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I have been invited to write on the "long-term development prospects of
Latin America within the context of international relatioms. . . ." It is
indeed a very broad subject, one that can be analyzed from many different
angles.

I will divide this presentation into two parts: the first part will
describe the growth and development of the region during the last 30 years
and evaluate its advances and shortcogings. Some consideration will be given
to the predominant economic thought that presided over the period sipce this
helps to explain the economic policy that has prevailed in most countries.

The second part will explore the Latin American prospective over the
next 25 years within two different frameworks: one will be that of the

international economy and the ways in which the region may become linked

with it. The other will be the study of the intermal "future' of the na-

tional societies and what economic and political systems may emerge (or are
already emerging). Admittedly, this division is a matter of convenience,

since both sides are closely related. We can imagine a scenario in which

progress is made within the New International Economic Orxder (NIEO), but at
the national level the system remains unchanged; the benefits derived from

the NIEO will accrue-—probably--to the small ruling elite that still exists

{ in some national societies.

Before going into the subject, let me give a word of caution: I will
talk of the region as a whole. Needless to say, differences among those
countries are very big; tﬁerefore, what I will say is too general to be
applicable to a particular country. I think that it will represent the main
trends that have occurred in Latin America, but those may not be applicable

to each country in particular.



{r

PART I

1. Overall Patterns of Economic Growth

Intellectuals, especially those in the social sciences, have a tendency
to speak almost always in terms of crisis, failure, breakdown, etc. In
Latin America, we are no exception. We have been accustomed to speak in
terms of dependence, feudal institutions, ever-growing power of the multi-
nationals, rigidities and shortcomings of the economic structures, etc.,
etc. This may be the reason that the good performance of the Latin American
economies, when measured only in terms of economic growth, has often gone
unnoted. In fact, during the period 1945-1972 Latin America's economy grew
at an annual cumulative rate of 5.42 percent (Table 1), and its gross domes-—
tic product at factor costs increased from $36 billion in 1945 to $152 bil-
lion in 1972 (1960 U.S. dollars).l

This average conceals important differences among counizi;s: Brazil
and Mexico had rates over 6 percent, while those of the southern cone (Argen-
tina, Chile and Uruguay) are around 4 percent or less. For this reason, in
Table 2 the countries are classified according to their rates of growth and,
following ECLA's estimates, the period 1950-1975 has been divided into two
subperiods at the year 1966. With regard to major countries, the performance,
of Brazil for 1966-1973 is remarkable, as is the stability in the growth
rate of Mexico over the entire period examined.

The results of these tables are somewhat modified if we take into
account increases in population, to which I will return later. For the
moment, we see in Table 3 that the region doubled its per capita income in
27 years.2 Here again, Brazil and Mexico did quite well, with a bigger
rate for Brazil due to its smaller increases in population than Mexico.

And again, the southern countries present lower rates (with the exception
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TABLE 1, Latin America: Gross Domestic Product at Factor Costs (millions of 1960 dollars).

Cumulative Annual
Rates of Growth

Year 1945 1950 1955 1960 1965 1970 1972 1945/1972

Country

Argentina 9,635.9  11,642,0  13,460.6  16,507.2  20,446.2  24,777.8  26,780.3 3.86
Bolivia 473.9 522.3 560.6 542.7 684.6 930.7  1,024.1 2.90
Brazil 7,250.6  9,768.0  13,564.3  18,866.0  23,516.0  33,797.1  41,528.3 6.68
Colunbia . 2,512.3  3,154.3  4,053.6  4,935.7  6,191.5  8,180.5  9,191.4 4.92
Costa Rica 168.0 247.1 368.5 492.1 675.4 946.0  1,033.0 6.96
chile 2,254,0  2,596.5  3,125.4  3,826.5  4,887.2  5,903.8  6,613.0 4,07
Equador 448.3 701.1 901.7  1,128.6  1,401.4 = 1,884.1  2,287.6 6.22
El Salvador 266.3 405.3 506.4 639.0 889.8  1,118.1  1,206.4 5.75
Guatemala 659.8 734.8 823.1  1,067.4  1,378.6  1,823.8  2,044.7 4.28
Hated 308.7 328.4 356.1 396.4" 384.9 421.3 468.2 1.55
Honduras 214.1 262,0 288.8 329.1 429.4 569.0 614.5 . 3.98
Mextco 7,320.8  9,930.5  13,189.1  17,518.5  24,712.6  34,522.2  38,045.7 6.29
Nicaragua 164.4 222.9 332.5 354.6 577.0 714.6 793.4 6.00
Panama 266.9 273.1 331.6 438.2 653.2 932.2  1,082.4 5.32
Paraguay 302.5 335.5 368.1 426.2 543.8 665.5 729.4 3.31
Peru 1,506.0  1,874.4  2,519.8 “{,139.7 4,298.6  5,124.5  5,745.7 5.08
Dominican Republic 245.6 367.9 493.2 640.7 672.6 926.2  1,079.4 5.64
Uruguay 1,108.0  1,440.1  1,774.8  1,770.1  1,840.8  2.051.8  2,041.0 2.29
Venezuela 1,488.5 _2,465.1  3,743.2  5,182.4 _ 7,378.3 _ 8,898.0 _ 9,713.0 7.19
LATIN AMERICA 36,594.6  47,271.3  60,759.4  78,201.1 101,561.9 134,187.2  152,021.5 5.42

Sources: ECLA, Producto Interno Bruto de los Paiscs de America Latina, (E/CN 12/L51-1970),

ECLA, Anuarip Estadistico de America Latina - 1973. §



TABLE 2, Latin America: Rates of Growth of the Gross Domestic Product (percentages),
1.0 - 1.9 30 - 3.9 4,0 - 4.9 5.0 - 5.9 6.0 - 6.9 7.0 and over
1950-1975

ruguay (1.1)
aiti (1.4)

laiti (1.0)
Jruguay (1.2)
tolivia (1.5)

Jruguay (1.2)

Bolivia (3.5)
Argentina (3.8)
Chile (3.9)

Argentina (3.3)
Paraguay (3.7)
Honduras (3.9)

Chile (3.0)
Honduras (3.6)
Haiti (3.9)

© Nicaragua (4.2)

Columbia (5.1)
Guatemala (5.1)
Equador (5.2)
El Salvador (5.3)
Peru (5.3)
Dominican

Republic (5.3)
Nicaragua (5.9)
LATIN AMERICA (5.5)

Honduras (4.1)
Paraguay (4.3)

1950-1966

Dominican
Republic (5.0)
El Salvador (5.4)
Peru (5.5)
 LATIN AMERICA (5.2)

}
ljé6—1973

Paraguay (5.1)
Peru (5.2)
Bolivia (5.4)

Chile (4.3)
Columbia (4.6)
Guatemala (4.6)
Equador (4.6)

El Salvador (4.1)

Venezuela (4.6)
Argentina (4.9)

Venezuela (6.1)
Mexico (6.5)
Brazil (6.7)
Costa Rica (6.9)
Panama (6.9)

Nicaragua (6.0)
Mexico (6.2)
Brazil (6.3)
Panama (6.3)
Costa Rica (6.8)

Guatemala (6.0)
Equador (6.1)
Columbia (6.4)
Mexico (6.4)

LATIN AMERICA (6.6)

Venezuela (7.1)

Costa Rica (7.1)
Panama (7.6)
Dominican

Republic (8.8)
Brazil (9.6) |

lource: ECLA, El Desarrollo Economico y Social y las Relacionqph@g;ernas de America Latina (mimeo, February 1977). &
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TABLE 3. Latin Ameriea: Per Capita Cross Domcstiec Product at Factor Costs (1960 dollars).
i Cumulative Annual
Rates of Growth
Year 1945 1950 1955 1960 1965 1970 1972 1945/1972

Country
Argentina 626 681 712 792 907 1017 1067 1.99
Bolivia 173 173 169 147 166 200 209 0.70
Brazil 157 187 224 268 290 362 421 3.72
Columbia 246 2n 300 311 33 368 387 1.69
Costa Rica 234 291 361 399 452 545 563 3.31
Chile 406 429 458 498 562 608 657 1.80
Equador 156 219 243 261 275 313 355 3.09
El Salvador 152 211 229 254 305 325 327 2.88
Guatemala 254 253 247 276 307 345 - 366 1.36
Haiti 100 97 95 96 83 81 85 =0.70
Honduras 173 189 183 178 197 220 222 0.93
Mexico 321 373 428 486 579 681 698 2,92

" Nicaragua 165 197 257 236 3 354 369 3.03
Panana 395 357 376 429 546 663 722 2.26
Paraguay 249 251 241 245 266 275 281 0.45
Peru 207 235 287 913 369 377 397 2.44
Dominican Republic 123 160 185 205 183 213 232 2.38
Uruguay 538 655 750 696 677 710 690 0.93
Venezuela 343 462 584 669 810 B27 844 3.39
LATIN AMERICA 274 j12 350 391 440 503 538 2.53

Sources: ECLA, Producto Intermno Bruto de los Paises de America Latina, (E/CN 12/L51-1970).

ECLA, Anuario Estadistico de America Latina)~ 1973,
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of Haiti, Paraguay and Bolivia).

As this growth took place, of course, it modified the internal economic
structure of those societies. The main force behind this growth was the
rapid development of the manufacturing sector. During those 30 years, Latin
America went through a period of rapid transformation from an agricultural
society to a semi-industrialized one. For the period 1936/40 agriculture
produced 30 percent of the product. By 1970 its participation was only 15
percent, while the figures for the manufacturing sector moved almost as far
in the opposite direction (Table 4). As can be seen in Table 5, there are

diverse levels of development for each country.

2. Growth aﬁd Development
It is not necessary to polnt out the difference between growth and
development. This distinction, that 10 or 15 years ago would have required
clarification, is today a commonplace understanding. There§2£93 I will pro-
ceed, assuming that the different meanings of those terms in understood.
The region has had economic growth but not development; or, at least

the success of development (if any) is far below the impressive growth that

I have just described.
While it is correct that the region has a regional product similar to

that of Europe in 1950, it is safe to say that the 1950 Europe was developed,.
while today's Latin America is not.

The reason for this lies in the process of development that has taken
place in the region, a process radically different from the road taken by
today's rich industrialized countries. This fact is essential to understand
the problems that——in spite of its economic growth—are facing the regiom.

The division into rich and poor countries is a recent phenomenon in the
history of mankind. Beginning with the Industrial Revolution, some coun-—

tries experienced a steady and sustained process of growth. Since the
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TABLE 4. Latin America: Gross Domestic Product by Economic Activity (percentages).
1936/40  1941/44  1945/49

Economic Activity average average average 1950 1955 1960 1965 1970 1974
Agriculture, Forestry,
Hunting, and Fishing 30.7 29.3 24,8 23.3 22.3 20.2 19.5 13.0 13.3
Mining 4.1 4.0 4,7 | 3.8 3.9 4.4 4,3 4.5 3.7
Manufacturing Industry 15.0 16.6 8.1 19.8 20.3 21.7 22.6 23.0 24.0
Construction 3.1 Sl 3.8 3.6 3.6 3.4 3.1 Do 5.6
Services 47.1 47.0 48.6 49.5 49.9 50.3 805 523 53.4

Totals 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: ECLA, Producto Interno Bruto de los Paises de America Latina, 1970.

10%£0
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ECLA, E1 Desarrollo Economico de America Latina en la Postguerra, 1963.

ECLA, Indicadores del Desarrollo Economico y Social de America Latina, 1976.
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Table 5. Latin America:

Participation of the Agricultural and Manufactur-

ing Sectors in the Product (percentages of gross domestic product
at 1970 prices).

Agricultural Sector

Manufacturing Sector

Country ;

1950 1960 1970 1975 1950 1960 1970 1975
Argentina 16.7 15.6 13.1 12.0  23.2 26.3 30.2 32.2
Bolivia 25.4 24,4 16.9 15.8  12.4 11.6 12.9 13.6
Brazil 20.6 16.5 14.3 12.2  17.9 22.3 24.8 25.6
Columbia 38.2 33.0 28.6 26.8 13.7 16.4 17.5 18.8
Costa Rica 38.4 29.3 25.0 23.2 11.5 12.4 15.1 17.2
Chile 11.2 9.8 79 &3 231 249 &7.2 23.8
Equador 40.8 38.1 29.2 22.1 17.1 17.0 19.0 20.3
El Salvador 41,0 35.7 30.6 28.1 12.9 13.8 17.6 18.1
Guatemala 35.3  32.6 30.1 30.1 10.7 11& 14.6 14.5
Haiti 52.8 48.8 50.8 45.2 8.3 8.8 9.8 11.7
Honduras 45.2 32.7 34.6 31.7 9.2 15.2 14.0 16.0
Mexico 18.2 16.1 11.8 ol 18.6 19.2 23.4 24.1
Nicaragua 33.1 26.4 26.3 26.9 i¢.0 11.9 |17.5 17.8
Panama 1.5 25,7 0.7 18,8 7.9 11.6 15.8 13.9
Paraguay 45.3 3.5 .3 ‘o A7.8 _158.2 | 13,3 '17.3
Peru 25.3 24.6 19.8 15.3  10.9 13.3 16.8 18.7
Dominican Republic  34.7 33.8 25.8 19.1  12.5 1l4.6 16.7 17.5
Uruguay 15.4 11.0 12.6 11.6  23.0 24.3 24.2 25.4
Venezuela 7.7 7.3 7.5 7.4 6.9 9.2 11.4 13.4
LATIN AMERICA
(19 countries) 20.1 18.2 14.9 13.2 17.9 20.3 23.0 23.9

Source: ECLA, El Desarrollo Economico y Social y las Relaciones Externas de

Amavira Tatdna [mimen

Fahrnarv 1977).
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industrial revslution is also the origin of capitalism, we can infer that
it was contemporary with the development of capitalism that the gap among
nations originated. It was a widely accepted notion that the differences
between rich and poor nations would be resolved through nothing more drama-
tic than the passage of time, as the poorer nations “"caught up."

