non-oil-producing country in the
region is examining alternative energy sources
and re-examining economic policies in the
light of the ever-rising price of oil. Brazil,
because of its size and because it imports 80%
of its oil, is perhaps the most dramatic example
of the problem faced by the region as whole.
Hence, it can be expected that Latin America
will want to focus on energy issues in future
international economic discussions.

Because of Latin America’s high degree of
integration into the world economy and be-

- cause of the linkage of the various elements of

the international economy to each other and
the immediacy of their impact, the region has a
vital stake in the economic recovery of the more
industrialized countries. The economic growth
of the OECD countries has a major effect on the
rate of growth of world trade, which in turn
makes a substantial difference in the potential
rate of growth of Latin America. However,
because this region and the rest of the Third
World are important importers of OECD
products, their growth has an equally important
impact on the prospects for recovery of the
industrialized countries. Hence, there is a
strong sense of mutuality of interest, and both
industrialized and developing countries have
a stake in the economic recovery of each other.
The hope is that this mutuality of interest can
be translated into action and enhanced interna-
tional co-operation that can be held up as proof
of benetit to those who insist that “what’s in it
for us” should be the criterion for judging
international policies.

The immediacy of Latin America’s exter-
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nal economic situation is defined by the con-
fluence of recent patterns and developments
in international finance, world trade and the
international monetary system.

A. International Finance and
Debt

The high degree of Latin American indebted-
ness to the rest of the world is one of the key
constraints in the current situation. It is useful
to see the current circumstances against a
background of three periods over the last
decade.! The first period, from 1970 to 1973, is
one in which Latin America had increased
access to intermational capital markets due to
its high growth and export prospects. The debts
thus contracted in turn helped finance growth
and the accumulation of reserves, further
strenghthening the region’s economic position.
This period can be seen, then, as one of debt-
led growth.

After the initial rise in oil prices in late
1973, Latin America was able to continue to
finance moderateély high economic growth
during 1974 and 1975 through increased in-
ternational debt, which led to extremely high
current account deficits. The increased debt
was used in this period to finance accommoda-
tion to the oil price rise rather than suffer
restraints on imports and growth in the short
run. These were essentially postponed until
the subsequent stage in the process from 1976
to the present, when current account balances
decreased relative to the earlier period but
growth rates also declined, imports levelled off
and investment fell. Foreign borrowing con-
tinued and was partly used for the further
accumulation of reserves to provide the credit-
worthiness to sustain more borrowing, Hence,
“for many of the countries of Latin America, the
debt cycle threatens to come full circle in little
more than a decade —from a process of debt-
led growth to one of potentially debt-con-
strained growth” (Fishlow).

This process occurred in the region as a
reflection of shifts in the world economic
situation. In the first three years after the initial

LAlbert Fishlow, “A New Latin America in a New
International Capital Market”, herein.

oil price rise (1974-1976), the developing coun-
tries in general and Latin America in particular
ran current account deficits to offset the mas-
sive surplus on current account accumulated
by the OPEC countries, while the industrial
countries, especially Germany and Japan,
continued to run current account surpluses. In
the following two years (1977-1978), the
United States ran current account deficits as
inflation and depreciation of the dollar had
their impact on its external accounts, and the
United States deficit joined with that of the
developing countries in helping to offset the
continuing OPEC surplus, as international
concern grew regarding the debt burden of the
poorer countries.

Now, as the United States position begins
to improve and the price of oil continues to
increase, the question becomes: what coun-
tries are going to be able to run deficits on
current account to offset the OPEC surplus,
and how are these going to be financed? This
global management question is a pressing issue
for Latin America. This region’s oil and capital
goods import needs continue to grow evenas a
higher proportion of export proceeds are
needed to service the already high external
debt. If Latin America is perceived to reach
what might be construed as a debt limit, severe
restraints would be placed on the region’s
immediate growth and longer-run develop-
ment prospects. Hence, it has a vital stake in
the successful management of global debt
financing and in the securing of growing export
markets to continue to finance the debt during
the next stage of the global adjustment process.

