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Note :  A . I . D .  D i s c u s s i o n  P a p e r s  a r e  c i r c u l a t e d  f o r  t h e  - 

i n f o r m a t i o n  o f  the  a d d r e s s e e s  and  t h e i r  s t a f f s .  They .- 

a r e  i n t e n d e d  t o  s e r v e  s e v e r a l  f u n c t i o n s :  t o  improve - 
knowledge o f  a n a l y t i c a l  s t u d i e s ,  r e s e a r c h  r e s u l t s  and  - - 

- 

a s s i s t a n c e  p o l i c i e s  among Agency p e r s o n n e l ;  t o  e n c o u r a g e  
t h e  c a r e f u l  r e c o r d i n g  and  a n a l y s i s  o f  Agency e x p e r i e n c e  
a n d  p rob lems  b y  p e r s o n s  c u r r e n t l y  engaged i n  them; and ,  
t o  s h a r e  s u c h  e x p e r i e n c e  a n d  i d e a s  w i t h  i n t e r e s t e d  
p e r s o n s  o u t s i d e  o f  t h e  Agency. T h e  p a p e r s  a r e  d e s i g n e d  
t o  s t i m u l a t e  a n d  s e r v e  as background  f o r  d i s c u s s i o n ;  
t h e y  a r e  n o t  i n t e n d e d  a s  s t a t e m e n t s  o f  Agency p o l i c y .  
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TOWARD A MORE EFFECTIVE ALLIANCE FOR PROGRESS 

INTRODUCTION 

The A l l i a n c e  f o r  P r o g r e s s  symbo l i zed  a  s u b s t a n t i a l  

r e o r i e n t a t i o n  o f  U n i t e d  S t a t e s  p o l i c y  toward  L a t i n  America .  

U n f o r t u n a t e l y ,  i t  s t a r t e d  a t  a  t i m e  o f  i n c r e a s i n g  economic 

d i f f i c u l t i e s  a n d  d e c l i n i n g  g rowth  r a t e s  i n  mos t  L a t i n  

American c o u n t r i e s .  S i n c e  1962 U.S. a s s i s t a n c e  u n d e r  t h e  

A l l i a n c e  h a s  p r e v e n t e d  a  f a l l  i n  t h e  i n f l o w  o f  c a p i t a l ,  

b u t  economic p r o g r e s s  h a s  f a l l e n  s h o r t  o f  t h e  a s p i r a t i o n s  

c r e a t e d .  F u r t h e r m o r e ,  s i n c e  much o f  t h e  a t t e n t i o n  o f  L a t i n  

American gove rnmen t s  and t h e  U n i t e d  S t a t e s  h a s  h a d  t o  b e  

f o c u s s e d  on s h o r t  term prob lems ,  s t e p s  t a k e n  t o  remedy t h e  

u n d e r l y i n g  d . e f i c i e n c i e s  i n  t h e  economic and s o c i a l  s t r u c t u r e  

h a v e  n o t  y e t  r e a c h e d  f r u i t i o n .  

I n  compar i son  t o  o t h e r  a r e a s  o f  ma jo r  U.S. i n t e r e s t ,  

L a t i n  America s u f f e r s  from t h e  l a t e  s t a r t  o f  economic 

a s s i s t a n c e  on a  s i g n i f i c a n t  s c a l e  a n d  from t h e  e x c e p t i o n a l l y  

l a r g e  amount o f  e x t e r n a l  d e b t  t h a t  was accumula t ed  p r i o r  

t o  1960.  C o n t r a r y  t o  t h e  p o p u l a r  i m p r e s s i o n  i n  t h e  U n i t e d  

S t a t e s ,  t h e r e  h a s  n o t  been  any  i n c r e a s e  i n  t h e  n e t  f l o w  o f  
- 

m. 
r e s o u r c e s  t o  L a t i n  America i n  t h e  p a s t  f i v e  y e a r s .  I n c r e a s e d  

l e n d i n g  b y  i n t e r n a t i o n a l  a g e n c i e s  and  t h e  U n i t e d  S t a t e s  u n d e r  
4 

- t h e  A l l i a n c e  h a s  j u s t  o f f s e t  r epaymen t s  o f  p r i o r  d e b t  and  

a  f a l l i n g  o f f  i n  o t h e r  s o u r c e s  o f  f i n a n c e .  
/' 



- 
More r a p i d  and e f f e c t i v e  development i n  La t in  America 

i s  of g r e a t  importance t o  t h e  United S t a t e s .  A con t inua t ion  

of p r e s e n t  r a t e s  of economic growth combined wi th  a  r a p i d l y  
r 

I 
expanding populat ion w i l l  r e s u l t  i n  r i s i n g  underemployment - 
and p o l i t i c a l  i n s t a b i l i t y .  Th i s  phenomenon i s  p a r t i c u l a r l y  b - 

dangerous because it t ends  t o  b e  concent ra ted  i n c r e a s i n g l y  

i n  t h e  l a r g e r  c i t i e s .  

Th i s  paper w i l l  examine t h e  means of ach iev ing  a  more 

e f f e c t i v e  development p roces s  i n  La t in  America, u s ing  a s  a  

b a s i s  f o r  comparison U.S. exper ience  wi th  major development 

e f f o r t s  i n  o t h e r  p a r t s  of t k c  world. My p r i n c i p a l  conclusion 

i s  t h a t  a  concent ra ted  e f f o r t  t o  a c c e l e r a t e  economic growth 

i s  ve ry  d e s i r a b l e  n o t  on ly  f o r  i t s  s o c i a l  and p o l i t i c a l  e f f e c t s  

i n  L a t i n  America b u t  a l s o  because it  is  l i k e l y  t o  be l e s s  

expensive f o r  t h e  United S t a t e s  i n  t h e  long run.  

I. CURRENT TRENDS I N  LATIN AMERICA 

To make United S t a t e s  p a r t i c i p a t i o n  i n  t h e  A l l i ance  I 
I 

f o r  Progress  more e f f e c t i v e ,  it i s  necessary  t o  i d e n t i f y  t h e  

weaknesses i n  r e c e n t  L a t i n  American economic performance and 

t h e  e x t e n t  t o  which they  can be  overcome through U.S. p o l i c i e s .  - 

The fol lowing survey focusses  on f e a t u r e s  which b e a r  p a r t i c u l a r l y  
..1 

- on a i d  and t r a d e  p o l i c i e s .  

A.  The Capaci ty  t o  Develop. Although L a t i n  America h a s  & 

. - a  much h igher  l e v e l  of  income than o t h e r  underdeveloped r eg ions ,  

\ 
it h a s  shown only average a b i l i t y  t o  r a i s e  i t s  per  c a p i t a  income 



i n  t h e  p a s t  f i f t e e n  years .  Some b a s i c  i n d i c a t o r s  of development 

a r e  given i n  Table 1. , For t h e  region a s  a  whole, t h e r e  has 

been a f a i r l y  steady downward t r end  i n  the  growth of per 

i t a  income, from a r a t e  of 2.3% i n  1950-55 t o  2.0% i n  

5-60, and 1.5% i n  1961-65. The recovery t o  more than 

2.5% i n  1964 and 1965 r e f l e c t s  mainly the  resumption of 

growth i n  Argentina and B r a z i l  a f t e r  the  slump of the previous 

two yea r s  and cannot be taken a s  convincing evidence of a  

r e v e r s a l  of the  long-term downward t rend.  

P a r t  of t h i s  reduct ion i n  per  cap i t a  income growth i s  

due t o  t h e  acce le ra t ion  i n  population growth, which is now 

2.9% f o r  t h e  region and may go even higher .  Only t h e  more 

advan,zed s o c i e t i e s  of Argentina,  Chile  and Uruguay have 

s u b s t z n t i a l l y  lower r a t e s ;  almost a l l  of t h e  o t h e r  coun t r i e s  

approximate population growth r a t e s  of 3% o r  more. 

I n  c o n t r a s t  t o  most A s i m  coun t r i e s ,  Lat in  America i s  

re l .a t ive ly  we?,l endowed wi th  n a t u r a l  resources i n  r e l a t i o n  

t o  i t s  population. Most La t in  American coun t r i e s  a r e  a l s o  

b e t t e r  equipped with s k i l l e d  manpower and o ther  human resources,  

and t h e i r  r a t e s  of c a p i t a l  formation a r e  a t  l e a s t  a s  high a s  

those  of Asia and Africa.  I n  shor t ,  t h e  supply of resources 

can be  regarded a s  favorable  t o  development. In  La t in  

1/ The most r ecen t  comprehensive a n a l y s i s  of c u r r e n t  
development performance is given i n  t h e  0,A.S. Secre tar - ia t  
paper "The Future of Lat in  America's Development and t h e  
t i l l i a n c e p f o r  Proqress, 'I ( ~ 1 ~ S / 8 4 7 ,  Feb.- 1966). The s t a t i s t i c s  
c i t e d  he re  a r e  from A I D  (Pc/SRD). The c m p a r a b l e  r a t e s  from 
t h e  0 .A. S. paper a r e  2.4%, 1.876, and 1.5% respec t ive ly .  



American c o u n t r i e s  t h e  main o b s t a c l e s  t o  more r a p i d  

development can be  found i n  t h e  s t r u c t u r e  of t h e i r  

economies and t h e  i n e f f e c t i v e n e s s  of t h e i r  development 

p o l i c i e s .  C 

The dominant f a c t o r  a f f e c t i n g  L a t i n  American development 

over t h e  p a s t  twenty o r  t h i r t y  y e a r s  h a s  been t h e  f a i l u r e  t c  

a d j u s t  e x p o r t s  and imports  t o  t h e  needs  of an expanding 

economy. S ince  few c o u n t r i e s  have succeeded i n  d i v e r s i f y i n g  

t h e i r  expor t s ,  t h e i r  s u p p l i e s  of  f o r e i g n  exchange depend 

h e a v i l y  on t h e  v a r i a t i o n  i n  world markets  f o r  a  few pr imary 

produc ts  -- no tab ly  c o f f e e ,  petroleum, copper,  and wheat. 

Most c o u n t r i e s  have maintained overvalued exchange rates, 

l a r g e l y  because t h e  demand f o r  t h e i r  major primary ' expor t s  

i s  i n e l a s t i c .  They have t h u s  f a i l e d  t o  provide market 

i n c e n t i v e s  f o r  t h e  development of new e x p o r t s  of  a g r i c u l t u r a l  

and manufactured commodities. The combination of  slow* growth 

i n  world  demand f o r  t h e i r  major e x p o r t s  and t h e i r  own 

i n e f f i c i e n t  ba lance  of payments p o l i c i e s  h a s  r e s u l t e d  i n  o v e r a l l  

growth of L a t i n  American expor t s  of on ly  3.8% p e r  yea r  s i n c e  

1950. Since t h e  n e t  c a p i t a l  in f low h a s  a l s o  been s t agnan t ,  

t h e  supply of impor t s  i n t o  La t in  America i n  1965 i s  s c a r c e l y  

above t h e  p e r  c a p i t a  l e v e l  reached i n  1950, whi le  i n  most 

o t h e r  r eg ions  of  t h e  world imports  on a p e r  c a p i t a  b a s i s  have * \ 

i nc reased  s u b s t a n t i a l l y .  - 
The sho r t age  o f  imported c a p i t a l  goods and raw m a t e r i a l s  b -  

- h a s  s e r i o u s l y  hampered g ~ o w t h  i n  most of  t h e  more i n d u s t r i a l i z e d  

c o u n t r i e s  -- no tab ly  Argent ina ,  B r a z i l ,  C h i l e ,  Colombia, and 

Uruguay -- which account  f o r  about  t h r e e - f i f t h s  of  t h e  



. * 
popu.lat ion of  ,Lat in  America. Tn t h e  s m a l l e r  and l e s s  

i n d u s t . r i a l i z e d  c o u n t r i e s ,  such a s  i n  Cen t ra  1 America, 

where t h e  o v e r a l l  growth of e x p o r t s  h a s  been more s a t i s f a c t o r y ,  

c y c l i c a l  changes  i n  e x p o r t  e a r n i n g s  have  caused s e r i o u s  

f l u c t u a t i o n s  i n  t h e  growth o f  n a t i o n a l  income. I n  f a c t ,  o n l y  

Mexico and Peru have  managed t o  a v o i d  h a v i n g  t h e i r  development  

dominated by e i t h e r  i m p o r t  b o t t l e n e c k s  o r  l a r g e  f l u c t u a t i o n s  

i n  exchange e a r n i n g s .  

A second,  and c l o s e l y  r e l a t e d ,  f a c t o r  hampering L a t i n  

American development h a s  been t h e  i n a b i l i t y  o f  f i v e  of t h e  

seven advanced c o u n t r i e s  t o  c o n t r o l  i n f l a t i o n .  A s  shown i n  

Tab le  1 t h e s e  a r e  t h e  same c o u n t r i e s  t h a t  have  been unab le  t o  

make s u c c e s s f u l  a d j u s t m e n t s  i n  t h e i r  economic s t r u c t u r e s  t o  

meet  t h e i r  b a l a n c e  o f  payments d i f f i c u l t i e s .  The i n t e r r e l a t i o n s  

between t h e  two sets  of  problems a r e  v e r y  complex. I n a d e q u a t e  

t a x  and c r e d i t  p o l i c i e s  and i n a b i l i t y  t o  c o n t r o l  government 

e x p e n d i t u r e  a r e  t h e  major  proximate  c a u s e s , o f  i n f l a t i o n .  More 

b a s i c  a r e  s o c i o - p o l i t i c a l  p r e s s u r e s ,  which have  t h e i r  o r i g i n s  

i n  t h e  economic c o n f l i c t s  among s o c i a l  c l a s s e s ,  t h e  u r g e n t  

need f o r  p u b l i c  s e r v i c e s  stemming from t h e  r a p i d  growth o f  

c i t i e s ,  and growing unemployment. These f a c t o r s  have  p r e v e n t e d  

even we l l -mot iva ted  governments ,  such a s  C h i l e  and B r a z i l ,  

from a c h i e v i n g  f i s c a l  r e s p o n s i b i l i t y  once an i n f l a t i o n a r y  

p r o c e s s  h a s  t a k e n  h o l d .  

Con t inu ing  i n f l a t i o n  makes b a l a n c e  o f  payments p o l i c y  

much more d i f f i c u l t ,  s i n c e  it r e q u i r e s  p e r i o d i c  d e v a l u a t i o n s .  

Converse ly ,  t h e  shor tage  of  imp-oxts hampers e f f o r t s  t o  c o n t r o l  

t h e  i n f l a t i o n  and b r e a k  t h e  v i c i o u s  c i r c l e .  Growth p r o c e e d s  



I 

TABLE 1 

Development Trends i n  Latin America, 1950-1965. 
Country Population. Population GNP Per Capita Total  Avg. Annual 

(1965 Growth Per Capita Per Capita Growth i n  U. S-Aid Rate of 
- ,  - - 

(mil l ions)  (Current) (1965. i n  Growth i n  GNP Exports Per Capita I n f l a t i o n  
1962 $ )  (1950-55) (1955-60) (1960-65) (1950-66) (1953-66) (1960-65) 

Rela t ive ly  Advanced Countries 
1 Argentina ' 2 1.7 1.7% $541 1.4% 0.9% 1.3% -0.2% $ 29 2 3% 
2 Uruguay -2.7 1.3 503 na -1.4 -0.9 -3.3 31 28 
3 Chi le  8.5 2.3 474 0.7 1.9 1.6 3.7 13 9 2 7 
4 Venezuela 8.8 3.4 7 97 5.1 3.2 1.6 1.9 3 8 - 
5 Mexico 40.9 3.2 427 3.1 3.2 2.8 1.9 2 5 2 
6 Braz i l  : 82.2 3.1 1 7 5 d  2.6 2.7 0.2 -2.0 38 6 3 
7 Colombia , 18.0 3 .O 286 2.6 1.1 1.5 -0.8 64 12 

Less  evel lop-d Countries 

8 Peru : 11.7 3.0 267 3.7 2.0 3.7 6.2 50 9 
9 Dom.Republic 3.6 3.5 224w na na na -1.1 10 1 3 

10 Cent ra l  America 
a Panama S f  1.2 3.0 488 na na 5.1 5.4 154 1 
b Costa Rica 1.5 3.8 360 3.5 1.1 0.2 0.9 107 3 
c Nicaragua 1.7 3.0 332 5.5 -0.8 5.2 8.6 7 7 2 
d E l  Salvzdor 2.9 3.2 280 1.8 1.2 4.2 3.9 41 0 
e Guatemala 4.4 3.1 3 10 -.9 2.2 3.1 2.7 6 2 0 
f Honduras 2.3 3.1 215 1.0 1.3 1.7 2.7 43 3 

11 Ecuador 5.0 3.0 20 2 2.3 1.4 1.3 2.4 48 4 
12 Paraguay s 1.9 2.2 200 0.7 0.2 1.6 1.5 5 2 5 
13 Bolivia  4.3 2.3 162 -1.5 -2.4 2.0 0.1 15 9 5 
14 H a i t i  4.6 2.1 7 3 u  na na na -2.7 30 3 

i 
LATIN AMERICA 326.3 2.9 3 2 3 g  2.3 2.0 1.5 0.9 4 6 

I 

Sources: ~ o ~ u l a f i o n ,  GNP. and U.S. Aid from AID (PC/SRD) publicat ions;  exports from I M F ,  (IFS. Trade pages); 
i n f l a t i o n  from ECIA (on b a s i s  of  IMF d a t a ) .  
Notes: aJ Gener l l y  considered too  low; es t imates  range t o  $300. '? R ~ u g h ~ e s t i m a t e s  fo- 1964. 4 Hait iand the  Dominican Republic extJuded. 



i n  s p u r t s ,  which a r e  i n t e r r u p t e d  by t h e  p e r i o d i c  need t o  

reduce i n f l a t i o n a r y  p re s su re s .  This  "stop-go" sequence 

causes  permanent l o s s e s  i n  t o t a l  income and,employment. 

These c o n d i t i o n s  of con t inu ing  i n f l a t i o n  and p e r i o d i c  
0. 

sho r t ages  of fo re ign  exchange account f o r  t h e  d i s t o r t i o n s  i n  

t h e  economic s t r u c t u r e s  of many La t in  American c o u n t r i e s .  L/ 
Most of t h e s e  c o u n t r i e s  have t r i e d  t o  o f f s e t  t h e  slow growth 

of expor t s  by concen t r a t i ng  on t h e  product ion of manufactured 

goods t o  s u b s t i t u t e  f o r  imports .  I n  t h e  long run,  t h i s  p o l i c y  

h a s  r e s u l t e d  i n  i n e f f i c i e n t  i n d u s t r i a l  producers  s h e l t e r e d  from 

fo re ign  compet i t ion  by very h igh  t a r i f f s  o r  p r o h i b i t i v e  r e s t r i c t i o n s  

on imports .  Once such p r o t e c t e d  i n d u s t r i e s  have e x p l o i t e d  t h e  

o p p o r t u n i t i e s  of t h e  domestic market ,  they  have been unable t~ 

t a k e  the  nex t  s t e p  i n t o  expor t  markets  because of t h e i r  h igh  

c o s t s  and t h e  p r o t e c t i v e  p o l i c i e s  of t h e i r  neighbors .  

For L a t i n  America a s  a  whole, t h i s  p o l i c y  of fo rced  

i n d u s t r i a l i z a t i o n  through import  s u b s t i t u t i o n  has  been s e l f -  

d e f e a t i n g  i n  t h e  long-run. Although p r o t e c t i v e  p o l i c i e s  

provided an i n i t i a l  i n c e n t i v e  t o  i n d u s t r i a l  development, i 
f a i l u r e  t o  modify them a s  i n d u s t r i e s  have developed h a s  

r e s u l t e d  i n  a  r a t e  of growth of i n d u s t r y  t h a t  is  n o t  very  r ap id  

i n  comparison t o  o the r  developing c o u n t r i e s .  These p o l i c i e s  

have a l s o  l e d  t o  d i s t o r t i o n s  i n  p r i c e s  and a  n e g l e c t  of 

a g r i c u l t u r e ,  which now c o n s t i t u t e  s e r i o u s  o b s t a c l e s  t o  f u t u r e  - 
.1 development. 

The extreme c a s e s  a r e  Argentina and Uruguay, formerly  
t h e  most advanced c o u n t r i e s  of t h e  c o n t i n e n t ,  i n  which t h e r e  
h a s  been a lmost  no growth i n  pe r  c a p i t a  income i n  t h e  p a s t  
decade. Ch i l e ,  B r a z i l  and Colombia have been a f f e c t e d  t o  a  
l e s s e r  e x t e n t .  



Mexico and Peru p r o v i d e  t h e  main e x c e p t i o n s  t o  t h e  

p r e c e d i n g  g e n e r a l i z a t i o n s ,  w i t h  Venezuela a  s p e c i a l  c a s e  

b e c a u s e  of  i t s  l a r g e  o i l  r evenues .  Mexico and Peru have  

m a i n t a i n e d  a  f a i r l y  s t e a d y  growth of  GNP a t  a b o u t  6%. 

A g r i c u l t u r e ,  mining and manufac tu r ing  have  been developed 

i n  b a l a n c e  w i t h  domes t i c  and f o r e i g n  demand and w i t h o u t  

r e l i a n c e  on e x c e s s i v e  p r o t e c t i o n .  Although b o t h  c o u n t r i e s  

s u f f e r  from r e g i o n a l  and o t h e r  i n e q u a l i t i e s  o f  income, t h e y  

show s u b s t a n t i a l  b e n e f i t s  from m a i n t a i n i n g  r e a l i s t i c  exchange 

r a t e s ,  expanding e x p o r t s  and i n t r o d u c i n g  o n l y  m ~ d e r a t e  l e v e l s  - 
- of  p r o t e c t i o n .  A t  t h e  o p p o s i t e  ext reme a r e  A r g e n t i n a ,  Uruguay 

and  C h i l e ,  which a c h i e v e d  a  h i g h  l e v e l  o f  p e r  c a p i t a  income 
- 

b e f o r e  t h e  war ,  b u t  have  t e n d e d  t o  s t a g n a t e  s i n c e  t h e n .  