The predominant thinking after World War II was that as the late-comers
started their own process of growth, development would follow almost auto—
matically. Scholarly efforts were dedicated to scrutinizing the way by
which developed societies had begun their road to success. It was implied
that a similar path would be transited by poorer countries if they were to
achieve grdwth.

A good example of this kind of reasoning is given by Rostow in his

Stages of Growth.> 1In this perception, growth is a gradual process in which

"stages" can be detected and analyzed. If the "right steps' are taken,
growth will become self-sustaining. It should even be posstﬁfg'to deter-
mine in what moment a séciety will start this process just by looking at
the rate of investment. Rate of investment became a crucial variable, and
we recall many theories that were presented around it: '"big push," linkage
effects of investment (forward and backward), vicious circle of poverty,
the Harrod-Domar models (and their subsequent development), Nurkse's theo-—
ries of capital formation, etc. Thié way of thinking was fairly good for

explaining ex post facto the growth process of developed countries, but the

assumption was that the same process would be followed by late-comers. And
it was in this deduction that the theories failed.

It was not possible to have similar processes, precisely because deve-
loped countries were developed. In other words, those countries and their

successes generated a world system of international economic and political
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relations that we call the capitalistic system, and those countries were in
the "center" of that system. The late-—comers, those that were supposed to
begin their own development, were in the "periphery" of the system. The
first-comers had never been in the periphery of the world capitalistic
system--they had started the system.

To believe that the process of growth would be identical if a society
was at the center or at the periphery of the system was—-to put it mildly-—
an oversimplification. The kind of development of the first-comers cannot
be repeated, if only because the economic relations that they had with "back-
ward" countries were an important factor in their own growth, and today--by
definition——this factor cannot be repeated. Today, even though late-comers
may have relations with late-late-comers that may be in an even more backward
situation, their most important relations will be those with the richer
countries. These relationships will generate a completely different set of
variables thap those that governed the development of today's‘fﬁﬁhstrialized
countries.4 This distinction between center and periphery is far from being
accepted, but this is not the opportunity to go into this subject.

Once the process of development "took-off," the benefits of the process
would spread, would trickle-down to all classes of society. The conventional
wisdom of neoclassical economic theory provided a solid explanation by which
this would necessarily take place. Moreover, changes in the economic struc-
turg and especially the growth in manufacturing, would lead to a heightened
social consciousness that would demand State intervention to improve distri-
bution of income--mainly through taxation and public expenditures.5

This way of thinking about development has not proved very accurate
in analyzing the Latin American experience. The process has not become

self-sustained; benefits are not being shared in a fair way; there has not
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been any trickle-down phenomenon. Let us examine some of these aspects in

some detail to clarify the development process.

3. Population and Labor Force

High rates of population growth have been characteristic of Latin
American development during the last 30 years. As we know, this is a distinc-
tive feature of late—éomer societies. Advances and discoveries made in
developed countries (DC) disseminate toward less developed countries (LDC),
lowering their mortality rates while the birth rates normally remain the
same. In the region, the growth rate of population began rising steadily
in 1940/45 (over 2 percent a year) to almost 3 percent in 1965/70 (Table 6).
While there have been differences among countries (see, e.g., the decline of
the rate in Argentina and the explosive increase in Mexico), the general
trend is not misleading.

It is true that in comparison with other continents, overpgpulation is
not considered a problem in Latin America. Nevertheless, if the present
trend were to continue (which is unlikely), the situation could deteriorate
very rapidly. In a recent study using a simulation model, two extreme
hypotheses were used: a) minimum growth in which fertility rates drop
sharply for 25 years to a zero-growth level; and b) maximum growth in which
birth rates are held at their 1970 level for a long period of time. The
results of this exercise are presented in Table 7. The author of the study
sayg that even when we use the minimum projection it is quite clear that
""the concept of Latin America as an under—populated region, with abundant
land and other resources in relation to its population, corresponds to a
transitory phenomenon only; in most countries this phase will have passed
in less than 50 years' time."6

It may be possible that both hypotheses are extreme cases and, therefore,



TABLE 6. Latin America: Rates of Population Growth by Countries, 1920-1975,

Country 1920~ 1925~ 1930- 1935- 1940~ 1945~ 1950~ 1955~ 1960~ 1965~ 1970~
) 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975
Argentina 3.17 2,81 1.86 567 1.67 2.11 2.05 1.98 1.58 1.56 1.3
Bolivia 1.06 1.26 1.45 1.062 1.78 1.92 1.97 2,16 2.29 2.41 2.5
Brazil 2,05 2,05 2.05 2.11 2.27 2,55 2.97 3.03 2.806 2.87 2.8
Columbia 1.94 1.96 2,03 2.19 236 2.65 3.05 3.27 3:32 3.46 3.2
Costa Rica 1.61 182 2.00 2.35 2.98 3.44 3.74 4.13 3.65 3.05 2.8
Cuba 2,66 2.67 1.93 1.58 1.55 2.28 2.13 2.14 2.07 2.00 2.3
Chile 1.54 1.61 1.55 1.50 1.54 1.74 2.41 2.40 2.50 2,26 1.8
Equador 1.14 1.46 1.71 1.91 2.06 2,41 2.83 311 3.35 3,41 3.2
£l Salvador 2,18 2.09 1. 19 1.30 L.23 2,05 2.51 2,90 3.04 3.36 3.1
Guatemala 1.11 2.94 2.42 1.97 3.36 3.10 2.67 2.82 2,93 2.89 B
Haied 1.25 1.39 .51 1.60 1.78 1.84 1.95 2.5 2,28 2.45 2.5
Honduras 1.94 1592 1.61 1.73 2,01 2,36 %62 o 5318 3.37 3,43 3.5
Mexico 0.95 1.76 1.75 1.84 2.88 3.12 2.94 3.20 3.45 3.50 3.2
Nicaragua 1.46 1.55 1.74 2.00 2.27 2.55 2.66 3.04 3.06 2.98 3.2
Panama 1.58 1.59 0.806 PASh ik 2.55 2,53 2.89 2,97 3.23 3.27 2,8
Paraguay 2.35 2.31 2.34 2.37 - 17582 2.01 2.60 2.78 3.24 3.46 3.1
Peru 1.47 1.56 1.65 1.72 1.75 1.81 1198 2.66 3.05 3.12 2.9
Dominican Republic 1599 2.16 2,28 2.34 2,62 2.84 3.02 3.20 3.25 3.44 3.3
Uruguay 2,06 | 2,04 1.50 1.18 1,13 1.30 1.48 1.44 1.35 1,23 1,2
Venezuela 1.93 . 2.17 2.27 2.37 2.84 3.11 3.99 3.92 3.31 3.37 2.9

Average of the

20 countries 1.86 2,03 1.89 T 9 2,22 2.54 2,73 2,85 2,85 2,91 2.8
Other L,A. countries

Barbados 0.13

Guyana 0.47

Jamaica 1.52

Trinidad y Tabago 0.05

Average of the
other countries 0.88 1,22 1.74 1.82 1.63 1.72 1.97 2,19 2.34 2,13

AVERAGE OF THE
24 COUNTRIES 1,84 2.01 1.88 1.91 .21 2.52 2,71 2,84 2.84 2,90

Sources: CELADE, Boletin Demografico, No. 10, July 1972.
ECLA, Indicators of Economic and Social Development in Latin America, 1976 (mimeo, E/CEPAL/1021, November 1976).
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TABLE 7. Latin America: Population Growth in Selected Countries on
Maximum and Minimum Hypotheses

Rate of population increase Total population (millions)

1970 1985 2000 2035 2070 1970 1985 2000 2035 2070

A. Mininum hypothesis: Birth rates decline to zero
growth level by 19952

Argentina 1.3 0.9 0.6 0.2 0.1 23.8 28.1 31.4 36.3 37.7

Brazil 2.9 2.2 1.3 0.5 0.1 85.2 137.7 177.1 245.8 264.4
Venezuela ¥ 3.0 2.7 1.4 0.6 0.1 10.6 16.1 21.4 30.8 34.8
El Salvador 3.3 2.5 1.4 0.5 0.0 3.5 5.3 7.0 9.9 10.5
Latin Americal 276.7 405.0 520.0 720.0 780.0

B. Maximum hypothesis: Birth rates remain
at 1970 levels

Argentina 1.3 1.3 1.2 1.2 1.2 23.7 29,0 . 35.0 53.1 80.6

Brazil 2.9 3.2 3.3 3.2 3.1 95.2 150,2 242,33 730.0 2124.0
Venozuels 3.0 3.3 3.5 3.5 3.4 10.6 17.1 28.9 82.9  310.0
El Salvador 3.3 3.8 3.9 3.9 3.9 3.3 6.0 10.7 40.8 156.0
Latin America’ 27&%{ 437.0  704,0 2121.0 6175.0

AFertility rates decline to the point where the gross reproduction rate is 2.2, In a
stable populatfon with the dJeath rates which are expected to prevail in Latin America at the
end of this century (and which are maintained in the projection) this results in approxi-
mately zero population growth.

bThe figures are for the 20 republics. An independent projection was not made for the
regional total; the figures are estimates assuming that the population of Brazil remains a
constant proportion of the whole,

Source: Charles Rollins, "Population and the Labour Force in Latip America: Some Simula=~
tion Exercises,'" CEPAL Review, No. 3, First Semester 1977$\p. 132, Table 1.
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the final outcome may be, by the year 2000, neither 520 million nor 704.
Other estimates, working with different fecundity rates, gave figures from

708 to 560 million for the same year. In their view, the most likely assump-

tion would be a population of 611 million people for the year 2000.7

It is important to keep in mind that in most such projections only
demographic variables are taken into account, and as we all know, changes in
the economic structure of societies have an important effect on demographic
variables. Therefore, it may be that these projections are far from reason-
able, In fact, some global studies, such as the Bariloche model and Leon-
tief model referred to later, work with lower population figures for Latin
America in the year 2000.

A study of the labor force is as important as an analysis of population.
While these are related, the second depends primarily on the age structure
of the population. And this factor presents mounting problems for the next
25 years. The Latin American population is a young one, with almost 50 per-
cent of the people 18 years old or younger. Assuming that rates of popula-
tion growth will decline, the age structure will become older. This means
that the rate of growth of the economically active population (the labor
force) will increase at a faster rate than that of the population.

In Europe, the labor force has been expanding at 1 percent per year
since World War II. 1In Latin America, different studies predict an incre-
ment of around 3 percent, so that by the end of the century the total labor
force will be 2.5 to 2.75 times the 1970 size.

Historically, during the phase of industrialization in the now

highly industrialized countries the labour force was increasing

much more slowly, and even so the employment problem was for

long periods critical. In much of Western Europe, for example,

reasonably full integration has been achieved only in the post

World War II years, with their unusually favourable record of
growth and structural change. . . . 8
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Undoubtedly, this is one of the great challenges that the region will face
(and is facing nowg) over the next 25 years; even though population may
increase at the lower levels, the expansion of the labor force will be at a
level unknown in the last 200 years. None of today's developed countries

10
has to absorb a labor force expanding at such a rate.

4. Insufficient Agricultural Qutput

The important role played in the region by the agricultural sector
during the last century and the first half of this century is well known.
Whether measured in terms of its participation in total output, or popula-
tion engaged in its activities, or the percentage of exports coming from the
sector, or in terms of any other indicator--the conclusion is very much the
same: agriculture was indeed the most important of the economic activities
of Latin America. The emergence of industrialization as the main vehicle
for development at a later state may explain the relative declipe of agri-
culture in the overall picture of the economy. At any rate, agriculture has
been unable to maintain a rate of growth comparable to that of the rest of
the economy.

The physical quantum of agricultural production has grown at the follow-
ing rates: 3.7 percent (1950-1960), 3.0 percent (1960-1970), and 2.5 percent
(1970—1975).11 From this date it is easily inferred that the sector has—-
precariously—been able to keep abreast of increases in population. But,
given the improvements in per capita income already mentioned, we may con-
clude that agriculture has been unable to sustain the growing needs of the
region. This is the reason that in 1972 and again in 1973 Latin America,
for the first time, became a net importer of grains.

This trend is also revealed in the declining share of agricultural

exports (expressed as percentages of total exports) from 50 percent in 1960
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transnational corporations to go into the sector. It will be interesting to
see whether the trend continues and in what way the traditional local owners
will react to the newcomers. Will they modify their attitudes? Will they

sell their land? Will they introduce new techniques to compete with them?
Or, are we going to see a takeover in this sector similar to the one in
manufacturing?

