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i, Lntin Anerican Trade Policies in the 1970'
S A Prospective Appraisal

Dnniel M, Schydlowsky.
' lev1rd University

ment of Latin America: A Synopsis

been metely the result. of a mistaken perceptton., In eithe‘ﬁc

The author wishes to ncknowledge his intellectual debt to Ing f rcel o
Diamand ‘of Buenos Aires with whom fruitful interchange of ideas over the’ years
has done much to shape the views here presented, For an exposition of Mr.. u
-pPiamand's analysis, the reader is referred to "Bases Para Uno Politica tndustrta
Argentina", Cuadernos del Centro de Estudios Industriales, A% 1, No.AZ, “**‘
Buenos Aires 1969. Appreciative thanks are also due to Prof. G, Harberler,

Dr. S.E, Guisinger and Mr, D, Dapice for valuable comments and to the latter for
‘agsistance in preparing the statistical material. The data shown in Tables 5a,
6, 7, are from the country studies included in the IBRD Project on Protection in
. Developing Countries directed by Bela Balassa and to be published under the titl

‘The Structure of Protection in Developing Countries by The Joan Hopkins Univer-
sity Press.
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bllnnco of payl-ntl would allcw 1t to do oo. Thiu often took tho forn of: n
fow years of rapid grouth. a run down.of rouorvol,-nn acute balance of pay-g
uouto crioio, thon dovoluntion and recession fdllowed‘oy a period
ot rocupcrution of reserves and f;nnlly the rcsunption of the cycle,

| .A Table 1 ohowl thc figureo for Gross Domestic Product and Hnnufactur-t
ing Donootic Product for Argon*inn. Btazil, Chilo. chico and Uruguay. Fig— f
'uro 1 graphu theoe datn on a loni-logorithnic ocale. It will be noticed thnt“
;th. cyclo io cleorly diotinguiohable in Axgontino and Uruguny from 1950-1967.

Iin Chile it has nppnrently toceded after 1960 and in Brnzil it haa takon hold

M_!1966. Furthernore. the cycle is nore pronounced in nanufacturing than

A third contributin' element hns‘cone:fron the fluctuationl in the

ih‘ he.upturnk and downturns of the general eco-}

capital account. COnsiltent'°
;nonic oituntion and with the otal'economic and political climate in ench nltior

'tathor oizoable capital flow‘von,private as uell uu official account have taken

ploco. Thole flows have bcen prone’to;rupid turnuroundo, often in anticipation
ﬂof ncuto balanco of paynonto crisel, w;th the ennuing outflows leaving even
;leon foroign exchange avoilable for 1nport.‘ Once ;guin, as in the case of expo:
;cyclon. had incrouool in capital inflowa been regarded as cyclical rather than
,oocullr. the adJuat-ent process to revoroo flowo would have beon oubotantillly

looo_painful.



it 7.15:5315 1

.vGROSS f..DGGSTIC PR@UCT OF SELEC'IBD I.ATIN RBRICAN

~ (Untss of Local Gurreney at omatane Prtess)

52 1953 1954 - 1955 -

1956 1957 1958

‘.Argent:!.na - .
Total: GDP v 974 1052 1142 1136 1158
Total Hanuf. 284 327 369 364

Brazil T '

‘Total GDP , 757 780 8i0 846 882
"Total Manuf, 1202 1262 1202 1344

Chiie2: \ , A ,

Total GDP- 9983. 10415 : 14929 15672 16412 17099 17956 19137 19800
Total Manuf, { 7 3484 3885 4049 4293 4567 4911 ’

Coiombia IR

Total GDP . € 2418' 2540 2624 2781 2870 2999 3120
Total Manuf, 378 - 406 425 450 471 503 .

Mexico : o :

Total GDP 76 9 80.7 85.9 94.6 99.6 1072.0 1140
Total Hlnnf 17.7 18.9 20.6 23.5 25.2 278 - 302
Total GDP ]5460 15124 14969 15566 15711 11113

Total Manuf. . .. 3378 - 3383 3348 3598 3620' 3649

lIVolume index. _/ Data‘ before 1960 not comparable w:u:h data after‘ ].960. o

: ,SOURCE_f OECD Nat:lonal "Accounts of the less Developed COunt:ries
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lsents them in grsphicsl form. It is resdily spprecistedgthst:the,fluctus- ﬁ;

1tions hsve ‘been rather considersble.

;of payments problem xlfkﬁhe ‘amo nt ofwimports necessary to. mﬁintsin output st

'cny:giyen:leuelﬁcsnﬂb régugéa,f;ﬁgﬁ' - duction in the ovailsbility of fore131 _

exchsnse willh; ’lgller decresse in t‘fflevel of activ:ty. At the ssme

time, import substitution :ntributes to the fostering ofiindustry, and ivdus-,»

ftrial growth hss bee” egsrded'in Lstin A r_cciss one:of th intrinsic com-

;ponents of economic growth Furthermore, once under way, thu,policy tended to

c este its own cons,t l y}smong,,he new industrislists and industrisl lsbor- ‘

'ers who were its beneficisries.

i Import substitution wss implemented throughout Lstin Americs by the

Byfsuperfictgl mecsures of success, thelpolic: of mport. subs:

forisome time brought sstisfhctory results. The:rstioxofaimoorts3to*incomee?7
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O (ﬂillions of-U s. -
1950 1951 1952 1953 1954 1955 11956 1957 19ssfﬁ”f P

1099 1114

18 80

1392 1335

e
o

54 204;.

1635 1590f
113 169

s26 44
2733 680 -
B 64
185 260

_ 227 155f
CraE11.581020

1093'-;:«‘,
.99ﬁ~
1409;5
7256
414
119
614
44
1343
184

163;_;
I

133

1435

238

488 -

610 589
-5 48

 1438*’“

:1148 123851

447ffn
1459};‘ s
“5°°?i,,.;;<:\_w:g 

-1961 1962 1963 1964+ 1965 1966 1967 -

. Calculate X 4 ibus (minus)éthe?increase (decrease) in’ officialﬁreserves,
_§QUBCBS5'IH?. Balance“of _ayments Yearbook' International Financial Statistics, vario

7195 1707
Car

a0
L 191

- v -
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!c.ll couidaubly :l.u tlu u:ly -ugu ot !qort nnbuitution in thon coun-

"triu tbat uliduouly pucti.cod the policy and although after a time th- '
utio ? .uud tlu:ln; it lubuind ‘on & level oubntntuuy below its :I.ni-
tia im. ~The portion of this dmlopl.ut occurring from 1950 to 1967 cu -
‘Z.lbc ,foucna 4in Table 3 vhich tabulates the ratio of total imports to GOP fon
_":.,?Ar;utiu. Brasil, Chile, Colombia, Maxico ead Uruguay. In terms of the .