The pattern of international financial ad-
justment in the 1970s and the kinds of econom-
ic policies adopted in Latin America in recent
years have left the region with huge debts and
these must be serviced in the 1980s at the same
time that the real internal adjustment to higher
real energy costs must be made not only in
terms of higher internal energy prices but also
of large investments in new sources of energy.
The cost of this internal adjustment, which has
been postponed by the availability of foreign
credit (in some instances pushed on devel-
oping countries by foreign creditors), will
almost certainly entail higher inflation, lower
internal growth, or both.
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The debt issue is not a problem which can
be viewed in isolation. In this instance, it also
becomes an investment issue. Savings in Latin
America must increase even as consumption
patterns realign themselves to higher internal
energy costs, and these increased savings must
go into new investment rather than being
allowed to be used to pay off the external debt.
Added investment is needed in order to assure
future growth and to achieve less dependence
on external sources of energy.

Without adequate financing of Latin Ame-
rica’s high debt service payments, it will not be
possible to increase investment for longer-run
economic growth because the short-run finan-
cing needs are so great. Exports to the indus-
trial countries are the most important means of
assuring adequate debt financing capacity, and
the region therefore has a fundamental stake in
the growth of world trade and the openness of
industrial markets for its exports. Looking
beyond trade, there is a need to increase the

-availability of longer-term financing in order to

attenuate high debt payments and to finance
‘longer-run investment projects. Both longer
maturities for lending by private banks at
commercial rates and more development
financing by the international financial institu-
tions, such as the World Bank and the Inter-
American Development Bank, at near com-
mercial interest rates with long maturities, are
required to meet the needs of the 1980s.

Increased international debt financing
seems an absolutely critical need as Latin
America looks to the future. Further import
substitution could be part of a strategy for
coping with external pressures, but it could
not be the sole basis of such a strategy as there
are limits to the reduction of imports. Curi-
ously, the accumulation of reserves in earlier
years has a perverse effect now, because to
draw down on reserves to finance current
imports under balance-of-payments pressure
would be seen as a sign of weakness and
restrain the flow of additional credit. Hence,
the flow of new long-term resources becomes
critical even though international reserves in
Latin America are currently at high levels. Itis
equally important, however, that debt should
not continue to be used to postpone internal
adjustment. Rather it should be used to keep

the economy going and investment increasing
while internal income and consumption pat-
terns change.

Ultimately, though, the debt problem
becomes a trade problem. Without increased
export growth, foreign exchange will not be
generated to pay off the past external debt or
attract new financing. World trade prospects
and policies will not only have a heavy impact
on how Latin America manages its external
debt but will also have a critical etfect upon its
overall economic outlook.

B. Trade

Protectionism in the industrialized coun-
tries is now a matter of urgent concern to the
Third World. With the OECD economies also
sutfering from the external pressures of the oil
crisis, there is a generalized feeling that latent,
and sometimes manifest, protectionism is on
the rise. Now that Latin American and other
developing nations have gained sufficient
industrial capacity to export manufactures on a
significant scale, the focus of concern is on the
trade barriers most affecting manufactured
exports. Non-tarift barriers are seen as the most
important limitation now affecting exports of
manufactures from the developing world 2

Although protectionism in Europe and the
United States is a reality and often takes
specific forms which can be highly harmful to
LDC trade prospects, there is reason to suggest
that perhaps too much emphasis is being given
to Latin America’'s role as an exporter of
industrial goods. There are distinct difterences
between the Latin American economies and
the newly industrializing countries (NICs) of
Asia in their degree of industrialization and the
role of manufactures in their exports. Thus, for
example, in 1975, 97% of Hong Kong’s exports
were manufactures, as were 82% of those of
Korea, whereas for Brazil and Mexico the
percentages were 27 and 52% respectively?
The export of manufactures to industrial mar-
kets is clearly of great importance to Latin