In most countries increases in agricultural output have been obtained
by cultivating new land. Uses of fertilizers, agricultural machinery, and
other technidues have appeared only recently. A "frontier" concept has
prevailed, and if food prices are "convenient," new land may be incorporated

into farming.15

Low productivity in agriculture has had several effects in addition to
the obvious one of diminishing agriculture's share of the GNP (Tables 4 and
5). It has kept the standaxrd of living in the countryside at low levels,
preventing the rural population from becoming an important mgf;;t for the
industrial sector. It has also failed to absorb the large labor force asso-
ciated with traditional modes of farm production. This failure would becomé//
even more severe with the introduction of more new technology. In fact,
there has been an impressive exodus to the cities. Rural population has
.1ncreased in absolute numbers, but its share has been declining as is shown
by the different growth rates for rural and urban population (Table 8).

It is not necessary to mention the effects upon nutrition that this
failure of agriculture has had. Suffice it to say, per capita food produc-
tion did not increase at all from 1961 to 1971.16 . l v

ok,
g1



TABLE 8.

Latin America:

Rural and Urban Population
Percentage of Population
1950 1960 1970 1975
Rural 74 .4 67.2 58.9 55.0
Urban? 25.6 32.8 41.1 45.0
In cities of more than
one million inhabitants 10.4 14.4 18.8 -
In cities of more than
100,000 inhabitants 19.1 24.6 31.2 -

Rural

Urban

Total

Rate of Increase’

1950/60 1960/70 1970/7
1.9 1.3 1.6
il 5.1 5.1
2.8 27 2.8

5

@pefined as the population living in cities of 20,000
b

inhabitants and over.

Source:

CELADE and ECLA, several publications.
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5. Industrialization: The Awkward Growth

Industrial growth in Latin America has been difficult, although this
has been the fastest growing sector of the region (Table 4). Growth rates
have always been over 6 percent per year, and with the exception of 1974,
it has been larger than the rate for the gross domestic product (Table 9).
The analysis of the process of industrial growth will show a familiar pattern,
similar to that of developed economies, as far as the evolution of the
internal structure of the sector is concerned. Internal structure can be
analyzed by grouping industries in three or four main categories: consumer
goods, intermediate goods, capital goods, and other industries. According
to several authors,17'food, leather, textiles, beverages—-consumer goods
industries—-have always developed at the beginning of the industrial
processes; later on, intermediate and capital goods (including durable con-
sumer goods such as electrical machinery)rwill develop. The reason for this
pattern is not difficult to perceive: on the one hand, consuher goods
industries require small capital, a not very sophisticated technology, and
therefore labor would not nged to be very skilled; from the point of view
of demand, these "basic needs' were the first to attempt to be satisfied.;
Later, demand grows faster for durable consumer goods, and these new indus-
tries because of their faster rate of expansion become more "dynamic” in
contrast with the "traditional ones" (consumer goods).18 Different growth
rates for different industrial sectors can be gxplained generally in this
way. From Table 9 it is possible to see substantial variations in the rates
throughout the period.

In Table lQ I have attempted to summarize changes in the industrial
sectors that have occurred over the last 20 years in Latin America. Consumer

goods industries (defined as indicated in the table) accounted for 65 percent



TABLE 9. Latin America:

Growth Rates of Industrial Qutput, 1950-1974.

Industrial growth
Total

Food, beverages and tobacco

Textiles, clothing and leather 4.1

Wood and furniture
Paper and ﬁrinting
Chemicals
Non-metallic minerals
Basic metals

Metal products, machinery
and equipment

Other industries

Elasticity with regard to
gross domestic product

of industrial sector

as a whole

1950/60 1960/70 1965/70 1970 1971
6.2 6.7 7.1 7.5 7.9
3.8 4.9 5.8 5.9 2.2

4.1 4.6 6.7 9.0
3.9 5.8 5.5 4.4 0.0
7.3 7.0 7.1 7.9 6.0

195 8.8 8.3 9.9 8.4
8.8 6.9 9.7 14.0 8.5
8.7 8.3 6.6 4.1 10.0
11.6 8.8 8.9 7.0 13.9
9.4 6.4 Q\ 5.4 7.8 w21

129 7.2% 1.11 1.24

1972

9.8
8.8
6.0
4.5
77
8.9
9.4

10.9

14.9

8.6

i..33

1973 1974
9.9 6.1
4.8 5.0
8.1 0.7
1.1 -0.8
5.3 6.6

10.3 5.9
9.5 9.9
8.0 7.3

5.7 10.8
4.0 8.3
1.32 0.93

07

Source: ECLA, several publications.
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TABLE 10. Latin America: Structure of the Industrial Output by Manufacturing
Q ) o
Sectors and Group of Countries (1950-1970).
1930 19535 1960
Croups of p 1963 1970
Countriea A 3 ¢ D E A 3 c ) z A ] c D z A 3 c b 5 i 3 a
] 14
Crouwp L 83.1 17.% 15.1 3.9 100.0 33,7 1.0 19.3 4.0 100.0 4.0 2.8 25.4 19 100.0 2.7 5.8 11.¢ 4.0 100,0 6.4 .9 31.9 3.8
= g 4 . . . 100.0
Croup II 62.7 2.3 1.4 3.4 200.0 62.4 0. 6.3 2.0 100.0° 54,7 26.5 15.6 31 1000 52,7 5.8 17.0 3.5 100.0 1.2 2%6.1 1.4 3.0
‘ 5 a o . . 100,0
Crouwp II1 80.5 10.7 1.1 1.7 100.0 5.1 9.7 0.8 4 100.0 €0.3 138 .o .2 100.0 9.8 136 3.7 2.9 100.0 §7.1 11.4 11.4 3.2 100.0
Croup IV 8.0 8.6 3.4 .0 100.0 .4 14,8 8.3 2.8 1000 0.0 134 5.3 3.1 '100.0 5.4 18,8 6.3 3.8 100.0 7.9 19.2 3.4 4.5 100.0
Latin Americe  63.1 11,9 134 3.6 2000 . i1.% 16.6 1.8 100.0 51.8 2.0 22,0 37 100.0 44 25 1.4 3.9 100,0 ity %2 1.4 3.0 100.0
) LI YO TABLE 5 3
Composftion of Croupe of Countriest
Croup I = Argentine, Rrazil and Mexiceo
Croup 11 =~ Chlle, Columbia, Meru and Venerusls
Croup [1I = Bolivia snd Equador 2
Group I¥ ~ Other Latin American countries
Industrial Sectors: ) J . .
A = Consumer goodat lood, bavarages, tobacco, textiles, clothing, wood and wood prodycts,
furniture, and lesther producte.
Y 3 = lntermed{ate industriest TPeper, rvubbor, themlcal snd plartle producta, pstroleva and g
non-ustsllic wineeals,,
C = Capital gnods fudustriess Besle wetsl {ndustries, wetal products, mschinecy, olectricsl
uachinery (appliascas), and transpory equipment,
D « Othey industriest Printing sad other wanufacturing Lnduscries. *
g - Total Lndustrial output.
. o
Sourcel Cumplled from etetietical deta in ECLA, Iategrecion, Sustitucica de Importaclones y Dessrrolle Iconomico de America Latina (miweo, Xarch 1%}, 4 (=]
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of the regional industrial output in 1950 and only 41 percent in 1970, while
the intermediate and especially capital goods industries increased their
share greatly. These changes are more pronounced in the most industrialized
countrieg, Argentina, Brazil and Mexico.

Changes in the industrial structure, as the industrialization proceeded,
were similar in Latin America and the DC's. Table 10 summarizes ‘a develop-
ment that coincides with the pattern of other regions. But in order to under-
stand the general problems of undevelopea countries, one must remember that
many forces behind this industrial development are peculiar to the period in
which Latin America began industrialization; and, unfortunately} some of them
are disappearing.

These forces are well known. The prevailing style of development up
to the 1930's Depression ("outward-oriented growth," to use ECLA's expression)
was mnot particularly congenial to industrial growth. Thelexport sector pro-
vided enough foreign currency so as to import manufacturing ga%ﬁg required
by small groups of the population who were in a position to demand them. As
long as the export sector (primarily raw materials) could meet the require-
ments on the import side, no real incentive would exist toward intermal
production of industrial goods. As we all know, it was the Depression first,
and World War II afterwards, that created the conditions for Latin America's
industrialization. In order to handle their problemns with balance of pay-
ments, governments of different ideologies imposed severe restrictions on
foreign trade, either devaluating or, more often, forbidding or imposing
quotas on foreign goods. A "protective wall" was established de facto. It
is true that some industrialization already existed in many countries before
the crisis, and it was not too difficult to take advantage of the situation.
It should also be pointed out that if at the beginning several measures were

taken without realizing their full implications (many authors maintain that
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that protective measures were a by-product of solving the balance of payments
and were not to promote industrialization), later on pressure groups acting
upon the State were able to get measures enacted for specific purposes.

This is how the so-called industrial import substitution process began.

Without going into detail, suffice it to add that this import substi-
tution started with those goods whose substitution was “easier"; most of
them belong in the consumer goods category. Since '"basic industries' were
required so that the process should not lose its momentum, the State
provided—during the 1940's—steel, electricity and oil.19 Therefore,
industrialization at an earlier stage was the outcome of external forces
and an expanding role for the State. It is fashionable today to emphasize
the influence of ECLA on implementing this policy. While not denying the
role played by that institution, it happens that by 1948 (when ECLA was
created by the United Nations) the pattern of industrial growth in the region
was well underway. What ECLA can be accountable for is that %ﬁi;ugh its

publications it provided ex post facto rationalization for the process. The

centetr-periphery theory, deterioration of the terms of trade, the inter-
national division of labor, etc., became different angles of a general model
that was pushing for rapid industrial growth. In this way, ECLA was per-
forming the same role that most economists have played: prbviding a
rational, "scientific," framework for emerging economic ideas.

Import iggtitution# alone were not enough to promote industrial growth.
Several reasons accounted for this:

1) Industries that develop first--as was pointed out—required smell
capital, low technology, and unskilled labor. Intermediate and capital goods

industries implied larger capital, skilled labor and technological know-how.

2) Intermediate and capital goods industries required bigger markets



24

because of the economy of scale.

3) Latin American markets were relatively rural, not only in terms of
population and their lower per capita income (compared with DC's), but also
because ‘of their uneven distribution of income.

When these problems become acute, two ways (not mutually exclusive) are
attempted: 1) to broaden the markets by integrating the Latin American
Economies, and 2) to tolerate the dominance and the takeover of many firms
by the multinational corporations.

By the middle 1950's it is clear that import substitution, at least in

its "easy stage,"

was approaching an end. Governments established the Latin
American Free Trade Association and the Central American Common Market, the
latter being more successful.21 In 1967 the Andean Group was created by
five (Venezuela joined later) Andean countries. This integration scheme was
very ambitious, trying to impose common by-laws with regard to foreign
investment, taxation, import of technology, etc., in additioﬂAto promoting
trade and deciding to establish new industries among themselves. But, to
what extent does agreement in such issues have as a pre-requisite the
existence of homogeneous political regimes? This question has been a cause
for controversy, and at the time of this writing the Andean Pact is going
througﬁ a critical period that jeopardizes its very existence.

The appearance of multinational corporations (MNC's) in the region is
a phenomenon of the last decade. The process of iﬁdustrialization that we
have been describing was primarily the work of local entrepremeurs. Foreign
investment was confined to the export-oriented or utilities sectors of the
economy. It was during the 1960's that MNC's began to buy or to establish
new firms in manufacturing. They realized that inside the Latin American

countries was a market for their products, but that because of the prevalent

mood (or the economic ideas) they would be unable to export to them. It was
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necessary, therefore, to produce from within the countries themselves. This
represents an attitude different from that of the older foreign investor:
the MNC's are interested in the internal market. Thus, by 1967, out of a
total foreign investment of $18 billion in Latin America, 37 percent was
located in the industrial sector, of which more than 50 percent belonged to

22
United States firms.

The significance of MNC's in Latin America has been growing; in some

cases, and especially in areas where technology is important, they are the

. 23 s .
dominant factor. Let me attempt to sum up the effects that this industrial
development has had.

1) While the process of industrialization has been viewed as a way to
strengthen economic independence, in most cases there is a shift from the
import of finished goods to importing intermediate ones. As I have said,

It often happens that terminal industries requiring the importation

of a large number of parts and components are established in the

developing countries. Whatever the net savings may be, ¥t amounts

only to the value added in the host country and not to the total

value of the substituted import. This kind of "growth' usually

creates rigidities in the balance of payments, because it is diffi-

cult to eliminate and/or reduce the importation of the intermediate

goods necessary for the manufacture of final products, due to the

economic and social consequences implied by such a measure .2
In some cases this has actually increased dependence: when only consumer
goods were imnvolved, a country could forbid their import without noticeable
effects; but, to forbid the import of capital goods or the raw materials
needed for production can generate severe unemployment. The flexibility of
these economies has been curtailed.

2) Industrial concentration and, in most cases, the emergence of mono-
polistic markets is a result .of their small size. 1In any case, monopoly

; 3 : : ] 2
and oligopoly are the predominant markets in the industrial sector. 3

3) Industrial development has been incomplete due to a lack of capital

goods industries. This factor has importance consequences since such
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industries can produce for large markets and with labor-saving machinery.

The DC has a complete economic system that produces both consumer and capital
goods (and the latter ones according to their needs, as defined by their
availability of factor of production).

4) Because of capital goods that are imported, and the incomplete or
haphazard system of capital goods production, industrial growth has not
absorbed the increasing labor force.