;;rovth_' o! :laduntry. th. policy can aho chalk up ut:hcr nubot:antial -ucccuu.
'fM cm_;;ﬂb.uun !m 'rnbh 4. i.n ahut: al.l. tho thin Auricln mtim. thc ‘

"on tho uhol.ba cquctod to bc vcry utuﬁod vit:h the outcou of :hnr policy.
Such. honvcr. :l.- not thn cuc. ’

m !:lut njor d:l.fﬁculty arising. out of the iqort :ubotitunon nt:u-“
vtqy nppmodx;ih connocti.ou v:lth the c:nml dopondoncy of Lacin Auum na- ':“,
Ic lud bm upocud tlut Mort oubntitution would :I.nolate the Lnt::ln

"'r:l.ccn;oconoliu f:o- tlu ﬂuctuntim» of thc:l.r cxtcml account. In thc

‘cmt. ‘hmvcr. thoy havc boco-. _:lf "nny:bing. -oro dupcndont. hther thnn

lnin; :lqaortou of a vido \m::l.cty of cou\-u aud yroducor co—oditiu. oou
fof vhich could b. thourny tutrictod vith ntth pnin iu tha mnt of a S
bchnco of p.yuuu cr:loic. htin mum countriu aftor ilpott subotitutionﬁ

found l:lnlnlvu imorting only uunt:lnl uv -';'

iql:lod tlut i.f a rodnction of i.qortu bccm uccuury. :lt wou.ld petforc" nke:"'

plm in the form of lower Mortl of nv uurhh or capitnl good-. thlll dx?*l""
uctl.y ctf.cting the ;roln:h ut:c nnd/or the level of huluotrial cqloyunt
tn thc ocono-y Tlllll. prior to import substitution a decline in i-porto in-
pncd lunly a ti.hur belt tor cmu—rl; l!ur :lq»ort aubuitueion a roduc-
r.:lon of i.notu meant unqloyunt and a lowor nto pt growth. A du-tic



. TABIE 3
Gl | ’ : YRR
* I EVOLUTION OF IMPORT COEFFICIENTS IN SELECTED -
S . =
1950 - 1967
1955:7.72‘1.95_9_,_ 1957 ;g;_s____ 19601961 1962 1963 "1 ____ ' 1957
1 .;.1325;3;22,2;155;;;;19;,;:fff T

CE

10127 014 3 109
78° .060 .061, <066 .056 .054 057 .04

185 211 212 .19 .18C

’.“'xffc;*' : o

Uruguay.

~ Ratio of imports to GDP. I-ports" are debit item on Goods and Servlces Account in TMF Blhnce of Payments -
Yearbooks, in dollars. GDP is in constant prices, local currency. Imports are converted to local currency either
(a) at the official rate of the year of constant prices or (b) at the implicit rate, being a ratio of CIF S
.-rchlndi.u t-pottc in local curtency to CIF. -erchandue t-po:tc in dol.hu of the base year.
2 , Co
GDP dau before 1960 not conparable ulth that aftemrdl. Bscudo rate of 3.4 pet $ used throughout. :



'rtblc 4

im’- c:mh ot no-uuc Product. and ot
M nuflctutiug in Selected Latin *
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-s.

m of tlu mlutieu of the role of imports is offered by the Brazilian
d.u ubuhud in Table 5.

'rhn second unexpocted and undesirable connqmca of this policy of
import aubltitution fonmd directly from the first. As a result of thc
auur dependency on imported rav materials ruultin; fro- the fint: tound
of ioput substitution, a renewed effort was made to cut dovn the depcndency
on iqortcd inputs by means of further oubotitution. 'mis, hovever, required”

diverting scarce foreign cxchnnge from "ni.ntomca :.-por:a" (i. e.. raw g

materials and intermsdiste goods for exiuing induatries) to t.he i.wort of"

capital goods for the :Lnlullatxon of additional clpncity. : A rectri.ction:'

on the availability of maintanance inortl. hmver, lead 8 o mcre‘ ‘mg-‘.i"_'

excess capacity in uubl:lnhed 1ndul:ri:1 phnts.“ B s, - Lati
America found itself suddenly v:l.th induntrhl phnta bcing opcn':”d L
fraction of rated uplci.ty. m 1ncuu¢ i.n 1ndult.ria1 coato that: ensucd f‘f

was. validated with turthor prot:cction. . Hith the i.ndultrial sector ofcen
conttibnting up\utd- of 20! of GNP, , the npit:udc o: :hc -ocial wnte iuplieu

by excess cspacity is- uthot snbltantill. An estimate of n:n size can be s

derived from Argentinian data where cnpaci.ty ucili.ution hu fluctuated betveen_,i'

55! and 672 from 1961 to 1965.1/ 'l.‘ak:lng an average of 602 ut:.lization and con-.

lidnring a target of 90%, Argmti.nn couJ.d havc had a 502 highct :i.ndu-t:rul,out:-' :

pm:. 'Since ind\m:ry contributes 30% to 352 of m. this inpli.es t‘mtf :{ot:al; _and"

_por capita) national income could ha\'e becn cou 15% higher each year

even excluding investment effects out of the higher incona, excess'capacxty;_:{i

‘-unt that Armtm lost one yut'l worl:h of GNP every oix yeara.

' Y Conade, Rnulu of the Survoy on Production and Inves:unt Expecn-
_ti.on of Indultrhl Bnt.tp:i.u. Buenos Aires, !hrch 1965, ‘rable 3.



=5a-

1949-1964

(a) I-pottu u Potcantagc o! 'roul. Supply of Hmufnctured Producta by Un '
Yesr w o } | p ucer Good | Au Manufactures -

1949 '
1959
1964,

- and
Rw Material .

i 452;
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528
_:62%

,-'_{iu anil",' IBRD m:l.no.. 'l'able 6 2.~




11, The Leggcz for the 1970's
. Latin America enters the 1970'a with a set of unusually diversified

economiea. Far from having epecillized according to their compnretive cdvantnge,‘
»these economies have spread their productive effort over most economic eectors cnd
are operating them at widely differring levels of productivity. An indicction o
of the extent to which ‘Latin Americcn economies have depcrted from the princip1e53
of comparative advantage in choosing the sectors to operate can be derived by
cclculating the real productivity of each of their existing economic sectorh

terms of the amount of foreign exchange produced by a unit of domentic currencyr

worth of domestic fcctors of production (labor, capital, tc ). Thehr'laoning

jmlchines or a dollar 8 wort fof'wheat. Similcrly, thelmlteria

nllv'rices) On the other hand we ccn velue domeetic actor of»pro*:'

dollar's worth of output. The latter quotient

resource cost of foreign exchnnge. It ia worth mentioning\herepthat

'lit;ia possible to celcuihte_thio~indicatoru



. e
for uch trmfor-ing activity :.n t.hc economy, i.e., Juvi.ng. apmning, etc.,
I'it is aho pouiblc to calculat:e it for each co-od:lty in the econony. These
[tw _ca_lcnhtim will provide dit!orent indices of productivity, since each ”pro-’
duct ﬁouito from the accumulation of different crono-ic activities. Thus,
v‘tutih cloth is A result of the activities of growing cotton. gmni.ng cotton,
~npinning vuvmg, and ﬁniching. For our purposes it :i.n more appropriate to-
flook at each activi.ty rather than each commodity, uncc the opportun:.ty is open';
‘to the I.ati.n A-erican economies to import and export rm uterials and :.nt:er- (l:‘r"‘
_udi.t.e goodo u wcll as final conlumtion and invut-ent: goods.ll !