I n  summary, L a t i n  America h a s  n o t  y e t  demons t ra ted  t h e  

a b i l i t y  t o  d e v e l o p  i n  a  s u s t a i n e d  f a s h i o n .  The p r i n c i p a l  

weakness h a s  been an  i n a b i l i t y  t o  a c h i e v e  an  adequa te  growth 

o f  e x p o r t s  and a  f l e x i b l e  economic s t r u c t u r e  which can  a d j u s t  

t o  changes  i n  f o r e i g n  and domest ic  demand. Mexico is  t h e  o n l y  

L a t i n  American c o u n t r y  which h a s  c l e a r l y  m e t  t h e s e  c o n d i t i o n s  

and where s t e a d y  n o n - i n f l a t i o n a r y  growth i s  t h e  normal 

e x p e c t a t i o n .  Most o f  t h e  o t h e r  c o u n t r i e s  can  a c h i e v e  h i g h  

growth r a t e s  f o r  a  few y e a r s  when e x p o r t  c o n d i t i o n s  a r e  

f a v o r a b l e ,  b u t  growth is n o t  s u s t a i n e d  b e c a u s e  oE t h e  v u l n e r a b i l i t y  

of  t h e i r  p r i n c i p a l  e x p o r t s  t o  f l u c t u a t i o n s  i n  wor ld  demand. 



B. External  Capi ta l .  Latin America has  h i s t o r i c a l l y  

. t had a  l a r g e  inf low of both pub l i c  and p r i v a t e  c a p i t a l .  It 

. h a s  cont r ibuted  s u b s t a n t i a l l y  t o  development, b u t  it has  

4 a i s o  produced l e v e l s  of  publ ic  and p r i v a t e  indebtedness t h a t  

a r e  much higher than those  of most underdeveloped a reas .  

-- Amortization of publ ic  and p r i v a t e  debt  now r e q u i r e s  about 

$1.5 b i l l i o n  annually and payments of i n t e r e s t  and p r o f i t s  

a r e  over a  b i l l i o n  d o l l a r s  ( see  Table 2 and Annex A ) .  3/ 
- 

The c e n t r a l  f ea tu re  of t h e  Al l iance  fo r  Progress  i s  i t s  

- i n t e n t m n  t o  accelerate development through increas ing  t h e  

- r a t e s  of both domestic savings and investment and t h e  n e t  

inflow of foreign c a p i t a l .  So f a r  n e i t h e r  of these  requirements 

has  been achieved. Although t h e r e  has  been some q u a l i t a t i v e  

improvement i n  t h e  ex te rna l  f inancing a v a i l a b l e  t o  Lat in 

America i n  the  f i r s t  f i v e  yea r s  of t h e  Al l iance ,  Table 2 shows 
- 

t h a t  t h e  n e t  inflow of long-term c a p i t a l  has  remained f a i r l y  

cons tant .  The n e t  resource t r a n s f e r  has  a c t u a l l y  decl ined 

s ince  1961 a s  i n t e r e s t  and p r o f i t  payments have increased .  
- - While t h e  a.id r e c i p i e n t s  desc r ibe  t h e  s i t u a t i o n  a s  a  f a i l u r e  

on t h e  p a r t  of the  d o n w ~ ,  t h e  l a t t e r  po in t  t o  t h e  Lat in American 

f a i l u r e  t o  con t ro l  i n f l a t i o n ,  t o  improve the  condi t ions  f o r  
- 

- b p r i v a t e  foreign investment, and t o  i n s t i t u t e  e f f e c t i v e  long-term 

planning. There i s  some j u s t i c e  on both  s ides .  

A cortiprehensive h i s t o t i c a l  and s t a t i s t i c a l  account 
i s  given i n  U.N. External  Financinq i n  Lat in America, 1965. 
The fina~ct.;ing of c a p i t a l  inf lows f o r  1961-1965 i s  discussed 

Annex 



The main sources and amounts of o f f i c i a l  c a p i t a l  inf lows 

s ince  1961 a r e  given i n  Table 2 .  The t a b l e  shows the  changes . 
i n  the  sources of long-term f inancing over the  p a s t  f i v e  years  . 

4 and the  dec l ine  i n  n e t  compensatory financing. The l a r g e s t  
s h i f t  has  been t h e  dec l ine  i n  n e t  lending by t h e  Eximbank. 

The Inter-American Development Bank and the  World Bank have 

replaced t h e  Export-Import Bank a s  main sources of p r o j e c t  

lending t o  Lat in  Ar.erica. A I D  program loans have reduced 

t h e  need f o r  compensatory f inancing of short-term balance of 

payments d e f i c i t s  by t h e  U.S .  Treasury,  t h e  IMF,  and t h e  

Export-Import Bank. These program loans  r e p r e s e ~ l t  a q u a l i t a t i v e  

improvement s ince  t h e i r  o b j e c t i v e s  and condi t ions  a r e  intended 

t o  cure t h e  underlying problems a s  we l l  a s  t o  provide f o r  

s t a b i l i z a t i o n .  

I n  at tempting t o  ca r ry  out  i t s  r e p o n s i b i l i t i e s  under 

t h e  Al l iance  f o r  Progress,  t h e  United S t a t e s  has  been 

confronted with t h e  dilemma of t r y i n g  t o  provide long-term 

developmental a s s i s t a n c e  t o  coun t r i e s  i n  which t h e  immediate 

problems of i n f l a t i o n  and f i s c a l  reform must be solved i n  order  

t o  make any development e f f o r t  e f f e c t i v e .  The many at tempts  

t o  s t a b i l i z e  t h e  i n f l a t i o n a r y  economies i n  r ecen t  yea r s  have 
5 

o f t e n  f a i l e d  t o  produce e i t h e r  p r i c e  s t a b i l i t y  o r  s a t i s f a c t o r y  

growth r a t e s .  Economists now genera l ly  agree t h a t  s t a b i l i z a t i o n  . 
cannot be achieved i n  Lat in America without accompanying growth. 

- -- Skab-i-Lizat-ion a-lone- wil-f--nok--f-ead+o-deve~opmen.t;--and--exce-ssiv~-----, 

emphasis on p r i c e  s t a b i l i t y  may a c t u a l l y  hamper growth. 

Nevertheless s t a b i l i z a t i o n  c r i t e r i a  predominate i n  t h e  

nego t i a t ions  of program loans f o r  development a s  we l l  a s  i n  

compensatory loans  of var ious  sor ts ' .  I do n o t  argue t h a t  

.. 
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TABLE 2 

GROSS AND NET CAPITAL FLOWS TO LATIN AMERICA, (1955-1965) * (mill ions of do l l a r s )  

Average 
1955-60 - 1961 

es 
rmal Long-Term Capi ta l  
U. S. Government (Gross) 
a. Grants 
b. A I D  loans 
c. PL 480, T i t l e s  I €4 IV 
d. Eximbank 
e. Social  Progress Trus t  Fund 
IBRD ( ~ r o s s )  
IDB (Gross) 
Di rec t  Investment (Net) 
Other (Including Supplier c r e d i t s )  
Tota l  Long-Term 
Amortization of Long-Term Loans 
N e t  Long-Term Cap i t a l  (6-7) 963 

t Compensatory Loans 202 
t Short-Term Loans - 128 
t Financing (A+B+C) 1,293 - 
ts Resource Transfer t o  L.A. 40 3 
t f low of P r o f i t s  and I n t e r e s t  552 
r r e n t  Account Def i c i t  (E+F) 955 
anges i n  Reserves +17 
r o r s  & Omissions and Capi ta l  Out- 
flow 321 

: Annex A. Figures include a l l  19 All iance count r ies  except Venezuela, which 
has  had an outflow of c a p i t a l  during t h i s  period. Some 1965 f igu res  cannot 
be ca lcu la ted  u n t i l  c e r t a i n  component balance-of-payments da ta  a r e  published 

j by t h e  IMF. 
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s t a b i l i z a t i o n  i s  no t  important t o  development, b u t  I would 

s t r e s s  t h a t  it should be p a r t  of a longer term s e t  of p o l i c i e s .  . 
I f  U.S, a s s i s t a n c e  i s  t o  play i t s  intended developmental r o l e  

I 

under the  All iance f o r  Progress,  a s u b s t a n t i a l  increase  i s  
b 

needed i n  t h e  n e t  resource t r a n s f e r  t o  Lat in America, accompanied 

by an improvement i n  t h e  techniques by which a i d  i s  administered.  

The n e t  e f f e c t  of t h e  f i r s t  f i v e  yea r s  of t h e  All iance 

is t o  leave e x t e r n a l  a s s i s t a n c e  t o  Lat in America a t  r e l a t i v e l y  

low l e v e l s .  Before 1960, t h e  n e t  flow of o f f i c i a l  funds t o  

Lat in America was l e s s  than h a l f  t h e  per  c a p i t a  l e v e l  f o r  o the r  

regions.  .l/ It has  now almost reached t h e  a.verage ($4.00 per c a p i t a ) ,  

b u t  t h i s  i s  a much smaller proport ion of development expenditures  

than in  o the r  a reas .  The n e t  inflow of long-term fore ign  c a p i t a l  

f inances only s l i g h t l y  over 10% of t o t a l  investment compared 

t o  t h e  20% t o  30% which i s  common i n  Asia and Afr ica  among - 
coun t r i e s  tha.t  a r e  following reasonably e f f e c t i v e  development 

po l i c i e s .u  Since more than h a l f  of fore ign  long-term lending 

is o f f s e t  by amort izat ion of p a s t  loans,  t h e  n e t  resource cont r ib-  
- 

ut ion  of fore ign  c a p i t a l  t o  Lat in  American development has  been 

r e l a t i v e l y  small. 

.- 
O.E.C.D., The Flow of F inanc ia l  Resources t o  Less 

Developed Countries,  1956-1963, and Development Assis tance 
E f f o r t s  and P o l i c i e s ,  1965. . 

- .  - -  . - A  - . - -  - 
a u- ~5 i h & n  i n  H. Chenery and A .  ~ t & k ,  "Foreign 

Assistance and Economic Development", American Economic Review_, 
September, 1966. 



C. Population Growth, Urbanization and Employment 

- Lat in  America has  t h e  most r a p i d l y  expanding population of any 
. p a r t  of the  world. Not only i s  i t s  populat ion growing a t  near ly  . 

3% per  year ,  bu t  two-thirds of t h i s  increase  i s  tak ing  p lace  i n  

c i t i e s .  Many of t h e  most d i f f i c u l t  problems t h a t  b e s e t  Lat in  

American development -- growing unemployment shortage of housing 

and urban f a c i l i t i e s ,  and i n a b i l i t y  t o  c o n t r o l  i n f l a t i o n  -- a r e  

r e l a t e d  t o  t h e  f a c t  t h a t  t h e  growth of urban population i s  out- 
- s t r i p p i n g  both t h e  economic and p o l i t i c a l  c a p a b i l i t i e s  of t h e  

La.tin American governments. These f a c t o r s  a r e  of c e n t r a l  importance 
- i n  reassess ing  t h e  goals  of t h e  Al l i ance  f o r  Progress and t h e  

p o s s i b i l i t i e s  f o r  more e f f e c t i v e  development. 

The dec l ine  i n  populat ion growth which has accompanied 

r i s i n g  s tandards of l i v i n g  i n  t h e  more developed c o u n t r i e s  -- 
and which i s  usua l ly  i d e n t i f i e d  with urbanizat ion and g r e a t e r  

educat ion -- has  i n  La t in  America taken p lace  only i n  Argentina,  

Uruguay, and Chile .  Two-thirds of t h e  popula t icn  of these  t h r e e  - 

- 

c o u n t r i e s  now l i v e  i n  c i t i e s  and towns, and t h e  r a t e  of urban 

growth has  slackened o f f  considerably.  The o the r  more i n d u s t r i a l -  

i zed  coun t r i e s  -- Venezuela, Mexico, Colombia, and B r a z i l  -- a r e  

s t i l l  i n  t h e  phase of r ap id  migration t o  t h e  c i t i e s ,  where popu- 

l a t i o n  i s  growing a t  5-6% p e r  year.  For La t in  America a s  a  whole, - . 
t h e  urban population a s  a  proport ion of t h e  t o t a l  i s  expected t o  

i n c r e a s e  from 40% i n  1950 t o  49% i n  1965 and 52% i n  1975. This .- 

r e p r e s e n t s  an enormous change i n  both t h e  economic and s o c i a l  - 

. - -  A -  - . . " - -.--- 
- - - 

- 

s t r u c t u r e  i n  a s h o r t  pe r iod  of time. 

The growth of t h e  labor  fo rce  i n  the  c i t i e s  has  f a r  
=- exceeded the  demand f o r  labor  i n  manufacturing a c t i v i t i e s .  This  has  

r e s u l t e d  i n  an excessive s h i f t  of c m p l o ~ ~ e n t  t o  t h e  more access ib le  
- 

urban s e r v i c e  s e c t o r s  of t h e  economy and a  dec l ine  
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i n  o u t p l ~ t  per  worker. In  c o n t r a s t ,  t h e  growthuf output  i n  

a g r i c u l t u r e ,  indus t ry  and pub l i c  u t i l i t i e s  has  come i n  f a i r l y  

equal p a r t s  from increased employment and increased  p roduc t iv i ty .  . 
Table 3 shows annual p roduc t iv i ty  inc reases  of 1.8% i n  . . 

a g r i c u l t u r e  and 2.5% i n  industrytmining and u t i l i t i e s  between 

1950 and 1965. In a  f u l l y  employed economy comparable r i s e s  

would a l s o  t ake  p lace  i n  t h e  s e r v i c e  sec to r s .  Ins tead ,  s ince  

1950 t h e r e  has  been a  f a l l  i n  t h e  axerage p roduc t iv i ty  i n  t h e  

se rv ice  sectors,which have h ~ d  t o  absorb an excessive share 

of t h e  su rp lus  labor  supply. Since t h e r e  a r e  almost no r e l i a b l e  

unemployment es t imates  i n  Lat in  America, t h i s  dec l ine  i n  

p roduc t iv i ty  provides an i n d i c a t o r  of r i s i n g  under-employment. 

In  s e r v i c e s  alone,  f a l l i n g  p roduc t iv i ty  suggests  a  l e v e l  of under- 

employment equiva lent  t o  10% of t h e  labor  force .  In  e f f e c t ,  

t h e  combination of acce le ra ted  population growth, higher  wages 

i n  many types  of urban employment, and t h e  a t t r a c t i o n s  of c i t y  

l i f e  h a s  r e s u l t e d  i n  t r a n s f e r r i n g  t h e  problem of underemployment 

from t h e  countryside t o  t h e  c i t i e s  t o  a  l a r g e  ex ten t .  

To reve r se  t h i s  t rend  of increas ing  under-employment and 

under -u t i l i za t ion  of human resources w i l l  r equ i re  growth r a t e s  

i n  GNP of 5.5% t o  8% i n  ind iv idua l  ccun t r i e s .  For the  region 

a s  a  whole, a  growth of GNP of over 6% per  year  w i l l  be  needed 

t o  prevent's f u r t h e r  increase  i n  under-employment. Even with 

t h i s  s u b s t a n t i a l  acce le ra t ion  i n  o v e r a l l  growth, t h e  increase  . 
i n  p r o d u c t i v i t y  shown f o r  t h e  se rv ice  s e c t o r s  between 1950-1975 

would be only 1% per  year.  This  low f i g u r e  i n d i c a t e s  t h a t  t h e r e  

would s t i l l  be considerable  s lack  i n  t h e  economy of Lat in  

America. 
.L1 
- - - 



TABLE 3 

Growth i n  Active Population, Employment and Productivitv,  1950-1975. L/ 

SECTOR 

Active 
P o p l a t -  

Increase i n  Employment 
Growth 1950- 

2/ Product ivi tv  Growth 
1950- 1960- 1965 - 1975 
1960 1965 (A) 0) - - (mill ions) 1925-50 1960 

A. Agr icu l t~  
(Share) 

B. Industry 
Mining, 
U t i l i t i e :  
(Share) 

C. Services 
(Share) 

United Nations, "S t ruc tura l  Changes i n  Employment Within t h e  Context of Lat in  America's 
ic Development", Economic Bul le t in  f o r  Latin America, October 1965. 

pro jec t ions  t o  1975 assume 6% growth i n  GNP and a r e  based on t h e  E.C.L.A. analysis .  The 
jections assume 5% growth i n  GNP and continued absorption of surplus  labor i n  services ,  
coductivity increases  a r e  g rea t e r  than the  weighted average of t he  sec to ra l  increases  
workers a r e  assumed t o  be s h i f t i n g  from low-productivity sec to r s  i n t o  industry. 
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Several alternative assumptions and policies have been 
1- 

considered to test these conclusions. In the long run, 

policies of population control are obviously desirable, but . 
they can have no impact on the labor force in 1975. Policies 

_. 
of promoting more labor-intensive techniques in manufacturing 

may be desirable, but their possible effect is also limited. 
- - 

The only major alternative to faster economic growth is to slow 
- down the movement from countryside to city, but this policy 

would just divide the under-employment more evenly and its 

political feasibility is doubtful. 

D. Conclusions. Present trends in Latin American 

development have been shown to be unsatisfactory from both 

an economic and a social point of view. The annual growth - 

in GNP of about 4.7% which has been achieved over the past 

fifteen years is not high enough to provide productive employment 

for the rapidly growing labor force. The Alliance for Progress 

has served to prevent a further fall in this growth rate, but 
- 

the 5.5% growth rate achieved for the past two years represents 
- 

primarily a recovery from previous declines in Argentina and 
- 

Brazil. It is not at all clear that a trend toward more 
a 

satisfactory growth rates has been established. Unemployment 

and under-enlployment are rising in most countries and are 
#- 

growing most rapidly in the larger cities where the political 

results are likely to become increasingly serious. These - 

- - 

trends give great urgency to the acceleration of development 
-"  in Iiatin America and better distribution of its ben-efits. 

- ..--a 



Foreign assistance has made only a modest contribution 

to Latin American development in the first five years of 

the Alliance, although some of the institutional changes 

that aid has helped to initiate should soon start to pay 

off. Of course, if foreign assistance had not been 

prwided on the gross scale shown in Table 2, the debt burden 

which existed at the beginning of the Alliance period in 

most Latin American countries would have led to national 

bankruptcies accompanied by severe reductions in production 

and amortization. The primary cause of the limited contribution 

of external xzistance to date has been the complex problem 
I 

Governments in Latin America have faced in coping simultaneously 

with structural balance of payments difficulties, chronic 

inflationary tendencies, growing debt service, and long-term 

development requirements. 

Given the political significance to the United States 

of economic and political development in Latin America, it 

is important for us to make a new attack on this problem and 

to acquire a better understanding of the long-term development 

possibilities of Latin America. We can then use our resources 

and influence more effectively to achieve them. These 

possibilities are discussed in the next section. 

11. POSSIBILITIES FOR MORE EFFECTIVE DEVELOPMENT 

In the past five years U.S. aid to Latnn America has 

tried-to overcome the immediate obstacles to developmen 

and to secure economic stabilization in the major countries. 



The weakness of development plansin Latin America has 
- prevented us from making a broader assessment of development 

priorities and from focussing our efforts and those of the 

recipient countries on achieving them. If the preceding - - 
assessment of recent krends is largely correct, we should 

seriously consider the possible gains from a more comprehensive 

and longer-term approach. 

The present study will explore this possibility. I 

start from the assumption that more effective development 

of   at in America over the next decade is both feasible 
and vitally important to U.S. interests. I shall then 

examine the internal policies required for achieving this 

end and the ways in which the offer of external resources 

can induce or lend support to these efforts. Finally, the 
x 

potential benefits will be weighed against the political 

difficulties and economic costs of a more ambitious program. 

Because of the rapid growth of population, more 

effective development requires fuller use of human resources 

and better distribution of the benefits of growth as well as 

a rise in total income. Most Latin American countries are 
- 

lacking in appropriate statistics for the measurement of 

unemployment, income distribution and elements other than .- 
- 
- 

the rise in total income. Therefore the best available indicator - 

of the effectiveness of development is probably the increase 
- 

- 

in labor productivity in each major sector, a measure which - - .- 
-- - 

reflects the degree of under-employment, and the change in income 

distribution as well as the rise in output. The available 

studies of output and employment suggest that a minimum of 2% 



growth i n  labor p roduc t iv i ty  in  each majorJ sec to r  i s  

normally required t o  secure r e l a t i v e l y  f u l l  employment 

of human resources.  The o v e r a l l  per  c a p i t a  growth r a t e  

- corresponding t o  t h i s  ob jec t ive  w i l l  vary from country 

t o  country. In  Lat in  America, it ranges t y p i c a l l y  from 

3% t o  5% because of t h e  unequal growth of p roduc t iv i ty  i n  

each sec to r  and t h e  i n i t i a l  amount of under-employment. 

A .  Proqrams f o r  Se lec ted  Countr ies .  

Four case s t u d i e s  were designed t o  t e s t  t h e  approach 

ou t l ined  above i n  seve ra l  important and rep resen ta t ive  

coun t r i e s .  These include Chi le ,  Braz i l ,  Colombia and Cent ra l  
L- - - 

America. In  each case ,  an experienced A I D  economist was 

asked t o  develop a  s e t  of goa l s  f o r  t h e  next  decade t h a t  

seemed most appropr ia te  f o r  h i s  country and t o  make ten-year I 
p r o j e c t i o n s  t o  show t h e  b e n e f i t s  and c o s t s  of more ambitious 

and e f f e c t i v e  development p o l i c i e s .  

The goals  s e l e c t e d  fo r  t h e  next  decade have t h r e e  I 
genera l  c h a r a c t e r i s t i c s  which a r e  given d i f f e r e n t  weight i n  

each country: 

(1) maximizing income and human welfare  within 

t h e  per iod ,  pr imar i ly  through more rap id  growth, f u l l e r  

employment of labor  and b e t t e r  income d i s t r i b u t i o n ;  - 
( 2 )  making t h e  economic system more v i a b l e  through 

- ehanges i n  khe s k ~ u e t u r e  oE produetion, i k s  or-ientation 7 --  

toward e x t e r n a l  t r a d e ,  e t c . ;  

( 3 )  l i m i t i n g  t h e  need f o r  e x t e r n a l  f inancing i n  

accordance with p r i n c i p l e s  of se l f -he lp .  
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Within l i m i t s ,  t h e s e  a r e  competing g o a l s  and t h e r e  

a r e  p o s s i b l e  t r a d e o f f s  among them. Maximizing income and 

we l f a re  i n  1975 c o n f l i c t s  t b  some e x t e n t  wi th  t h e  requirements  

of a v i a b l e  economy t h e r e a f t e r ;  bo th  a r e  dependent on t h e  
\ 

amount of e x t e r n a l  f i nanc ing  assumed t o  be  a v a i l a b l e  and on . 
t h e  terms of  such a s s i s t a n c e .  

Each count ry  s tudy  s t r i k e s  a somewhat d i f f e r e n t  

ba lance  among t h e s e  o b j e c t i v e s .  The p r o j e c t i o n s  f o r  B r a z i l  

and Colombia showed t h a t  growth r a t e s  of l e s s  than  6% i n  

n a t i o n a l  product  would probably l e a d  t o  r i s i n g  unemployment. 