2Pedro 1. Mendive, “The Export of Manufactures”,
herein.
3World Bank, World Development Report 1978, tables
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America, but the region’s export trade is more
diversified than this, and its agricultural, mi-
neral and raw material exports together are
proportionately more import to it than manu-
factured exports. The idea that past industrial-
ization should necessarily culminate in a
growth strategy led by the export of manufac-
tures had some currency ten year ago, but this is
not now seen as a full picture of Latin America’s
future. Hence, the region’s current concern
over protectionism in the developed world is
not limited to non-tariff barriers and other
restrictions on trade in industrial goods, but is
focussed also on import quotas, tariffs and more
general economic policies affecting world
trade,

The greatest restraint on the growth of
world trade is the global economic slowdown
caused by increasing inflation and continuing
oil price rises. Slower economic growth in the
OECD countries and a lower growth in world
trade have more restrictive effects on exports
from the developing world than the direct
actions of protectionism which may spring from
the same source. Because of the size of the
more advanced economies, small changes in
rates of growth in their imports generate much
larger export growth rates in the smaller eco-
nomies of the developing world. One potential
avenue for more fully exploiting this difference
in size would be to shift the country allocation
of import quotas gradually from developed to
developing country exporters. Since develop-
ing countries are relatively smaller in GNP, a
small percentage shift in import quotas by the
larger developed countries would translate
into significant percentage increases in LDC
exports.

There is more that the developing world
can do to improve its own trade prospects.
Increased trade among developing countries,
along with enhanced integration and regional
import substitution, has some potential, and

6 and 7. Also, trade among industrial countries in manufac-
tures is very much greater than the total exports of such
goods from LDCs. See Pedro Malan, “The Latin American
Countries and the New International Economic Order”,
herein.

greater exploitation of the principle of reci-
procity could be achieved by making trade
concessions and seeking further liberalization
from OECD countries in return, although the
Conference felt that these actions were second-
best solutions compared with a more libera-
lized global trading environment.

If protectionism increases and the Third
World feels that it has exhausted its own policy
possibilities and patience, retaliation by de-
veloping nations might well become a distinct
option. These countries can restrict foreign
investment opportunities, access to their raw
materials, and export penetration into their
internal markets. This would be political action
with definite economic costs for the retaliating
countries. Retaliation against protectionist
actions is already contemplated within the
multilateral framework of the GATT, which
helps both to regulate and to legitimate retalia-
tion actions. While multilateral agreements are
useful mechanisms for channelling such ac-
tions, however, the best restraint against
retaliation is avoidance of the need for protec-
tionist measures.

Increased consultation among Third
World countries producing the same commodi-
ties would be helpful in developing counter-
vailing power in cases of protectinist actions by
industrial countries, and might be particularly
helpful in shoes and textiles. Resistance to
protectionism cannot bestbe achieved by Latin
America alone but should also include actions
in conjunction with other developing coun-
tries. Until now, there has been a lack of
consultation and an absence of common strate-
gies among developing countries with similar
interests.

The prevailing mood in Latin America in
the face of rising protectionism in the industrial
world seems to be one of resignation. It was
felt that very little could be done in the face of
this trend, since the scope of action of GATT,
for example, is constrained by its juridical base
and its mandate. What is needed is a broader
framework which does not isolate trade but
treats it within a global context, linked to
finance and monetary matters. Given the
intimate linkage between these different
elements, the debt problem also is a monetary
problem.
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C. The monetary system

The difficulties and disjunctures in the interna-
tional monetary system antedate the energy
crisis. The end of the Bretton Woods phase in
international monetary management came in
1971 when the dollar ceased to be pegged to
gold. Since that time, the international mone-
tary s;stem has operated on an ad hoc basis,
with floating, semi-floating, and pegged ex-
change rates replacing the generally uniform
fixed exchange rate system of the Bretton
Woods era. The oil crisis is taking place within
a less regulated international monetary system
and has made the system still less subject to
overall management. In fact, it can be said that
“the present international monetary system is a
‘non-system’ in which the traditional problems
of confidence in a stable reserve currency, of
adjustment to asymmetries in the balance-of-
payments positions among major trading coun-
tries, and of control of the expansion of interna-
tional liquidity remain unresolved™ 4

In the current circumstances, Carlos
Massad concludes that floating and pegged
exchange rates have not solved the adjustment
problem nor have they insulated countries
from external shocks. Pegging simply transmits
inflationary shocks from the issuing country to
the pegging country. Floating can help achieve
equilibrium in the balance of payments as a
whole but not in the current account. Massad
concludes tartly, “floating is no substitute for
responsible domestic policies” 3

Reasonable rates of liquidity creation and
greater co-ordination of domestic policies
among the industrial countries would dampen
fluctuations in exchange rates and facilitate the
adjustment process instead of exacerbating and
extending the inflationary process. However,
such policy co-ordination is difficult to achieve.