'l‘hc doleltic ruource cout of foreign axchange for each procesung

,'“ti"lty i‘ tlbuhted in Table 6 for the econoues o£ Clu.le, Braul‘ 'and i

jource cou of 2100 ucudol per dollar il lhawn u 2 cince rhe financ al.

mo ‘atc in Chi.le £or thc relovnnt yur (1961) il 1050 escudostpe do ‘ar.

'Ilu divcuiﬂcation of Latin Anri.can qconoliu ducr:.bcd above hu

5bnn -.producod by a very particular for- of cxcbange utc sylten.. In utual par-

;ilanceé‘{tha cxchangc rate reforl to the nunber of un:.t:s of local currency thnt;,zs

fobtainod for one uni.t of fore:.gn exchange. uuually one donar. in the fmancial

_V:‘V"rht. !or ccononic mlyn- purposea. hmvcr. the "comod;ty" exchange

;r’;_u' nrc cqually rolevant: and inporr.ant. Each co-odxty cxchange rate is
idcﬁ.nod as the number of units of douotic currency for vhich a dollar s vorth
| (ar intomtiond pricu) of that part:l.cuhr commodity ulh on the inter-

;nll market. In general there will be as many commodity exchange rates as the

o A For an extensive discussion of the msasuremsnt of comparative ndvanuge
Cf. Balassa, Bela and D.M. Schydlowsky, "Effective Tariffs, the Domestic Cost of -
Poreign Exchangs and the Equilibrium Exchange Rate™, Journal of Political '
__w. May/June 1968,



Table 6,

© Industry

l?Non-Hctallic Hinlral Productcﬁ” “ 48
- Matallurgy ‘ 62
- Machinery <89

17

.Electrical lquipl.nt
Transport Equipment
Wood Products '
Furniture

Paper and Products -
Rubber Products
Leather Products

Chenicals v
Pharmaceuticals ER B 09
Perfumes and Soaps iﬂl 52-1?95
- Plastics ‘i ————
Textiles R 22*
Clothing <j336 6
‘Food Products D ¥ 23g:
Beverages : . 3.92gf
Tobacco

: S ] 24’-.'~
Printing and Publtlhing L
Metal Products

Fertilizers and Insecticidoo.

Cotton Toxtilcu

nultiplo of thc official cxchlnge rato. T e

' souncss.
 Bergswman, J. and Pedro s. Hnlnn. "The Structure of Protection 1n Btazil"
Table 6. 60 )

Jeannerat, t.. "The Structure of Protection in Chile".‘rnb1e77}8,
‘Bueno, G.; "The Structure of Protection in H-xico". Table 8. 7. i“
. IBRD Projcct on tho Study of Protcction in LiD.C.'s, B. Balassa,.

'Director.



oftten a, vungl.e commod1ty

econom ‘has  commodities tradable: internationally: and:

Argentina was u,operating in " 1966 approximntely with t:he following n,xcha. ge
1/ B

rate system-

B_A_T_E; "{ - Compos i.tion »

S ;ﬁFinancial)_ ess 107. tari

Agricultural Export‘ s

Financ ial

=F1nancia1 . =

’

Non-t:raditional Exportff 5

: yf‘!'Financial + 18% tax
»-rebate po T
f_"75 ’-'duties v

Raw Mat:erial Import:‘

"= 'Financisl

fhi.s 1nput:a" on the bui.s of an exchamge rat:e ranging from 330 pesos to 600 per dolhv;‘;

. - 1/ Taken from "Proyecto de Modificacion de 1a Eatructurn Arancehrio-
,Cambtari.a" Camara Argentina de Radio, Televlllon. Telecommunicaciones y Afines
(CARTTA), September , - 1966,

- 2/ 1f the inputs are imported, this is obvious. It also holds broadly
for domestic inputs, however, since the domestic producer is unllkely to sell at’
much below the price of similar imports.:



" to 500 pesos per dollar.

9=
payn will be bucd on the avoragc induurinl exchnnge uf.e of

thc ngc uto h.
costs are based on exchange rate of 450

sbout 600 pesos per dolht.
At the same time he is
gentinian industrialist conld

Th\ll his
requuted to export at 260

sos per dollar. It iu hard to see hovw the Ar
perau in the export market in face of uch an exchange rateu :

) expected to O
uthcr wideuprud m

tructure. Uhfo:tunate].y. this type of nituat:lon 1.

che dat.a for Brazil, Chile and usxico .hown

nt:in Auricn as can be seen fron

n 'rabh 7. .The rati.o p:uenud rclatel for nch industry fact:or reuunera—

i.onl paynblc on t.he buil -of export bu-i.mu to. factor :mneratzono cutrentl
»c:lng pud (on r.he bui.s of aha :I.n the do-utic mket) Thus a rano of .5

sllow paynent of half t:hc c\m:enr. wagu “

m that export ulu would on].y
a ran.o of 5 can si.gnify Vthat:

ltiu. i.nurur.. profu:. ctc. At t:ho uu r.iu.

upo:t ul.u can’ ouly g0 fonurd 1£ the i.ndultry\concemd hu icon :

cnr con:o to one-half of curunt fnctot p:yunu. _ _
thst thin Mricn takes as heritage into the 1970'- an exchange ute syatel

ubot ‘ntially biased against non t.uditional exports. |

:wich a otrucr.uu s
"~f"utructure |

: .,'An additioul and very

important etfcct of . t.he exchang
lusion of Lat:ln Aner:lcan industry.,

j_.;is vhat may be called the inefficiency il I .
is ineff:.cient and uncompeu- : '_

:'nlly "known" I:hac Latin American industry
"fact" is u:l.].y denotututed by trml.nt:mg its cost:s into b'ollara".‘;;vz
above the price of canpaunve mports.

Smce ve. know t.hnt ones-

Q:‘f; ve :iQmin

they turn out to be aublunthlly

financial cxchangc rate.
and thene are usually con-ﬁ-'f :

""i,opcuti.on n.tuully usu the
‘based on the cosmodity exchange utn
it should ot surprue us vety '

vhenfﬁ_,

ti.c costs ate

omubly above the financial exchange rate,
1 be higher than international pncen

mch to find that domestic costs wil

e convotud at an exchange rate lower than the one on w!u.ch they are b, ’

in the absence of the cbvious cxplmtion hu ptoducc_( '.:.the‘

" axpected phenomenon,



Table 7

TB! ANTI-EXPOIT BIAS OF THB BXCHANGE RAI!