The h i g h e r  growth r a t e s  of  7-8% needed t o  ach ieve  f u l l e r  

employment and minimum i n c r e a s e s  i n  l abo r  p r o d u c t i v i t y  i n  a l l  

s e c t o r s  were considered t o  be  a t t a i n a b l e  by 1970 w i t h  reasonable  

l e v e l s  of s e l f - h e l p  and e x t e r n a l  a s s i s t a n c e .  Consequently, 

f u l l e r  employment and b e t t e r  iizcome d i s t r i b u t i o n  became t h e  
-, 

dominan tcoa  1s f o r  t h e s e  c o u n t r i e s .  
- 1 

For C h i l e  and C e n t r a l  America t h e  a n a l y s t s  g i v e  g r e a t e r  

weight t o  t h e  achievement of  a v i a b l e  economic st9w3 - i n  

t h e  coming decade than  t o  maximizing t h e  l e v e l  of  income and 

employment. I n  Ch i l e  a long p e r i o d  of slow growth accompanied 

by h ighe r  r a t e s  of i n f l a t i o n  h a s  produced a s e t  o f  a t t i t u d e s  
__II___ 

P 

among businessmen and o t h e r  groups which makes t h e  achievement 

of r a p i d  growth ve ry  d i f f i c u l t .  Now t h a t  e x p o r t  p r o s p e c t s  

a r e  more f a v o r a b l e  i n  Ch i l e ,  i n c r e a s e d  a i d  t o  suppor t  more 

---.. -- - .rapid--g&owkh i-s only eons ide red  desirable- t o  the e x t e n t  tha t - ' -  - 

t h e s e  a t t i t u d e s  can be changed and inc reased  p r i v a t e  sav ings  
- 

and investment  can b e  gene ra t ed ,  



I n  Cent ra l  America maintenance of t h e  r ecen t  growth 

r a t e s  of s l i g h t l y  over 6% i s  considered a  r e a l i s t i c  ob jec t ive  

and i n s t i t u t i o n a l  changes a r e  given f i r s t  p r i o r i t y .  The . ._-- -- ---- - - 
most urgent  need i s  t o  complete t h e  economic i n t e g r a t i o n  

of the  f i v e  coun t r i e s  i n  order  t o  develop a more d i v e r s i f i e d ,  

e f f i c i e n t  and f l e x i b l e  economic s t r u c t u r e .  

I n  a r r i v i n g  a t  these  conclusions each country study 

considered t h e  e f f e c t s  of a l t e r n a t i v e  ob jec t ives  and p o l i c i e s  

and t h e  corresponding r a t e s  of growth requi red  i n  d i f f e r e n t  

s e c t o r s  of the economy. The p r i n c i p a l  a l t e r n a t i v e s  considered 

a r e  shown i n  Table 4 by t h e  t a r g e t  growth r a t e s  of t o t a l  and 

per  c a p i t a  n a t i o n a l  product f o r  1970-1975. The analyses  of 

Braz i l  and Colombia make a  s t rong case  f o r  t h e  i n t e r n a l  and 

e x t e r n a l  e f f o r t s  needed t o  aohieve t h e  higher  a l t e r n a t i v e s  

g iv ing  a  growth of per cap i t a  income on the  order  of 4 t o  5%. 

In  t h e  s t u d i e s  of Chile and Cent ra l  America, t h e  p r i o r i t y  

given t o  s t r u c t u r a l  and i n s t i t u t i o n a l  change l e d  t o  t h e  

acceptance of t h e  lower t a r g e t s  wi th  per  cap i t a  growth of 

2.5 - 3.0%. In  these  l a t t e r  c a s e s  it vas  no t  poss ib le  t o  

make analyses  of t h e  probable e f f e c t s  of higher  growth r a t e s  

on employment and income d i s t r i b u t i o n ;  t h e  conclusions were 

based mainly on t h e  low p r o b a b i l i t y  t h a t  higher  growth r a t e s  

could be  achieved. 

Although t h e  obs tac les  t o  more rap id  and e f f e c t i v e  

development vary from country t o  country,  seve ra l  a r e  common 

t o  a  number of Lat in  American coun t r i e s -and  a r e  emphasized 



, Country 

TABLE 4 

COUNTRY GROWTH TARGETS FOR 1970-1975 s/ 

Lower Alternative 
Population Total Per Capita 
Growth b/ GNP GNP 

Brazil  3.1% 6.0% 2.8% 

Colombia 3.0 5.6 2.5 

1 Chile d 2.5 5.3 2.7 

Central America 3.1 6.0 2.8 

Hisher Alternative 
Total Per Capita 
GNP GNP 

Source: A I D  analyses. Separate projections of the  growth by sector,  
the  main components of GNP, the  balance of payments, and the labor 
force were made i n  choosing these a l ternat ives .  

Population and growth r a t e s  assumed by country analysts. 

A higher growth r a t e  for  Chile of 7.3% was re jected a s  unlikely. 
6.3% i s  considered possible a f t e r  1970, although the pr incipal  
projection i s  based on 5.3%. A "lowest" a l te rna t ive  of 3.% 
GNP growth, based on h i s t o r i c a l  trends i s  rejected as  unacceptable. 

A range of 6-7% is given for  Central America although only a s ingle  
projection is made i n  any de ta i l .  



i n  t h e  country s tud ies .  For the  region a s  a  whole, the' need 

t o  develop outward-looking economisa, which are charac ter ized  

. by r e a l i s t i c  exchange r a t e s ,  f r e e r  t r a d e  and more d i v e r s i f i e d  

expor ts ,  i s  t h e  most important s i n g l e  requirement. Ful f i l lment  

of these  condi t ions  would c o n s t i t u t e  an important step toward 

economic i n t e g r a t i o n  i n  La t in  America. B r a z i l  and Colombia 

need t o  d i v e r s i f y  expor ts  t o  reduce t h e i r  dependence on the  

world co f fee  market. Ch i l e  w i l l  face  a a imi lar  problem by 

1970, when copper expansion w i l l  no longer supply the  bulk of 

its needs f o r  increased imports. In  Cent ra l  America, economic 

i n t e g r a t i o n  i s  a l ready s t a r t i n g  t o  achieve t h e s e  r e s u l t s .  

The development of t h e  a g r i c u l t u r a l  sec to r  appears a s  

a  major obs tac le  t o  more rap id  growth i n  Chi le ,  Colonibia and 
- Braz i l .  For many c o u n t r i e s  achieving a  more.dynamic a g r i c u l t u r e  

w i l l  r equ i re  a  r e v e r s a l  of p a s t  p o l i c i e s  which have favored 

- i ndus t ry  a t  t h e  expense of ig r i eu1 tu re .  In  t h e  a n a l y s i s  of 

a l t e r n a t i v e s  f o r  these  c o u n t r i e s  it is shown t h a t  a g r i c u l t u r a l  

growth of 5 t o  5.5% w i l l  be necessary t o  supply t h e  a g r i c u l t u r a l  

commodities and t o  provide t h e  income f o r  the  r u r a l  s e c t o r  

t h a t  i s  c o n s i s t e n t  with t h e  pro jec ted  expansion of indus t ry  

and t r a d e  and more i n t e g r a t e d  n a t i o n a l  markets. Agr icul ture  

i s  a l s o  r e l i e d  on t o  c o n t r i b u t e  t o  more d i v e r s i f i e d  expor ts ,  

p a r t i c u l a r l y  i n  t h e  longer-term context  of La t in  American 

i n t e g r a t i o n .  
- 

- Although a  subskan%ial inc rease  i n  both publ ic  and private - 

saving w i l l  be required t o  f inance  the- inves tment  needed fo r  



more rapid  growth, t h i s  obs tac le  may t u r n  out  t o  be l e s s  

formidable than t h e  f i r s t  two once a  more e f f e c t i v e  

growth process i s  es t ab l i shed .  The experience of other  

developing c o u n t r i e s  suggests  t h a t  t h e  requi red  n a t i o n a l  

savings r a t e s  of 25-30% of t h e  inc rease  i n  na t iona l  income 

can be achieved through f e a s i b l e  i n c r e a s e s  i n  t a x  revenues 

and from t h e  normal responses of businessmen t o  higher  

p r o f i t s  and expanding markets. Few Lat in American c o u n t r i e s  

have achieved these  savings r a t e s  i n  t h e  p a s t ,  however, and 

they should be a focus f o r  the  s t r a t e g y  of ex te rna l  a s s i s t a n c e  

t h a t  i s  suggested i n  t h e  next  sec t ion .  Even with marginal 

savings r a t e s  of 30%, the  pro jec ted  growth of consumption 

would be much more rap id  f o r  t h e s e  t h r e e  major coun t r i e s  

than it has  been i n  t h e  p a s t .  

Perhaps t h e  most unpredic table  element i n  a s t r a t e g y  

fo r  more rap id  development i s  t h e  response of t h e  p r i v a t e  

s e c t o r  t o  increased na t iona l  income and l a r g e r  markets. This 

i s  regarded a s  t h e  major unce r t a in ty  i n  t h e  p ro jec t ions  f o r  

Chile  and Cent ra l  America. 

The fo re ign  c a p i t a l  inflow requi red  t o  support  these  

development t a r g e t s  w i l l  depend l a r g e l y  on each c o u n t r y ' s  success  

in  ca r ry ing  out  i t s  development p o l i c i e s .  The inflow of fore ign  

resources c o n t r i b u t e s  t o  both the  f inancing  of investment and 

the  supply of imports.  Aid requirements the re fo re  depend on - 
se l f -he lp  measures i n  t h e  f i e l d s  of balance of payments po l i cy ,  

investment and t axa t ion .  In  t h e  next  s e c t i o n  t h e  fore ign  

c a p i t a l  requirements implied by t h e  country p ro jec t ions  w i l l  

be  discussed along with those f o r  t h e  r e s t  of Lat in  America. 



B. A l t e rna t ive  P ro jec t ions  f o r  Lat in America. - 
To extend these  r e s u l t s  t o  a11 of Lat in America, we 

have made a s e t  of a l t e r n a t i v e  p ro jec t ions  f o r  s ix teen  of 

t h e  members of t h e  Al l iance .  These a r e  discussed i n  Annex 

B. While these  analyses  a r e  l e s s  d e t a i l e d ,  they a r e  adequate 
- 

t o  i n d i c a t e  t h e  poss ib le  b e n e f i t s  and c o s t s  of more rap id  

growth. 

Although a  wide range of p o s s i b l e  growth r a t e s  has  

been explored, p r i n c i p a l  i n t e r e s t  c e n t e r s  on t h e  d i f fe rence  

between a  cont inuat ion of present t rends  and an acce le ra t ion  

of growth t o  meet t h e  minimum produc t iv i ty  goa l s  ou t l ined  

above. For t h i s  purpose, a  h igher  t a r g e t  growth r a t e  f o r  

1970-76 has  been assumed f o r  each country,  t ak ing  i n t o  a c m u n t  

i t s  p a s t  performance a s  we l l  a s  t h e  upper l i m i t  of 7-8% which 

i s  probably t e c h n i c a l l y  f e a s i b l e  i n  almost every country.  

The t a r g e t s  s e l e c t e d  range from about 5.5% i n  Argentina 

and Paraguay t o  7% o r  more i n  \7enezuela, Mexico, Braz i l ,  

and Colombia, giving a  r eg iona l  average by 1976 of about 6.5% 

(o r  about 3.5% per  c a p i t a ) .  Allowing f o r  t h e  f a c t  t h a t  not  

every country can be  expected t o  achieve t h e s e  t a r g e t s ,  a. 

r e a l i s t i c  t a r g e t  would be about 6% growth i n  t o t a l  GNP f o r  

t h e  region.  So f a r  a s  can be asce r t a ined  from the  a v a i l a b l e  . 
data  on pbpulation and employment, t h i s  i s  about t h e  minimum 

requi red  t o  provide product ive employitent f o r  a  s u b s t a n t i a l  p a r t  

- of the  incrgased labor  fo rce  over t h e  per iod.  - - - - - - -- . - - - - -  - 

Although we have made annual p r o j e c t i o n s  f o r  16 of t h e  

19 Al l i ance  c o u n t r i e s  through 1976 ,1/ t h e  most important 

A l l  except Uruguay, t h e  Dominican Republic, and H a i t i .  



f e a t u r e s  of tho r e s u l t s  can be shown by comparing s e v e r a l  
k. 

a l t e r n a t i v e  growth p a t t e r n s  f o r  t h e  whole region in  1972. Key 

elements of t h i s  comparison a r e  given i n  Table 5 and Figures  

1 and 2 .  The " h i s t o r i c a l "  growth r a t e s  represent  acontirmation 

of the  country t r ends  of the  p a s t  f i f t e e n  yea r s  and average r 

s l i g h t l y  over 5% f o r  the  region. Pro jec t ions  l a b e l l e d  "pas t  

development performance" a r e  c a l c u l a t e d  on t h e  b a s i s  of the  

investment p roduc t iv i ty ,  savings r a t e s ,  export  growth and 

import requirements experienced i n  each country i n  r ecen t  years .  

The n e t  c a p i t a l  inflow requi red  i n  1972 on these  assumptions 

f o r  the  16 coun t r i e s  i s  about $825 mi l l ion  (Projec t ion  I -A)  , 

represent ing  an increase  over 1966 of near ly  two-thirds.  

This  i s  somewhat more than t h e  average n e t  inflow f o r  development 

i n  1961-64 of $400 mi l l ion .  This  requirement f o r  1972 might 

be reduced t o  about $600 mi l l ion  through b e t t e r  performance, 

a s  shown by p ro jec t ion  I -B.  

In  order  t o  compare these  p r o j e c t i o n s  t o  t h e  crude - - 

es t ima tes  given i n  t h e  Charter  of Punta d e l  Es te  i n  1961, it 
rn 

i s  necessary t o  add back payments of i n t e r e s t  and p r o f i t s  

deducted i n  a r r i v i n g  a t  n e t  c a p i t a l  inflow. For t h e  decade 

1962-1971, t h e  p r o j e c t i o n s  adjus ted  i n  t h i s  way would show 

cumulative g ross  investment of $145 b i l l i o n  and n e t  c a p i t a l  - 
inf low of about $15 b i l l i o n  i n  comparison t o  t h e  o r i g i n a l  e s t ima te  

of $100 b i l l i o n  i n  t o t a l  investment of which $20 b i l l i o n  was t o  

be financed by foreign c a p i t a l  in£  low. The p ro jec ted  growth 

f o r  t h e  decade a f t e r  these  adjustments is about 5% o r  2.1% per - 

c a p i t a  i n  comparison t o  t h e  a n t i c i p a t e d  2.5% per  c a p i t a .  



Table 5 a l s o  g ives  es t imates  of t h e  c a p i t a l  inflow 

. needed t o  achieve t h e  acce le ra ted  t a r g e t  growth r a t e s  from 

1970 onward under four  s e t s  of assumptions pe r t a in ing  t o  t h e  

c o u n t r i e s '  development performance. Pro jec t ion  11-A shows 

t h a t  i f  t h e r e  were no change from p a s t  performance with u 

r e spec t  t o  savings r a t e s ,  c a p i t a l  c o e f f i c i e n t s ,  export  growth 

or import requirements, more than t h r e e - f i f t h s  of t h e  increase  

i n  investment neededto support  t h e  higher  growth of income 

would have t o  be financed from fore ign  c a p i t a l ,  which would 

r i s e  t o  $5.6 b i l l i o n  by 1972. 
. - 

The o the r  t h r e e  p r o j e c t i d n s  show t h e  e f f e c t s  of 

improved development p o l i c i e s  on t h e  l e v e l  of income achieved 

and t h e  amount of investment and e x t e r n a l  c a p i t a l  required.  

Increased savings r a t e s ,  g r e a t e r  expor ts ,  import s u b s t i t u t i o n ,  

- and more e f f i c i e n t  use of c a p i t a l  a l l  c o n t r i b u t e  t o  a lower 

requirement of c a p i t a l  inflow. The conbinat ion of a l l  t hese  

improvements 1 1 - D l  l a b e l l e d  "maximum performance", incorpora tes  

t h e  o p t i m i s t i c  performance p ro jec t ions  f o r  B r a z i l ,  Chi le ,  and 

Colombia. and makes equal ly ambitious assumptions f o r  t h e  r e s t  

of La t in  America. 

Under t h e  assumptions of maximum performance in  each 

country,  curve 11-D i n  Figure 1 shows t h a t  t h e  n e t  c a p i t a l  

inf low requi red  would r i s e  t o  a  peak of about $1 .1  b i l l i o n  i n  

1970 and then dec l ine  t o  l e s s  thm $640 mi l l ion  by 1976. 4 

Up u n t i l  1972, t h e  at ta inment  of acce le ra ted  growth r a t e s  

with maximum development performance w i l l  r e q u i r e  more e x t e r n a l  

c a p i t a l  than would be requi red  t o  maintain h i s t o r i c a l  growth 





r a t e s  with present  development performance (14) . Afte r  

1962, l e s s  fore ign  c a p i t a l  would be needed t o  sus ta in  the  

higher  growth r a t e  of 6.5% than t h e  h i s t o r i c a l  r a t e  of 5%. 

The increased flow of e x t e r n a l  c a p i t a l  between now and 1972 

would enable a  number of c o u n t r i e s  to  achieve an economic 

s t r u c t u r e  i n  which continued growth would be t h e  normal 

expectat ion.  The remaining needs f o r  ex te rna l  c a p i t a l  would - - 

be suppl ied on non-concessional terms a s  i n  Mexico and Venezuela 
/' 

today. The "a id  component" of t h e  c a p i t a l  inflow would probably 
! 

be s u b s t a n t i a l l y  smaller with more rap id  

today. 

The composite p ro jec t ions  of more 

oountry of Lat in America a r e  designed t o  

growth than it is  

rap id  growth i n  each 

show the  maximum 

increase  i n  e x t e r n a l  c a p i t a l  t h a t  would be needed i f  a  pol icy  

of acce le ra t ing  Lat in  American development were adopted. Resul ts  

f o r  each major country under Assumption 11-D a r e  given i n  

Figure 2 .  Under t h e  a s s i s t a n c e  p o l i c i e s  proposed i n  s e c t i o n  111, 

however, only coun t r i e s  which met c e r t a i n  s t r i n g e n t  s tandards 

of performance would be o f fe red  increased a s s i s t a n c e .  Since 

t h e r e  might be some coun t r i e s  t h a t  would not  q u a l i f y  f o r  

a d d i t i o n a l  a i d  under these  condi t ions ,  t h e  a c t u a l  r i s e  i n  c a p i t a l  

inflows probably would be l e s s  than t h e  pro jec ted  amount. 

To a r r i v e  a t  t h e  requi red  g ross  U . S .  publ ic  c a p i t a l  

inf low t o  Lat in  America, it i s  necessary t o  include t h e  n e t  - 
e f f e c t  of p r i v a t e  c a p i t a l  inflows and outElows,. t o  subtract .. -- 

t h e  n e t  con t r ibu t ion  of i n t e r n a t i o n a l  lending agencies ,  and t o  

add amort izat ion and i n t e r e s t  payments on publ ic  debt .  A s  shown 

i n  Table 6 ,  t h e  n e t  e f f e c t  of p r i v a t e  c a p i t a l , i . e . ,  inflow of 



TABLE 6 
- 

U.S. OFFICIAL LENDING TO LATIN AMERICA IMPLIED BY ACCELERATED GROWTH, 
MAXIMUM PERFORMANCE (11-D) PROJECTION 

1966 - 
Net Resource Gap,Deficit 
Countries 4 98 

IBRD - -100 
Gross Disbursements -230 
Repayments-Existing 2/ 64 
Repayments-New - 
Interest-Existing 5 9 
Interest-New 7 

Net Private - 175 
Net Direct Investment -450 

- Investment Income Outflow 9625 
Other Private (supplier 
credits, etc.) 6J - 0 

IDB Ordinary Capital - -53 
Gross Disbursements -90 
RepaymLnts 20 
Interest 17 

U.S. Official-Net - 520 

Debt Service to U.S.Govlt 300 

U.S. Gross 8 20 

Disbursements estimated to rise about 15% per year in line with IBRD 
projection for worldwide disbursements through FY 1971. 
IBRD statistics Division 
Assumes 5 years grace, 20 years repayments, 6%. 
Assumes doubling from 1962-1964 average as result of investment guaranty 
program and investment incentives arising from greater integration. 
Projected from 1965 actual of $600 million on assumption of 10% return 
on new investment. 
Assumes no net contribution, on assumption that suppliers' credits will 
increase net about 5% per year from present level of about $2.5 billion 
and interest will-roughly offset this increase. 
Based on IDB projections of repayments on existing debt and LA/DP 

- --- 
projections of new commitments. Assumes 4 years grace, 12 years 
repayment, 6%. 
Conthation present level, under assumption Eximbank will maintain - 
existing level of portfolio and AID provide the major part of n.ew capital 
flow on present terms. 
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d i r e c t  investment,  ou t f low o f  p r o f i t s  on o l d  investment ;  and 

t h e  ex tens ion  and s e r v i c i n g  of s u p p l i e r s '  c r e d i t ,  i s  expected 

t o  rise from an ou t f low of $175 m i l l i o n  i n  1966 t o  an outflow 

of $190 m i l l i o n  i n  1972. The n e t  inf low of c a p i t a l  from t h e  

World Bank and the  Inter-American Development Bank i s  expected 

t o  r i s e  from about $150 m i l l i o n  i n  1966 t o  about $220 m i l l i o n  

i n  1972. Amortization and i n t e r e s t  payments on d e b t  t o  t h e  

U.S. a r e  expected t o  remain c o n s t a n t  a t  $300 m i l l i o n ,  a l though 

l a t e r  f i g u r e s  a r e  s u b j e c t  t o  v a r i a t i o n  wi th  t h e  terms of 

new lending .  Thus g r o s s  U . S .  a i d  would be  r e q u i r e d  t o  - 

i n c r e a s e  from approximately $800 m i l l i o n  i n  1-966 t o  approximately 

$1,200 m i l l i o n  i n  1972. While t h e  annual  app rop r i a t i on  f o r  

t h e  A I D  component i s  determined by t h e  g r o s s  r a t h e r  than t h e  

n e t  f low, t h e  resource  c o s t  t o  t h e  U.S. and o the r  donors i s  

measured by t h e  n e t  c a p i t a l  t r a n s f e r r e d .  I t  i s  t h i s  l a t t e r  

concept which should be  t h e  b a s i s  f o r  major p o l i c y  d e c i s i o n s .  