Under the current scheme, reserve cur-
rency countries do not have incentives to adjust
whereas non-reserve currency countries have
IMF incentives to do so. Massad proposes that
reserve currency countries should undertake

4Malan, op. cit.

5Carlos Massad, “Latin America and the International
Monetary System: Some Comments and Suggestions”,
herein.

to settle their international obligations through
asset settlement. In this way, they would have
to pay international obligations through the
transfer of assets rather than by increasing their
liabilities abroad. As these assets are run down,
incentives to undertake adjustment policies
would come into play.

Secondly, an SDR substitution account
could be created in the IMF in which industrial
countries would make reserve currency de-
posits in exchange for SDRs as ameans of short-
term debt consolidation on the part of mone-
tary authorities in issuing countries. The SDRs
that would result from this exchange could be
used for long-term lending to developing coun-
tries, thus making this account a “substitution
link™ 8

Thirdly, a debt refinancing facility could
be established as a joint enterprise of the World
Bank and the IMF. This would be available to
developing countries on a voluntary basis and
operate in a manner similar to the IMF Qil
Facility.

These proposals would help facilitate the
international adjustment process and the
workings of the international monetary system,
and in so doing, they might ease protectionist
pressures in industrial countries, thereby
making it possible for developing countries to
incur additional indebtedness in order to aid
their development. The goal of Latin America
is not to achieve equilibrium in its current
accounts but to finance the deficits on current
account through surpluses in the capital ac-
count by increased foreign borrowing. Hence,
Latin American debt must continue to grow,
and for it to grow there must be adequate
international liquidity and sufficient interna-
tional finance on a longer-term basis. Without
these, trade growth will decline, lowering
world economic growth rates as a result.

Hence, the world economy finds itself at
this moment in a closed circle with no exit.
Debt, trade, the monetary system and develop-
ment are all inextricably linked to each other,
and since every element in the system is under
extreme pressure, they interact to form the
present crisis in the world economy, in which

6Massad, op. cit.
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Latin America now has such an important
stake. All this heightens Latin America’s fun-
damental concern over the fate of the world

economy, the recovery of the industrial coun-
tries, and the international dimensions of its
own problems.

III

The New International Economic Order

While increased growth in the industrial coun-
tries and more dynamism in the existing in-
ternational economic system have now gained
a new urgency and immediacy for the devel-
oping countries, there is also a need to reform
the world economic system in ways specifically
designed to improve living standards in the
Third World.

Much effort has been expended in recent
years in formulating and trying to implement
proposals for international economic reform
which would lessen the gap between rich and
poor nations. The demand for a New Interna-
tional Economic Order (NIEO) in which de-
veloping countries would benefit more equi-
tably from the workings of the world economy
led to discussions in various forums on specific
proposals. At the beginning, the NIEO pro-
posals and the North-South dialogue it gen-
erated held out great promise for a more
equitable world order, and progress has indeed
been made in several areas, while the dialogue
itself has provided a means of exploring the
feasibility of a variety of options.

Nevertheless, as one prominent Latin
American stated at the outset of the present
Conference. “The world has been losing faith
and enthusiasm for the New International
Economic Order”. He went on to say that at the
Manila meeting of UNCTAD earlier this year,
there was “‘stagnation in the course of negotia-
tions, confrontation in rhetoric, fatigue, and a
sense of indifference and irrelevance in the
work”, all of which seemed to him “very
serious in relation to the crisis the world is
facing to accommodate expectations and build
a new world order for humanity”.