'Qchrccntlgo of actual factor remuneration
- payahle on the basis of export sales

}Alnd gz

"Non-Metallic Hinernl Productc
" Matallurgy : L
Machinery ‘
Electrical Bquipncnt
Transport Equipment

Wood Products :
Furniture

Paper and Products

Rubber Products

Leather Products

- Chemicals

Pharmaceuticals

Perfumes and Soaps
Plastics

Textiles

Clothing

Food Products

Beverages

Tobacco

Printing and Publilhing
Metal Products '
Fertilizers and 1naect1c1dcl,ﬂ

|NVA = negative valus ‘dded, 1.6.1 no piymants to factors fedsible

¥~NCotcon tcxtilcl

_,;;.‘souncxs. = P

& Bergsman, J. and Pcdro s. Hnlan. “Tho Btructurc of Protcction 1n Brazil”
Table 6.6. :

Jeanneret, T.. "The Sttuc:uto of Ptotcetion in Chtlc“. Table 7.8.
~ Bueno, G., "The Structure of Protection in Mexico", Table 8.7.
~ IBRD Project on the Study of Protection in L.D.C.'s, B. lalnsla. Dircc:ot



N ;10;_‘

""'_”.; 1nn!tici.¢ncy illusion offoct. and given Latin Auri.can govarnuutl andf‘""ublxc

the impression that they luve an industrial umtm tot:llly out of Vkilter
.v 'l-uul kopelassly iu!ticicnt. The fact of the matter 1-, hmver. tha: -:ch
| ~of the imfﬁciency is merely thc uoult of an improper comparison by the m
" of an exchange rate that is not applicable to the respective costs. Hbcn do-

lul::.c costs are dcfhtod by an appropriltc cxchange ute. i.e. ’ one that u

v«uhtad to tho co-odi.ty cxchangc tctu. it tum out that: I.atin Anriem in-‘-i’l

dun:ry is nubltmti.d.ly lore officient,thnn 3muuy believcd. An indzcation
of the size of this effcct: can bc';_‘ |
'l‘lbh 8.

'l‘hc pattem;of "fnoupnc:l.aliution-fofffftho Lati.n Auucan ecdﬁdﬁi&iiﬁax@

_fftho J.ugc diftoroncu” n tho, pro uctiv:l.ty betvun tha priury pmduceu ,
and thc mr 1ndultrh1 uctou allo uph:ln thc difﬁ.cultxu that t:hc bal- -

‘.‘:f-,ancc of paymants adjustment uchmin has faced in Lati.n Anrica. Under con-

,f"jd:ltim of specialization apptoxiuting those cdled for by cona;,ativi g advan-
ulll.

tm and vhcrc di.uouncu in rul cfficioncy boween uctor. arc ut.het,-»
thc ‘burden of adjuntunt to a lhorugc of forei.gn exchange or {ai'uire for addi
:’tioual imports fall: upon two variablea. the level of real :mcome of t:he coun-
,yv\try and the ul.ativc pucu of tudad and donutic gooda. A bahnce of paynenc
'.vf_.doticit is ab-otbod by otporti.ng -oro, :I.q:ottin' lou ’ and having a lower level

of real incou. - 'm. conconitant s uouuy :hnt m eomd:.tiu“‘ecou

jlxporublo as wc,'l.l as that tudicional oxporta cxpnnd :ln volm ,
.l Latin America, it: hu bun vary difﬁcul.t to incorponu uw co-odxtiu :.nl:o
“the export trade bacauu the size of dcvaluation umuty to ovetcou r.hcit -
‘cost disadvantage has bean of such a magnitude as to call forth u.cum of

i.ncou rm:lvorl that nuuify the devaluation. Thus all the udjultnnt hu __
""hud to be borne by the incoms variable and this has been one of the ujor ru-.;

sons vhy balance of pay—nu adjustment processes in Latin A-ricn havc ofton !



“10a-

Bxc.n ofdolut:l.c pr:l.é_c (=cost) over 1numtionnlpuce :

' Segtors Agun.nculnxchngchtc At Indus\rrial Cost 1 /._ 2,
- I8 o DT AN - B . F‘xchmge N ;,’:

vNon-Hetallic H:lncrnh - 40X -58
Metallurgy . 34 «-‘10- i
Machinery ' 434 -0
Electrical Bquiplont 37 o 6;,
Transport Equipment ST 6.
Wood Products 23 .17
Furniture . 68, 130
Paper and Products 48, 00
Rubber Produrts 78 20
Leather Products 66 L1205
Chemicals 34 E;-;lp
Pharmaceuticals .37 -1
Perfumes and SOlpl 94... 3L
. Plastics ’ 48~ XS
- Textiles . 8L 227
" Clothing , 103 37
Food Products - - 27 =16,
Beveragas. R 83 24,
Tobacco - 78 . 20
Printing und Pubulhing 559 I S

—/ Dorivad u follom - .rate for: 1ntcrhcd:llte product ’

T pare” for wases

. 2/ X'negative sign indicates domestic price i balow international price..
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talun‘ t:hc fork of a reduction in. industridnccivityandmlw" llt.i--G- o:‘ )
'a :ccusion if not a depression.

Industrial Exports go th. lbu 1 Bl

ALl. Action iu the 1970's:

: ‘ Induotrhl “axports to the more developed comtr:l.u are n fundunnul
policy goal for tha 1910'9 fton several poinu of v:lw. - In t.hc fint: placo
’f‘ir. 1a dix‘f:leult to ingiu a manner in whi.ch t:hc men capac:lty cnlung in

out e A‘tthe gemution of indul\ rhl uporta. It ia probabh that by ex-
"pand:lng dowlt:lc uuugatc dennd in tha th:l.n Auricnn ccononiu. a urket.

- £or loot: oﬁ th\c induntrisl uroducc pot:mt.ully available could be created.