C .  I n t e r n a l  Development P o l i c i e s .  

S ince  it i s  no t  f e a s i b l e  t o  d i s c u s s  a11  t h e  p o l i c y  

i m p l i c a t i o n s  of t h e s e  p r o j e c t i o n s ,  I s h a l l  focus  on t h e  r o l e  

of e x t e r n a l  a i d  i n  c a r r y i n g  o u t  a  s u c c e s s f u l  development 

s t r a t e g y .  I t  w i l l  b e  much e a s i e r  t o  ach ieve  t h e  s t r u c t u r a l  

changes needed i n  La t in  America w i th  a  r a p i d l y  expanding 

n a t i o n a l  income, i n c r e a s i n g  government revenue, and s t e a d i l y  

r i s i n g  employment t han  with  slowly growing economies where - 
t h e  r e d i r e c t i o n  of r e sou rces  would b e  much more d i f f i c u l t ,  - 

The p r i n c i p a l  l esson  t o  b e  l e a r n e d  from t h e  succes s  of  a i d  - 

programs i n  o t h e r  p a r t s  of t h e  world i s  t h a t  a c c e l e r a t e d  growth 

ma kes possible a  r e s t r u c t u r i n g  of t h e  economy and a r a p i d  



approach t o  v i a b i l i t y .  When t h i s  has  been bchieved, t h e  

i n i t i a l  investment of s u b s t a n t i a l  amounts of ex te rna l  c a p i t a l  

has turned out  t o  be very productive.  

In  Lat in America, t h e  s t r u c t u r a l  change most urgent ly  . 
needed i s  t o  move toward more outward looking and increas ingly  

in teg ra ted  economies. There i s  s u b s t a n t i a l  agreement among 

economic observers from Latin America and elsewhere t h a t  

competit ive economies with f r e e r  i n t e r n a t i o n a l  t r a d e  would 

provide t h e  most favorable  b a s i s  f o r  continued growth without  

excessive r e l i a n c e  on ex te rna l  c a p i t a l .  The c e n t r a l  problem 

i s  how t o  move i n  t h i s  d i r e c t i o n  from t h e  present  s e t  of 

i n e f f i c i e n t ,  pro tec ted  economic u n i t s .  The t y p i c a l  r eac t ion  

i n  such c o u n t r i e s  t o  any kind of economic d i f f i c u l t y  i s  t o  

reduce imports and t o  increase  p ro tec t ion  and thereby make 

t h e  long-term problem worse. 

An increased flow of external resources can make two 

major con t r ibu t ions  t o  t h e  success  of t h e  domestic p o l i c i e s  t h a t  

a r e  required.  F i r s t ,  i t  can support  l i b e r a l i z a t i o n  of imports 

of raw mate r i a l s  and c a p i t a l  goods together  with r e a l i s t i c  

exchange r a t e s  f o r  a  per iod long enough t o  r a i s e  output  and 

a l s o  t o  provide an incent ive  f o r  increased production of 

new a g r i c u l t u r a l  and manufactured exports .  This s t r a t e g y  has d 

been one of t h e  key f e a t u r e s  of t h e  remarkable success  of U.S .  

a i d  po l i cy  i n  Taiwan, Pakistan and Korea i n  r ecen t  years .  - 
- These w e x ~  c o u n t r i e s  t h a t  s u f f e r e d  even more acu te ly  than Lat in 

- 

America from an i n i t i a l  imbalance i n  t h e i r  economic s t r u c t u r e s .  

P o l i c i e s  of t h i s  s o r t  have been conceived i n  Colombia and 

Chi le ,  b u t  they have no t  y e t  been c a r r i e d  through. 



The second major  c o n t r i b u t i o n  o f  e x t e r n a l  a s s i s t a n c e  

would b e  t o  s u p p o r t  more r a p i d  growth f o r  a p e r i o d  long  

enough t o  i n c r e a s e  s u b s t a n t i a l l y  t h e  domes t i c  r e s o u r c e s  

a v a i l a b l e  f o r  development purposes,  b o t h  f o r  p h y s i c a l  

inves tment  and f o r  t h e  improvement o f  human r e s o u r c e s .  Here 

t h e  k e y s  t o  s u c c e s s  a r e  (i) t h e  c o u n t r y ' s  a b i l i t y  t o  i n c r e a s e  

t h e  r a t e  of  inves tment  and p r o d u c t i o n  once  t h e  b a l a n c e  of  

payments l i m i t a t i o n  i s  e a s e d ;  and (ii) t h e  c o u n t r y ' s  

a b i l i t y  t o  s iphon  o f f  a  s u b s t a n t i a l  s h a r e  of t h e  i n c r e a s e  

i n  GNP f o r  developmenta l  purposes  t h r o u g h  p r i v a t e  s a v i n g s  

and t a x a t i o n .  The most n o t a b l e  examples o f  c o u n t r i e s  which 

have  been s u c c e s s f u l  i n  t h i s  r e g a r d  a r e  I s r a e l ,  Greece and 

Taiwan, a l l  o f  whom have  depended i n i t i a l l y  on e x t e r n a l  a i d  

f o r  a t  l e a s t  75% of  t h e i r  t o t a l  i n v e s t m e n t .  They ach ieved  

v i a b i l i t y  w i t h i n  a  decade  t h r o u g h  a  s t r a t e g y  of  r a p i d  growth 

which was dependent  on c a p t u r i n g  25% o f  t h e  increment  i n  GNP 

f o r  f u r t h e r  development .  

The e f f e c t s  o f  t h e s e  d i f f e r e n c e s  on development 

p o s s i b i l i t i e s  have  been b r o u g h t  o u t  i n  T a b l e  5. The p r o j e c t i o n s  

o f  "maximum performance"  assume h i g h e r  t a x  and s a v i n g s  r a t e s  

and a  r e d i r e c t i o n  o f  r e s o u r c e s  t o  i n c r e a s e  e x p o r t s  and r e d u c e  

impor t  r e q u i r e m e n t s .  T h i s  improved performance  i s  much more 
. 

l i k e l y  t o  b e  a t t a i n a b l e  w i t h  i n c r e a s e d  growth r a t e s  and a  

temporary  i n c r e a s e  i n  e x t e r n a l  a s s i s t a n c e  t h a n  w i t h  a c o n t i n u a . t i o n  

of p a s t  growth r a t e s  of  2% p e r  c a p i t a  or l e s s .  

Al though t h e  i n c r e a s e  i n  t o t a l  GNP o f  $7 b i l l i o n  i n  1972 

r e s u l t i n g  from t h e  enforcement  o f  f a s t e r  r a t h e r  t h a n  s low growth 
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r a t e s  does not  appcar dramatic,  it i s  a margin t h a t  w i l l  

widen con t inua l ly  t h e r e a f t e r  while A I D  requirements continue 

t o  dec l ine .  What i s  being proposed, the re fo re ,  i s  a major 

e f f o r t  t o  solve the  s t r u c t u r a l  problems of those Latin 

American coun t r i e s  t h a t  a r e  w i l l i n g  t o  join s e r i o u s l y  i n  

t h i s  a t tempt .  Even by 1972, t h e  e f f e c t s  on unemployment and 

t h e  s t r eng th  of progress ive  governments should be very 

s u b s t a n t i a l .  

111, ASSISTANCE POLICIES FOR ACCELERATED DEVELOPMENT 

To t r a n s l a t e  t h e  preceding ana lys i s  i n t o  s p e c i f i c  

p o l i c i e s  f o r  U.S. a s s i s t a n c e ,  seve ra l  ques t ions  must be 

answered concerning: 

(i) what k inds  of development programs t o  support? 

(ii) what share of increased development expenditure 

should be financed from abroad? 

(iii) what k inds  of c o n t r o l s  a r e  needed t o  secure 

s a t i s f a c t o r y  performance? 
I 

In  e a r l i e r  cases  of s u b s t a n t i a l  support  i n  Asia and 

Europe, acce le ra ted  development was accepted a s  a  p o l i t i c a l  I 
n e c e s s i t y  and these  q ~ e s t i o n s  were only asked a f t e r  t h e  process  

w a s  under way. It should now be poss ib le  t o  design t h e  a i d  

r e l a t i o n s h i p  i n  Lat in America more sys temat ica l ly ,  b u t  n e i t h e r  - 
analogy t o  o the r  c o u n t r i c s  nor q u a n t i t a t i v e  economic a n a l y s i s  - I 
can g ive  very ~ r e c i s e  answers. A development s t r a t e g y  must be 

workedout f o r  each country ind iv idua l ly .  It w i l l  u l t ima te ly  be 

necessary t o  decide t h e  e x t e n t  t o  which t h e  prospect ive rewards 

i n  each case  a r e  worth accept ing  a  c e r t a i n  amount of r i s k .  



Parhaps the element of risk which we are willing to accept should 

not be as great as it was in Greece and Taiwan, but it should 

be more than we have been willing to accept so Ear in Latin 

America . 

A. How iWch Development? 

X have argued above that there is a critical difference 

in both economic and social terms between slack economies 

with rising under-employment in Latin America and countries 

which are zichievirig relatively full employment with rising 

productivity. This difference is important to the United 

States because of its potential political consequences. While 

no uniform relationship has been established between economic 

and political development, a strong case can be made that 

democratic political development is much less likely to 

succeed without both rising income and a better distribution 

of its benefits anlong different groups in the poplation. 

If we take the more restricted objective of political stability 

rather than political and social developnent, there may be 

~ o r r ! ~  counter-arguments against too rapid economic growth in 

primitive societies, but these hardly apply to the more 

sophisticated countries that comprise the bulk of Latin 

America. 

Beyond the minimum growth needed to secure some measure 

of social stability, - the question of how much development in 

the next decade should depend on the possibilities far achievi~g 

changes leading to self-sustained growth, and on the cost of 

securing them to the U.S. and other 

assistance should be systematically 

aid donors. Development 

related to the effectiveness 
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of l o c a l  e f f o r t s .  I t  would, the re fo re ,  be  very d e s i r a b l e  

t o  focus t h e  Al l iance  f o r  Progress on t h e  guarantee of 

support  fo r  more e f f e c t i v e  development p o l i c i e s  and programs. 

B. Sharinq t h e  Cost of  Development. 

The p r i n c i p l e  of matching l o c a l  expenditure i s  used by 

both the  Federal  Government and p r i v a t e  foundations t o  maximize 

t h e  element of se l f -he lp  and t o  a d j u s t  t h e  amount of a s s i s t a n c e  

t o  t h e  r a t e  of execution of programs. The matching approach 

has  t h e  a d d i t i o n a l  advantage t h a t  t h e  proport ions of e x t e r n a l  

t o  l o c a l  e f f o r t  can be adjus ted  t o  t h e  ind iv idua l  s i t u a t i o n  i n  

each country and can be appl ied  with considerable  e f fec t iveness  

t o  secure inc reases  i n  expenditure.  

The matching p r i n c i p l e  has  a p p l i c a t i o n s  i n  a i d  admin- 

i s t r a t i o n  i n  both p r o j e c t  a s s i s t a n c e  and program ass i s t ance .  

I n  t h e  former, it is of l e s s  va lue  because it simply r e q u i r e s  

a  r e a l l o c a t i o n  of e x i s t i n g  government expenditures  t o  supply t h e  

l o c a l  share  of a  p r o j e c t ' s  c o s t .  While t h i s  i n d i c a t e s  

government support  f o r  t h a t  p a r t i c u l a r  p r o j e c t ,  it is  e n t i r e l y  

compatible with inadequate t o t a l  development e f f o r t s  and f a l l i n g  

r a t e s  of savings,  a s  h a s  been t h e  case  i n  s e v e r a l  La t in  American 

coun t r i e s .  When appl ied  t o  a  t o t a l  program of a s s i s t a n c e ,  - 
however, matching can be  made much more e f f e c t i v e .  Program - 
a s s i s t a n c e  can b e  r e l a t e d  t o  an o v e r a l l  development program - 
and made cont ingent  on execution of p o l i c i e s  designed t o  - 
r a i s e  investment and t o  channel it i n t o  p r i o r i t y  areas.  

- 



The p ro jec t ions  summarized i n  Table 5 suggest t h e  

order of magnitude of the  share of increased investment 

t h a t  might have t o  be financed from abroad i n  t h e  next f i v e  

years .  For example, t o  inc rease  t h e  growth r a t e  over t h e  

next  s i x  years  from 5.1% t o  5.8% f o r  t h e  region a s  a  whole 

without  an improvement i n  s e l f -he lp ,  would appear t o  r equ i re  

an inc rease  i n  t h e  1972 n e t  c a p i t a l  inflow from $825 mi l l ion  

( I - A )  t o  $5.6 b i l l i o n  (11-A). This would imply t h a t  20% of 

the  t o t a l  investment and over 60% of t h e  increase  i n  investment 

from now u n t i l  1972 would be financed front ex te rna l  c a p i t a l .  

For most coun t r i e s ,  t h i s  would suggest  t o  t h e  U.S. too l i t t l e  

se l f -he lp  t o  be worth support ing.  Under o p t i m i s t i c  assumptions 

(B and D) a s  t o  country performance, a growth r a t e  of 5.8% 

or  more could be achieved with no more than 33% of t h e  increase  

financed from abroad. P ro jec t ion  11-B would only r a i s e  t h e  

average share of ex te rna l  c a p i t a l  t o  a  p e a k d  13% of t o t a l  

investment i n  1972, b u t  it would d e c l i n e  t h e r e a f t e r .  Less 

demanding s tandards than our "maximum performance" might 

t h e r e f o r e  be appropr ia te ,  wi th in  t h e  o r i g i n a l  20:80 formula 

of t h e  Charter  of Punta d e l  Este .  An o f f e r  t o  support  developmnt  

programs t h a t  would r e s u l t  i n  ex te rna l  f inancing of 20% t o  30% 

of t h e  increase  i n  investment according t o  country circumstances 

would be  c o n s i s t e n t  both with t h e  importance of t h e  problem 

and wi th  U.S. experience elsewhere. 

I t  w i l l  r equ i re  broadened use of t h e  system by which 

U.S. and i n t e r n a t i o n a l  a i d  a r e  administered t o  achieQe t h e  



incentive effects which are at the heart of the present 

proposal for making the Alliance more effective. Three 

aspects of an effective system of aid administration should 

be focused on: 

(i) R~lating the amount of total assistance to the 

size and effectiveness of the country's development program 

in such a way as to induce maximum local efforts. 

(ii) Supplying resources in the form best designed 

to support development priorities. 

(iii) Using controls designed to enforce development 

priorities and efficient execution rather than to secure 

secondary benefits to the donor. 

Although attempts have been made in negotiating aid for 

Chile, Brazil and Colombia to relate the amount of U.S. assistance 

to the country's performance, the principal criteria used have 

been measures of the country's success in overcoming short-run 

impediments to development, stabilization and reform. In 

order to achieve growth as well as stabilization, it is 

desirable to establish criteria for aid that are more specifically 

related to long-run development and which provide incentives 

to better economic performance. 

The Matchinq Principle. The principle of sharing the - 
- A . cost .of accelerated development whick has. heen outlined- above -- - - - - -- ----- - - 

provides a basis for development assistance in all countries 

where a serious development effort is undertaken. Since the 



appropriate development strategy and need for external ' 

support vary from country to country, the rna,tching principle 

can only be a.pplied effectively in the context of a country's 

development program. To translate the principle into a specific 

set of self-help measures, the development program should be 
- - 

made the focus of aid negotiations, as it has been in countries 

such as India, Pakistan, Korea, Turkey and Nigeria. 

While the provision of aid based on the review of 

country programs was stressed in the Charter of Punta del Este, 

this procedure has never been attempted very seriously in 

Latin America because neither the recipient countries nor 

the U.S. and other donor agencies have had much confidence 

in the existing development plans. However, development 

planning has been improving and has now reached a stage in 

the principal countries where it could be relied on to a 

much greater extent as a basis for development policies. 

The use of development programs as a basis for external 

a,ssistanco would greatly irnprove the seriousness and effectiveness 

of the plans themselves. This has been the experience in 

almost every country where this linkage has been established. 

The matching principle can take a number of different - 

forms in the context of an agreed development program. The 
I 

4 - ' 

aid 'negotiations will focus on whatever aspects of development 
-- 

poricy are ~ E o n S i d e r e ~ m ~ S . F - ~ ~ ~ n l t ' ~ ~ c ~ a S s e ~ C ~ n o m i c  infegraf ion, 
- 

more realistic exchange rates, taxation or reallocation of 

investment funds. These negotiations will culminate in agreement 



on a development program whose requirement f o r  external '  

c a p i t a l  w i l l  r epresont  t h e  share of increased expenditures  

t o  be financed from abroad. This  i s  a rough o u t l i n e  of t h e  

type of negot ia t ion  c a r r i e d  on by t h e  World Bank on behalf  of 

t h e  a i d  donors f o r  India  and Pa.kistan and which could we l l  be 

adapted t o  Lat in  American condi t ions .  L/ 

The form of an o f f e r  t o  supply increased a s s i s t a n c e  

should be designed t o  provide a maximum incent ive  t o  b e t t e r  

performance and should a l s o  provide an adequate guarantee 

t h a t  t h e  funds w i l l  be  properly used. A procedure which 

would maximize t h e  incent ive  e f f e c t  would be t o  o f f e r  t o  

f inance an agreed share of the  inc rease  i n  investment ( o r  

development expenditure) t h a t  i s  represented by t h e  development 

program. A s h o r t f a l l  i n  investment wculd then lead  t o  a 

subsequent reduct ion i n  a s s i s t a n c e ,  and conversely more rap id  

inc reases  i n  saving and investment would c a l l  f o r  a subsequent 

inc rease  i n  a s s i s t ance .  However, t h i s  s t raight-forward 

app l i ca t ion  of the  p r i n c i p l e  implies  a degree of competence 

i n  execution of o the r  aspects  of development po l i cy  and of 

confidence by t h e  donors which i.robably does n o t  e x i s t  a t  

p resen t  i n  any Lat in American country.  Nevertheless,  it 

may suggest  a goa l  f o r  f u t u r e  a s s i s t a n c e  pol icy  which could 

have a dramatic p o l i t i c a l  a s  we l l  a s  economic impact on 

t h e  more progressive Lat in American coun t r i e s .  

.l/ While these  seem t o  be  t h e  most promising models, 
I would n o t  exaggerate t h e i r  p a s t  e f fec t iveness .  Aid has  
been both  nore ample and more e f f e c t i v e  i n  Pakis tan.  



A number of more modest v a r i a n t s  of t h e  matching 

p r i n c i p l e  can be devised which embody more of t h e  conventional 

c o n t r o l s  on a i d  expenditures b u t  s t i l l  provide incen t ives  t o  

g ~ ; q t e r  and more e f f e c t i v e  development e f f o r t s .  The 

United ' t a tes  and other  donors could o f f e r  t o  supply c e r t a i n  

categorie, . :  of imports t o  support  t h e  f u l l e r  use of e x i s t i n g  

capaci ty  ( i s  i n  Pakistan and Ind ia )  o r  t o  f inance s p e c i f i e d  

proport ions of an increase  i n  investment i n  c e r t a i n  s e c t o r s  

of t h e  economy. In  t h e  case  of  Lat in  America, such loans 

could be t i e d  t o  increased publ ic  investment and a v a r i e t y  

of pol icy  and organiza t ional  t a r g e t s .  The l a t t e r  include 

p r i c e ,  c r e d i t  and import p o l i c i e s  and reform programs 

designed t o  overcome shortcomings i n  a  p a r t i c u l a r  s e c t o r ,  

such a s  i n  a g r i c u l t u r e  or  education. In  these  more p a r t i a l  

approaches, c a r e  must be taken t o  avoid a reduct ion i n  

development expenditures  i n  o the r  p r i o r i t y  sec to r s .  

Whatever methods of incen t ive  programming may be  

adopted, t h e  most e f f e c t i v e  way t o  implement them i s  

through a  pe r iod ic  review of each c o u n t r y ' s  development 

program and c u r r e n t  performance. A review by an i n t e r -  

n a t i o n a l  body whose opinion i s  respected by t h e  donors 
- would be g r e a t l y  p re fe rab le  t o  t h e  separa te  reviews by 

each agency which i s  t h e  cu r ren t  p r a c t i c e  i n  Lat in America. 



So f a r ,  only tho  World Bank has enjoyed t h e  necessary 

confidence of both donors and r e c i p i e n t s  t o  perform t h i s  

funct ion,  but  t h e r e  would be many advantages t o  bui ld ing  

up C.I .A.P.  or t h e  I.D.B. f o r  t h i s  purpose. 

- - - 

The Form of Aid. The forms of a i d  should be 

designed both t o  supply t h e  p r i o r i t y  needs f o r  imports 

and t o  enable inf luence  t o  be exer ted  on resource a l l o c a t i o n  

and development p o l i c i e s  when necessary.  These requirements 

suggest t h a t  a  mixture of p r o j e c t  and program a s s i s t a n c e  

w i l l  be  d e s i r a b l e  i n  most coun t r i e s ,  with a  l a r g e r  non- 

p r o j e c t  component i n  coun t r i e s  having more e f f e c t i v e  

development programs. 

Many of t h e  high p r i o r i t y  s e c t o r s  i n  Lat in America 

education, a g r i c u l t u r e ,  small  indus t ry  -- r e q u i r e  l o c a l  

resources more than imported goods. Sector  programs,' 

which involve program lending combined with e f f e c t i v e  

c o n t r o l  of t h e  l o c a l  currency counterpar t ,  a r e  a  more 

e f f e c t i v e  way of s h i f t i n g  resources t o  such p r i o r i t y  

s e c t o r s  than i s  p r o j e c t  lending. The commodities imported 

t o  support  these  sec to r  programs can be chosen t o  f i t  

t h e  o v e r a l l  balance of payments needs of t h e  country and 

t h e  p o s s i b i l i t i e s  f o r  supplying investment goods from within 



Latin America. The con t ro l  of resource a l l o c a t i o n  would 

be e f f e c t e d  p r imar i ly  through advance budgeting of l o c a l  

currency. 

Controls .  The present  system of U.S. a i d  adminis t ra t ion  
- i s  intended t o  make ind iv idua l  a c t i v i t i e s  with which a i d  i s  

associa ted  more e f f i c i e n t  and t o  obt.ain var ious  secondary 

b e n e f i t s  f o r  t h e  U . P . ,  mainly, procurement from U . S .  sources.  