An important focus of this Conference has
been on the specific proposals of the NIEO, to

better understand where the North-South
dialogue stands. Thus, William Cline exam-
ined each of the major NIEO reforms to assess
their potential impact on the world distribution
of income.” This provided an overall assess-
ment of the NIEO based on an evaluation of the
specific elements.

Cline calculated the impact on the share of
world income received by the world’s poorest
countries that would be caused by a quadru-
pling of prices for a dozen LDC commodity
exports. The results showed only minor
changes in the world distribution of income,
partly because world trade in commodities is
only a small proportion of world income and
partly because the production of commodities
is spread among both rich and poor countries,
so that the benefits of price increases did not
accrue solely to the latter. Similarly, although
commodity stabilization is important for other
reasons, it is not expected to have a major effect
on the world distribution of income.

Increased concessional assistance would
be the most direct and significant form of
redistribution, but the likelihood of the OECD
countries approaching the United Nations
target of 0.7% of GNP is very small. Debt relief
and an SDR link would be equally direct,
though they would result in smaller real trans-
fers of resources than reaching the 0.7% GNP
target. Again, however, the political feasibility
of putting through these reforms is low. Simi-
larly, Cline found that while there would be
benefits to LDCs, no major redistribution of
world income would result from the recently

“William R. Cline, “International Economic Reform
and Income Distribution”, herein.
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completed Tokyo Round of trade negotiations
and from technology transfer schemes.

He concluded, “itis clear that the program-
me of NIEO reforms cannot be expected to
make a mgjor impact in equalizing the world
distribution of income... Accelerated develop-
ment within the LDCs holds much more
potential for world equity than does a pro-
gramme of redistribution through NIEO re-
forms. For the world’s poorest 40%, an acceler-
ation of 1% per annum in LDC growth rates
would give the same result after one decade as
if the entire agenda of politically difficult
NIEO reforms were implemented... In this
context, the question of whether the industrial
countries can break out of their stagflation
impasse and resume high growth rates will
probably have a much more profound influ-
ence on the prospects for the poor in LDCs than
will the specific, outcome of the NIEO negoti-
ations”

These analytical results are particularly
useful when comparing different NIEO pro-
posals with one another. However, the criteri-
on of reducing the income gap between rich
nations and poor is not as significant as that of
reducing poverty within developing countries.
The NIEO reforms are important in supporting
efforts to reduce poverty, though the domestic
economic policies of LIDCs are the primary
determinants. Furthermore, action on the
NIEO reforms also has important effects on the
international economic climate and on the
perceived sense of fairness of the international
system that go beyond the quantitative mag-
nitudes involved. The indirect effects of mar-
ginal improvements in trade and financial
conditions should not be belittled. A good
example of an NIEO reform which has these
several benetficial etfects is the Common Fund.

A. The common fund

As a result of the decisions taken on several
issues at the March 1979 UNCTAD meeting,
the Common Fund will become a reality, with
US$ 400 million being generated for “first
window” buffer stock operations and US$ 370

8Cline, op. cit.

million being put up for the “second window”
supply expansion and diversification invest-
ments, both with the objective of stabilizing
commodity prices.

In order to ascertain gross producer gains
from participation in UNCTAD Commodity
Programmes for six commodities (coffee, sugar,
copper, cotton, cocoa, and tin)? Jere Behrman
calculated the benefits to Latin America over a
13-year period (1963 to 1975). He found that the
gains over this period for Latin America could
have been about 16% of an average year’s
export value. This is not only significant as
regards the foreign exchange constraint on the
region’s economic growth, but is also of impor-
tance in stabilizing its demand for exports from
industrial countries.

Hence, there would be sufficient gains to
both Latin America and to industrial countries
to justify the costs of participating in the
agreements under the Common Fund. But
commodity agreements are not a panacea for
the region’s problems. They must be seen
rather as just one programme among the myriad
of elements in the international system, valu-
able though they are in benefitting Latin
America and the developing world as a whole
while making a general contribution to stability
in the world economy. There may be some
disappointment in the size and scope of the
Common Fund agreement as compared to the
initial discussions, but this should be weighed
against the fact that agreement has been
reached after long and difficult negotiations.
The Common Fund is the result of interna-
tional co-operation, which must always contain
elements of compromise if agreement is to be
reached. The institutional machinery needed
to administer the Common Fund could be more
responsive to developing country problems,
and this could provide an additional benefit.
All in all, this Fund is an important step by the
international community to relate trade and
development together.