At t:hc lan t,:ln 1 hdnv«r, such act:lon uould nlso gencrat:e a need for addx-
”tional :l.lportu uhi.éh would be iq:ouibla to utinfy with ‘the exial:ing level

of cxport and othcr foroip .xchunge tc\mnuu. In conuqnence. i.t becones in=
diopmiblo t:o n:qmtt. part: of thc induntrm ptoduce gcnorated by put:t:ing the .
oxcou capacity to uu 1n ordor t:o pny for tho :lnportn‘ nocded to mintain the
h.t.lmr hvol ‘of opunti.on of the cconow In :h- ucond place. in uny Latin
.Mricm countriu ‘the potcnl:ial fot 1q:ort subltitut:lon hu b«n cxhanlted
4to & hr.c o:tcnt. An a ruult ’ hdmtrhl 3rowth \nuld havc t:o nlov do\m

__to tha ratc of axpanoicvn of thc dolutic urknt r.huo ceuing to be an- engme

"iot ""rovth. or indultry mot: bruk :l.nto tho nxport urku. f'nu.rdly, the pu-

‘i;unt blnkuu of the unqloyunt nituati.on and i.tl pronp-ct:lvc doterion—
L1/

tion llkl ‘the crut:ion of -oro jobc excudi.ngly ntgcnt. As a conuquence of

I.luu up].oynnt: ofiocu.:hc uc:lliution of oxcou :lndut:ricl capac:ty md the
‘uintnmc- of a high rate ot indnotrinl grovth ucqui.u a huun and poli:ical
'dhuuion vhich ho:lghtm the uuntianty of 3mrat:in; 1nduntr1a1 exportl.

i Urban unemployment hu been deternined by surveys for various Latin
Anricu cities to be between 5% ard 168X; ILPES has estimeted the overall unem-
ploymsnt rate to be about 11X which rises to 25% if the underemployed are in-
cluded. At historical growth rates of output overt unemployment is estimated
at 18X for 1980. For a detailed survey of this situation Cf. "The Unemployment
Problem in Latin America", Organization of American States, Third Interamericar
Conference of Ministors of Labor on the Alliance for Progress, Document 10.

‘18 Sapuﬁu'. 1969.
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-,l'inany. ehc cxhtmcc of hrgo and growin. industrial uportl fro- tht lcu
'»"‘ devolopcd countriu would produco a lubnuntial change in th. proceu of bnl-

ancc of payunt adju-tuue. In t:hc absence of industrial oxport-. u hu al-

tudy bnn mt:l.omd, tho adjust-lnc has to be borne ahoot totany by tho :l.n::\“!i?;”__
coﬁ effoct v:lth tho conuqmt unmployunt and othcr ut:iliution of cnpnc:.ty
‘;j‘probh-. In tbo pumce of :lnduntrhl oxporc. with thoir narrovor product:.vn*
”?diftauntiah. the adjulcunc proccn o£ Lal:in m:im‘comtriu vould bcco-e
vmch -ou oil:llar t:o that: of dcvelopod countri.u. A- a rnulc, devaluntionl

'wuld bocou a noto e.‘.fcctivc po:l.i.cy tool lnd it il quitc li.kaly that inflation-

dcvnut:i.on cyclu would bacome mch less co-on to: r.hc I.at:i.n Aur:.can countr L ;a:

t:han thoy have bun in t:h. put.

In ordet to: gmnu t:hue cxportl of induntrial eo-oditiu to the

;valopcd,counttiu a nudnr of condi.t:lonn havc to hold. ;p v

-on thc urhtl and denand in t:lu dcvelopod countuu. e) A decrme i.n the pcr-
ce:lvcd riok of exporting mt tako pllce in the leu dcvoloped countrin. L
hong theu varioul conditi.ou ‘the onc most mnable to pohcy acuonlon
thc ltt of 3overnmtl :l.l ptice conpotit:lvcnou. In order to assess tha ng-
; nitudn i.nvolvcd. it i.l uuful to analy:e fint tho procon of puce fomnon :

. mlticountty mlt:lproduct vorld and t:hcn t:o cxplore some u:tions that

_dovclopnd u 'well u lul dnvcloped countriu can nkc to an:m r.he glp bctvun_

: thc‘“pticc _:in thc dcvolopcd countriu and t:hc cou :l.n the lul dcveloped countriu

COnlidnr fint thc oi.t:ultion in which thun il one devclopod eountry

' vi.ch t.hc fonu' nxporting indulttu

:producto to tho httor wh.rc :I.n turn__ cltuin a-ount of Mutrinl produc_,‘




;4',‘:1;‘35;513;"?7

.proxinuly oqual to tlu pr:l.cu of lilihr co-od:l.t:lu :I.n tho dcvolopcd "coun-

- try but for the urﬂ.’! i.qond on the iqottn of t:hue co-oditiu and thc
_"tuupornti.on costs incurred 1n btinzing them fro- tho dcvcl.opcd country

{;;to r.ho less dovnlcpcd onas. 'nmo, if there are no ngnificnnt nonopoliel

i.n thc ptoduction of goodn in thc hn dtvoloped countr:lu, we would expect
tho di.!to:m o£ the coot of production :I.n thuo leu dcvelopcd countriel
and tho pr:l.cu :I.n t:ho urkcu of thc dcvolopod country to be- apptonnted

by clu taifn nga:lmt iqorco .'i.n uch of the hu devcloped countries and.the
:A.Arupoetivc umportat:lon eolt:l. ‘ro tha oxtont thlt tlure are i.lport: com=-
;‘;vjvpnti.ng -onopouu :ln thc LDC'. one' would upcct the diffcrencc bctwecn the
;fcolt: :I.n thcu eountrm lnd tho pricc in tho dcveloped countty r.o be less

than the Mort rutricti.n; uritfs :I.n th. lul dcv.lopod count:riu plus the
:».ftrmporut.ion GOItl. ‘l'hc o:l.t.unti.on m bc cui.ly vi.sualiud in Figure 3, In
-v'd:lasru (a) n hnvc the lundard comti.tivo oi.tution of an iqort-coq:eung
ndutty. DD j.l the donutic dmnd eutvc. s 8 o34 i. thn doulc:.c oupply cutve.
] P s .il tho lupply curve of iq:oru, ulnud to bo infinitely elutic. Since
j%a tar:lff i.l i.qoud, the relevant iq:ott lupply curve is P'ns-(l-l-t). The tot’nl
flupply curve t.hcuforc is s cns (1+t).: lhrht equi.lib:iun ic reached at B
fand thc domt:l.c, pricc utthl at ?'n - Pn(1+t) Since Pn equall t:he export |
';price of the dovcloped count:ty piul frioght, we luve P'n = Pn(l-i-t) - P (1.,.5), -

\'f(l-l-t) uhcrc £ is the pcrccnuge froight ut ‘, _f{;fIﬂ dilll'll (b) °f HB““ 3 "0 :

ci.tcuutances thc do- :

yffillavc a mponlt cowctins \'Rh 1!’0“'- B ““d" ““
‘man .curv- f.ac:l.ns the -onopoli.ot in ki.nkud. i-‘-: 1’ '“' 2 T.-".‘, "“'Mt

'-l'(cm "< e, (m) (1+e).






| =lbe,

In dh;u- (c) of ngrc 3 wo havc thc -uution of ons of -tny coqc-
‘titin firme in an :I.ndultry operating with excess capacity. In thi.- typc of
o:l.tuati.on ﬁnl are ululod to behave in the short run likc lonopolhtic co.- "
pstitors and develop an 1lplici.t sarket-sharing baluviour. The ruulting ohorr.
run equilibrium is thul the Chnborunhn tangency .olution with urginal co-t
bol.ov price. Thus in thh case mar;inal but not avorm eoat: wi.:l.l be leu than‘
Px(lﬂ’) (1+t.)