5) The need for new internal markets, if industrialization is to con-
tinue, is crucial. So far, as we shall see, the redistribution of income
that would open up these markets is not occurring very much. One alterna-
tive has been to explore manufacturing exports in other countries, including
the DC's. This may be a promising path, but to walk on it depends more on
the attitude of the DC's than on the will of the LDC's--a further reminder

of the dependence of the LDC's.
st

6. Style of Development and Its Social Consequences

We opened this paper with a summary of development theoxry prevalent at
the end of the 1940's. Those ideas, rooted in the economic thought of Northr
Atlantic circles (primarily England and the U.S.), were to some extend
"adapted" to Latin American reality. The views of the Economic Commission
for Latin America (ECLA) became very important in this process. It was
believed that through the process of industrialization, State planning of
economic activities, and by integrating the Latin American economies to
enlarge their markets, the region could reach a stage of ''self-sustained
growth," and--very importantly-—the benefits derived from growth would be
shared equitably by all social classes. Even more, via the role of the State,
measure could be taken to redress the uneven distribution of income.

Unfortunately, plans were usually not carried out because successive govern-
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ments proposed new plams; integration, as we have seen, failed, and indus-
trialization was not the panacea th;t it was supposed to be.

The fruits of the growth process were not shared very fairly. On the
contrary, because of the market system and the role played by the State,
incomes were concentrated in favor of those social groups that were able to
take part in the growth process. There are few data on income distribution
to test this hypothesis, but the available information seems to show that
the poorest 20 percent have had no change in their income (Table 11). This
group is composed of the unemployed and those working in backward agricul-
tural sectors; that is, they are confined to those economic sectors in which
growth and modernization are unknown.

Distribution of income influences the types of goods available in a
society and the prices for these. In the case of Latin America, 50 or per-
haps 70 percent of the population in the lower income group are forced to
concentrate their demand on basic items such as food and clotﬁfﬁé- Unless
this income distribution changes, demand for "sophisticated" consumer goods
will be restricted to the top 10 or 20 percent of the population. Table 12
gives a rough idea of this: 87 ﬁercent of durable consumer goods are bought
by the upper 30 percent. In extreme cases, such as purchase of motor
vehicles, 85 percent of them are made by the top 10 percent.

In other words, when distribution of income does not change, the
development is concentrated in satisfying the needs of the upper income group
in order to keep the economy growing. Table 11 shows us that in absolute
terms, the highest 5 percent rose more in per capita income (325 dollars)
from 1960 to 1970 than did any other socioeconomic strata. The fastest
growing per capita income group was the 20 percent below the top 10 percent,

which can probably be called the '"middle class.'" Ultimately, that upper



TABLE 11,

Latin America:

Total Income of the Region.

Per Capita Income in 1960 Dollars and Changes in the
Shares of the Different Socio-Economic Strata in

Share of each
stratum in

Socio-economic

Per capita
income

Rise in per
capita income

Total rise

Rise of each

strata total income (1960 dollars) by all strata stratum as
Percent- 1960 (millions of percentages of

1960 1970 1960 1970 age dollars 1960 dollars) total rise
Poorest 20% 3.1 2.5 53 55 3.8 2 107.6 0.4
Next 307 10.3 11l.4 118 167 41.5 49 3,919 15.4
Poorest 507% ' 13.4 13.9 a2 122 32.6 30 4,025 15.8
Next 20% 4.1 13.9 243 306 25.9 63 35359 13.2

20% below the |

top 107 ‘ 24,6 28.0 424 616 45.3 192 10,237 40.3
Top 10% 47.9 44,2 1,643 1,945 L3 292 7,785 30.7
Top 5% 33.4 29.9 2,305 2,630 14.1 325 4,332 17.1
Totals/Averages 100.0 100.9 345 %\440 27.5 95 25,406 100.0

N.B.: Thé average distribution for Latin America in 1970 was estimated on the basis of information

—n

8per capita personal income.

Argentina, Brazil, Chile, Columbia, Honduras, Mexico, Paraguay and Venezuela.

Source: ECLA, Tendencias y Proyecciones a Largo Plazo del Desarrollo Economico de America Latina

(mimeo, E/CEPAL/lOZY, March 1975).

8¢
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TABLE 12. Share of Different Population Strata in Total Consuaptionm,
by Type of Consumption, Around 19702,

Population strata 207 below

the
Poorest Poorest. richest Richest
Type of consumption 20X 50% 102 107
Food, beverages and tobacco 5 23 29 29
Meat 2 T2 34 41
-Cereals 8 32 24 19
Other foods 5 25 28 28
Beverages and tobacco 5 22 29 30
Wearing apparel B 2 14 32 42
Clothing 2 I3 32 44
Footwear 3 ' 16 32 36
Housing? 2 15 29 44
Transport 1 5 25 64
Personal care® 2 15 31 41
Domestic service - 1 16 82
Other personal services 3 4 25 67 =
Recreation and amusementd = 3 20 75
Durable goods X ¢¢;f’ 26 61
Motor vehicles (purchase) - 1 ) 23 85
Houses and apartments (purchase) 2 9 29 54
Fumniture 2 5 16 74
Electrical and mechanical appliances 1 5 37 50
Share of total consumption - 3= 15 28 43

3Estimated average on the basis of data from Argentina, Brazil, Chile, Colum-
bia, Honduras, Mexico, Paraguay, Peru and Venezuela.

bHousing includes: vrents, textile articles for the home, fuels, electricity,
gas, water and household goods.

“Personal care includes: toilet articles, drugs and medicines, medical ser-
vices, hairdressing and suchlike.

dRecreation and amusement includes: holidays and tourism, recreation, news-—
papers and magazines, dues to social clubs and suchlike.

Source: A. Pinto, "Styles of Development in Latin America, CEPAL Review, No. 1,
First Semester 1976, p. 114, Table 4.
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30 percent will define the '"needs'" of society through their market demands

so that "development" will satisfy the upper income group, the only ones with
enough purchasing power to influence its course.

In other words, given the level of average income in the region
and in the individual countries, if the present style of develop-
ment is to work and progress, then income and expenditure must

be concentrated in those strata, so as to sustain and increase
demand for the favoured goods and services. If this is done,
then the productive apparatus will adjust itself primarily to

the satisfaction of such demand.? '

The theory that as an economy grows, distribution of income becones
more equitable has not proven true in Latin America. Kuznets used to say
that ". . . the major offset to the widening of income inequality associated
with the shift from agriculture and the countryside to industry and the
city must have been a rise in the income share of the lower groups within
the non-~agricultural sector of the population."27 From Table 11 we reached
the opposite conclusion: 50 percent of the population had a per capita

L
income of 92 dollars in 1960; it rose %L 30 dollars by 1970, while the

average increase in that period was 95 dollars. On the othefgggée, a
declining rate of increase of per capita income of the top 10 percent (as
compared with the average rate of increase) explains the slight drop of the
share of this stratum in total income (from 47.9 percent to 44.2 percent).
The last two columns of Table 11 represent an attempt to measure the
growth in purchasing power of each stratum, given the rise in national inccme
of $25 billion, of which oné third went to 10 percent and 71 pexcent went
to the upper 30 percent. The increments achieved by this group lead us to
believe that it has defined the style of development.
Table 12 shows that the lower 50 percent devoted their $4 billion of

the $25 billion mainly to food and clothing. Here we see why the inefficient

behavior of the agricultural sector is so crucial. If any redistributive
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policy is to succeed, it must address the matter of agrarian growth. Other-
wise, redistribution will mean inflation or rationing.

In short, the style of development of the region during the last 30
years has been income-concentrating; critical poverty has remained unaffeéted
by the process of growth. This uneven distribution of income has defined a
particular pattern of development where net investment is devoted to produce
goods for the upper ten to thirty percent income groups. Attempts to intro-
duce changes in income distribution have failed because the economy cannot
adapt to the new consumptive patterns that would derive from that distribu-
tion. Agricultural products and other non-durable consumer goods--whose
demand. .increases rapidly with small changes in income of the lower-income
strata——should grow at an expanding rate. Such a measure is difficult to
implement in the short run because it would require basic changes in economic
structures, and these can be implemented only in the long run.

Satisfying the needs of those who can pay for it requireﬁyggre differ-
entiation and sophistication of manufactured goods. Patterns of consumption
are those of industrialized countries (for instance, TV sets and audio equip-
ment), and these needs cannot be met by local entrepreneurs. This is another

explanation of why the MNC's have been successful in the Latin American

market.

But this pattern of development is difficult to sustain in the loang run,
because of the accompanying social developments. At the same time that bene-
fits of growth accrue mainly to the upper strata of society, other changes
are taking place: urbanization, growing numbers of industrial workers,
development of trade unions, and-—via the expanding role of the State during
some periods--improvement in education and health. These and other changes
will raise "social consciousness' of the lower income strata, or at least of

those strata that are participating in these changes. They will expect to
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share some of the "fruits" of development. To some extent, improvements in
the division of income that some strata achieved from 1960 to 1970 (Table 11)
can be accounted for by this "social consciousness.'

Some author528 have explained the emergence of authoritarianism regimes
as the answer of the ruling classes to those demands; for such demands can
jeopardize the processes of capital accumulation, investment, and growth.

It is necessary to keep social demands within some specific boundaries to
keep the style of development functioning.29

Those groups whose participation in the process has been precluded
account for the well documented critical poverty of the region. Those 20
percent with per capita income of 55 dollars in 1970 (no matter--they rose
from 53 dollars in 1960!'!) are indeed below the poverty line. They have not
been benefited by the trickle-down theories of development and their very
existence demonstrates the shoxrtcomings of this process.

st

To sum up in the words of Prebisch,

Two high hopes of some decades ago have been frustrated in the

subsequent course of peripheral capitalism. It was once believed

that if the latter were left to be carried along by its own

dynamic impetus, the penetration of technology from the indus—~

trial centres to the periphery would gradually disseminate its

fruits throughout all strata of society; and that this would help
to further and consolidate the democratization process.

7. Latin America and Its Place in the WOrid Economy
Up to now, I have made only passing refefence to the relations of Latin
America with the rest of the world. It is well known how important those
relations have been in shaping and influencing Latin American economies.
What function does Latin America fill in the world economy?

Economic ideas usually emerge following particular economic conditions.

Smith's division of labor is the consequence of and also a coherent explana-

tion of the early industrial revolution; Keynes's General Theory is an
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attempt to explain and to solve the conditions that led to the unemployment
and the depression of the 30's. However, any theory must go beyond the
particular conditions that inspired it, if it is to claim universal applica-
bility. We can understand why Smith and Keynes proposed the solutions they
did, and how the 'center-periphery" theory to explain what had happened in
Latin America by the end of the 40‘'s grew out of those solutions. This
theory divided Latin American development into two stages, with the 1930
Depression as the turning point: stages of outward-oriented and inward-
oriented growth.

In the first stage, during the 19th and early 20th centuries, peri-
pheral economies were limited to the role of providing raw materials for the
development of capitalism taking place in the center. ¥or the first time in
history, a global system of international trade emerged, and this trade
increased at a faster rate than did the growth of either the central or the
peripheral national economies. Growth in the periphery was déiermined primarily
by the expansion of exports, which in turn depended on the growth rate of the
central countries. These exports were sufficient to provide foreign exchange
for importing manufactured goods from center to periphery. When this model
foundered in the 30's, peripheral countries turned to import substitutes.
Import substitution, especially during the first 25 years, was the work of
local entrepreneurs. But international linkages maintained their strength
and versatility. Exports of raw materials and imports—-now—-of intermediate
goods (see section 5), and the recent emergence of MNC's, etch a new and more
profound pattern of dependence,

This process was not geared to autarchy. As Sunkel has said,

- + . the nature of the dependence . . . changed. The traditional

foreign links related to the primary export sectors have lost impor-

tance and suffered significant changes, while the new external links
related to industrial development have become important and added
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new elements of foreign dependence: the foreign industrial subsi-

diaries, joint ente?p?ises, foreign aid,3Yarious ways of securing

technology and qualified personnel, etc.

Latin American participation in world trade has been declining since
World War II (Table 13), due to increasing trade among the DC's, especially
in manufacturing. This is a part of the growing process of integration of
national economies in the center. In fact, growth rate for exports and
imports32 doubled the rate of GNP of their economies and this was mainly the
product of manufacturing. Table 14 shows the structure of world trade by
commodity classes and regions. For instance, 71.5 percent of U.S. exports in
1969 were manufacturing products, a figure that declines to 63.7 in 1973.
With regard to Latin America the figures were 18.5 percent and 19.4 percent,
respectively. Note the increase in machinery from 1.8 to 3.9 in Latin America,
in spite of the fact that increased oil prices should produce a distortion in
an opposite direction (fuel exports increased from 23.5 to 27.5 during those
years). o

We get a different picture when we analyze the other side, that is,
destination of exports (Latin American imports). Here Latin America receives
exports in manufacturing that represent in 1973 68.4 percent of the total.

What is the participation of Latin America in world exports by commodity
classes? The answer is found in the third and fourth line for each region.
Thus, while exports of machinery for the U.S.'represented (in 1973) 17.2 per-
cent of total world export, Latin America's participation was only 0.7 percent.

This figure provides an idea of the degree of integration among developed
economies. But, given the new phenomenon of the MNC's traditional means of
‘compiling data on international trade conceal a sizeable part of the whole
picture. Recent studies show33 that 25 percent of world trade is done between

head offices of the MNC's and their subsitiaries, or else among the subsi-



TABLE 13. International Trade (millions of dollars).