There is a need to ensure that investment
in the expansion of the supply of commodities,

9Jere R. Behrman, “A New Latin America in a
Changing World Economy: Exports of Non-Fuel Primary
Products”, herein.
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which may take place largely in an unplanned
fashion through the private sector, does not
clash with efforts at price stabilization under
the Common Fund. Thus, there may be a need
to monitor supply and to foster more invest-
ment where it is needed. The concern over the
political risk in large foreign investments
needs to be taken into account as well.

Basically, the Common Fund should work
along with other programmes with similar
objectives, such as the Compensatory Finan-
cing Facility of the IMF, rather than serve as a
substitute for them or be displaced by them.
The US$ 400 million initial assessment, while
small in relation to the total problem, is the first
rather than the last tranche, and can hence be
increased with time.

B. Technology

Another area in North-South relations which
has been characterized by both progress and
limitations has been that of the international
regulation of the transter of technology. Tech-
nology is one of the few components of inter-
national trade that is not regulated by any
multilateral agreement, and yet technological
know-how is decisive in determining market
shares and growth rates in the world economy
today.

Progress has been made over the last
decade in gaining a consensus as regards the
conceptual understanding of the key role
played by technology in development, the
complexity of the transter process, and the
importance of the capacity within the devel-
oping countries to successtully utilize technol-
ogy.Y Nevertheless, it has not been possible to
reach agreement on a Code of Conduct for the
Transter of Technology. Disagreement over
the legal character of the proposed Code, its
implementation machinery, and the practices:

19Miguel S. Wionczek, “The Major Unresolved Issues
in the Negotiations on the UNCTAD Code of Conduct for
the Transfer of Technology”, herein.

of technological transfer to be reformed still
remain to be resolved.

Despite this, progress has been made in
the last ten years in understanding the nature of
science and technology issues and the process
of technological transfer. Whereas it used to be
assumed that science and technology, once in
existence, would be automatically absorbed
into the economic structure, it is now well
understood that deliberate eftorts have to be
made to assure that gains in productivity are
drawn from scientific and technological ad-
vance.

The most important objective is to gen-
erate the autonomous capacity within Latin
American nations to manage technology.'! This
requires not only national competence in
science and technology but also a broader
understanding in the academic community of
the overall process of relating science and
technology to national development. There has
to be a clear perception of national needs and
national interests, and all this must be more
closely integrated into action in the political
realm in the form of development policy.
Furthermore, there is a need to generate
domestic demand for locally supplied appro-
priate technology.

The generation of national capacity to deal
with science and technology becomes all the
more important against a background in which
technological gaps within a country may be as
large as or larger than technological gaps
between countries. It would be exaggerating
the potential benefits of the international trans-
ter of technology to claim that such transfers
can solve Latin America’s development pro-
blems. Nevertheless, progress in the transter of
technology, whether in the form of case-by-
case arrangements atfecting specific countries
or in the form of a Code of Conduct for the
world as a whole, represents a forward step that
the international community should support.

Uyorge A. Sibato, “Technical Development in Latin
America and the Caribbean”, herein.
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IV

Latin America in the international institutional order

From the foregoing discussion, it seems clear
that Latin America has a vital stake in the world
economy and in the international institutional
system at a variety of levels, and that the
international order at these various levels
would benetfit from an active Latin American
role.

Latin America’s vital stake in the overall
evolution of the world economy in the short
term —recovery in the industrialized coun-
tries, higher growth in world trade, an orderly
evolution of the financial system to accommo-
date increased debt, a global approach to
energy problems— points up the need for a
global mechanism to co-ordinate trade, finance
and development. The “globality” of the prob-
lems and issues themselves and their linkage to
one another call for an international forum
where these problems can be discussed and
dealt with in a more integral fashion. The
developing countries are sufficiently involved
in these issues to make their inclusion in such a
mechanism essential.