If thers were two or more dcvalopod countriu utlur than one tho uu |
mly-i.s would hol.d. with the ~export price of tho l.ovut: cost dcvcloped coun-.'i
try boconing t:ho dctord.ning factor.

) If the less developed counl:riu wish to uport to thc -thcu of thc

dwolopod countries they must be able to produce at a- pri.cc equl;to‘ tlut

paid in the marl.ut of the importing country minus v!ut:mr iq»ort dut:.es atc )

levied upon entry minus the cost of trmport:ltion bctvun tln lul;' dcvclopcd,
coun:r:lu and the market in the dmlopod country. !to- vlut.vv : hvc ptevi- :
ously utabliahnd about the formation of pticu 1n J.cn dcvclopcd countuu

n can conclude that in th. abuncc of mopolin and pricc diffcrentiation. h
l;hin required price will be below the cost of pt‘oductionvin thn -leu dqvolope@ '
Eﬁmzry voncernsd by an anouﬁt aspproximately equal to twice the freight :ati, '
plus the rates of import duty imposed in both the importing dovdibpﬁd ‘coun- |

try and the exporting less developed ons. Should t:ho export pricc of the de- . "'
veloped country concerned be lower than the prico at vhich the uu product o
tells in the domsstic market, this differential offsets the cost diudvantagc
noud befors. Furthermors, if the importing developed country is not the lw-
st co-t producer, the freight cost: fro- tho lowest cost producer to the i- A
portor'l -rbt will provide an offset to the coot/pt:lco differential. l'iuny ’
Lf import competing producers in less developed countri.u are -onopolutu ot

:oqntitivc monopolists, the cost dindvuu;c is furthct reduced and ny m- o



idccd : vanioh alco;othor. e
: ‘ 'rablo 9 t.abuhtu on utincc of thc d:l.fforonco botvoon cooto of pro-;_'
"‘iduction in B:u:ll. Ch.'llo ond lloxico lnd pncoo in dcvc].opod countrioo on t.ho.'i

l:?'auuqtion of fully coqotit:l.vo ntkat.- au oround cnd uloo to- thc Ilt“

' ho‘ lowuc coot producer. Si.nco dcvolopod country oxporccro of:cn price"
i nr;inal cooc for oxport. Lntin Aurican :I.ndulcry :I.o oftcn oligopoliui.c
;"?"1n otruczuro. cnd ulu lly tokc phco in urkoto of othor than thc lowcot:

co countr:l.u. thuo ooti-ctu are :I.:.koly to ovorototo the tm coltlprice

: "'l‘ho uthor iu:gc gop oxiocing bccw«n tho cootl of dcveloping coun-.ﬂ«

l:ri.c cnd chc pri.co in th 3 ;dovelopcd 3'councry urkcto con be nartowed i.n part

;}t:rial:oxporu of. dmloping count:ri.u to bo price conpot;twe m developod

'jc ntty'v urkotl. A touah iq»rouion of thc quant:.tot:.vc i-porunc 8 of developed

::-cm“r’: “ﬁ'“' 5'“ "h° t“'l pr:l.cc/coot. 8‘? ln bc dor‘?vo ”"frol:"l‘obl

_'I.cu dovcl.opod countriu for thai.r pnrt cm undorcake to nartow th_'

:’cootlpri.co di.ffount:lal by two nin techniquu. tho, "irot of thue coutituteo

;l:hc pay-nt of an oxporc oublidy and ;the ucond of thou i.o the undernking of

a coqunuud dcvaluction. Ucchniquoo are cucntiany directed at:

fnking the oxport oxclungc for uontuditi.onal commodities similar to che
co-odity oxclungo utco of inputo in chno :I.nduocr:lu. :

& nport ouboid:lu can bo used u a d:luct means to bridge thc gap bct\uc
coot of production and sales prico by uking a cash payment through the Trea-
oury. It is important to point out, however, that this out:payunt through thev’ :

Trouury nead not burden fiscal finances. if the respective country has ucu_of



Sector
Sector

llon-llet. luneuls
Metallurgy
Mach: iery
Electrical
Equipment
Transportation -
Equipment '
Wood Products
Furniture

Paper & Products
Rubber Products
Leather Products

Chemicals ,
Pharmaceuticals

Perfumes & SOaps

Plastics
Textiles
Clothing _
Metal Products
Fertilizers &
Insecticides

‘i:EiT'afji:.f’i' Tariff r:eig_: 'l'ot:al l'ariff _Tariff
@ @ @ o o @

’ATHE EXC!SS OF COSTIOVBR ,!XPORT PRICE FOR SBL!CED -

u‘rm unxcm cotmmms

,‘»iziéhilg ij - Mexico

e .dusttial : Industrul S Industri.al
: 'Country - 1/ Own . ..Co S .own - COuntry
: ‘l‘ariff ‘tu'lff Preigh Total

' fi: (z) %)
: 11
3 15 - .78

62 1390

Ly ]

[ ]

[ ]
”“Uﬁ@@@@@bhﬁ@ﬁﬁbfﬁ?ﬁﬁﬁ
® ooeonvonsonSe ®. ohul

1/

“Total = (1+=

SOURCES: Own tariffs-; Bergsman & Malan, Jeanneret Bueno, op. cit., Industrial- COuntry 'rar!.ffs, Bahua, B.,

. "'l'he Structure of

Protection in Industnal Countries and Its ‘Effect on the Exports: of ‘Processed Goods from: Developing

" Countries."” Paper submitted to UNCTAD. II, Table 1. Freight: Balassa, B., footnote ‘in" above source taken from -
"Trade Prospects in Developine Natians." s

: ~9CT-



acity in i.tn indultri.al phnt. Ala ultofchomsublidiud exports

ﬁmr: lovol of donuti.c activity and K. f :I.lporu will ensue. ‘Both these

':lnctouu augunt the tax buc. thuo yiolding h:l.ghor hvoln of tax collec~-

¥ e at tho un tu utn. v Sincc 1n t:hc puuacc of excess capacity thorc

vill bo an incou nultiplicr offect. thc tms collccted uy well be suffi- )

'..' thc fiut phco.

Indud. in lOﬂl cun. a nct l\ltpllll ".nny“ruult.;

of the m exporu will not vorsen t:he fincal situat:lon. For t:he _case’ ofﬂPen

a comauble figurc is of tho order of 70%. I

A conpcnutcd devaluat:lon conointl of a cinu taneo s

al__, tha comod:.ty exchangc rates for mport:a md tradxtxoml exports

i unchangcd. The °“1y ““ °‘““8° “k‘l Phce in thel”fmlncxnl‘ : ate and

in’the non-tudi.t:ional export nte. As a rnult t:he latter obtain the equi-

“,ofi a subo:ldy. / An ennple night be taken fron the Argem::.m.an ex—
3/‘.