Imports CIF Exports FOB
Latin Latin

Year World UsA America  (3) World UsA America  (3)

: (1) (2) (3) 1 @ (2) (3) 1)
1938 - 25,400 2,180 1,940 7.6 22,700 3,064 2,010 8.9
1948 63,500 7,183 7,440 11.7 57,500 12,545 7,460 13.0
1958 114,500 13,298 10,490 9.2 108,600 57,755 9,600» 8.8
1963 162,900 17,072 10,790 6.6 154,600 23,104 2 5290 7.3
1968 252,400 33,066 14,950 5.9 239,800 34,159 13,850 5.8
1970 328,700 39,756 18,870 N 314,000 42,590 17,160 5.5
1972 429,800 55,282 23,360 S.%\ 417,600 38,968 20,640 5.4
1974 849,700 107,112 52,820 6.2 848,700 97,144 51,270 6.0

Source: Calculated by the author from data taken from United Nations, Yearbook of
Intemational Trade Statistics, 1975,

St



TABLE 14. Structure of the World Trade by Regions and Commodity Classes (percentages).

— — —— R e S O S

\ Oritpin of e %P0 v:t-8 Destination of exports
Primary products ._Hanufastuces Primary products Manufactures
SITC Machinery Machinery
Sections 5 Food, Rav and Other Food, Raw and Other
everages, materials Fuels, transport  manu- beverages, materials  Fuels (S
] ’ ransport nanu=
ik Totals etc. excl. fuels etc. C?\emtcnls cquipment factures  Totals ete. excl. fuels ete. Chemicals equipment factures
Year 0-9 0+1 2+4 3 5 7 648
1969 100.0 13.4 10.9 9.0 7.1 28.4 29.2 100.0 13.4 10.9 9.0 7
World 1973 100.0 13.4 10.1 11.0 7.0 28.7 . 27.8 100.0 13.4 10.1 11.0 I'é gg'; 53;
. 1969 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
World totals 1973 100.0  100.0 100.0 100.0  100.0 100.0 100.0 100.0  100.0 100.0 100.0  100.0 iog.g igg g
1969 100.0 11.9 10.4 3.0 9.0 43.8 18.7 100.0 14.4 9.8 LY 3.3 20.3
. f . » b F 34,8
sl 1973 100.0 18.4 12.9 2.4 8.2 39.7 15.8 100.0 12.4 7.4 15,2 1.2 3l1.2 29.6
States 1967% 13.8 12,2 13.0 4.6 17.% ) S 8.8 13.0 13.9 11.6 11,1 559 4353 15.4
1973% . 11.8 12.1 14.2 3.5 14.2 17.2 7.0 13.3 13.0 11.0 13.5 6.3 14:2 15‘2
1969 100.0 10.3 3.0 3.2 10.0 33.6 36.0 100.90 14.7 11.8 | 7% [ % 23,3 31.5
Europe, developed 1973 100.0 10.8 5.5 3.7 10.2 33.9 34.9 100.0 14.2 10.2 1.0 7.7 25.3 30-6
countries with ’ §
market economies 19698 43,5 331.4 23.6 050 61.5 51.3 535 45.1 49.4 48,6 47.6 49.0 36.9 48.7
19732 45.0 36.0 24.4 15.0  65.4 §3.1 56.5 46,5 48,1 46,7 46.3 51.2 41.1 51:2
1969 100.0 39.0 18.7 23.5 2.4 1.8 14.3 100.0 10.4 5.0 10.6 10.9 375 3.6
st 1973 100.0 36.3 15.2 7.3 2.6 .'.9 12.9 100.0 11.8 4.7 12.4 11.0 35.5 1.9
Anerica 19692 5.6 16.3 9.6 14.6 L:9 h&? 2.8 5.9 4.6 2.7 7.0 9.1 7.8 4.8
19738 $.1 a7 7.6 12.6 1.9 Q. 2.4 5.3 4.6 2.5 6.0 8.3 6.5 4:2
'Peruntagcs of the world toral. These percentages vill not add vertically to 100 becauso
other reglons of the world upon which these figures are based are not included in this table.
Source: Calculated by the suthor from data found 4n United Nations, Ycarbook of Inteimational
Teade Statinties, 1975.
J - ? "a. .-
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diaries themselves. In measuring this so-called '"captive trade," prices
become meaningless as indicators of international trade. Needless to say,
when an important part of a country's exports or imports is captive trade,
most tools for regulating international trade are futile. For instance, we
learn that total utilities, dividends, and interests remitted to the U.S. from
its MNC's in 1970 amounted to $5,400 million, while "“captive trade' was
$18,900 million. 3% If MNC's overprice no more than 10 percent their profits
may be increased by one third without increasing their taxes or facing further
rules about remittances. It is also important to point out that captive trade
grew at a faster rate (17.1 percent) than did world manufacturing exports
(13.3 percent) during the period 1966—1970,35 so that it will continue to be a
significant factor in worldAtrade. Captive trade generates a deficit for the
host countries because their imports aré bigger than their exports. In the
region, firms belonging to MNC's imported $1,314 million either from parent

; o g g 36
companies or similar subsidiaries, and exported only $234 milffon to them.

A major feature of the region's exports and imports over the last 30
vears has been their enlarged diversification. With regard to exports, Table
15 illustrates this point. Agriqultural raw materials represented 54 percent
of total exports in 1955, declining their participation to 42 percent in 1973;
while machinery, transport equipment and other manufactured goods increased
theirs from 1.9 percent to 12.7 percent. This growth took place during the
last 8 years and was more significant in the bigger countries as can be seen
in Table 16. Note the rapid evolution in the case of Argentina, Brazil and
Mexico. This fact is, indeed, one of the most promising with regard to future
trade prospects for the region. Several factors account for this increase.

To begin with, industrializagion has reached significant proportions in some

countries, so that they can compete in world markets. This increase took



TABLE 15. Latin America:

Trends of Exports by Commodity
Classes (1970 prices in millions of dollars).

38

Commodity classes 1955 1965 1973
according to SITC Percent- Percent- Percent-
Value age Value age Value age -

Food (0+1+422+4) 4,434 46,1 6,015 43.3 7,318 38.9

Raw materials of agricul-

tural origin (2-22-27-28) 826 8.6 1,117 8.0 640 3.4
Subtotal 5,260 54.7 7,132 51.4 15958 42.3

Fertilizers and minerals,

metalliferous minerals

and scrap (27428) 542 5.6 1,033 7.4 1,839 9.8

Fuels, mineral oil and

similar products (3) DT 28.3 3,934 28.3 4,419 Z3.45

Non-ferrous metals (68) 786 8.2 1,053 7.6 1,287 6.8
Subtotal 4,056 42,2 6,020 43.4 7,549 40.1

Chemicals (5) 81 0.8 192 Yol o7 658 L0

Iron and steel (67) 43 0.4 129 0.9 270 1.4
Subtotal 124 1.3 Sai 2.3 929 4.9

Machinery and transport

equipment (7) 21 0.2 81 0.6 801 4.3

Other manufactured

articles (6+8-67-68) 162 1.7 330 2.4 1,579 8.4
Subtotal 183 1859 411 3.0 2,380 12.7
TOTAL 9,622 100.0 13,883 100.0 18,811 100.0

Source: ECLA, El Desarrollo Economicio y Social y las Relaciones Externas de
America Latina (mimeo, February 1977).



TABLE 16. Participation of manufacturing exports in
total exports in some countries, 1965-
1973 (percentages.

Country 1965 1970 1973
Argentina 9.6 23.8 32.0
Brazil 14.9 22 27.0
CARIFTA® 8.2 10.7 13.2
Central America 19.4 28.7 19.0
Chile 4.9 7.4 7.5
Mexico 16.3 33.8 48.7
Paraguay 40.1 32.8 37.8
Uruguay 16.2 13.8 15.7
Venezuela 0.9 ) (0%

a 3 R
Caribbean Free Trade Association

Source; ECLA, Indicadores del Desarrollo Economico
y Social de America Latina (mimeo,
February 1976).
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place in countries where the rate of exchange was floating, or at least it
was fixed at a "high" level so as to promote exports. It should be mentioned
also that MNC's have played a role since some of their subsidiaries are
exporting to other countries using the host country as a base to cover a
pafticular region. Recent estimates37 point out that 43 percent of total
manufactured exports in Brazil came from MNC's in 1969.

Since part of those manufactured exports went to developed countries, two
elements in this connection were important: some liberalization in their
policies with regard to imports, and the healthy conditions that prevailed in
those DC's with market economies up té 1973.38

When we turn our attention to imports we see changes due to the process
of growth that we have been describing. Import substitution is reflected in
the drop tin relative terms) of consumer goods from 22.8 percent of total
imports to 14.0 percent from 1948-1973, and an increase in imports of raw
materials and intermediate products (from 31 percent to 41) (Table 17).

Flows of international trade have not pregented fadical departures from
the established patterns during the last 15 yéars. Or, those departures are
such that would be expected, given the genéral trend in world markets, such as

the increasing importance of the Japanese economy for the region (Table 18).

8. Foreign Investment and Extermal Financing
Foreign investment in the region reflects the changing importance of
industrialized countries in the world economy. Up to 1914 the main foreign-
investor was the United Kingdom; afterwards, the U.S. became the leading
country. By 1967 the U.S. had 65 percent of the total foreign investment in
the region (Table 19). This percentage declines to 55 when pnly investment in
manufacturing is cénsidered. Nevertheless, because of nationalizations—

especially in Venezuela's o0il and Chile's copper—-this percentage would be



TABLE 17.

Latin America;
(CIF prices in millions of dollars).

Evolution of Imports by Commodity Classes

Commodity classes

1948

1955

1960

1973

Value Percentage Value Percentage Value Percentage

Value Percentage

Consumer goods
Fuel

Raw materials and
intermediate products

Construction material
Capital goods

TOTALS

1,243

461

1,690
327
1,686

5,443

2258

8.5

31.0
6.0
31.0

100.0

1,256

740

2,407
379
1,987

6,800

18.5

10.9

35.4
5.6
9.2

100.0

1,347

669

2,656
321
2,645

7,694

17.5

8.7

31.9
4.2
34.4

100.0

3,352

1,984

9,674
535
7,786

23,447

14.3

8.5

41.3
2.3
33.2

100.Q

Source: Compiled by the author from ECLA, America Latina Importaciones Clasificadas Segun su
Uso o Destino Economico (mimeo, E/CEPAL/1043, August 1977), Tables 2 and 3.
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TABLE 18. International Trade by Regions
(annual average in millions of dollars)

1960/70
Trade measurements average 1970 1973
EXPORTS 11,242.6 14,862.5 25,641.3
USA 4,061.0 Skl 8,319.9
" EEC 3,236.7 4,240.0 6,442.1
Japan 508.8 838.4 1,272,1
Socialist countries 274.0 329.9 827.7
Other countries 356251 430645 8,679.5
IMPORTS 10,795.0 15,360.1 25,007.0
USA 4,415.6 6,130.9 9,000.3
EEC 2,745 .4 3,777.8 6,017.8
Japan 477.1 896.4 1,897.6
Socialist countries 147.9 161.1 277.3
Other countries 3,009.0 G5 3989 7,814.0
TRADE BALANCE 447.6 - 497.6 634.3
USA —~ 354.6 - 993.2 - 680.4
EEC 491.3 462.2 424.3
Japan 31.7 - 58.0 -~ 525.5
Socialist countries 126.1 168.8 550.4
Other countries 153.1 - 77.4 865.5

Source: Compiled by the author from data found in ECLA, Indicadores

del Desarrollo Economico y Social de America Latina (mimeo,

February 1976).
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TABLE 19. Latin America: Total Direct Investment and Major Investor Countries in the
Manufacturing Sector, 1967.

Percentage of Share of Latin
Millions of dollars investor country in America in the
total investment in  world investment
Manufacture Latin America of the investor
Investor countries Total : Percent~ country (in
dollars Dollars age Total . Manufacture percentages)
United States 11,572 3,616 31 65 55 : 20
Western Europe 4,613 2 L. 33 26 38 12
United Kingdom 1,607 476 30 9 7 10
Holand 793 210 27 4 3 42
Federal Republic of”Germaﬁy- 756 705 93 4 11 26
France 442 368 83 2 6 8
Switzerland 406 198 49 : 2 3 10
Italy ' 392 366 . 93 2 6 19
Belgium 113 108 96 1 2 5
Other European countries? 104 88 85, X o 5
Canada 1, 319 157 12 7 2 36
Japan 403 292 ‘ 72 2 4 28
Total 17,906 6,586 37 100 100 18

aAustria, Denmark, Norway, Portugal and Sweden.

Source: ECLA, La Precencia de las Empresas Multinacionales en la Industria Manufacturera de America
Latina, 1975,

@ .
» -
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expectéd to decline in later years. I will not go into the familiar arguments
on the advantages vs disadvantages of foreign investment. As Carlos Diaz-
Alejandro has written, "The Methodological choice often reflects the student's
bias: those out to show the foolishness of direct-foreign investment oppo-
nents tend to start from non-historical competitive models; those interested
in exposing direct-foreign-investment evils find history more congenial."39

It is important, however, to place direct foreign investment in perspec-
tive with regard to its importance .to the host economy. In Latin America,
internal savings account for more than 90 percent of total investment.40
This is why, according to Ffrench-Davis, to raise the growth rate of the gross
domestic product in Latin America by 1 percent would require an injection of
capital two and a half times the present rate.41' This indicates that, while
foreign investments may be important in some areas, on the whole their contri-
bution is not an important strategic variable; instead, internal domestic
effort is the crucial factor and foreign investment is a complement to this.
If Latin America is to increase its growth rate, there must be additional
efforts at capital accumulation on the national level.