While it is  p o l i t i c a l l y  u n r e a l i s t i c  t o  suggest major changes 

i n  many of the  e x i s t i n g  con t ro l s ,  even where they a r e  

demonstrably counter-productive,  it should be poss ib le  

t o  redesign t h e  c o n t r o l  system so  t h a t  i t s  main ob jec t ive  

i s  t h e  development of t h e  r e c i p i e n t  country r a t h e r  than 

securing secondary b e n e f i t s  t o  t h e  U.S. 

The essence of any c o n t r o l  system is  a measurement 

of performance aga ins t  agreed ob jec t ives  and c r i t e r i a  f o r  

t h e  a c t i v i t y .  Under t h e  broader approach suggested he re ,  - 

t h e  e f f e c t i v e n e s s  of a i d  should be measured by t h e  r e s u l t s  

of the  s e c t o r a l  programs and the  o v e r a l l  development p o l i c i e s  

which a i d  i s  designed t o  inf luence.  In  Lat in America, a s  

elsewhere, an appropr ia te  c o n t r o l  system would probably 

involve b i l a t e r a l  sanct ions  t o  achieve i n t e r n a t i o n a l l y  

agreed ob jec t ives .  Under such a system, sanct ions  and 

incen t ives  can be appl ied i n  the  programming of new funds 

a s  we l l  a s  through t h e  r e l e a s e  of funds already alloca.ted.  - 



I V .  CONCLUSIONS. 

The b a s i c  approach adopted i n  t h i s  paper has  been t o  

examine t h e  prospects  f o r  Lat in  American development under 

a l t e r n a t i v e  assumptions and t o  c a l c u l a t e  t h e  probable c o s t  

t o  t h e  United S t a t e s  i n  fore ign  a i d  of a more s a t i s f a c t o r y  

form of development. My p r i n c i p a l  conclusion i s  t h a t  a 

cont inuat ion  of c u r r e n t  p o l i c i e s  and performance by the  Lat in  

American coun t r i e s  i s  l i k e l y  t o  produce r e s u l t s  t h a t  a r e  

increas ingly  unsa t i s fac to ry  i n  s-1 and poJ&t je l  terms. 

Without an improvement i n  development p o l i c i e s ,  however, - 
t h e  c o s t  t o  t h e  United S t a t e s  of t r y i n g  t o  f inance acce le ra ted  

growth through increased a s s i s t a n c e  would be  very high. 

A cons idera t ion  of f e a s i b l e  improvements i n  p o l i c i e s  

concerning t axa t ion ,  balance of payments, investment and 

o t h e r  a spec t s  of development shows t h a t  a s u b s t a n t i a l  acce le ra t ion  

i n  growth could be brought about with a moderate increase  i n  

a s s i s t a n c e .  The maximum requi red  from t h e  U.S. and other  

sources  would be s u b s t a n t i a l  b u t  we l l  w i t h i n  t h e  share  of 

investment t h a t  wa.s o r i g i n a l l y  expected t o  be financed from 

abroad under t h e  Char ter  of Punta d e l  E s t e .  

An AID s t r a t e g y  i s  advocated which would only make 
- 

a v a i l a b l e  increased a s s i s t a n c e  t o  c o u n t r i e s  which s u b s t a n t i a l l y  

improve t h e i r  development performance. The g r e a t e r  the  success  
- - - - - - - - - -- 

-of t h i s  approach, t h e  g r d a t e r  t h e  a i d  tkiaf-might b-e requi-r@d 

i n  t h e  next  few years .  However, it would be very much more 

e f f e c t i v e  i n  securing a r ap id  approach t o  adequate l e v e l s  of 

income and employment and an economic @ u c t u e  t o  s u s t a i n  them 
\ - 
i n  t h e  fu tu re .  In  t h e  long run, t h i s  r e s u l t  can be obtained 

, 



at less cost to the United States by encouraging accelerated 

development than by continuing the present more restricted 

policies. 

In order to secure greater incentive effects from the 

aid provided, it may be necessary to accept greater risks of 

poor performance. The risks of a well-designed program appear 

to be quite modest in comparison to the importance to the 

United States of more satisfactory economic and political 

development in Latin America. 
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-A 1- ANNEX A 

LATIN AMERICAN EXTERNAL FINANCIAL REQUIREMENTS 

AND AVAILABILITIES, 1961 - 1965 
I 

I .  T h e  La t i n  American Balance of Payments 

The main elements i n  t h e  ba lance  of  payments of  t h e  18 

L a t i n  ~ m e r i c a n  Republics (exc lud ing  ~ e n e z u e l a )  f o r  t h e  f i v e  

y e a r s  1961-196!jy were a s  fol lows:  

1) A c u r r e n t  account:. deficit d e c l i n i n g  from roughly 

$ 1 . 7  bil.lg'ion t o  about $600 mill . ion;  

2 )  A g ross  in f low of e x t e r n a l  r e sou rces  (autonomous, 

compensatory, and n e t  shor t - term) of about  $ 3  b i l l i o n  

a  y e a r ;  

3 )  A n e t  in f low of external .  r e sou rces  d e c l i n i n g  from 

$1.9 b i l l i o n  t o  $1.4 b i l l i o n  a s  t he  ba lance  of  payments 

improved and L a t i n  America pa id  o f f  p r i o r  compensatory 

c r e d i t s ;  

4 )  A r e l a t i v e l y  s t eady  n e t  in f low of autonomous long- 

term e x t e r n a l  r e sou rces  a t  a  l e v e l  of $ 1 . 2  t o  1 . 4  b i l l i o n ,  

of which $900 t o  1 ,000 m i l l i o n  r e p r e s e ~ t e d  long-term loans  

and g r a n t s  and t h e  r e s t  d i r e c t  investment ;  

5)  An outf low of ea rn ings  of fo re ign  c a p i t a l ,  bo th  p u b l i c  

and p r i v a t e ,  i n c r e a s i n g  from roughly $800 m i l l i o n  t o  

$1,100 m i l l i o n .  
--_ - - 

The n e t  e f f e c t  was a  d e c l i n e  i n  g ros s  i n t e r n a t i o n a l  r e s e n y e s  

of about  $500 m i l l i o n  i n  t he  pe r iod  1961-1962 and an i n c r e a s e  of - 

about $800 m i l l i o n  from 1963  through 1965. L a t i n  America 's  

O r  1964, when 1965 d a t a  n o t  a v a i l a b l e .  



-A la- 

TABLE 1 

FINANCING OF LATIN AMERICA'S CURRENT ACCOUNTS DEFICIT, 1961-1965 

Current Account Deficit 

(18 Republics, excluding ~enezuela) 

Average 
1956-60 1961 1962 1963 1964 1965 

A. Net External Non-Compensatory Fnnds 
Direct Investment 
Long-term Loans to Private Sector 
Long-term Loans to Public Sector 
Official Donations 
Short-term Capital 

Total 
Excluding Short-term 

B., Net3External Compensatory Funds 

C. Totzl External Funds 
D. Errors and Omissions and 

Domes tic Capital 

E. Totql Availabilities 
F. Gross Foreign Exchange Reserves 

(t = increase) 

Memorandum I tem: 
Investment Income Outflow 

SOURCE : Data from ECLA, Economic Survey of Latin America, 
of Pavments Yearbook. 

1965; in turn, based on IMF Balance 



roservc:o droppcd from $2.3 b i l l i o n  a t  thc beg innha  of' 1 3 6 ~  t o  

. (h .7  b i l l i o n  :,*t tiw cnd ol' 1962 u,nd thcn Improved. t o  $2.6 b i l l i o n  

u t  th2 cnd u i  1965.g iLt this i . cvd ,  'ihcy roprosent tho e q ~ ~ i v n l o n t  

I o"l.i;;l~tly ovor 3 rmntl~s ilnl~orts . 
If ti12 nct  rncv::r,m-d i n  c::tluxml comjcnsutory funds is added 

t o  chun~cc i n  Gross rusorveo, thc movcrnent i n  Latin i\mcrIcals ne t  

in ternat ional  rcscrvc posi t ion may be c s t h t e d  a s  follows: 

1961. 1.962 1963 19611. -- - - - 
( -  2 doclino) -34.5 -707 /132 /361 

Thus the not rzservz posit ion deter iora ted by over $1  b i l l i o n  i n  

1961 and 1962 and irr~prowd by about $500 mill ion i n  1963 and 1964. 

k t  rcscrvc f'il.vr2e are not avciluble f o r  1965, but  the improve- 

ment should huv:: bcen l a r ~ e r  than the $500 mill ion increase In 

gross reserves i n  vizv of' s ~ ~ b s t a n t i e l  l iyuidut ion of short-term 

It can be seen from Table 1 t h a t  Inflows or" foreign funds 

havc cons i s tmt ly  e:ccecdcd the amount needed t o  finance the 

1 balance on current  account and ex te rna l  debt amortization and 

did  so by large  alnoiults i n  1963 and 1964. Net inflows exccedcd 
, 

.A 

- .  ;nd 1.964 ..nd probc.bl;r 'b j cn a w n  1 c ~ r ~ ; e r  amount i n  1965. Thc 

e:rcLss in-i~riis i n  '963-1965 have i n  p a r t  gone t o  rebui ld  gross 

- reserves by about $800 mil l ion and i n  p a r t  t o  finance %he out~rard 

movement of domestic cap i ta l .  

1/ Sl igh t  discrepancy r e f l e c t s  d i f f e r en t  source. - 



TABLE 2 

(Excluding ~enezuela) 

1961 - 1962 1963 1964 

1. Long-term Autonomous Loans & Grants-Gross 1,862 1,834 1,710 2,021 
2. Net Short-term Autonomous Loans 202 151 98 278 
3. Net Direct Investment 2 390 441 332 399 
4. Conpensatory Funds - Gross 4 68 577 718 81 

Total 
Total Autonomous (1+2+3) 
Total Autonomous Long-term (1+3) 

Amortization of Long-term Autonomous 
Amortization of Compensatory Loans 

Loans 

10. Total Zumortization of Loans 907 1,248 1,397 1,394 

Net (5-8-9) 
Net Autonomous (6-8) 
Net Autonomous Long-term (7-8) 
Net Autonomous Long-term Loans and 
Grants (1-8) 1,052 912 855 1,017 

Net Compensatory (4-9) 271 251 176 -309 

SOURCE: Data from ECLA. Economic Survey of Latin America, 1965: in turn, based on 
I&ll? Balance of Payments Yearbook. 



E the s i t u a t i o n  i s  examined i n  terms of r e sou rce  t r a k f e r s ,  

and t o t a l  d e b t  s e r v i c e  ( i n t e r e a t  and amor t i za t ion )  is taken i n t o  

account ,   ati in America annua l ly  rece ived  n e t  autonomous long-term 

e x t e r n a l  r e sou rces  of roughly a h a l f  b i l l i o n  d o l l a r s .  I t  i s  c l e a r  

t h a t  L a t i n  America i s  a  r eg ion  t h a t  r e q u i r e s  ve ry  l a r g e  amounts 

of g r o s s  c a p i t a l  inf low t o  accomplish a  r e sou rce  t r a n s f e r  of any 

magnitude. A t  t h e  end of 1.965 ? l o s e  t o  one-third of t he  $38 

b i l l i o n  aggregate  p u b l i c  indebtedness  of developing c o u n t r i e s  

was owed by La t in  America, and a  cons ide rab le  p o r t i o n  of fo re ign  

d i r e c t  p r i v a t e  investment i n  developing a r e a s  was loca t ed  i n  

La t in  America. Thus, t h e  l e v e l  of  La t in  America ' s in t e rna t . i ona1  

indebtedness  i s  now s o  l a r g e  t h a t  t o t a l  annual  d e b t  s e r v i c e ,  

i nc lud ing  p r i v a t e  c a p i t a l  ea rn ings  and amor t i za t ion  of compensa- 

t o r y  d e b t ,  i s  of t h e  order  of magnitude of $2.5 b i l l i o n .  

11. E x t e r n a l  C a p i t a l  Flows and Repayments 

a f t e r  dec l in ing  i n  1962 and a g a i n  i n  1963, i n  1964 n e t  

autonomous c a p i t a l  exceeded t h e  1961 peak of $1,643 by $50 m i l l i o n .  

Avai lab le  d a t a  i n d i c a t e  a  t o t a l  i n  1965 f o r  t he  U.S. and i n t e r -  

n a t i o n a l  agenc ies  s i m i l a r  t o  t h a t  of 1964 ( a 1  though t h e  U. S. s h a r e  

i n c r e a s e d ) ,  b u t  d a t a  f o r  European and p r i v a t e  loans  and c r e d i t s  

a r e  n o t  a v a i l a b l e .  

More i n t e r e s t p i n g  i s  t h e  evo lu t ion  i n  t h e  components of t h e  

n e t  autonomous c a p i t a l  flow. The most s t r i k i n g  change was i n  

long-term loans  t o  t he  p r i v a t e  s e c t o r ,  mainly s u p p l i e r  c r e d i t s , )  

This declined n e t  from an avexa* of  $325 m i l l i o n  1961-1962 t o  

an average of on ly  $70 m i l l i o n  i n  1963-1964, o r  by about $250 

m i l l i o n .  It  is  o f  i n t e r e s t  t h a t  Eximbank n e t  p r o j e c t .  lending 

f o r  t h e  same y e a r s ,  most ly  t o  t h e  p r i v a t e  s e c t o r ,  dropped e77en 

more, from an average of over $200 m i l l i o n  i n  1961-1962 t o  a net 

re  turn flow' averaging A70 million i n  1963 -1964, or by almost $300 million  a able 3 ) . 



AUTONOMOUS LONG-1;ERM FINANCIAL FLOWS TO WnIN m C A  (excl. ~enezuela) 

GROSS 

U.S. ( 

A I n  LC 
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social 
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1 U.S. Government 
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:luded in "other". 
;chedulings excluded. 
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It would qjpear, then, tha t  Uuropcan supplier credi ts  continued ' 

t o  expand throupaout the period, while the Eximbank greatly 

reduced i t s  financing of U.S. exports t o  Latin America. 

Public sector loans, on the other hand, increased by an 

average of roughly $200 million, thus ahnost off se t t ing  the 

decline i n  loans t o  the private sector.  

Direct investment remained f a i r l y  steady a t  s l ight ly  under 

$400 million s year. This represented a decline of about $150 

million from the average for  the previous five years, when d i rec t  

investment was the main source of autornmous capi tal .  Direct 

investment from the U.S. (as recorded i n  the U.S. balance of 

payments) represented abcut half of the to t a l ,  but a large 

par t  of the r e s t  represented the reinvested earnings of U.8. 

subsidiaries. 

The gross t o t a l  autonomous capi ta l  inflow increased by 

about $250 million between 1961 and 1964, of which A200 million 

financed increased amortization of such loans and $50 million 

represented a net increase. 

Net short-term foreign capi ta l  inflows were between $100-200 

million annually, exce?t i n  1964, when they reached $278 million. 
- 
- 
- 

%is ref lected an exceptional inflow of short-kerm bank loans 

from the U .S . , t o t a l l i ng  over $400 million net. 

- _ I _ .  -___-__ Compensatory capi ta l  inflows on a net bas is  were of declining -- ___^_I__ _ - -. - -. - . - 
importance and i n  f a c t  were negative by $309 million i n  1964. 

- 

This change ref lected l iquidation of pa r t  of the high l eve l  of 



such obligations incurred i n  the l a t e  50's and ear ly 60's i n  
' 

the face of balance of payments preesuros. Such funds 

represented a net inflow of over $1 b i l l i o n  i n  the five years 

1956-1960 and of $700 million i n  the period 1961-1963. 

Amortization of compensatory loans amounted t o  about $550 mlllion 

i n  1963 and $400 million i n  1964. 

The main sources OF financing for  long-term autonomous 

loans and grants are the U.S. o f f i c i a l  agencies and U.S. funds 

made available through the IDB Social Progress Trust Fund, the 

international lending inst i tut ions,  and supplier credi ts   a able 3 ) . 
Total f'unds provided by the U.S. Government i n  1965 were close 

t o  the 1961 peak of over $800 million. Funds provided by the 

international agencies roughly t r ip led  between 1961 and 1964-1965, 

t o  about $300 million, but the 1965 t o t a l  is  under 1963 and 1964 

to t a l s .  Together these two sources provided roughly one-half the 

gross inflow of autonomous loans and grants. 

The gross inflow of other long-term autonomous credi t s  

to ta l led  $700 t o  1,000 million a year. A major par t  of these 

funds were supplier credits;  other sources include European 

Government loans, U.S. and European bank loans, and portfol io  

investment. It can be seen from Table 3, however, t ha t  on a net 

basis  these sources came close t o  cancelling out, except f o r  net 

supplier . - credi ts .  Net European - supplier -- - credi t s  amounted t o  $316 

million i n  1961, $154 

U.S. supplier c redi t s  

most of them were not 

million i n  1962, and $138 million i n  1963. 

are  also important, but i n  the ear ly  60's 

guaranteed, and thus are  not shown i n  Table 3. 
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Of the net inflow of long-term autonomous loans and 

grants 1961 through 19611, $3.8 b i l l ion ,  the U. 9. Government 

and international agencies provided $3.1 b i l l ion  or over 

80 per cent of the to ta l .  Net supplier credits roughly 

account for  the remainder. 



- 
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i I .  THE APPROACH TO A I D  

1 Our p r o j e c t  i o n s  

I view t h a t  t h e r e  a r e  two 

REOUI REMENTS 

of  c a p i t a l  i n f l o w s  a r e l h a s e d  on t h e  

major o b s t a c l e s  t o  inc , reases  i n  t h e  

( r a t e  o f  economic growth i n  L a t i n  America. Several .  r e c e n t  

I s t u d i e s  o f  i n d i v i d u a l  c o u n t r i e s  i n  t h e  reg ion*  have shown 

t h a t  lt w i l l  r e q u i r e  a s u b s t a n t i a l  c h a n g o , i n  t h e i r  p a t t e r n s  o f  
I 

o u t p u t  t o  e n a b l e  them t o  a c c e l e r a t e  growth w i t h o u t  i n c r e a s i n g  I 
t h e  gap between impor t s  and e x p o r t s .  A t  t h e  same t i m e ,  o t h e r  - 

I 
c o u n t r i e s  may be h e l d  hack b e c a u s e  t h e y  a r e  unab le  t o  s a v e  

I 

1, enough t o  meet t h e  h igh  inves tment  r e q u i r e m e n t s  o f  f a s t e r  

growth.  
i. 

The t h e o r e t i c a l  b a s i s  f o r  t h i s  "two gap" approach 

t o  t h e  d e t e r m i n a t i o n  of  a i d  requi remer i t s  h a s  been set  o u t  by  

\ Chenery and S t r o u t .  ** The b a s i c  method i s  t o  d e f i n e  p r o s p e c t i v e  
b \ 
' " s a v i n g s  gaps"  and " t r a d e  gaps"  a s s ! x i a t e d  w i t h  t h e  p r o j e c t e d  

I 
- growth and performance o f  each cou71try i n  each y e a r  covered .  

/  he prospective s a v i n g s  gap i s  t h , e  d i f f e r e n c e  between t h e  g r o s s  

inves tment  r e q u i r e d  t o  a t t a i n  t h e  s p e c i f i e d  growth t a r g e t  and 
i 

t h e  g r o s s  s a v i n g s  which t h e  d h m e s t i c  economy i s  c a p a b l e  o f  

g e n e r a t i n g .  The p r o s p e c t i v  t r a d e  g a p  i s  t h e  d i f f e r e n c e  between Q 
t h e  impor t s  which a r e  r e q y f r e d  t o  s u s t a i n  t h e  s p e c i f i e d  growth 

and t h e  i m p o r t s  w h i c h , t h e  economy is  expected  t o  produce  and 

s e l l .  S ince  b o t h  gq:ps must h e  f i l l e d  i f  growth is t o  b e  

r e a l i z e d ,  t h e  l a r q l r  of  t h e  two d e t e r m i n e s  t h e  amount o f  

e x t e r n a l  cap i t a ' -  r e q u i r e d .  
- 3' , . . . - - 

* See ,  f o r  example, 1, 5 ,  8, 9,  11. - 

** The r e c e n t  a r t i c l e  p u t t i n g  f o r t h  t h e  model (3)  is a  r e v i s i o n  
o f  an A . I . D .  d i s c u s s i o n  paper  ( 4 ) .  



I 

-B 2-  

When a  given amount of fo re ign  c a p i t a l  i s  a c t u a l l y  
I 
I 
1 

provided,  it performs two i n d i v i s i b l e  f u n c t i o n s  corresponding \ 
t o  t h e  two gaps .  I t  pe rmi t s  investment t o  b e  g r e a t e r  than  \ 

\ 
f 

a c t u a l  domestic sav ings  and permits  a c t u a l  imports  t o  be  
i 
I g r e a t e r  t han  e x p p r t s  -- and bo th  by an equa l  amount. I n  I 

r e t r o s p e c t ,  then:  a f t e r  such c a p i t a l  has  been supp l i ed ,  t h e  

economy must have a i j , u s t ed  so  a s  t o  make t h e  two gaps equa l .  

I I f  t h e  t r a d e  gap had been t h e  largl2r of t h e  two p rospec t ive  

gaps ,  i . e  . , i f  ex<,ernal  c a p i t a l  had been more than  was needed i 
t o  f i l l  t h e  p rospek t ive  sav ings  gap, t hen  t h e  model o r d i n a r i l y  l 

I 

assumes t h a t  a c t u a l  sav ings  f a l l  s h o r t  o f  p o t e n t i a l  sav ings .  