;changc»fayotm u followa =

T 1/ For a detailed presentation and diucuu:.on of the .odel uud t:o ¥
den.vc ‘these results on an aggregate and sectoral basis, Cf. D.M. Schydlonky

‘“Short Run Policy in Semi-Industrial Economies", Econmomic Development and Cul-
tural Change (forthcoming). ;

For a detailed presentation and dilcun:.on Cf. D.M.. Schydlmky |
“From Inport Subatitution to Export Promotion for Semi-Grown-Up Indu-tnu. o

"A Policy Proposal"”, Journal of Development Studies, July 1967.
' 3/ Taken from "Proyecto de Modificacibén de la Estructura Anncchno-

Cambiaria", Cimara Argentina de Radio, Television, Telecommunicaciones y Afinc
(CARTTA). s.ptubor, 1966.
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'ffro;CQQQensatad Devaluation Post-Cg!gensatsd Devaluation
;Total" | Tax/Subsidy susie***ﬂ;“‘“” *f Baaic ' Tax[Subsidz Total
o L] :'w'v.',ngricultur- | PO

,faExports ’f'339.n = 40% -© /200

200 S

iéép; S 'd??édxn*rinancial f”33dfg ;fjbff

o Nemetrads
ot myorms 30

L -,Raw Material . Dol oo
220 N Imports ;,330{'-’,‘{ 20 330

A S o ,'f.Semi-Hanufacef',,. S Lo
460 . ftlZOZﬁv ,“zquw-tured Imports 330 1 +u§7zp' 460"

P .’f,nivJCONPonent B B R
+175% .. 220 Imports . 330 . + 80X . 600

s A ~lrin;ahed
o e - Product. . sl i
700.. +2202 - $220 Imports 330 #1157 . .700

7QQQIt is important to note that under a situation of excess capacity and

;funemployment of labor, the use of domestic resources enteils little or no cost “to

;ﬁsociety that is, the uge of additional labor and some of the installed idle

??capacit to produce for export does not require the society to sacrifice much if'

”““'f other output. As a result under such circumstances it is appropriate to .

;@activate all existing industry, whether or not it corresponds to the long term ~

ative*advantage of the country.j?When full capacity utilization in all sectors

Egof ndustryxis reached further export (and other economic) expansion, now’ en-

fftailing capacity expanvion ll ,shouldibe directed to those sectors in



jectivity‘end vithllergar induetriel exporte the greater flexibility 1ntroduced'
ﬁinto the edjuetnent proceee vill produce an eeeing of the policy conundrun

\fecing etebilizetion efforte din the peet.

I‘} Action in the 1970'e:

!cononic Intet etion

The benefite expected fron econonic integretion 1n Letin Anerica heve
oeen often cited, Among: then ere.v greeter conpetitiveneee of induetry. eore 3
ecope for utilizetzon of econoniee of scele. 3e1ns £ron 3reeter epecielxze-z
tion. continentzel inport eubetitution, ‘and greeter bergein;ng etrength 1n
inegotietionevuith the developed countries. It 1e our purpoee here to teke
‘up two probleme thet er;ec in the context of economic 1ntegretion end thet
hevc~reccived reletively»ecent ettent1on.

The firet of theee problene ie releted to the pettern of epecielxze-:;

°1°“ "hiCh will Gﬂerse between the Letin Anericen netxone. It hes.elr jﬂ“

been pointed out thet eech Letin American country operetee vnth en exchenge

~rete eyeten which hae'eubetentielly bxeeed their developnent(awey;fron th

“co;:eretive edventege outcome. Each perticuler exchenge rate. systém

ftheee-.'ndxtione. the fornetzon of e cuetons'uni ”'ﬁee 1ntr _unzon

:inport dutiee but 1eevee untouched the rf 'er‘to.the exchenge rete eyetee.f

ioffere no guerentee wheteoevet ofggenereting en expennion of cr.dg and a spe-

;cieliaetion in production corre “d1ng in eny eenee to en opt;nel spatial

idietribution ecroee the'continen Inlfect. there ie every reason to belxeve.

;thetﬁvuite the oppoeite will occurc_ ‘The bieeee in the exieting exchange rete



}eyetell exe likely to ovetpower uhetever conperetive edventege exiete.‘

v An obvioue exelple of this eituetion erieee in the context of trede
; betveen Coloebie and Venezuela in an e:pended Andeen Group. Cololbie s exp‘
- change rate eyetel includes an inplicit export tex on coffee end a eet of
‘ptefetentiel non-traditional export rates »in‘addition to the
'oeuel multiple import commodity retee. Venezuele. on the other hand hee

-equated its financial rate to that of oil exporte end non treditionel ex-~f

' port colloditiee receive no preferentiel treetnent. Thue, with,thc riiwﬁ:
f‘of teriffe one would expect Colo-bie to be eble to eell ite induetriel pro-

:jducte in Venezuele but not vice versa. The ceuee. of couree, lies lergely '

lfini;he uuy Colonbie s export exchange rates compensate for the real preduc
1¥tiv1ty differentiele between coffee production and induettiel production.
‘;uhereee Vbnezuele s does not conpeneete for their einilet differential be-
fgtveen oil end induetry. Thet thie type of eituetion is generel across the
‘antin Anericen econonic lendecepe cen be seeh from Teble 7 by conpering the
ienti-e:port bieeee for the eene induetry across the three countriee ehown

| The eecond nejor ptoblen eriees in connection uith the stability ‘of

he direction of intre-regionel trade. Some Latin Anericen countriee are

:;nore’notorioue then othere for their. higb rates of inflation. Nevertheleee,

fnlny:Letin Anericen netione develue regulerly end the nejority of them do 80

fin a etep-uiee fashion. Thie inpliee thet their exchange retee ere eequen-

itielly over-and under-velued et different pointe in time as: the doneetic price

”’1-5:1..4. or lege behind the edjuetnent in the exchenge tete. Yor eny one f}
'untry thie cycle ceueee coneidereble ewinge 1n 1te belence of trede.: If
verel Letin Alericen treding pertnere heve euch cyclee and they are not z'
ﬁeynchronoue. an elplified effect teeulte uith vhat ney uell be eubetentiel
iewinge in the volule end direction of trede. For exelple. if Argentine hee

{juet develued end Brezil is in ite overveluetion pheee of the cycle, Argentine



rices- will look VOIY_lttrective to Brazilien buyere“ﬂthuelleedinatt°wl‘f8‘

f"exporte'fron Argentine to Brezil. At the eeno tine Brezilien pru ucts

;'eituction ie then rcvereed. Brazilian exporte to Argentinn will.eoar uherceef

_;Argentine will be priced out of the Brazilian nerket. Such trede revereale

rand the conconitcnt boon and buet cyclee are. cleerly undeeireble on econo;_kig

vel.ere groundl. In addition. however. they vill produce coneiderebletresie"i
ﬁtance to teriff cutting initietivee on’ the pert of induetrieliete ae‘non ofv;

-then will view the prospect of eeuing hie ncrket ewanped by inporte uith

ninity even if he gete the occeeion to reciprocete the courteey eone tiae leter.
:A £urther end equally eerioue conlequence is the reeulting uncertainty aboutJf
Vthe appropriete location of investment as between the verioue producing and

coneuning ereee in the continent. Hith reletive pricee end the dir Rtion of

_trede fluctueting widely. locetion decieione ceeee to heve s firn grounding :;

“in the underlying econonic reelitiee lnd becone unduly influenced byfthe cyc~?