Since this is a political decision and political stamina has been lacking,
the region has gone over in the laét 10 or 15 years to external financing. R

Foreign debt--either public or private--has expanded at rates that, without

exaggeration, can be termed astonishing (Table 20).42

During the last ten
years it has increased five times, and within the last five year period it
has more than doubled.

"The combined external debt of Latin America has maintained its upward
trend, rising from an annual average rate of increase of 11 percent in 1961/65

to around 22 percent in 1972/73. It increased 23.7 pércent in 1975 over the

1974 level, reaching $50,062 million."43 By 1974, 84 percent of the region's



TABLE 20. Public External Debt (millions of dollars).
Year Argentina Brazil Mexico Latin America
1929 1. 2024 1,059.9 826.2 4,054.1
1935 1,281.0 1,186.1 362.9 3,916.3
1945 900.0 432.7 540.0 2,911.5
1950 400.0 409.4 509.1 2,213
1955 600.0 1,380.3 478.9 4,046.5
1960 1,478.1 1,823.9 1,038.4 6,631.4
1965 1,929.0 3,202.0 2,260.0 12,140.0
1970 5,677.3 5,295.2 4,291.0 24,640.6
1973 6,366.4 12,571.5 7,405.3 39,167.0
1975 6,977.8 21,171.4 14,607.7 62,439.1
Sources: ECLA, El Desarrollo Economico y Social y las Relaci-

ones Externas de America Latina (February 1977).

ECLA, El Financiamiento Externo de America Latina,

1964.
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debt was concentrated in seven countries; Argentina, Brazil, Chile, Columbia,
México, Perd and Venezuela (Table 21).

This phenomencon is not restricted to Latin America, but is true for all
LDC's. In fact, the region has 30 percent of the LDC indebtedness, but about
40 percent of Fhe total debt service. This means that Latin America has
access to external financing with shorter terms than does the rest of the
LDC’s.44

Impressive as this is, it should be interpreted with caution. During the
last decade, the ratio of external debt to total product has remained at a
constant level (about 18 percent). But what is arousing concern is that the
ratio of external debt to exports has been increasing from an average of 21.9

percent during last decade to 27.9 in 1974 (Table 22). 1If a distinction is

made between oil-exporting and non-oil-exporting countries, then the picture

is much darker.45

Another feature that should be mentioned is the changing composition of

external financing. In the early 1960's about one fifth of the credits were

. provided by private banks. Their participation rose to around 40 percent in

1974, and this trend will probably continue in the future.46 Government and
credit suppliers,on the other hand, have become less significant. This trend
is part of what has been called the "internationalization of the Latin American
economy."47 The region has developed closer links with the cetner of inter-
national finance, as well as with the MNC's. There has been an increasing
openness of the economies, import diversification, exports of manufactures,

and greater access to private international sources of financing (although

usually this access requires a green light from the IMF).



TABLE 21. Latin America: Annual Rate of Growth of the External Public
Debt,d by Countries, 1961-75 (percentages).

Country 1961-65 1966-70 1971 1972 1973 1974 1975b
1. Principal Debtor
Countries® 10.2 11.2 16.7 21.7 22.2 29.7 22.8
Argentina 8.7 5.4 20.6 16.0 4.6 %1 1.9
Brazil A 10.3 20.6 32.4 19.9 36.5 42.9
Chile 15.3 17.9 P2 19.4 8.8 23.5 - 1.4
Colombia 21.0 13.3 14.5 12.3 i5.2 0.8 7.6
Mexico 12.9 12.3 11.4 197 5157 41.0 31.6
Peru 21.0 .5 9.4 22.7 34,2 39.6 15,2
Venezuela 8.2 11.4 47.6 .3 10.6 - 5.4 -15.6
2. Rest of Latin )
America 16.8 13:1 14,1 18.5 25.3 28.%3 28.9
3. LATIN AMERICA 11.0 11.5 16.3 2.2 22.6 29.5 3.7

necluding the undisbursed portion at year's end.

bPreliminary data.

CCountries that accounted individually for at least 5 percent of the total debt
of Latin America in each of the years 1971 through 1973, The other countries included
in "Rest of Latin America" each accounted for 2.6 percent, or less, of the total

regional indebtedness.

Source: IDB, Economic and Social Progress in Latin America, 1976 Report, Table III-20,
P 93
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TABLE 22,

Latin America:

Ratio between Annual Service of Foreign Debt

and Total Exports (percentages of exports of goods and services).

Decade of 1960

Second
Entire  half of
Country decade decade 1970 1971 1972 1973 1974 1975
Argentina 31.3 31.8 29.0 48.4 33.8 29.6 31.3 3245
Barbados &t 33 4.9 2.7 2.8 7.8 11.6 4.8
Bolivia 19:%- 17.4 15.4 24,8 5.3 28.1 19.5 4,8
Brazil 41.5 38.6 40.2 40.8 43.1 44 .4 39.5 46.9
Columbia gt D 31.9 32,2 30.5 30.5 30.6 26.0 32.0
Costa Rica 23.6 3.3 13.2 16.7 18.1 23.4 22.6 25.6
Chile 2L 3 26.9 26.1 2.0 45.9 40.6 24.5 47.1
Equador 13.4 14.2 17.8 19.6 21.7 11.6 8:1 6.4
El Salvador 9.2 9.7 11.2 13.4 16.2 12.7 16.6 15.8
Guatemala 18.7 22.5 £2.3 259 14.9 - o 9.7 7.6
Guyana S5r3 LR 5.0 6.8 55 11.4 5.5 9.2
Haiti 10.0 10.1 8.9 6.0 7.7 5.4 6.2 3,8
Honduras 651 5.6 6.1 L2 8.1 10.3 11:5 13+3
Jamaica 4.0 3.6 2.6 643 4.6 7.4 9.6 10,5
Mexico 27.9 31.4 30.2 28.1 26.7 30.4 24.1 34.5
Nicaragua el 18 12.4 16.7 13.6 18.4 121 13.6 20.3
Panama Ju7 6.8 3.3 &5 21.5 34.2 60.6 53.3
Paraguay 15.3 .7 17.1 25.8 20.4 16.8 18.4 40.0
Peru ' 17.5 22.1 30.7 38.8 29.6 46.4 30.0 54.4
Dominican Republic 17.1 16.3 17.2 11.4 14,1 14.9 14.0 14.9
Trinidad and Tabago 1.8 2l 3.6 4,1 2.0 5.4 8.3 8.2
Uruguay 29,8 37.0 29.1 43,5 31.0 37.5 2557 43.6
Venezuela 5.2 2.8 2.9 3.9 - 10 | 4.1 4,9 4.9
LATIN AMERICA 21,9 22.3 23.4 26.1 25.7 27 .2 21.4 27.9

Source: ECLA, El Desarrollo Economico y Soclal y las Relaciones Externas de Amcrica
Latina (mimeo, February 1977).
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9. Some Conclusions

I have sketched the main trends in the development of the region: a
reasonable overall rate of economic growth, with different degrees of success,
either in‘terms of countries or sectors of economic activityj; agricultural
output was low while manufacturing was the most dynamic. Access to the bene-
fits of this growth process was not shared equally by the rapidly increasing
population of the region. In fact, op;imistic visions for development proved
to be erroneous with regard to distribution of income. This remained as uneven
as in the past for the lowest stratum, with some minor improvements in middle
income groups at the expense of the upper income level. Attempts to speed up
development by enlarging the markets via integration of the nafional econonmies
were not models of success, MNC's appeared on the scene--especially those of
countries with bigger internal markets——and today account for a substantial
proportion of industrial output. As this process was taking place, Latin
American trade was in a process of growing diversification (with promising
exports in industrial goods to the '"center'"). Increasing links with the inter-
national economy were being developed, not only through MNC's and foreign
investment, but because of a rapidly expanding external debt, which in some
countries was reaching dangerous proportions of their GNP or their total
exports.

I have tried to convey the idea of a more mature regional economy, but
the shortcomings are still impressive: masses living in extreme poverty;
social indicators such as access to health or education are underdeveloped;
unemployment and disguised unemployment has reached extremely high proportions
of the economically active population. These social ills account for the
unrest that prevails in the region, unrest that in most cases has been

"erradicated" with authoritarian regimes.
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PART II

10. Latin America in the International Scenario
Now let me turn to the analysis of some prospects that may face Latin

America on the international scene. 1 emphasize the word "some' because

several aspects will not be considered.

It may be useful to begin by recalling the 1974 and 1975 recession in
the DC's and its effect upon Latin America (Table 23). The region was able éo
resist the effects of the worst depression of the last 40 years to a degree
that would have been unthinkable 25 years ago. During 1974 the region was
able to keep its growth rate above 7 percent, and the setback of 1975 was

still not as profound as the negative growth rate experienced by the OECD

countries. This fact shows that the region, because of its development, is

less dependent than it was in the past upon the economic conditions of center
countries. There has been an improvement in the 'defensive capacity" of Latin

America. Enrique Iglesias has summed up some factors accounting for this

phenomenon:

-The greater structural solidity of the economies of the region, due
in the main to the diversification of its production system by vir-
tue of industrialization;

~The more diversified composition of exports and, in particular, the
increase in exports of manufactures;

~The domestic potential for producing 1ntermed1ate and capital goods
which could previously be obtained only through imports;

-The greater access to international financing, especially of a pri-
vate nature, even at times of acute disequilibrium in the balance
of payments of some countries;

-The limited, but significant, transformation of agriculture, and
particularly of an appreciably dynamic modernized sector.

In short, this improvement in the defensive capacity is the outcome of the

same growth process that has taken place during the last 30 years. The region
has become less dependent on what is happening in the center.

But there is also an improvement in the defensive capacity in another
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TABLE 23. Gross National Product by Regiouns,
1974-1976 (percentages).

Annual change

in GNP
Regions 1974 1975 1976
OECD countries - 0.5 -1.2 5.0
OPEC countries 9.1 3.5 n.a.
LDC's, non-oil exporters 3.3 1.4 n.a.
Latin America total (excluding .
Equador and Venezuela) 7.2 SNA 4.7

Source: Inter-American Development Bank, Economic and
Soeial Progress in Latin America, 1976 Report,
Table I-1.




sense. Latin America has become an important market to DC's in some specific
areas. Because of the growth process, the region is no longer a negligible
consumer of certain manufactured goods produced in industrialized countries.
This is a new element that deserves some detailed analysis.

I have presented in Table 24 qorld trade statistical data on exports by
commodity classes and region in order to give a general picture of Latin
America's position. Since it is useful to have figures for the Latin American
Free Trade Association, 1 have created a separate region to summarize LAFTA's
activities.

The increase in world trade from 1970-1974 is very impressive (figures in
the table cover 1970-1974 but are not totalled). It grew from $312 billion to
$835 billion, while the region increased from $18 to $55 billion.

While at the world level Latin Americé does not represent a very impor-
tant market since it imports under 10 percent of world exports overall (the
only class approaching 10 percent is chemicals), at a disaggregated level we
find a different perspective. Thus, with reference especially to the U.S.,
almost 12 percent of its total exports in food went to Latin America from
1970-1974; chemicals were over 22 percent, machinery and transport equipment
about 20 percent. Similar figures hold for other manufactured goods; textiles,
yarn and fabrics; and iron and steel. In order to present an example of the
way this data.differs when finer disaggregation is performed, Table 25 provides
a good illustration. In some specific products, Latin America represents up
to 63.9 percent of total U.S. exports (railway-track material). In other
areas such as food processing machinery, Latin America represents 34.5 percent;
paper processing machinery, 31.4 percent; ships, 33.2 percent; bicycles, 40.9
percent; weighing machinery, 29 percent.49 In agricultural products a similar

picture is found for many products.



TABLE 24a.

World Trade by SITC Commodity Classes and Regions (millions of dollars, FOB).

Exports to Food, beverages Crude materials 0il, seeds Textiles and
Total trade and tobacco Cereals (excl. fuel) and nuts Fibers
{0-9) (0+1) (041--045) (24+4) (22) (26)
Exports Latin Latin Latin Latin Latin Latin
from Year World America World America World America World America World America World America
World 1970 312,733 18,549 41,220 1,887 6,972 501 32,893 983 2,209 36 5,883 133
72 415,498 23,705 54,499 2,479 8,616 648 39,036 1,049 2,889 44 7,855 153
74 835,560 55,721 94,596 5,255 22,477 2,155 74,853 2,613 6,255 73 12,549 329
Europe 1970 137,535 5,513 13,999 380 1,239 7 7,965 101 - - 1,241 16
72 188,319 7,152 20,287 528 1,781 8 9,583 126 - - 1,632 17
74 336,810 12,741 32,414 809 3,644 32 18,967 276 - - 2,694 39
USA 1970 42,590 6,477 5,058 585 2,399 222 5,098 374 1,263 28 543 17
72 48,979 7,203 6,569 764 3,289 360 5,538 375 1,653 24 Fhpt 20
74 97,144 15,659 15,233 2,060 9,991 1,384 12,358 1,135 3,819 141 1,782 56
Latin 1970 17,446 2,983 6,906 524 653 132 3,043 295 - - 649 56
Amerilca 72 20,632 3,829 8,166 664 421 136 3,118 302 - - 790 73
74 48,752 9,559 14,186 1,230 1,606 184 5,918 580 - - 1,137 130
LAFTA 1970 12,683 2,346 4,700 410 570 132 2,210 217 - - 513 51
72 15,065 2,976 5,872 509 388 107 2,333 230 - - 643 70
74 33,813 7,853 9,481 938 1,564 160 4,590 517 - - 903 128
Source; Compiled by the author from data found in United Nations,~Yearbook of International Trade Statistics, 1975.
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TABLE 24b.