For example, t a x e s  maly be  a t  lower l e v e l s  t han  t h e  economy / .  
\ I 

could s u s t a i n  because ' . l a r g e  inf lows of  c a p i t a l  f i l l i n g  a  t r a d e  
I 

gap make h ighe r  l e v e l s  unnecessary.  I f ,  on t h e  o t h e r  hand, t h e  

p rospec t ive  sav ings  gap had been t h e  l a r g e r ,  a c t u a l  imports ; 
I w i l l  h e  l a r g e r  t han  t h o s e  [ required f o r  growth. For example, 

t h e s e  imports may inc lude  p o t  on ly  t h e  raw m a t e r i a l s  and , 
c a p i t a l  equipment r equ i r ed  \to s u s t a i n  growth, b u t  a l s o  d i s p ~ n -  - 

\ 
s a b l e  o r  postponable luxury goods.  These may be  s u b s t i t u t  d  Q 
f o r  domestic consumption goods ,if  t h i s  i s  t h e  on ly  form i r ~  

,\ which consumers a r e  a b l e  t o  spen~?  t h e  f o r e i g n  exchange which 

was provided t o  b o l s t e r  i nadequa te  saving l e v e l s .  Unless t h e  
'. 

t w p  p rospec t ive  gaps a r e  f o r t u i t o u s l y  equa l ,  t h e n ,  p rov i s ion  

of  t h e  e x t e r n a l  c a p i t a l  requ i red  by t h e  ; . larger n e c e s s a r i l y  

permi t s  l e s s - t h a n - f u l l - p o t e n t i a l  e f f o r t  w' i th regard  t o  t h e  

sma l l e r .  * 

-- *--The method fal lowed beg ins  by s p e c i f y i n g  tarq&s f o r  growth - .-- 

which, t o g e t h e r  w i t h  t h e  l e v e l  of  domestic ~ e r f o r m a n c e  hypoth- 
e s i z e d ,  determine e x t e r n a l  c a p i t a l  requirements .  ' T h i s  is  a  
ma t t e r  of  computat ional  convenience,  however. When s e v e r a l  
p o s s i b l e  growth t a r g e t s  a r e  compared, a s  i n  Sec t ion  I11 of  t h i s  
annex, t h e  r e s u l t s  may a l s o  b e  seen a s  i n d i c a t k g t h e  amount of  
growth which could be  ob ta ined  from a  s p e c i f i e d  amount of  
ex1 - . '  . I 



The model empl.oyed f o r  t h e  p r o j e c t i o n s  i s  a n e x t e n s i o n  

of  t h a t  developed b y  Chenery and S t r o u t .  A s  i n  t h e  o r i y i ~ i a l  

niodel., g r o s s  inves tment  r equ i rements  f o r  a  p a r t i c u l a r  y e a r  a r e  

de termined by a  t a r g e t  r a t e  o f  growth (;) and an  incremcntal-  

c a p i t a l - o u t y u t  r a t i o  (k). P o s s i b l e  l i m i t s  on a c o u n t r y ' s  

c a p a c i t y  t o  a b s o r b  a d d i t i o n a l  c a p i t a l  a r e  r ecogn ized  by  a  

c o n s t r a i n t  on how f a s t  g r o s s  inves tment  i s  p e r m i t t e d  t o  grow - 
from y e a r  t o  y e a r  (i). P o t e n t i a l  s a v i n q s  a r e  de termined by 

t h e  p r e v i o u s  y e a r ' s  p o t e n t i a l  and p r o p e n s i t y  t o  s a v e  from a d d i -  

t i o n a l  income ( a ' )  . The p r o s p e c t i v e  s a v i n g s  gap i s  t h e  d i f f e r e n c e  

between r e q u i r e d  i r v e s t m e n t  and p o t e n t i a l  s a v i n g s ,  t h u s  d e f i n e d .  

Expor t s  a r e ,  a s  a  f i r s t  approx imat ion ,  assumed t o  grow 

exogencous1.y by  a  g iven  p e r c e n t a g e  ( c )  each y e a r .  Required 

impor ts  a r e  g iven  b y  t h e  p r e v i o u s  y e a r ' s  r equ i rements  and t h e  

p r o p e n s i t y  t o  import  from a d d i t i o n a l ,  income ( v ' ) .  T h e p r o s p e c t i v e  t r a d e  

gap i s  t h e  d i f f e r e n c e  between e x p o r t s  and p o t e n t i a l  i m p o r t s ,  

t h u s  d e f i n e d .  The requ i rement  f o r  f o r e i g n  c a p i t a l  is  t h e  l a r g e r  

of t h e s e  two gaps .  

The two gaps  and one c o n s t r a i n t  d e f i n e  t h e  t h r e e  phases  

th rough  which a c o u n t r y  may p a s s .  1) Even t h e  r e l a t i v e l y  

l i b e r a l  c o n s t r a i n t  o f  15 p e r  c e n t  on t h e  growth o f  inves tment  

assumed f o r  most o f  t h e  c o u n t r i e s  i n  t h e  p r o j e c t i o n s  i m p l i e s  
( 5  

t h a t  a l l  o f  them must move g r a d u a l l y  from p r e s e n t  growth r a t e s  

t o  h i g h e r  t a r g e t  growth r a t e s .  2 )  Most, when t h e y  b e g i n  grow- 

ing  a t  t h e  t a r g e t  r a t e ,  e x p e r i e n c e  a  s a v i n g s  g a p  which i s  g r e a t e r  

t h a n  t h e  p r o s p e c t i v e  t r a d e  g a p  and a r e  t h u s  s a i d  t o  be i n  a  phase  

o f  " s a v i n g s - c o n s t r a i n e d "  growth.  3)  C o u n t r i e s  t y p i c a l l y  have '  

marginal. s a v i n g s  r a t e s  which are s u f f i c i e n t l y  h i g h e r  t h a n  i n i t i a l  

a v e r a g e  r a t e s  t h a t  t h e  growth of na t iona l .  income can  s t e a d i l y  
J 

r a i s e  t h e  average .  Such c o u n t r i e s  e v e n t u a l l y  s h i f t  e i t h e ?  t o  

. ; "' 



a p l ~ n s c  o f  " t r a d e - c o n s t r a i n e d "  growth,  when t h e  t r a d e  gap  i s  

t17c p ~ - i n c i p a  I. d e t e r m i n a n t  ' o f  f o r e i g n  c a p i t a l  r e q u i r e m e n t s ,  

o r  d i r e c t l y  t o  economic s e l f - s u f f i c i e n c y .  

.I 

11. THE PROJECTIONS 

A number o f  v a r i a n t s  o f  t h e  two-gap approach can b e  

developed t o  co r respond  t o  d i f f e r e n t  assumpt ions  about  t h e  

c f f e c t i v e n a s s  o f  government p o l i c y .  W e  have  made s i x  such 

p r o j e c t i o n s  i n  o r d e r  t o  i n d i c a t e  t h e  f u l l  r ange  o f  possi.hi.1.- 

i t i e s  frnm p e s s i m i s t i c  t o  h i g h l y  o p t i m i s t i c :  

(T) I - I i s t o r i c a l  Growth 

( A )  H i s t o r i c a l  Performance 

( B )  Lower Impor t s ,  Higher  Expor t s  

(111 A c c e l e r a t e d  Growth 

( A )  H i s t o r i c a l  Performance 

(B) Higher Sav ings ,  Lower I m p o r t s ,  Higher Expor t s  

(c) Lower C a p i t a l  Requirements  

(D) Maximum Performance -- a  combinat ion  o f  t h e  

improvements o f  B )  and C )  a s  a  b a s i s  f o r  

e s t i m a t i n g  t h e  minimum c a p i t a l  f low r e q u i r e d  

b y  a  c o u n t r y  hav ing  good development p l a n n i n g  

and p o l i c i e s .  

The b a s i c  e l ements  o f  t h e  p r o j e c t i o n s  were " h i s t o r i c a l "  

GNP growth r a t e s  ( r )  and performance pa ramete r s  ( a ' ,  k ,  W ' ,  c )  

mainly  d e r i v e d  from econometr ic  a n a l y s e s  o f  t h e  s t a t i s t i c a l  - 

r e c o r d  o f  t h e  p e r i o d  1950-1965. C u r r e n t  v a l u e s  f o r  GNP, i n v e s t -  

ment and t r a d e  were n o t  based on t h e  i n a d e q u a t e  e s t i m a t e s  f o r  
, 

1966 now a v a i l a b l e  b u t  r a t h e r  on t h e  a v e r a g e s  f o r  t h e  y e a r s  



1963-65  c x t r n n o . l . ~ ~ t c d  t o  1.966 w i t h  t h e  uso  of t h o  h: : .x tor j !?+~l  

g l~owth  atid g c r F o r m a l 1 ~ ~  p a r a m e t e r s .  They ~lhoul.cl t;"ll? '1 I.! ?Icon 

as "trcncl  v a 1 . u e ~ "  For t h e  p a r  r a t h e r  t h a n  a c t u a l  or; t i . rnates.  

I n  s e v e r a l  c a s e 3  c o n s i d e r a b l e  judgment had t o  be 

o x n r c i n c d  i n  s e l e c t i n g  among c o n f 1 . i c t i n g  e s t i m a t e s  o r  i n  

ri: j c r - t  :i n q  u n s u s t a  inab3.e s h o r t - t e r m  t r e n d s  a s  ;s klur;iu f o r  

c x t r a p o l - a t  i on .  T h i s  judgment t e n d e d  toward  i-.?.? op t  i rni .a t ic ,  

s i n c e  t h e  pn ran ie t c r s  werc  i n t e n d e d  t o  r e p r e c e n t  f h o  pro-I.!!- 

c n m b i l . i t y  o f  t b c  economy r a t h e r  t h a n  s i m p l y  i t s  a v e r a g e  

p c r f o r m i ~ n c e ,  and r-; ince t h e  two-gap t h e o r y  s u g g e s t s  t h a t  raw 

h i s t o r i c a l  e s t i m a t e s  may have  a  p e s s i m i s t i c  b i a s . *  

The h i s t o r i c a l l y - d e r i v e d  e s t i m a t e s  o f  g rowth  r a t e s  

were  u:;ed i n  t h e  p r o j e c t i o n s  l a b e l l e d  I - A  and I - B  i n  t h e  

C:-.~-!nery p a p e r ;  t h e  h i s t o r  i ca l3 .y-der ived  pe r fo rmance  param:?ters  

verc  used  i n  t h e  p r o j e c t i o n s  1-abell-ed I - A  and 1 1 - A .  H i g h e r  

q r o v t h  a n d  p e r f o r m a n c e  e s t i m a t e s  were  made i n  a  v a r i e t y  o f  

w a y 1 ; ,  31 3 o f  them b a s e d  on t h e  h i s t o r i c a l  r e c o r d .  

a )  A c c e l e r a t e d  Growth ( P r o j e c t i o n s  11, A t o  D) 

I n  a t t e m p t i n g  t o  d e s c r i b e  comparab le  i n -  r r e a s e s  

above  h i s t o r i c a l  g rowth  r a t e s  ( P r o j e c t i o n s  I ,  A and B ) ,  we 

assumed t h a t  a  c o u n t r y  l i k e  A r g e n t i n a ,  w i t h  a low h i s t o r i c a l  

r a t e ,  might  e x p e r i e n c e  l e s s  d i f f i c u l t y  i n  i n c r e a s i n g  i t s  r a t e  , 

b y  a g i v e n  a b s o l u t e  amount,  o r  b y  a  g i v e n  p r o p o r t i o n ,  t h a n  a  

c o u n t r y  l i k e  Mexico.  whose growth  rate was a l r e a d y  v e r y  h i g h .  

-. * T h a t  is, when t h e  p r o s p e c t i v e  gaps a r e  n o t  e q u a l ,  and 
f o r e i g n  c a p i t a l  f i l l s  t h e  l a r g e r ,  it i s  t h e  l e s s - t h a n - f u l l -  
p o t e n t i a l  pe r fo rmance  w i t h  r e g a r d  t o  t h e  s m a l l e r  p r o s p e c t i v e  
g a p  which w i l l  b e  o b s e r v e d .  E x t r a p o l a t j - o n s  o f  such  perfo-m- 
a n c e  might  l e a d  t o  a n  o v e r 2 s t i m a t i o n  o f  a i d  r c q u i r e m e n t t  i f  - 

- t h e  p r e v i o u s l y  srnal-1-er gap s h o u l d  become dominan t .  



- 

Comparable increases i n  growth r a t o s  wero seen  i n  r e l a t i o n  t o  

an 8 p e r  c e n t  r a t e ,  which appeared  from t h e  h i s t o r i c a l  r e c o r d  

t o  r e p r e s e n t  an  approximate  p h y s i c a l  l i m i t  f o r  L a t i n  Ameri.ca. * 
Spec iP ica l J .y ,  " a c c e l e r a t e d  growth" was dof  ined  a s  a n  i n c r e a s e  

t o  a  r a t e  one-hal f  o f  t h e  way between t h e  h i s t o r i c a l  and 8 p e r  

c e n t .  Thus,  f o r  Argen t ina  it meant moving from a n  h i s t o r i c a l  

2 . 7 5  p e r  c e n t  t o  a t a r g e t  o f  5.37 pe r  c e n t ,  w h i l e  f o r  Mexico, 

w i t h  more o f  i t s  developmental.  p o t e n t i a l  a l r e a d y  e x p l o i t e d ,  it 

meant moving from 6 p e r  c e n t  t o  a  t a r g e t  o f  7 p e r  c e n t .  

b)  Hiqh Expor t s  and Impor t  S u b s t i t u t i o n  

( P r o j e c t i o n s  I - B ,  11 -B ,  11-D) 

The primary j u s t i f i c a t i o n  of  long-term developmenta l  

a s s i s t a n c e  i s  t h e  f a c t  t h a t  poor c o u n t r i e s  a r e  t y p i c a l l y  unab le  

t o  s a v e  t h e  f u l l  amounts r e q u i r e d  t o  meet t h e  inves tment  c o s t s  

of  r a p i d  development.  While a n y  c o u n t r y ,  r i c h  o r  poor ,  i s  

c a p a b l e  of  running a  c h r o n i c  b a l a n c e  o f  payments d e f i c i t ,  t h e r e  

a r e  few, i f  any,  underdeveloped c o u n t r i e s  s o  p o o r l y  endowed 

t h a t  t h e y  a r e  n o t  a b l e  t o  r e a l l o c a t e  inves tment  toward e x p o r t s  

and import  s u b s t i t u t e s  i f  a dominant t r a d e  g a p  p e r s i s t s .  

E v e n t u a l l y  t h e y  should b e  a b l e  t o  produce enough i n  t h e s e  l i n e s  

t o  e l i m i n a t e  t h e  e x c e s s  o f  t h e  t r a d e  g a p  o v e r  t h e  s a v i n g s  gap. 

To approximate  t h i s  phenomenon, t h e  model s p e c i f i e s  (under  h i g h  

t r a d e  performance assumpt ions)  t h a t  i n  any  g i v e n  y e a r  a c o u n t r y  . 
faced  w i t h  a n  e x c e s s  t r a d e  gap  w i l l  d i r e c t  a  p a r t  o f  c u r r e n t  

inves tment  s o  a s  t o  reduce  t h e  t r a d e  gap  i n  t h e  n e x t  y e a r  by  

one h a l f  o f  t h e  c u r r e n t  e x c e s s .  

* T h i s  assumpt ion  i s  r e l a x e d ,  and h i g h e r  growth r a t e s  a r e  
c o n s i d e r e d ,  i n  s e c t i o n  I11 o f  t h i s  annex.  



Tho assumpt ion ,  t h e n ,  is  t h a t  i n v e s t o r s  o r  p l a n n e r s  -- 
prosumal~ ly  undor t h e  i n f l u e n c e  o f  d e v a l u a t i o n  o r  government 

invcstmont  i n c e n t i v a s  -- w i l l  make some response  t o  such g a p s ,  
I 

b u t  ono which i s  based on ac tua l .  e x p e r i e n c e  r a t h e r  t h a n  p e r f e c t  

f o r e s i g h t  and which is  p a r t i a l  r a t h e r  t h a n  comple te .  We assume, 

as a  f i r s t  approx imat ion ,  t h a t  t h i s  "exchange-saving inves tment"  

is e q u a l l y  d i v i d e d  between e x p o r t s  and import  s u b s t i t u t e s .  We 

a l s o  assume t h a t  such inves tment  e n t a i l s  a  c a p i t a l - o u t p u t  r a t i o  

which i s  20 p e r  c e n t  h i g h e r  t i b a n  t h a t  a p p l i e d  t o  o r d i n a r y  i n v e s t -  

ment. T h i s  r e f l e c t s  t h e  p r o b a b i l i t y  t h a t  t h e  domes t i c  c u r r e n c y  

had been overva lued ,  from t h e  p e r s p e c t i v e  o f  which e x p o r t  

proceeds  a r e  s m a l l e r  and i m p o r t s  more c o m p e t i t i v e  w i t h  domes t i c  

s u b s t i t u t e s  t h a n  under a n  e q u i l i b r i u m  exchange r a t e .  Meeting 

t h e  a d d i t i o n a l  inves tment  r e q u i r e m e n t s  t h e n  r e q u i r e s  domes t i c  

s a v i n g  c l o s e r  t o  f u l l  p o t e n t i a l  l e v e l s .  

The d i v e r s i o n  of  inves tment  t o  exchange-saving l i n e s  

was n o t  c o n s i d e r e d  t o  be h i g h l y  dependent  upon h i g h e r  growth 

but r a t h e r  t o  b e  p r imar i l -y  a  f u n c t i o n  o f  t h e  wisdom and 

e f f i c i e n c y  o f  t r a d e  and a l l o c a t i o n  p o l i c i e s .   his improved 

t r a d e  performance  is  t h e  b a s i s  o f  t h e  more o p t i m i s t i c  c a p i t a l  

p r o j e c t  i o n  a t  h i s t o r i c a l  growth r a t e s  , a s  w e l l  a s  p a r t  

3 f  t h e  b e t t e r  performance p r o j e c t e d  a t  a c c e l e r a t e d  growth r a t e s . *  

* S i n c e  o p t i m i s t i c  e x p o r t  p r o j e c t i o n s  f o r  B r a z i l ,  C h i l e  and 
Colombia were provided i n  t h e  c o u n t r y  s t u d i e s  by  A.I.D. 
economis t s ,  t h e s e ,  r a t h e r  t h a n  e s t i m a t e s  o f  exchange-saving 
i n v e s t m e n t ,  were  t h e  b a s i s  o f  o u r  assumpt ions  a s  t o  b e t t e r  
trade performance  f o r  t h o s e  t h r e e  c o u n t r i e s .  



c )  IIiq11 Savinqs ( P r o j a c t i o n s  11-B, 11-D) 

Based on reasoning p a r a l l e l  t o  t h a t  usad f o r  growth 

r a t c a ,  i nc reases  i n  marginal  savings  r a t e s  wore judged comparah1.e 
- 

i n  r e l a t i o n  t o  t h e  h i g h e s t  observed performance i n  o tho r  devalop- @ 

ing c o u n t r i e s .  "High sav ings"  f o r  each count ry  was ds f inod  a s  

movem~nt t o  a  r a t e  hal.fway between h i s t o r i c a l  r a t e s  and t h i s  
a 

presumed l i m i t  of 35 p e r  c e n t .  Thus, C h i l e ,  wi th  an h i s t o r i c a l  

r a t e  of  1.3 per c e n t ,  was assumed t o  be  a b l e  t o  i nc rease  t o  

24 per  c e n t ,  whi le  Mexico, w i th  an h i s t o r i c a l  r a t e  of 2 1  per  

c e n t ,  was assumed t o  be  capable  of  a  sma l l e r  abso lu t e  i n c r e a s e ,  

t o  2 8  per cen t .  

The a b i l i t y  t o  d i v e r t  a s u b s t a n t i a l l y  l a r g e r  sha re  of 

increased  income t o  sav ings  was considered p o s s i b l e  only  i f  

annual  i nc reases  i n  income were l a r g e r .  Hence "high savings"  

performance i s  a s soc i a t ed  i n  t h e  p r o j e c t i d n s  on ly  wi th  

a c c e l e r a t e d  growth r a t e s .  

d )  Lower C a p i t a l  Requirements ( P r o j e c t i o n s  1 1 - C ,  11-D) 
Ji - The d e f i n i t i o n s  of b e t t e r  t r a d e  and sav ings  perform- 

ance given above r ep re sen t  e f f o r t s  t o  e s t i m a t e  p o t e n t i a l  improve- 

ments. By c o n t r a s t ,  t h e  lower c a p i t a l  requirements  s p e c i f i e d  f o r  b 

two of  t h e  "accel-erated-growth" p r o j e c t i o n s  r e p r e s e n t  an a l t e r n a -  

t i v e  way of  i n t e r p r e t i n g  t h e  h i s t o r i c a l  record i t s e l f  f o r  

purposes of e x t r a p o l a t i b n . *  
I 

* T h i s  i s  not  t o  imply t h a t  a  c a p i t a l - o u t p u t  r a t i o  i s  beyond - 
governmental i n f luence .  The a l l o c a t i o n  of  investment t o  l abor -  
i n t e n s i v e  p r o j e c t s  and planning t o  avoid b o t t l e n e c k s  and 
u n d e r u t i l i z a t i o n  of  capac i f  y  can both reduce the ratio. A 
more compl-ete t h e o r e t i c a l  d i s cus s ion  of t h e  v a r i a b l e  r a t i o  i s  
included i n  [ 2 1 . 

- 



The l l h l . s t c ) r i c a l l l  c a p i t a l - o u t p u t  r a t i o s  utj . l j .zod a r e  

( ~ v o r a g o s  of  t h o  cxpor ionco  o f  each c o u n t r y  o v e r  t h o  p a s t  12-1.4 

ycmrs. A s  such ,  t h e y  shou ld  b e  a  v a l i d  f i r s t  apl?roximati.on o f  

- , the inves tment  r equ i rcmcnts  f o r  a d d i t i o n a l  growth a t  t h o  eame 

r a t e s  a s  were exper ienced  d u r i n g  t h a t  p e r i o d .  S e v e r a l  r e c e n t  
P d i s c u s s i o n s  o f  t h c  c a p i t a l - o u t p u t  r a t i o ,  however,  have concluded 

t h a t  t h e  r a t i o  should  b e  expec ted  t o  b e  -- and a lmos t  always i s  -- 
lower a t  h i g h e r  r a t e s  o f  growth k, 7 ,  101. For  example, h i g h e r  

growth r a t e s  u s u a l l y  e n t a i l  b e t t e r  u t i l i z a t i o n  o f  c a p a c i t y ,  

and a t  such r a t e s  a  s m a l l e r  s h a r e  o f  g r o s s  inves tment  i s  l i k e l y  

t o  be a l l o c a t e d  t o  t h e  replacement  o f  o l d  equipment (which makes 

growth p o s s i b l e  b u t  c o n t r i b u t e s  l i t t l e  t o  i t)  and t o  t h e  b u i l d i n g  

.up o f  s o c i a l  overhead f a c i l i t i e s  w i t h  heavy c a p i t a l  r e q u i r e m e n t s .  