4lice1 overlny. In concequence, exieting dietortione of thg 1¢c.x.

etructure of production are unlikely to inprove eignificently withithefinte-f

'gretion proceee.

ing e nlnner their'cycl evliinterected.

Policy in the 1970's will hava to address Ataelf to the solution of

m_probloli if econoni integ:

ceeeful rethor than en,eilin. ;;ﬁruqTiagieaioacjfésfﬁ.hgafi?ﬁaiieyf.i
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omy onutod dovalut.i.on or c.:port lubcidi.u on t:hc onc hnnd and price stabili-

r a“ cnvl:lng pcg on the other. Coqmatod d.vdution or export sub-

: }‘Jidiu Awould lil at oqudizing thc mti—uport biases in thc uchangc rate oyo-

R tm thn. .‘I.uding townrdl t:rading and i.nvutmt according to comparative ad-

:van go. : Pnce ltab:.liution or the crawling pas vould dul v.u.th tho valua- "flf :

‘tion cyclu 1n order to olini.nat:e t:he policy induced wingl :.u tude thh" theit

negativc cffccu. “An- i.nteruting conbimti.on of these uuuru wonld ba the

ifornltion of a payuents tmi.on go:lng couiderably beyond t.he pattcm }f‘fthe;

cluri.ng agumt- currently in force. by including flexible oxchangc;

'bnt:wun each unber'o currcncy and the cluring curuncy unit: plul _full freai

trade withm tbe uni.on. The flexible exchange ruteo could then J.ron out thef
biuu in the’ exchange rate oylteu wlu.lc at t:he t:hne conpensating continu-
1/

ouoly‘ for - t:he -vn'i.ous deguu of donest:i.c inflation.

The package which appnrs ptefouble dcpondn to a large utent on l:he'l_;,,

:tho nat:urc of lpecial suboidiu or othcr temd:i.n. ; On the other hand, if ,eco

8 peg vould. acconpl.:loh tho un- purpou in a .1 zhtly non cu-bcuone.nnn

\ rot a spocu:l.c fornulation of a plyunu union of thio kmd. Cf.
: chydlmuky. "A hymtl Union for Undcrdovelopcd Ccmntriu", Docuunt
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____.._rx..-.-;.é._cg-s_l.u&o_n_-.
In the fora;oing we have argued thac i.n thc pos ’

can ‘scoriomic developmsnt and even more l.ati.n Aur:lun ocono-:lc policy ‘-hu b«n

dochivoly influenced by the balance of paymsnts litmtion. _'l‘hc typ:lcal renl '

pom has bun to import substitute industrial 3ood¢. COntury to cxpecta_

tiona. this had :lad to grutct t'orcigu dependency and in addicion hu produced =
conui.dorablc cxcou capnc:l.ty in the induatrm plant:.

An a ruult of th:u proccu. I.ati.n Aur:l.ca cntcr- thc 1970'3 w:.th eco-

no-iu wh:lch au wid.ly di.vcrlificd and oporat:e theit 'r ucti.va sectors at. '

nny diffcrcnt loveln of ru]. efficiency. Ibis conlidcrabie dcparture fron
.pccilliut:lon tlong coqnuti.ve advant:agc linu il the conuquence of an ex-

chnngc uto lynt:n which is inplicitly of the lult:i.ph ut:c type and cons:.sts

'_of nunroul diffcring co—odity exchange utu i.n addition to the financzal
uc-. _ m particnhr attuctuu of. tho exchnngo ratc lylten hn a ctrong bias
’-in fmr of i.qort: lublticut:lon lnd againot industnal exports. In addition |

itcu thc :uluoi.on that: htin Auric.n indultry n hopoleesly :.neff:.c:.ent.

l‘iully : ’hc hrge differonce :ln rnl producti.vity it hu val:.dnud explnn in

hrgc -uun':thc obnrvcd fact t:hlt r.he bahncc of pnyunn ad;usmn: mechan-

'j'Policy act:i.on i.n thc 1970'- mt be diuctcd -trongly to the generauon _

iof hduat:rhl cxpottl. 'l.'hil :La :I.nd:lupmablo 1f inltancd cxcen upacn:y u '

t:o bo)put to use’ and nho i.f indultry i.o t:o pcrforu a rolc u cngine of growt:h

jaml providcr of mloymt. In addition, onch c:porto wiu hclp i-prove the |
Vbchncc of payments adjuuunt uchaniu md lud to ;mtor cconnuc cub:.l:.ty.
Succou on this front will require t.hc coop.uuon of dcvolopcd and leu de- g

:i.fvfountial between

,vclopod countries t:o dcv:lu nnu to narrav' tlu '- cont:/pti.c‘

producou :ln tho fornr md n:katl :I.n :thoz; _toi iucuue pro-
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vy L of. oconnliu towardc g
i.n, accotdanco vith tho:lr oup

};pr ncin; norc

uti.vc udv;zu;u. In thil con-
tcxt“ _t:ari.tt pu.‘.ouncu » nxport oublidi.u ‘nd‘}cmmuod dcnlun:iono have

‘»bumpropoud and uniud u tooh to wrov tho colt/pricn diffcunthh

‘Aid eould uu bohur t:h:l.l procul :ln a var:lot:y of vayl. uhilc pri.vau capi- :
tal i.nflov could holp t:hc cconoliu gm :l.n t:ho d:i.raction of fnrthor i.ndul-

.‘ :rm oxport.. lcono-ic Intogtat:lon hu aho bnn cxn:l.nod in thil connc

c:lon and :lt: hu bun found that thn cxi.lt:i.ng cxchnngc rato cyltm ate klikcly
to produco dht:ortcd pattom of .pccialiut:lon, ltopw:.u dcvaluation accen- |
tuatu thun didtortim by cruti.ng ucurunt cyclu in the duection of |

trado. An :lqrovcd outlook for intagution vould uqniu tho miforniut:i.’n

of. t.ho uclungo rate structures of the p.rticipnting countriu and t:he amoth—

in; of tho ovor-lnd uudor-valuat:lon cycle. | -
In~ nun. a hulthy ccononic dcvclopunt of Lntin A-uiu in thc 1970'- |

cann for cou mcl doparturu in the restructuring of thc cxclunge nte R

nyltou o! tho Cmtinont. ‘