While there have been forces at work
which have tended to make Latin America’s
interest somewhat sui generis within the devel-
oping world, this region has an interest in
working within the Group of 77 to retain
coherence within the South and in supporting
further progress on the North-South dialogue.
Latin America has a leadership role to play
within the South, and the fact that the North-
South discussions and the institutional system
that sustains them have come to a stalemate
calls for greater efforts to rally the increasingly
differentiated South together around a set of
common international interests. As Enrique
Iglesias put it in his concluding remarks, “the
New International Economic Order is not just
an aggregation of individual interests but
something more”. Latin America has a stake in
the progress of the international community
and in asserting its identity of interest with the
rest of the developing world. There is a mutual-
ity of interests within the South that is at least as

great as that between North and South. On
the other hand, Latin America needs to give
greater attention to a strategy for the region
within the Group of 77. The South has suffered
from lack of organization and strategy in inter-
national discussions. Hence, there is a need for
more intensive South-South discussions in
coming years to clarify common interests and
generate coherent strategies.

To play a stronger leadership role within
the South, Latin America will have to avoid a
crisis of identity as the region becomes more
ditferentiated, ranging from mini-States on the
one hand to newly industrializing countries on
the other. It is important to Latin America’s
world role to retain unity and identity in the
region, and special efforts will be required to
integrate the smaller economies of the Carib-
bean into the regional economy and dis-
cussions.

There are dangers that rich and poor
countries will -give too much attention to
pressing short-run problems and lose a longer-
run perspective. The North is preoccupied
with the problem of stagflation, while the
South is worried about the immediate balance-
of-payments outlook, yet there are deeper
problems of structure which may be over-
looked and hamper the resolution of the short-
run problems themselves. Access to markets
and the adequate availability and terms of
international finance are critical to world eco-
nomic recovery and to external equilibrium.
Latin America’s concern for long-run invest-
ment and development will have to be asserted
in international discussions in order to ensure
that sufficient priority is given to this issue.

In addition, there is a tendency in the
North to assume that recovery in the industrial
countries and reforms in the world economic
system that will stimulate such recovery will
automatically redound to the benefit of the
Third World, so that these results alone will be
sufficient. On the other hand, there is a tenden-
cy in the South to think that the North should
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reform the structure of the world economy so
that it will benefit the South. Both perspectives
are limited by the bounds of self-interest, and
neither formulation is sufficient. The North-
South dialogue is necessary as a means of
seeking global reforms which give global be-
nefits, and adequate institutional machinery is
needed in order to stimulate discussions and
negotiations so that the common interests of the
world community can be perceived and en-
hanced.

There will be a continuing need to em-
phasize the efforts required to reduce poverty
within the Third World. World recovery
creates conditions conducive to the improve-
ment of the living standards of the world’s poor,
but without specific action directed at reducing
poverty at both the national and international
levels, poverty will worsen. Proposals that
might improve the distribution of income be-
tween nations will not necessarily improve the
distribution of income within poor countries.
There is a tendency for the North to feel that
support for development should be condi-
tioned upon internal distribution measures
within the South and a tendency in the South
to see the North as having an obligation to
provide assistance. Neither view is sufficient to
articulate the stakes both have in the global

community and the responsibilities of each
within it. In global discussions, Latin America
will have to be particularly assertive in em-
phasizing concern for the poor within the
region, since the world’s poorest people are
more often perceived as being in Africa and
Asia.

Finally, the political problems of bringing
divergent perspectives and diverse nations
together to discuss and decide on international
measures to improve the world economic sys-
tem are exacerbated by the institutional ob-
solescence which hinders international dia-
logue. The institutional machinery is not res-
ponding sufficiently to global needs. There is
frustration and fatigue, and it seems that reform
of the international institutional system must
be an integral part of future efforts to achieve
reform in the international economic order.

Hence, the 1980s pose a myriad of simul-
taneous challenges for Latin America and the

‘world at large. A renewed international effort

will be required globally, within the South and
within Latin America, if the current crisis in the
world economy and the prevailing stalemate in
the international institutional order are to be
overcome and if progress is to be made in long-
run development and the improvement of the
human condition.
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