When t h e  h i s t o r i c a l .  e x p e r i e n c e  o f  t h e  L a t i n  American 

c o u n t r i e s  was ana lyzed ,  almost a1.1 were found t o  e x p e r i e n c e  

lower r a t i o s  d u r i n g  p e r i o d s  o f  h i g h e r  growth.  Causa t ion  p r o b a b l y  

r u n s  b o t h  ways, however. For  t h e  p r o j e c t i o n s  u s i n g  " lower  

c a p i t a l  r e q u i r e m e n t s , "  w e  have  t h e r e f o r e  t a k e n  o n l y  one h a l f  o f  - 

a t h e  r e d u c t i o n  a c t u a l l y  observed f o r  each c o u n t r y  t o  r e p r e s e n t  

t h e  e f f e c t  o f  t h e  compos i t ion  o f  inves tment  on t h e  c a p i t a l -  

o u t p u t  r a t i o .  The formula  used t o  d e f i n e  t h o s e  lower r e q u i r e -  

ments assumed t h a t  t h e  h i s t o r i c a l  r a t i o  would a p p l y  t o  t h e  

b a s i c  inves tment  r e q u i r e d  t o  a t t a i n  t h e  h i s t o r i c a l  growth 

r a t e s ,  b u t  t h a t  a lower r a t i o  would a p p l y  t o  t h e  a d d i t i o n a l  

inves tment  r e q u i r e d  , t o  a c h i e v e  h i g h e r  l e v e l s  o f  growth.  I n  no 

c a s e  was t h a t  lower r a t i o  p e r m i t t e d  t o  f a l l  below two, keeping - 
it c l o s e  t o  t h e  lowes t  h i s t o r i c a l  r a t i o  f o r  a11 inves tment  

observed among t h e  16 c o u n t r i e s  (2.47 f o r  E l  S a l v a d o r )  . 



yea r ,  1967-76. Tho inflow was def ined  a s  t h e  d e f i c i t  on 

cu r ron t  account ( i . o . ,  imports  l e s s  expor t s  of  goods and 

s c r v i c c s )  l e s s  t h e  n e t  outf low of "investment income" ( i n t e r e s t  

. e n  so- 

13ccauea thFe i n t o r p r o t a t i o n  of c a p i t a l  raqul romonte 

may provo controversial, p r o j e c t i o n s  havo hoen prov idad  ?lasod 

on both +he r i g i d  r a t i o s  (15-A,  TI-13) and tho f l e x i l ~ l e  r a t i o s  

(114, 11-D) .* 
Sepa ra t e  pro:joctions were mado for 16 La t in  ~ m c r i c a n  

c o u n t r i e s  (19 O.A.S.  members, l o s e  Uruguay, Haiti .  and t h e  

~ o m i n i c a n  ~ e p u b L i c ) . * *  For each count ry  a raquiracl capi . ta1 

i n f  lotr/outflow o r  resource  t r a n s f e r  was c a l c u l a t e d  f o r  each - 

and prof  it on e x i s t i n g  c a p i t a l )  . This  depa r t s  from convent ional  !! 

p r a c t i c e  i n  which outf lows of  investment income a r e  considered - 
as ~ a y m e n t s  f o r  imports of  t h e  s e r v i c e s  of c a p i t a l .  However, 

t h e  r e p a t r i a t i o n  of such payments is  d i s c r e t i o n a r y ,  and it i s  

based on a  p rev ious ,  q o t  a  c u r r e n t ,  t r a n s f e r  of resources .  

I t  soemcd more app rop r i a t e  t o  cons ider  it a s  p a r t  

of t h e  c a p i t a l  flow, s i n c e  it r e q u i r e s  an equa l  inflow of 

d i r e c t  investment o r  some o t h e r  form of c a p i t a l  t o  prevent  a 

c u r r e n t  ou t f low of resources .  - 
I n  c a l c u l a t i n g  t h e  c a p i t a l  requirements of  La t in  

America as a  whole, on ly  the inf lows requi red  by d e f i c i t  

c o u n t r i e s  were added. This  was because w e  assumed t h a t  t h e  Y 

* Readers who accep t  t h s  view t h a t  lower r a t i o s  a r e  a  n a t u r a l  * 

concomitant  of h ighe r  growth r a t e s  may wish t o  d i s r e g a r d  
- -  . p r o j e c t i o n s  1 1 - A  and 11-.B. P r o j e c t i o n  1 1 - C  should then  be  

' 

vieweb a s  an e x t r g g o l a t i o n  of h i s t o r i c a l  exper ience  t o  a  per iod  . _ 
of  h ighe r  growth r a t e ,  and rFD-as-based...,on t h e  assumption of 

- - -  - _  

** P r o j e c t i o n s  f o r  B r a z i l ,  C h i l e  and Colombia were based on 

I increased  developmental e f f o r t  on ly  w i t h  regard  t o  savings- and - 
t r a d e .  

t h e  s p e c i a l  s t u d i e s  o f  t h o s e  c o u n t r i e s  by A.I.D. economists ,  
as desc r ibed  i n  Sec t ion  V I I .  



c o n s i d e r a b l e  s u r p l u s e s  p r o  j s c t o d  f o r  s e v e r a l  c o u n t r i o a ,  n o t a b l y  

Vonazue1.a (see F i g u r e  11 o f  Chenery p a p e r ) ,  would no t  make any 

c o n t r i b u t i o n  t o  meeting t h e  c a p i t a l  needs o f  d e f i c i t  c o u n t r i e s .  

T h i s  assumpt ion  seems v a l i d  under  e x i s t i n g  i n s t i t u t i o n a l  

a r rangements .  There  may b e  room, however, i n  a f u l l y  m u l t i -  

l a t e r a l  ~ l l i a n c e  f o r  inves tment  g u a r a n t e e s  o r  o t h e r  d o v i c c s  

which c o u l d  c h a n n e l  more L a t i n  Amer icancap i t a l  from s u r p l u s  

t o  dc5 ic i . t  c o u n t r i e s .  

S 11. ALTERNATIVE PROJECTIONS 

The p r o j e c t i o n s  i n  t h e  Chenery paper  compare o n l y  two 

growth r a t e s  and f o u r  performance  l e v e l s .  I n  t h i s  s e c t i o n  we 

e x p l o r e  f u r t h e r  t h e  p r o s p e c t s  f o r  L a t i n  American development 

and i t s  c o s t s  i n  externi .1 c a p i t a l  b y  c o n s i d e r i n g  a wider  

r ange  o f  growth r a t e s  and b y  a n a l y z i n g  t h e  e f f e c t s  o f  v a r i a t i o n s  

i n  i n d i v i d u a l  performance p a r a m e t e r s .  

a )  Growth Ra tes  

Any t a r g e t  growth r a t e  s e l e c t e d  f o r  t h e  f u t u r e  o f  

t h e  A l l i a n c e  f o r  P r o g r e s s  must meet t h e  tes ts  o f  p r o g r e s s i v s n c 3 s ,  

f e a s i b i l i t y  and r e a s o n a b l e n e s s .  I t  must be p r o g r e s s i v e  a s  

measured a g a i n s t  t h e  a s p i r a t i o n s  f o r  h i g h e r  s t a n d a r d s  o f  Living 

t h r o u g h o u t  L a t i n  America; f e a s i b l e ,  a s  measured a g a i n s t  t h e  

c a p a c i t i e s  o f  t h e  L a t i n  ~ m e r i c a n  economies f o r  s t r u c t u r a l  change;  

and r c a s o n a b l e ,  a s  measured a g a i n s t  t h e  a b i l i t y  o f  t h e  Uni tcd  

S t a t e s  economy and w i l l i n g n e s s  o f  i t s  p e o p l e  t o  t r a n s f e r  

America. Because o f  t h e  impor tance  o f  t h e  r a t e  s e l e c t e d ,  
3 

whether  f o r m a l l y  o r  i n f o r m a l l y ,  a 3  a b a s i s  f o r  t h e  Uni ted  S t a t e s  

a i d  program, s e v e r a l  methods o f  a r r i v i n g  a t  o v e r a l l  and per 



cap i.ta growth r a t e s  a r e  ana lyzed  h e r o .  ~ e a s i b j  l i t y  i s  chocked 

by 1 . h ~  assumpt ion  t h a t  no c o u n t r y ,  wha tever  i t s  t a r g e t  r a t o  of  

qrowth,  i n c r e a s e s  i t s  g r o s s  inves tment  by  more t h a n  15  p e r  c c n t  

p c r  p a r . *  The a n a l y s i s  itself is  des rgned  t o  d e s c r i b e  the 
0 - 

t r a d e - o f f  between r e a l i z e d  growth and e x t e r n a l  c a p i t a l  c o s t s .  

F i g u r e  H - I  compares l e v e l s  o f  1976 GNP f o r  t h o  16 L a t i n  . 
~ m e r i c a n  c o u n t r i e s  w i t h  t h e  t o t a l  c a p i t a , l  i n f l o w  r e q u i r e d  t n  - 
n t t f i i n  t h o n e  l e v e l s  under each  o f  t h e  f o u r  performance assump- 

t i o n s ,  A ,  R ,  C and D. T a r g e t  growth r a t e s  f o r  each c o u n t r y  

a r c  v a r i o d  a long  each o f  t h e  c u r v e s  from h i s t o r i c a l  r a t e s  t o  

8 p e r  c e n t .  For  example, t h e  middie  r ange  o f  t h e  D c u r v e  

d e s c r i b e s  growth ha l fway  t o  8 p e r  c e n t  f o r  each c o u n t r y  a t  

maximum p e r f o r m a n c ~  and cor responds  r o u g h l y  t o  t h e  1 1 - D  

p r o j e c t i o n s  i n  t h e  Shenery  paper .** It i n d i c a t e s  t h a t  r e a l i z a -  

t i o n  o f  a GNP growth r a t e  o f  6 .5  p e r  c e n t  (3,s p e r  c e n t  p e r  

c a p i t a ) ,  would r e q u i r e  an average  a n n u a l  c a p i t a l  in f low o f  

$650 i t i l l l ion .  The h i g h e s t  growth r a t e  g i v e n  under  h i g h  

pcrformance  assumpti .ons,  7 .25  pe r  c e n t  f o r  GNP (4.25 p e r  c e n t  

p e r  c a p i t a ) ,  would e n t a i l  a v e r a g e  a n n u a l  c a p i t a l  i n f l o w s  o f  

?1.77 b i l l i o n .  

k Th" does  n o t  i n s u r e  f e a s i b i l i t y ,  however, b o t h  b e c a u s e  t h e  
1 5  pcr: c:t!nt c o n s t r a i n t  may b e  t o o  h i g h  f o r  some c o u n t r i e s  and 
bec:;usc r a p i d  o v e r a l l  growth e n t a i l s  even f a s t e r  growth of  some 
s e c t o r s ,  which may n o t  b e  e q u a l  t o  t h e  t a s k .  

* The cor respondence  i s  o n l y  rough s i n c e  a l l  t h e  c a l c u l a t i o n s  - - 

f o r  t: is  graph used t h e  same formula  f o r  t a r g e t  growth r a t e s  
- - f o r  each  o f  t h e  1 6  c o u n t r i e s ,  r a t h e r  t h a n  t h e  p a r t i c u l a r  t a r g e t s  

used i n  t h e  t h r e e  c o u n t r y  s t u d i e s .  





As the  s lopes  of the  curves i n d i c a t e ,  under high 

performance a?;dumptions a d d i t i o n a l  growth i n  the neighborhood 

of 7 per cent  (4  per  cent  per  c a p i t a )  can be bought a t  the 

r a t e  of about L O  d o l l a r s  of annual GNP f o r  an annual average . 
of one d o l l a r  of c a p i t a l  inflow. 

For a l l  o ther  performance l e v e l s  c a p i t a l  inflow requi re-  

ments r i s e  lrluch more rapjd l  y .  W n m  n w r a J , 1  growkh r a t e s  a s  low 

as  6 per c e n t  an a d d i t i o n a l  10 d o l l a r s  of GNP w i l l  increase  

annual ex te rna l  c a p i t a l  requirements between 1 . 3  d o l l a r s  

( C  performance) and 3 d o l l a r s  ( A  and B ) .  

Somewhat higher growth r a t e s  a r e  descr ibed i n  Figure 

B-11, which compares 1976 GNP and ten-year c a p i t a l  inflow 

kota ls  under high-performance assumptions. For t h i s  ana lys i s  

country growth t a r g e t s  f o r  each country were va r i ed  between 

2 per cent  and7 per cen t  per  c a p i t a .  The c o n s t r a i n t  on inves t -  

ment growth, however, prevented r e a l i z e d  growth from going 

beyond 4.8 per  cent  per c a p i t a  over the  per iod  a s  a  whole. 

As the  s lope  of the curve i n d i c a t e s ,  a d d i t i o n a l  growth i n  the  

area  of 4.5 per cent  per c a p i t a  i s  pro jec ted  t o  c o s t  about 

1 .4  d o l l a r s  i n  average annual ex te rna l  c a p i t a l  f o r  every 10 

d o l l a r s  of annual GNP. I t  would c o s t  $1.1 b i l l i o n  per year 

over t en  years  t o  increase  per  c a p i t a  growth by one h a l f  of 

one per  cen t ,  from 4.25 t o  4.75 per  cen t .  k/ 

I f  the  United S t a t e s  chooses t o  s t a t e  i t s  goals  o r  

measure i t s  success i n  promoting development wi th in  t h e  All iance 

i n  terms of per c a p i t a  growth of GNP, Figures B-I a n d  B- I1  may 

a l s o  provide one measure of the  c o s t  of t h e  h igh  b i r t h  r a t e s  i n  

most  ati in American coun t r i e s .  On the  right-hand v e r t i c a l  a x i s  

* /  See B 13-a. - 



* / - Each o f  t n e  c u r v e s  i n  F i g u r e s  B - I  and  R-I1 i n d i c a t e s  
t ha l :  e q u a l  a b s o l u t e  i n c r a a s e s  i n  GNP r e q u i r e  p r o g r e s s i v e l y  
I a s g c r  i n c r e a s e s  i n  e x t e r n a l  c a p i t a l .  

T h s r e  a r e  t h r e e  r e a s o n s :  (1) The s a v i n g s  c o n s t r a i n t  
i s  o p e r a t i v e  l o n g e r  a t  h i s h e r  yrowth  r a t e s ,  i m p l y i n g  a  less  
e f f i c i e n t  c o n v e r s i o n  o f  e x t e r n a l  c a p i t a l  t o  GNP; ( 2 )  A t  
h i g h e r  t a r g e t  y rowth  r a t e s  t h e  c o n s t r a i n t  on i n v e s t m e n t  
growkn i s  inore l i k e l y  t o  r e s l x i c t  c o u n t r i e s  w i t h  h i q h  
" h i s t o r i c a l "  growti1 r a t e s ,  ~ i v i n g  l e s s  ef r ' i c i e n t  u s e r s  
or' e x t e r n a l  c a p i t a l  a  l a r q e r  s 'hare  i n  t o t a l  GNP growth ;  
(3) The measure  o f  t o t a l  c a p i t a l  i n f l o w  i s  n o t  a f f e c t e d  

b y  c h a n q e s  i n  o u t f l o w s .  A t  low g rowth  r a t e s ,  when c o m t r i c s  
a r e  mors o f t e n  e x p e r i e n c i n q  o ~ x t f l o w s  i n  some y e a r s ,  i n c r e a s e s  
i n  GNP w i l l  have  less ir;ipacla2 on t h ~  t o t a l  i r . 2 1 0 ~ .  



ol' bo.11 €igu~:es the  ONP pro:jec",onns a r e  conver ted Lo per: c a p i l x  

1:;1tc: i C I I I ~ Q C  two assuvpt ions  -- ';hat, c u r r e n t  populatj.ori grow.:h 

rates wi!. I. cont.inue a n d  t h a t  .[:he average b i r t h  r a  kc can he c u t  
- 
- b y  5 pcc  c e n t . *  The e x t e r n a l  c a p i x l  c o s t  of a1:..lraining a  

given per  c a p i t a  GNP growth r a t e  ma!? be found by running a 

h o r i z o n t a l  l i n e  from t h e  corresponding p o i n t  on both  s i d e s  of 

the  ver  cical. a x i s ,  as i s  done i n  F igure  B-11, r ep re sen t ing  h igh  

p e r f ~ r m a n c e  assunpt ions .  The f i g u r e  i .ndicates  t h a t  it would c o s t  

$550 m i l l i o n  more p e r  year t o  achieve a  GNP growth r a t e  of 4 . 7 5  

p c r  c a p i t a  a t  h i s t o r i c a l  b i r t h  r a t e s  than a t  b i r t h  r a t e s  only  5 ;;c;: 

cen t  lower. The same method, i f  a p p l i e d  t o  Figure  B - I ,  would 

i n d i c a t e ,  f o r  example, t h a t  f o r  a  per  capi:;a growth r a t e  of 

4 pe r  cen: ::he d i f f e r e n c e  i n  annual  e x t e r n a l  c a p i t a l  c o s t s  

would be $470 - n i l l i o n  a t  "he C l e v e l  of developmenkal perform- 

ance and $330 rnilLion a t  the D l e v e l .  F o r  a  growth rake  of 3 . 5  

per  c e r 4  the  d i f f e r e n c e  i n  annual  c o s t s  would be  $410 m i l l i o n  

a t  the  C l e v e l  and $180 m i l l i o n  a t  t h e  D l e v e l .  I f  the  l a t t e r  

f i g u r e  qay be Laken a s  a lower l i m i t ,  it imp l i e s  t h a t  each birJ:h 

i n  t h e  relevan: range r a i s e s  t he  externa:. c a p i t a l  r equ i r even t s  

gver .-ten years  by a t o ' t a l  of $287. This  r e p r e s e n t s  t he  cos5  t o  

a donor country  committed t o  underwr i t ing  a  growth r a t e  of 3 . 5  

per  cen': pe r  capi.';a. 

* 
When c u r r e n t  populaJ:ion growkh r a t e s  a r e  p r o j e c t e d  :o 1376 

:hey inclicake a  compound growkh r a t e  f o r  t h e  reg ion  of 2.34 per  
cen::. For a  t y p i c a l  count ry  such a  r a t e  would r e p r e s e n t  t h e  
d i f f e r e n c e  between a  crude b i r k h  r a t e  of approximately  4.36 pe r  
c e n t .  A 5 pe r  c e n t  reduc t ion  i n  such a  b i r t h  r a t e  would mean a  

-- popula t ion  growth r a t e  of 2 . 7 2  pe r  c e n t ,  which i s  t h e  b a s i s  of 
the a 1  kerna t ive  p r o j e c t i o n .  

I f ,  a s  the d a t a  f o r  Mexico sugges t ,  t h e  average La t in  American 
woman w i l l  e v e n t u a l l y  have 4  c h i l d r e n ,  then a  5 pe r  cent. r educ t ion  
i n  khe b i r t h  rake could be  e f f e c t e d  by persuading one woman i n  
f i v e  t o  have one l e s s  c h i l d  over h e r  ch i ld -bea r ing  yea r s .  

Y 

- 







b)  T r a d e  a n d  Savinqs  Behavior 

'.llhe e f f e c t  of v a r i a t i o n s  i n  t r a d e  o r  s a v i n g s  perform- 

J I I C C  h a s  been ana lyzed  u s i n g  a s  a  b a s i s  the  "acco le ra teed  growth" 

n11d "maximum performance" (11-D) p r o  j e c t i o n s  . IIolding the  okher 

pe r  Eormance pa ramete r s  c o n s t a n t  a t  t h o s e  l e v e l s ,  i n d i v i d u a l  

l ~ a r a n i e t e r s  -- the  r a t e  o f  e x p o r t  growth,  t h e  r e s p o n s i v e n e s s  of  . 
cschange s a v i n g  inves tment ,  and t h e  marg ina l  s a v i n g s  r a t e  -- 
w e r e  each l e t  t o  v a r y  i n  t u r n  over  a wide range  of p o s s i b l e  

v a l u e s .  The r e s u l t s  a r e  p r e s e n t e d  i n  F i g u r e s  B-111, B - I V  and 

L3-V. F i g u r e  B-111 d e s c r i b e s  t h e  e f f e c t  on e x t e r n a l  c a p i t a l  

r equ i rements  a s  e x p o r t  growth r a t e s  v a r y  between one- ,half  and 

~ n c - . a n d - a - . h a l E  of  h . i . s tor ica1  r a t e s  f o r  each  c o u n t r y . *  (The 

gr0wk.h i s  assumed t o  occur  autono-nously o r  i n  a n t . i c i p a t i o n  o f  -- 
r a t h e r  than i n  r e s p o n s e  t o  -- e x c e s s  t r a d e  g a p s . )  The f i g u r e  

i n d i c a L e s  t h a t  such improvements i n  t r a d e  performance can b e  a  

p o t e n t  way of  r educ ing  t h e  c a p i t a l  i n £  low requ i rements  i n  t h e  

h i s  t o r  i c a l  r ange  o f  expor l: p e r  forrnance, a t  which many c o u n t r i e s  

w i l l  h e  e x p e r i e n c i n g  t r a d e - c o n s t r a i n e d  development .  A s  t r a d e  

performance  improves,  however, d i m i n i s h i n g  r e t u r n s  r a p i d l y  s c t  

i n .  E x t r a p o l a t i o n  of  t h e  curve  t o  t h e  r i g h t  s u g g e s t s  t h a t  even 

wiLh e x t r a o r d i n a r y  improvemen% i n  t r a d e  p e r f o r m n c e  t h e r e  i s  

li t l e  p r o s p e c t  o f  r e d u c i n g  t h e  annua l  e x t e r n a l  c a p i t a l  r e q u i r e -  

v e n t  much below an average  oE $800 m i l l i o n  p e r  y e a r  over  ?:he 

p e r i o d .  

* The l a t t e r  e x p o r t  growth r a t e ,  7 . 3  p e r  c e n t  f o r  t h e  16  
co u::i;ries a c  a whole,  i s  c l o s e  t o  khe upper  l i n i t  ( 8 . 2  p e r  
c e n t )  of t he  wide r a n g e  of e x p o r t  p r o j e c t i o n s  f o r  1964-70 
p r e p a r e d  h y  Benjamin Cohen L4al .  I n c r e a s e s  i n  e x p o r t s  a r e  
i d e n t i c a l  i n  t h e i r  e f f e c t s  on e x t e r n a l  c a p i t a l  r equ i rements  
t o  d e c r e a s e s  i n  t h e  v a r g i n a l  p r o p e n s i t y  t o  impor t .  