. World Trade by SITC Commodity Classes and Regions (millions of dollars, FOB).

Exports to Crude ferti- Metalliferous Animal and Passenger

lizers and ores and vegatable Machinery and road vehi-
minerals metal scrap oils & fats Mineral fuels Chemicals transport equip. cles & parts
27) (28) (4) {3) (5) (N (10)
Exports Latin Latin Latin Latin Latin Latin Latin
from Year World America World America World America World America World America World America World America

World 1970 2,382 95 8,080 90 2,244 167 28,579 1,976 21,912 2,037 89,729 6,837 11,595 365
72 3,153 109 7,739 8l 2,591 176 43,796 3,193 29,183 2,004 125,009 8,806 18,275 522
74 5,775 262 15,627 303 7,182 498 170,193 13,943 63,747 6,211 205,859 15,450 25,522 792

Europe 1970 750 9 886 1 662 26 4,614 88 13,401 867 47,186 2,086 U572 G 1L
72 871 11 822 1 781 35 6,331 125 18,511 1,155 65,948 3,561 10,620 198
74 1,394 18 2,333 4 2,319 64 16,546 326 41,458 2,729 105,904 5,156 13,809 241
USA 1970 316 41 939 52 493 79 1595 3 3,826 827 17,882 2,847 842 101
72 344 42 508 51 508 78 1,552 5 4,133 985 21,533 3,214 1,332 140
74 665 95 1,475 158 1,423 333 3,444 15 8,819 2,374 38,188 6,007 2,349 236
Latin 1970 - - 1,544 30 - - 3,838 1,215 430 188 383 185 - -
America 72 - - 1,435 22 - - 5,512 1,640 618 245 657 320 - -
74 - - 2,853 117 = - 18,881 4,973 1,433 500 1,842 809 - -
LAFTA 1970 - - 929 11 - - 3,145 1,207 216 78 252 119 - -
12 - - 915 2 - - 3,756 1,367 312 139 606 282 - -
74 - - 1,836 108 - - 11,419 4,166 845 329 1,713 760 - -

Source: Compiled by the author from data found in United Nations, Yearbook of International-Trade Statistics, 1975,

«
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TABLE 24c.

World Trade by SITC Commodity Classes and Regions (millions of dollars, FOB).

Exports to

Other manu-

Other manufac- Textiles, Non-ferrous factured metal
tured goods yarn & fabrics Iron and steel metals products Clothing
(6+8) (65) (67) (68) (84)

Exports Latin Latin Latin Latin Latin Latin
from Year World America World America World America World America World America World America
World 1970 90,666 4,402 12,391 449 17,066 992 12,246 372 6,247 492 6,267 182

72 116,420 5,014 16,999 542 20,134 1,059 11,761 400 8,216 536 9,726 259

74 213,251 11,315 27,689 1,012 46,435 3,982 25,170 1,044 15,027 948 15,002 444
Europe 1970 48,559 1,399 7,108 119 9,296 296 4,455 66 4,098 211 3,255 34

72 65,383 1,660 9,725 140 11,519 292 4,744 99 5,447 233 4,934 51

74 117,908 3,527 15,638 226 26,145 1,282 10,076 282 9,865 354 7,148 70
USA 1970 7,662 1,357 603 110 1,262 236 964 118 771 177 227 88

72 8,103 1,352 779 126 826 174 660 73 855 162 249 115

74 161,532 3,121 1,795 288 2,560 803 1,500 237 1,694 338 418 196
Latin 1970 2,564 553 186 72 188 92 1,370 107 - - = -
America 72 2,504 641 290 89 227 93 958 106 - - - -

74 6,244 1,430 740 186 473 206 2,899 309 - - - -
LAFTA 1970 1,909 307 111 18 129 53 1,16 - 102 - = - -

72 2,140 425 212 38 213 80 934 101 - = - -

74 5,002 1,121 631 111 366 187 2,85 303 - - - =

&

Source: Compiled by the author from data found in United Natiouns, Yecarbook of International Trade Statistics, B
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TABLE 25. Exports of Semi-finished and Finished Steel

Products (thousands of metric tons).

Exports of United States

To
Latin To (1)
Product America World _Tff
(1) (2)
Ingots and semis 447 .4 732.8 61.1
Railway-track material 94.7 148.2 63.9
Heavy sections 64.6 333.0 19.4
Light sections 200.1 683.6 29.3
Wire rods 4.5 59.8 Vi
Strip 139.6 351.4 39.7
Plates 172.4 388.0 44.. 4
Sheets 507.8 1,318.4 38.5
Steel tubes and fittings 224.0 830.0 27.0
Wire 14.5 6423 -34.3
Tinplate 232..5 450.0 51.7
Wheels, tires and axles 3.2 6.0 53.3
Total of products listed 2,105.3 5,343.5 39.4

Source: United Nations, Statistics of World Trade in Steel

(New York, 1975).
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When this type of analysis is made over a period of time, the genearal
trend indicates that for some products the importance of the region has been
increasing. And there is no reason to believe that this trend will be reversed.

At the very least, the region will maintain its current position, unless some

import substitution takes place. Should this happen, imports of intermediate
products or raw materials will then increase, since Latin America is not self-
sufficient. The important point is that despite the diminishing participatian
of Latin America in world trade since World War II (due mainly to intensifi-
cation of trade among DC's), Latin America is an important customer in world
trade with regard to particular products.

This peculiar situation can be used for the region as an important tool
in international economic negotiation. But, to be effective, the region should
speak with one voice. As we all know, this requires an enduring political
outlook which, unfortunately, the region has lacked up to now. Nevertheless,

~a realization of how important this tool is could increase the defensive
capacity of the region enormously.

Another reason to believe that Latin American countries will retain their
‘participation as consumers of certain products in world exports is that,
during the last 5 years, the region as a whole has improved its participation
in world trade. Several factors account for this. As Latin American trade
became more diversified, it began to participate at an increasing rate in the
expansion of world trade. Manufacturing exports represent only 15 percent
of total exports of the région, but it is plausible to argue that this will
increase in the future.SO 0f course, this will depend to a great extent omn
the commercial policies of the DC's. If the present tendencies toward protec-—

tionism previal in such countries, then the prospects for Latin America are

not very good. This is a matter for firm negotiation in their own interests
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by Latin American countries. As a spokesman of a Latin American country said
recently, "We want trade, not aid."

But if the export of manufactures is important, incentives must be chosen
carefully. Some countries are exporting goods at the expense of diminishing
the purchasing power of socioeconomic groups in their own countries. Anti-
inflationary policies that rest mainly on reducing real wages are having this
unwanted (is it really unwanted?) effect. On the other hand, with nondiscri-
ninatory incentives to promote exports we may have a situation similar to the
auch criticized incentives to promote import substitution; that is, promoting
exports through artificial means rather than through an increase in productivity.

Another point that should be mentioned is the increasing importance of
intraregional trade. 1In spite of the low success rate for schemes of integra-
tion, intrazonal trade has increased from 7.6 percent in 1962/64 to 12.3 percent
in 1975. 1In five of the eleven LAFTA countries, intrazonal exports constituted
more than 25 percent of these exports in 1974 (Table 26). Similar increases——
but at a declining rate during the last years—-have occurred in the Central
American Common Market.

Where the region has had least success is in diversifying their trade
flows. U.S. and Europe are still the "center." It remains to be seen if
redressing the flow to other areas will be possible. Here again, political
stamina and political constraints will have their effect. But unless some
diversification is possible, the defensive capacity of Latin America will be
éreatly diminished.

It is not necessary to point out changes that have taken place in‘the
structure of international trade and the emergence of a multipolar world that
have increased the defensive capacity of the region. The U.S5..is not the pre-

dominant nation that it was following World War II. Therefore, Latin America



TABLE 26. LAFTA: Total and Intra-LAFTA® Exports, by Countries,
1962-63, 1974, 1975 (millions of dollars).

Annual average 1962-64 1974 ' 1975
' Percent- Percent- Percent-
age age . age
Intra- Intra- Intra- Intra- Intra- Intra-
Country Total LAFTA  LAFTA Total LAFTA LAFTA Total LAFTA LAFTA
Argentina 1,330 196 14.7 3,931 x 4929 23.6 2,961 755 255
Bolivia 93 3 33 645 218 33.8 522 185 35.4
Brazil 1,350 99 73 75951 918 I1%5 8,670 1,197 13.8
Chile 567 50 8.8 2,134 409 19.2 1,494 391 26.1
Colombia 486 9 1.9 1,417 203 14.3 1,247 216 1753
Ecuador 125 8 6.4 1,124 189 - 16.8 1,050 188 17.9
Mexico 832 33 4.0 2,850 264 9.3 2,859 278 Q)17
Paraguay 41 12 29.3 170 53 31.2 174 62 35.6
Peru 583 58 9.9 1,521 156 10.3 1,315 216 16.4
Uruguay 166 13 7.8 382 139 36.4 381 110 28.9
Venezuela 2,678 143 5.3 15,206 475 3.1 11,117 461 45,1
Total 8,253 624 7.6 37,331 35953 10.6 31,790 4,060 12.3
Total exclud-
ing Vene-
zuela 5,575 481 8.6 22,125 3,478 15.7 20,673 3,599 17.4

3Bolivia and Venezuela began to participate in LAFTA in 1968. To facilitate a comparison of
figures, the value of trade flows maintained by those two countries with the rest of LAFTA prior to

1968 have been included.

Source: Inter-American Development Bank, op. cit., Table IV-1.

(2]
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should use this new situation to its own advantage. Up to now, this has not
been possible, but we should expect a change in our favor over the next 25
years.

So much for defensive capacity. I did want to present a picture of what
I consider "assets" of the region vis a vis those of other regional groupings.
But, this does not in any way mean that Latin America has been able to over- B
come its structural weakness with regard to trade. That, is, the well known o
asymmetry that exists with exports and imports which have different growth
trends, Because income-elasticity of food and raw materials is low and the
protective measures of the DC's, Latin American exports have a long-term
growth rate lower than that of imports (whose income elasticity is higher
because of the products that are imported). In many cases, especially during
recent years, countries have been able to overcome this problem by applying
recessive measures upon their economies, with the subsequent reduction of
imports.

Given this asymmetry, in which Latin America's dependency has become so
accute, governments have only two alternatives for short-range solutions: the
already mentioned recession, or increasing foreign indebtedness. We all know
that the first alternative is a hard one, especially if there is a democratic
government where social protest can be expressed.

Another aspect that will have to be tackled in the future is the need to
establish a code of conduct for the MNC's. Given their size and the fact that
they operate beyond the limits of the economic policy of any State, they have
so far avoided regulation. There is no need for a polemic against their
various practices——such as their methods of inforcing their will upon some
States——to make a case for collective, international action about them. This

subject has often been classed as just one more Third World complaint, but
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it is now becoming clear to many countries that because of the MNCs' position
they can further endanger the flow of intermational trade. The amount of
international reserves that they can mobilize is becoming common knowledge.

It is only a matter of time before some measures will have to be taken to halt
the disruption they are creating in financial markets through speculative
movements of those reserves. At that point, not only Third World countries
will have an interest in negotiations.

In a similar fashion-—and related to the asymmetry of imports and exports
already mentioned--we may see more developments like those that followed the
Jjump in Ail prices. For many years the LDC's have asked for dialogue about
prices of raw materials. The standard answer has been that there is little
to discuss because prices are regulated by the market. It was amly after the
0il price increase of 1973 that--suddenly—everyone realized that market
mechanisms were not working quite as smoothly as economic theory teaches us,
and that some dialogue was in order. As is usual with human beings, only
when a problem hits close to home can we see it with the same eyes as those
who were already being affected by it.

With regard to the mounting problem of external indebtedness of the region,
it is difficult to conjecture on the prospects, Historically, foreign debts
have been used to solve one of three situations: 1) fiscal deficit,51
2) balance of payments deficit, or 3) a need for capital investment. The first
two cases are rooted in the economic structure of the region. It is difficult
to see how that struéture can be changed without radical transformations of
their economies. Therefore, the trend toward an increasing indebtedness in
the region will probably continue in order to maintain its growth rate. Only

if economic growth declined would it be possible to diminish the balance of

payments deficit (imports will drop and exports may increase) and the fiscal
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deficit (public expenditure will drop).

Nevertheless, in some countries of the region there has been an

. . . accumulation of such considerable debts and such a structure of

maturities that the very servicing of the debt requires resort to

additional foreign financing—a genuine vicious circle. It is this
aspect—the overbearing and implacable necessity to obtain foreign
financing-~which finally sums up the situation of dependence; this

is the crucial point in the mechanism of dependence. . . 32
Given the level of external indebtedness of some countries that have already_
reached the situation described by Sunkel, unless some rescheduling of the
maturities is obtained, either default or increasing dependence are the
alternatives.

More important than the absolute level of foreign debt is understanding
its dynamics. That is, it is necessary to compare it with increases in
national product or total exports. As long as foreign debt is increasing at
rates similar to those of other economic indicators, the debt is within
manageable limits. The problem begins when the rate exceeds them. This is
the case in some countries where debt servicing amounts to 40 percent of total.
exports, and refinancing in unavoidable. Unfortunately, there is an apparent
trend in this direction.

This structural weakness of the region, in spite of the developments 1
have presented in this paper, is what places Latin America among the Third
World nations. There have been many occasions on which the idea of a "middle
class" among the nations has been espoused. 1 cannot resist the temptation
to quote the following sentences of a lecture given in 1965 at the National
Military College in Argentina by Aurelio Peccei:

One fact of capital importance has . . . arisen, and it is of primary

importance to the object of our theme. I refer to the progressive

emergence of Latin America, where the realization that the key to the
future lies in economic integration has produced growing regional
cohesion and a parallel relaxation of ties with the Afro-Asians. The

Inter-Latin—American fabric daily heightens the value of geographical-
economic and historical—cultural individuality of that continent; and,
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even if the sceptical can point to the enormous difficulties still
to be overcome, it remains an incontestabhle fact that Latin-
America has practically cut itself off from other developing regions
and has entered its candidature, as a homogeneous area, for a higher
place in the world Jemphasis mine].

We are talking here of an irreversible movement which tends to
detach increasingly from the true third world.’3

This quotation represents the view or perhaps the wishes of many people.
Nevertheless, Latin America's place in the international scenario is a fact _
created by the links and the functions that it performs within the capitalistic
system. It may be possible that in terms of per capita income, or gross
domestic product, or any other indicator, that Latin America is closer to the
"upper income group" than to the "lower income group.'" But this is not how
groupings are determined. Thei are defined primarily by their functions, by
the roles that they play within the system. The kind of challenges that the
region is facing are similar to those of other Third World regions. Therefore,
to think that a prospect exists for Latin America's separation from other
Third World countries appears to be, for the moment, wishful thinking.

This is not to say that the fegion does not have particula; interests, to
which it might give more emphasis than would other Third World regions. For
instance, if a NIEO is in the making and some '"allowances" will be made to
LDC's, Latin America might prefer concessions with regard to exports of manu-
factures, wﬁile other regions might not attach much importance to this. 1In
other words, within a general strategy, it is reasonable to consider the
specificity of the regions according to their ecomomic structures. But these
specificities and particular interests cannot prevent Third World countries
from presenting a common front in seeking changes in economic international

relations that would narrow the gap hetween DC's and LDC's.
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11l. Prospects for National Societies

Progress can be made at the level of international economic relations
over the next years. Whether this progress will trickle-down through national
boundaries to the people will depend on the economic system that prevails in
those societies. This is why it is important, in our view, to have some idea
of possible scenarios of those aational societies, in spite of the fact that
it is foolhardy to nake predictions at this level, especially when referring—
to such a diverse region as Latin America.

To begin with, there is a crisis in regaining the momentum of development
for the region. It is clear that the pattern or style of development predomi-
nant over the last 30 years has exhausted its possibilities. The so-called
inward-oriented growth model is coming to an end. From the production side,
import substitution faces mounting problems, since output of goods "easy" to
substitute has been completed. If we take the investment side, we see that
capital acéumulation is harder to achieve because social benefits have been
expanding; real wager, among other .things, have been increasing as a conse-
quence of rising expectations (and rising demands) of those sectors that are
being incorporated into the development process. Local entrepreneurs, as a
source of change and development, are being replaced by MNC's. From the
demand side, the process has maintained a trend toward concentration of income
and this has meant that those industries geared to satisfying the demand of
upper income groups are the only ones to grow rapidly. These are the main

: {
factors that account for the exhaustion of this style of development.

I can see two alternative strategies to replace the old ones. I will
call them, tentatively, the "authoritarian-laissez faire model" (ALF) and the
"democratic-egalitarian model" (DE). Let me skatch these models briefly.

The ALF may seem to represent a contradiction in terms——authoritarianism

and laissez-faire--but it does not. Those two words emphasize the main
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characteristics of the model. It is authoritarian in the sense that the State
uses its force to prevent social unrest, which is essential if the model is

to work. Because of the style of development that is implicit in the ALF,

and the radical departure that it represents from the process of growing
participation of new sectors in modernization, the model has to rest on the
naked force of the State. If rising expectations are kept under control, it
may be possible to deny new (or to take away old) social benefits, especially
those related to the wage level. Capital accumulation may begin to take
place at the expense of labor.

VWhile this decline in real wages may produce a recession in the short
run, because demand will drop in the labor sector of the economy, in the long
run it is expected to counterbalance that factor via an increase in investment.
This should come from higher internal profits (real wages down) or because
of foreign investment. Here MNC's should play a crucial role. But, since
demand for consumer goods will shrink, those new investments would be export-
oriented goods or luxuries for the upper income groups.

An important-aspect of the ALF is that it relies on the "invisible hand"

of Adam Smith. It is an open market economy in which the openness with regard

to foreign trade is complete. The overall view is that the model will--in the
long run--incorporate new sectors into the small elite that can afford higher
levels of consumption, Until that time, authoritarianism should be maintained.
The role of the State in economic control is nil; free market forces and
private enterprise are expected to take of the economy. This constitutes the
laissez-faire aspect of the model.

I am the first to agree that this may be a simplistic stereotype of what
is going on in some Latin American countries; but many of the features

described in the ALF are today present in the economic and political systems
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of many countries in Latin America. Since in my view this ALF has been
carried out in several countries, it would be a good exercise to see what

are its prospects of becoming the predominant style of development in the
region; but I cannot go into this exercise. I will only express my doubts
(my own wishful thinking) that an authoritarian rule can be successfully
implemented in the long run. Social forces that are born through the growth
process itself cannot be kept under control forever. It is true that in some
cases the ALF is dismantling the industrial sector (because of the reliance
on principles of free trade and the inability of the industrial sector to
compete with foreign products), so that an important factor of social unrest--—
an organized working class——is disappearing. In extreme cases like these,
the ALF is producing changes in the very structure of those societies that
may succeed in the long run.

The DE, unlike the ALF, is not being applied in any country. Neverthe-
less, it can be argued that there have been attempts to implement some of its
features in some countries.

The DE model accepts the necessity to 'rethink the development thinking";

the DE does not accept as a goal of development the striving for the way of

life characteristic of today's DC's. Questioning of the way and quality of life .

in the DC's is a recent phenomenon that has arisen not only in the periphery
but also within the center. Many factors have influenced this questioning,
especially ecological issues such as limits to growth and concern over waste
of natural resources and pollution.

The DE is democratic in the sense that it requires active participation
of society in implementing its own development; it is egalitarian because it
has as its main goal the satisfaction of basic human needs within the society.

As has been said recently:
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These needs are nutrition, housing, education, and health, and their
satisfaction is a prerequisite if a person is to take a full and
active part in his social and cultural environment. This is a - -
necessary condition for an egalitarian and free society but it is not
in itself sufficient. . . . The main function of the economic system
is to allocate capital and manpower between the five sectors
Inutrition, education, housing, capital goods, and consumer goods,
and other services] so as to obtain an optimum distribution.>é

In other words, the DE does not believe in a market economy as the best way
to allocate resources to satisfy basic needs; rather, in the process of
allocating resources, there should be participation of all those that are
concerned. This is why a democratic system is required.

Capital accumulation will be performed mainly through taxation by
the State. Increase in demand will result from the new requirement that
basic needs be satisfied; a new structure of production will emerge fitted to
those demands that in the past were ignored. A production process geared to
satisfying basic needs is usually not too sophisticated. Construction sector,
non-durable consumer goods sector, and improvements in agriculture do not
present great challenges in development. Therefore, imports of new technology
do not have high priorities. And, since these sectors are not those that
normally interest MNC's, it can be assumed that they will not play an impor-
tant role.

It is clear that DE implies a resignation to a particular way of life on
the part of a small sector of society, but

In the end, it is always a question of priorities: more foreign

exchange to import private cars, or more buses; luxurious govern-

mental offices, or improvements in illegal settlements; a new

generation of jet planes for the air force, or a new generation

of children that will survive their fifth birthday. No government

can do everything. To govern is to make choices. But poverty

will persist and increase if the decision is too often in favor

of unnecessary luxuries and does not address critical needs. 5%

Although the ALF and DE models are only abstractions, it is clear that

two grand alternative strategies of development will be available for the
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rezion. Each one will induce a completely different economic and political
structure upon Latin American countries.

I1f the rate of growth of 1960-1974 world continues up to 1990, then the
gross domestic product would be 10 percent higher than that of the 1970 EEC
(without the United Kingdom) and its industrial output would be only 10 per-—
cent lower; but thé gross value of output of machinery would be a little
nigher than that of the EEC.57 These figures are subject to criticism from )
different angles. I have shown them only to indicate the great growth

potential that the region has. But equally as important as growth is to

decide how to grow and for whom. The way in which each Latin American society

answers this question will define their development prospects.



FOOTNOTES

It may be useful to know that this regional product is comparable with
that of the Europe of 195Q0. Se Enriaue Iglesias,''Latin America: The New
Regional and World Setting,'™ Cuadernos ‘de~la CEPAL, No. 1, 1975. This
growth rate is close to the y percent target established by the Inter-

national Development Strategy for the Second United Nations Development
Decade.

The growth rate of per capita income for the period was 2.5 percent; that
is lower than the 3 percent target of the International Development
Strategy. According to the World Bank the figure is 2.6 percent (using
per capita gross national product) for Latin America; 1.8 percent for
Southeast Asiaj; 2.0 percent for Africa (south of Sahara); 5.0 percent for
Northern Africa and the Middle East; and 4.9 percent for Southern Europe
(which the Bank considers a developing region). The average growth rate
for developing countries was 3.7 percent. See the Statement of R. S.
McNamara, President of the World Bank, before the Board of Governors
(Washington, September 27, 1977).

W. W. Rostow, "The Take-0ff into Self-Sustained Growth," Economic Journal,
Vol. LXVI (March 1956), pp. 25-38; and The Stages of Economic Growth: A
Non-Communist Manifesto (Cambridge, England: Cambridge University Press,

1960).

Since I cannot go further in this matter, I recommend the enlightening
article of Raul Prebisch, "A Critique of Peripheral Capitalism," CEPAL
Review, No. 1, First Semester 1976, pp. 9-76.

A good example of this thesis is given by Simon Kuznets in "Economic
Growth and Incowe Inequality," American Economic Review, Vol. XLV, No. 1
(March 1955), pp. 1-28. 1In his presidential address to the American Eco-
nomic Association, he expresses the view that as economic growth takes
place, after a period of increased concentration of income, economic and
social forces will produce an opposite trend toward a steady improvement
in the distribution of income. Kuznets presents detailed statistical data
to support his thesis.

Charles Rollins, "Population and the Labour Force in Latin America: Some
Simulation Exercises," CEPAL Review, No. 3, First Semester 1977, p. 128.

Jorge Somoza, América Latina: Situacidn Demografica Alrededor de 1975 y
Perspectivas para el Afo 2000 (Santiago: CELADE, 1975).

Rollins, op. cit., p. 173.

The U.N. Regional Program of Employment for Latin America and the Carib-
bean (PREALC) estimates that around 1970, 28 percent of total active
population was unemployed either openly or in the form of disguised employ-
ment. See PREALC, El Problema del Empleo en América Latina y el Caribe:
Situacién, Perspectivas y Politicas (Santiago, 1975).
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That this problem is aggravated by the labor-saving technology incorporated
into the capital goods imported by the region will be demonstrated later
in this paper.

ECLA estimates based on FAQ Anuario de Produccién, 1974,

ECLA, Indicators of Economic and Social Development in Latin America,
1976 (mimeo, E/CEPAL/1021, November 1976), p. 57.

For an interesting analysis of what has happened in Chile after the
agrarian reform of Presidents Frei and Allende, see Hugo Villela, Autho-
ritarianism and . Land Tenure in Chile, 1973-1976, Vienna Institute for
Development, Occasional Paper 77/75 (Vienna, 1977).

James H. Street, "The Internal Frontier and Technolological Progress in
Latin America," Latin American Research Review, Vol. XII, No. 3, 1977,
p- 41.

Harvest land increased more than 34 percent between 1959/61 to 1974 (from
69 million nectares to 93 million), ECLA, El Desarrollo Latino Americano
y la Coyuntura Econdmica Internacional (mimeo, February 1975), Table 28.

ECLA, Anuario Estadfstico de América Latina 1973. See Agriculture,
Quantum Indexes of Agricultural and Food Production.

Probably the first to present this analysis was W. G. Hoffman, The Growth
of Industrial Economies (New York: Macmillan, 1958), first edition in
German in 1931. See also, A. Maizels, Industrial Growth and World Trade
(Cambridge, England: Cambridge University Press, 1973); H. B. Chenery,
"Patterns of Industrial Growth," American Economic Review, Vol. LI, No.

4 (September 1960).

Maizels has estimated income-elasticities for some industries: food and
beverage, 0.8; textiles, 0.8; machinery and transport equipment, 1.5 to
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