What thasc  analyses  suggest i e  t h a t  no s i c g l e  panacea -- 
whether aimed a t  reducing the  t r ade  gaps or  the  savings gaps 

of Latin Amorican coun t r i e s  -- can be expected to e l iminate  

tho need for  incroasing amounts of a i d ,  a t  l e a s t  i n  the  s h o r t  

r u n .  E f f o r t s  to  reduce the savings gap -- more e f f i c i e n t  

taxa t ion ,  reductions i n  m i l i t a r y  expenditures,  s t e p s  aga ins t  

cor rupt ion ,  schemes t o  promote personal  savings and a g r i c u l t u r a l  

and b i ~ s i n e s s  re inves  t m e ~ t ,  import l i b e r a l i z a t i o n  t o  permit 

f u l l  t e r  u t i l i z a t i o n  of capaci ty  -- may be more important i n  

some coun t r i e s .  E f f o r t s  t o  reduce the  t r a d e  gap -- export  

promotion, reduct ions i n  import d iscr iminat ion  by the  developed 

coun t r i e s ,  s e l e c t i v e  import s u b s t i t u t i o n ,  and regional  economic 

in teg ra t ion  -- may be more important i n  o t h e r s .  For Lat in 

America a s  a whole, however, a l l  such e f f o r t s  w i l l  have t o  be 

pursued i f  i t s  f u l l  growth p o t e n t i a l  i s  t o  be r e a l i z e d .  
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VL Maximum Performance Projoc t i o n s  f o r  B r a z i l ,  Ch i l e  and 

Colombia 

~ r o j e c t i o n s  f o r  the  t h ree  economics i n d i v i d u a l l y  s tud ied  
- 

i n  the  count ry  paper r  -- B r a z i l , . C h i l e  and Colombia -- were a11 
. - 

- based on t h e  s e r i e s  included i n  those  papers ,  b u t  wi th  some 

modj.Eications i n  t he  ca ses  of B r a z i l  and Chi le .  The ob jec t ive  

was r7 s i n g l e  s e t  of p r o j e c t i o n s  f o r  each country which r e t a i n  - 
the d i s t i n c t i v e  elements of t h e  count ry  ana lyses ,  b u t  a r e  more 

cowparabl e t o  the p r o j e c t i o n s  f o r  t he  o the r  1 3  c o u n t r i e s  i n  

the ambit ion of t h e i r  growth t a r g e t s  and the  optimism of t h e i r  

;er£ormanc. expec t a t i ons .  * 
- 

The th ree  accompanying t a b l e s  d e s c r i b e  t h e  p r o j e c t e d  

f i g u r e s  a c t u a l l y  included.  

The major modificakion of t he  B r a z i l  and Ch i l e  p ro jec-  

t i o n s  a r e  d i scussed  below. 
- - 

High sav ings  performance was de f ined  f o r  khe o t h e r  1 3  
- 

c o u n t r i e s  a s  t he  akl-ainment of a  marginal. savings  r a t i o  halfway 
- 

between the  h i s t o r i c a l  marginal  r a t i o  and . 3 5 .  Applying ::his 

formula t o  t h e  B r a z i l i a n  h i s  t o r i c a  I. marginal  savin:?: r a t i o  of 

. 1 7  produces a  high-performance r a t i o  of . 2 6 .  This was w i t h i n  

the  range of . 2 5  and .30  considered i n  t h e  B r a z i l  paper and was 

adopted f o r  che o v e r a l l  p r o j e c t i o n s .  - 

* The h igh-but -a t ta inab le  performance f i g u r e s  inc luded  i n  each 
c o u n t q .  paper ( a s  modified) were taken t o  correspond ", t he  
"acce l e ra t ed  growth, maximun perEormance" p r o j e c t i o n s  (11-D). 

- -Ear-. the  -pro.$ ect ieas inkrmediate between_ k h i s  and thg. purely. - - . 

hiskor  i c a l  ( I - A )  i ~ c l i v i d u a l  e l emen t .~  of the  count.r:'y p r o j e c t i o n s  
4 

- 

were used t o  spresen t "lower c a p i t a l  requirements ,"  "higher  
- savings"  and "high expor t s .  " 

- 
a 



c a l c u l i ~ L e d .  .T.L i s  Larcjcr khan the t r ade  gap  E O U  khe yoars 

Lr.)07 and 1.97 2-7 5 ,  and t h ~  r ~ v i s e d  project i .on ind,i.cntes t h a t  

I:hc C U I : ~ C I I ~  ~ C C O L I I I ~ .  wil.1 n o t  show a s u r p l u s  unti.1 1974 rathc1.- 
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VII. Tho Projection Model 

Basic Variables - 

Vt 
= Gross National Product 

It = actual gross domestic investment 

St = actual gross domestic saving 

Mt = actual imports of goods and services 

Et = actual exports of goods and services 

Ft 
= net capital inflow 

1) Savinqs gap 

A) Investment requirements 

i) Variable: 

(I) = basic investment requirements 

ii) Constants (for each set of projections) : 
- 
r =: target rate of GNP growth 
- 

i = constraint on rate of investment growth 

k = lagged incremental capital-output ratio 
. z (k = k' + -, - whlere k' and z are also 

r 
constants) 

- 

(1It = the lesser of 



VIZ. Tho Proj~cti.on Model 

Basic Variables 

Vt = Gross National Product 

=t = actual gross domestic investment 

St = actual gross domestic saving 

Mt = actual imports of goods and services 

*t = actual exports of goods and services 

Ft 
= net capital inflow 

1) Savings qap 

A) Investment requirements 

i) Variable: 

(I) = basic investment requirements 

ii) Constants (for each set of projections): 
- 
r = target rate of GNP growth 
- 
i = constraint on rate of investment growth 

(15%) 

k = lagged incremental capital-output ratio 
z (k = k' + - -, where k t  and z are also 

constants) 

iii) 

( I ) ~  = the lesser of 



n) P o t e n t i a l  s a v i n q s  

i.) Vari.ab1.e~ 

(s )  = p o t e n t i a l  s a v i n g s  

Cons tan t  

a = marg ina l  p r o p e n s i t y  t o  save  

i i i , )  R e l a t i o n s h i p s  

P r o s p e c t i v e  Sav ings  gap = ( I ) ~  - ( S ) t  

2) Trade  gap 

A )  Exchange-Saving Produc t  i o n  

i) V a r i a b l e s  

V m t  
= exchange s a v i n g  p r o d u c t i o n  ( e x p o r t  

expans i o n  o r  import  s u b s t  L t u t  i o n )  

I m t  
= inves tment  i n  exchange-saving p r o d u c t i o n  

(see s e c t i o n  4 f o r  d e t e r m i n a t i o n )  

ii) C o n s t a n t s  

- .  b = premium on c a p i t a l - o u t p u t  r a t i o  (= 1.2)  

-,, j = c o n s t r a i n t  on s h a r e  o f  t o t a l  inves tment  - 

devoted  t o  In,*(= - 3 )  -- - 

iii) ~ e L a t i o n s h i p s  

t-1 

V m t  
= C I /bk 

t=l m t  

1 
It = (I) t  + ('-GI Imt 



l3) Import  requirornents  

i) Vari.ahl.e 

( M ) ~  = r e q u i r e d  impor t s  

ii) C o n s t a n t s  

P = m a r g i n a l  p r o p e n s i t y  t o  impor t  

X = p o r t i o n  o f  V f o r  i m p o r t - s u b s t i t u t i o n  
m t  

( =  .'5) 

iii) R e l a t i o n s h i p s  

C) Expor t s  

i) Cons tan t  

c = exogenous growth rate o f  e x p o r t s  

- i i )   ela at i o n s h i p  - 

3 )  ~ e t e r m i n a t i o n  of c a p i t a l  i n f l o w  requ i rements  

R e l a t i o n s h i p s  : 2/ - (Sit - 
Ft = t h e  l a r g e r  o f  (M)t - Et 

C -- -- - - --A 

- - -  - - -- -- - -.- 
M t = E  t + F t  

The v a l u e s  u t i l i z e d  f o r  h ,  b and j i n s u r e  thd t  t h e  premium 
on exchange-saving inves tment  ( t h e  d i f f e r e n c e  be tween I and (11 
w i l l  n e v e r  be g r e a t e r  t h a n  t h e  " e x c e s s  gap",  so t h a t  n o t r e v e r s a  t 



4 )  Gxclianqo-savi.nq invos tmon t  

1.) C o n s t a n t s  

j = c o n s t r a i n t  on s h a r e  of 
a l . l .ocated t o  I 

m t  

t o t a l  i n v e s t m e n t  

h  = s h a r e  o f  c u r r e n t  y e a r ' s  e x c e s s  yap  which Imt 
i s  d e s i g n e d  t o  f i l l  i n  f o l l o w i n g  y e a r  
(= 0 o r  .5)  

i i) R e l a t i o n s h i p s  

< - E, t h e n  Imt = 0 

;-' Etf  and  ( s )  > - ( I )  t ,  t h e n  I = t h e  lesser m t  

E,, and ( s ) ,  < ( I ) , ,  and i f  ( I ) ,  - (S) ,  2 

( M ) ~  - Et ,  t h e n  Imt = 0 

I f  ( I ) ~  - St (M)t - E t t  t h e n  Imt = t h e  lesser 

hbk[ ( M ) ~  - Et - ( T I t  -I- ( ~ 1 ~ 1  
o f  

j ( ~ ) ,  
- 

5) P o p u l a t i o n  q rowth  . 
i) V a r i a b l e  

N = p o p u l a t i o n  
--- 

ii) c o n s t a n t  

P = growth  r a t e  of p o p u l a t i o n  



1. Argentina 

2- BO1iviv 3. Brazil  
4. Chile g 

4' 5. Colombia 
6. Ecuador 
7. Costa Rich 
8. E l  Salvadpr 
9. Guatemala 
10. Honduras 
11. Mexico 
12. Nicaragua 
13. Pdama 
14. Paraguay 
15. Peru 
16. Venezuela 

V I I I .  PARAMETERS AND BASE YEZ9R VALUES. 

Histor ica l  Parameters (I-A Projections) 

Target Marginal Capital- Export Margical p o p ~ l ~ t i -  
GNP Growth Propensity Output Growth Propensity Growth 
Rate To Save Ratio Rate To Tmport Rate 
( f )  ( a) ( k )  ( 2 )  ( L) ( c )  

For Brazil. Chile and Colombia, imports a re  defined t o  include(and hence savings t o  
exqlude) t h e  outflow of investment income. The project ions of c a p i t a l  inflow u e  
reqdered comparable fo r  these three  countr ies  by the  subtraction of a projection of 
t h i p  item f o r  each year (see Net Factor Income from Abroad l i n e s  i n  Section VI,) 



Argentina 
~ o i i v i a  
Brazil  2/ 
Chile 2/ 
Col ambia 3' 
Ecuador 
Costa Rica 
E l  Salvadop 
Guatemala 
Honduras 
Mexico 
Nicaragua 
Panama 
Paraguay 
Peru 
Venezuela 

Target 
G m  
Growth 
Rate - 
r 

-0537 
.0574 
.0750 
.0550 
.0700 
-06-26 
-0670 
.0649 
.0625 
.0607 
-0700 
-0657 
-0688 
.0556 
-0666 
.0746 

The Capgtal-Output Ratio 

MAXIMUM PERFORMANCE PARAKETERS (11-D PROJECTIOXSL 

Marginal 
Propensity 
To Save 

i n  column 3 

Capital- Export 
Output 
Ratio 

k 

4.3966 
4.4337 
2.9287 
2.7509 
3.5000 
3.1837 
3.4630 
2.3621 
3.0100 
3 -4783 
2.8671 
2.8041 
2,5363 
4.1624 
4.1441 
4.3424 

Growth 
Rate 

6 

,0286 
,0500 
.0720 
,0740 
,0580 
,0300 
-0248 
,0488 
-0464 
,0190 
-0520 
, 0670 
-0477 
,0250 
-0550 
-0250 

Marginal 
Propensity 
TO Import 

is given by the  formula k = k t  

Values fo r  Brazil ,  Chile and Colombia, used a s  ba s i s  f o r  var ia t ions  
assumptlions. Actual KK-D Projections for  these countries a r e  given 

~=g&al 
Capital- 
output 
Ratio 

I/ k' - 

2,0000 
4.0400 
2.1900 
2.0000 
2,5000 
2,0000 
2,4600 
2.0000 
3,0100 
3.1900 
2,0500 
2,1100 
2,0000 
2,9700 
2,000Q 
4,2700 

Share in GEP 
of "Dnpr ducz- 
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L .  So11cc-cs o f  Base Year Valucs and Parameters,- 
-*------ - ---------- 

DaLa Cram tlic pe.riod 1350-1.365 were t h c  major source  

c) 1'  1 . 1 1 ~  I n s e  year  val.ues and performance pa ramete r s  f o r  cach 

counJ:~rj.. * A l l  ~ f a l ~ ~ e s  were expressed i n  1962 do1 .Lars. 

Base vear  v a l u e s  - 
For purposes  of p ro j eck ing  f ~ . L u r e  growth pat-hs and 

capi t -a1  i  flow requirements  i L  was necessa ry  t o  c o n s r ~ r u c t  a  

s e r i e s  through 1966 and beg in  p r o j c c  t i o n s  wi. Lh 1967. There i s ,  

how: - c r ,  n o  r e l i a b l e  economic d a t a  a s  y e t  f o r  1966, and t h e r c  

a ~ - e  s e r i o u s  gaps i.n t h e  r c co rd  f o r  1.965 and even f o r  1964. Even 

i f  t h e  d a t a  were a v a i l a b l e ,  {-he u se  of  s i n g l e  year  f i g u r e s  a s  

base  va lue s  inight i n t roduce  d i s t o r t i o n s  from any a b e r r a t i o n s  

i n  ! h e  pcrformancc of a  p a r t i c u l a r  y e a r .  

The q e n e r a l  procedure  fo i lowed was t o  average  t h e  va lue s  

f o r  1063-55, t o  a t t r i b u t e  chcse averages  Lo 1.364, and to  p r o j e c k  

then kc X965 based on the  " h i s t o r i c a 1 " p a r a a e t e r s  de r i ved  from 

pos hwa~: expe r i ence .  ** 

* The p r o j e c z i o n s  inc luded  i n  t h e  Chenery paper  f o r  B r a z i l ,  
C h i l e  aild Colombia a r e ,  a s  d e s c r i b e d  above, ~ o d i f i c a t i o n s  of 
.he  -:slues i n  the  t h r e e  coun t ry  pape r s .  Parameters  from the  
sou rce s  i n d i - a t e d  formed the  h a s i s  f o r  most of  t h e  rnoc1iEications. 

**  Whers-. 1965 va lue s   we^:^ n o t  a v a i l a b l e ,  1363-64 averages  were 
at-i:rib~.~i-.ed t o  1.964 and p r o j e c t e d  forward.  Some of  t h e  s e r i e s  f o r  
.:rade v a r i a b l e s  ended i n  1963, so  = h a t  .ihe 1751-63 a;rerages h ~ d  
! o 732 s t: ::ibu Led 70 1.9 6 2  and p ro  j  e c  Led. Export: and impor t  f i g u r e s  
a t t r i b u t e d  t o  19G4 were i n  each c a s e  c o n s t r a i n e d  t o  conform t o  khe 
average  capi;:al  in f low f o r  1963-65 (Eoc- which more r e c e n t  f igc i res  
wers f r e q u e n t l y  a y - a i l a h l e )  w i t h  equa l  p a r r s  oE the  i n i t i a l  d i s c r c p -  
ancy added o r  s u b t r a c t e d  from e x p o r t s  and imporys. 



Pal-ameter Es t imates  - 
Growth r a t e s  of G.N.P. ( r )  

Values were d e r i v e d  f r o m  r e g r e s s i o n s  of '-he 

l oga r i t hm of G . N . P .  on t ime from 1950 ':o 1364 

f o r  a l l  c o u n t r i e s  b u t  B o l i v i a ,  and from 1957 i-o 

1964 f o r  t h a t  c o u n t r y .  

Mascjinal p r o p e n s i t y  t o  s ave  (a )  - 
a )  Values Cor Argen t ina ,  Ch i l e  and Paraguay 

were t h e  p a r t i a l  r e g r e s s i o n  c o e f f i c i e n t s  of  g r o s s  

domest ic  s av i ngs  ( I  minus F)  on G.N.P. from 1950 t o  

1964 when i.he c a p i t a l  i n f l ow  (E')  was inc luded  i n  the 

equa I- i o n .  

b)  Values f o r  Colombia, Mexico and Nicaragua 

were ob t a ined  from s i m i l a r  r e g r e s s i o n s  b u t  ones i n  

which t h e  e x p o r t  s h a r e  (E/v)  was a l s o  inc luded .  * 
c )  Valuzs f o r  B r a z i l ,  Ecl.~ador and E l  Salvador  

were hased on unpub.lished r e s u l t s  o f  Luis  Landau of 

Harvard Un.iversit .y,  who r e g r e s s e d  p e r  c a p i t a  s av ings  

on p e r  capi2.a income and on F f1:om 1946 t o  ;.360, 

c o r r e c t e d  f o r  p o p u l a t o n  9rowt.h. 

The g e n e r a l  c r i t e r i a  f o r  s e l e c t i o n  among ':.he 
2 

above was t h e  exp l ana to ry  power ( R  ) of t h e  equakions 

and the  reasonab leness  of  ?.he v a l u e s .  6 

. - d )  Values f o r  Honduras, Peru and Venezuela were 

t h e  average  s av ings  r a t e ,  1963-65. 

e )  Values f o r  B o l i v i a ,  Costa Rica ,  Guatemala and 

Pznama were compromises among s e v e r a l  con£ l i c t i n g  

eskimates  . 



2api  tal-Outpu t Rat io  ( k )  

A s  exp la ined  i n  Sec t ion  11, obse rva t ions  of Lhc c a p i t a l -  

ou tpu t  r a t i o  and the  r e c i p r o c a l  of the  growth r a t c  ( I - )  [or cach  

year  o r  cyc l e  were weighted by t h e  number oE ycaj:s rcpresen tcd ,  

and e s t ima te s  of k' and z  emerged Erom the r eg re s s ion  of k 

a )  The f i x e d  r a t i o s  r e p r e s e n t  t h e  s o l u t i o n  of t he  

es t imated  equat ion f o r  t he  r e c i p r o c a l  of the  h i s t o r i c a l  gr0wt.h 

r a t e s  fo r  every country  b u t  Bol iv ia  ( f o r  which the  va lue  used 

was the  Chenery-Strout h i s t o r i c a l  e s t ima te )  . 
b )  For the  v a r i a b l e  r a t i o s ,  t h e  va lue  used f o r  z was 

gene ra l ly  h a l f  o f  t h a t  ob ta ined  i n  t he  r e g r e s s i o n s ,  and k' was 

obtained. by so lv ing  the  equa t ion  f o r  t h e  va lue  of the  f i x e d  

r a t i o  given above a t  t h e  h i s t o r i c a l  growth r a t e  wi th  the  lower 

va lue  of z .  This produced va lues  f o r  k '  which were o f t e n  much 

l a r g e r ,  b u t  f o r  s e v e r a l  c o u n t r i e s  -- Argent ina ,  Ecuador, E l  

Salvador ,  Panama and Peru -- t h e  va lue  was s t i l l  below 2 .  I n  

t hese  cases  a  value  of two was assumed, and z  was ob ta ined  by 

aga in  so lv ing  the  equat ion f o r  t h e  f i x e d  r a t i o  a t  h i s t o r i c a l  

growth r a t e s .  (For Bol iv ia  a  low va lue  of z obta ined  from a  

p o ~ l e d  r eg re s s ion  was used . )  

Marqinal Propens i ty  t o  Impor t ( p 1  
a )  Values f o r  Argent ina ,  Bo l iv i a ,  Costa Rica ,  Ecuador, 

Guatemala, Honduras and Paraguay were t he  r eg re s s ion  c o e f f i c i e n t s  

of imports  (M) on G.N.P .  from 1950 t o  1964 and f o r  Mexico from 

1951-62. 

b )  Values f o r  Nicaragua and Venezuela were t he  r e c e n t  

average s h a r e  of imports  i n  G.N.P.  



c )  Va lues  f o r  B r a z i l ,  C h i l e  and  Colombia w e r e  b a s e d  

on t h e  c o u n t r y  p a p e r s .  

d) V a l ~ ~ e s  f o r  E l  S a l v a d o r  and Panama were  compromises 

among conf  l i c  k ing  e s t i m a t e s .  

E x p o r t  Growth Rate  ( C )  

a )  Va lues  were  d e r i v e d  from t h e  r e g r e s s i o n  o f  t h e  

l o g a r i t h m  o f  e x p o r t s  on time from 1950-1964 f o r  C o s t a  R ica ,  

E l  S a l v a d o r ,  Guatemala ,  N ica ragua ,  and  Panama and from 1957-64 

f o c  Mes ico .  

b) V a l u e s  were  t h e  h i s t o r i c a l  or lower  r a n g e  e s t i m a t e s  

i n  Chene ry -S t rou t  p a p e r  [ 3 ]  for A r g e n t i n a ,  B o l i v i a ,  B r a z i l ,  

C h i l e ,  Colombia,  Honduras ,  a n d  Venezue la .  

c )  Va lues  f o r  Ecuador  a n d  Paraguay  were compromises 

b a s e d  on c o n f l i c t i n g  e s t i m a t e s  i n  b ) .  

d )  The Pe ru  v a l u e  i s  an  o p  t i m i s t i c - b u t - r e a l i s t i c  

p r o j e c t i o n  p r o v i d e d  i n f o r m a l l y  b y  E r i k  Thorbecke  o f  A . I . D .  

P o p u l a t i o n  Growth R a t e  ( p l  
A. I . D .  v a l u e s  ( S t a t i s t i c s  & R e p o r t s  D i v i s i o n ,  May, 1966)  

were  u s e d  f o r  a l l  c o u n t r i e s .  

Da ta  S o u r c e s  

1. GNP ( V )  

F i g u r e s  

Accounts  S t a t i s t i c s  

Honduras ,  Pa raguay ,  

were  o b t a i n e d  from U.N.  Yearbooks of N a t i o n a l  

f o r  C h i l e ,  Colombia,  Ecuador ,  Guatemala ,  

P e r u ,  and  Venezue la ,  and  from A . I . D .  N a t i o n a l  

Accounts  Summary S h e e t s  ( J u n e ,  1966)  f o r  Argcn t i . na ,  B o l i v i a ,  B r a z i l ,  

C o s t a  R i c a ,  E l  S a l v a d o r ,  Mexico, Ni ~ a r a g u a ,  Panama, and Uruguay. 

Conve r s ion  t o  1 9 6 2  d o l l a r s  u s e d  A . I . D .  exchange  rates throughouk.  



2 .  Ex?or.^ts ( E )  2nd Impor", ( M )  

F i q u r e s  w e r e  ob ta ined  from I.M.F. &.lance of Pnmcn.ts 

Yea:-books. Both c h e  expo?:): and impor :. f i g u z e s  used a r e  nc. . 

O F  il:vcs ~ . n l ~ ! i  l: income a:ld w e r e  convcr zed. LO 13b2  p: - ices  11s il-ig . 
I he pi- .ice cle .f l a . io r  o  f expor i s  in t?le U .  S. G .  N .  P.  a .:cou,; ; s  . 




