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ANDEAN ECONOIIC INTEGRATION (Industrial Development) 

Project No. 598-11-999-000
 

A. STATEMENT OF GOAL
 

1. The Goal 

The goal of this project is an efficient industrial develop

ment program in the Andean region, particularly as related to
 

large-scale investments. Considering that in many industrial
 

sectors the regiornal market will not offer adequate economies of 

scale for efficient production, the goal is a development program 

which will give due consideration, to international competitive.

conditions and to comparative advantage. It is the goal to in

crease the rate of industrial investment and production in the 

region within a framework of relatively low external tariffs. 

2. Measurements of Goal Achievement 

One measurement will be the international competitiveness of 

new industrial projects as determined by the level of tariff pro

tection. The Andean common external tariff rates should on the 

average be lower than current tariff and non-tariff import re

strictions in the individual countries. A second measurable re

sult will be the percentage increase in non-traditional exports
 

from the region traceable to integration-related investments.
 

The establishment of investment links with non-Andean Latin 

American countries, where such links can providc needed econo

mies of scale, will be an additional indication of goal achievement.
 



3. Assumptions About Goal Achievement
 

A development strategy is assumed inwhich market forces v!i 

-- play an important role in resources allocation and in the determi

nation of trade flow. Another assumption is relative political 

and administrative cohesion and stability in the region. 

B. 	STATEMENT OF PROJECT PURPOSE 

1. 	The Purpose
 

The purpose of this assistance project, as one step toward
 

the achievement of the above-stated goal, is to provide technical
 

backstopping to the Andean Development Corporation (ADC) V/ and, 

indirectly, to other public and private entities concerned with'
 

industrial development in the Andean region. This back-stopping 

will be in the form of US consulting services and will also in

clude a variety of analytical evaluations of developement trends 

which affect industrial planning and investent. ./ 

2/ 	For a status report on the ADC see Lima A-225, dated July 23, 1971 
2/ 	Some research reports on the chemical industry have already been pro

vided to the Andean Junta under an AID assistance grant in 1970 (total 

cost: $8,500). According to the Junta, the value received per dollar 

of assistance was considerably higher than in the case of customary 

technical services by individual experts. Funneled through the ADC, 

such assistance will have even broader impact. Among the services 

which will be covered under the proposed assistance project is 
the

Stanford 

Research Institute's "Long Range Planning Service". It provides a 

variety of research reports, particularly on the market and technology 

outlook for specific products and also includes an inquiry program, 

microfilm backup and related services.
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More specifically, four different purposes will be persued:
 

a. 	First, to provide the ADO, as development bank and investment
 

promoter, with some of the information that large private
 

corporations normally rely on in project analysis. This will
 

not only assist the ADC in its own operations, but will also
 

facilitate a better understanding of some of the positions
 

taken by foreign corporations.
 

b. 	A second purpose related to the above, will be an information
 

feed-back to the planning organ of the Andean Pact (the Junta).
 

Such feed-back will add objectivity to considerations of tfriff
 

and incentives policies and other economic policy measures.
 

The indirect channiling of these information imputs through
 

the ADC has the advantage that the latter will have a practical
 

appreciation of business problems, trends and conditions,
 

particularly regarding investment promotion.
 

c. 	Thirdly, the project will enable the ADC to absorb assistance
 

from other aid donors more effectively by strenthening its in

house technical and analytical capability. Tkiaxwiuixkxxptj%
 

d. 	 An additional purpose will be to facilitate information on 

industrial development trends to private and public enterprises 

in the Andean region. Depending on Andean policy decisions on 

this issue, as well as on the cooperation of other assistance 
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donors such as UNIDO, the ADC may institutionalize a consult

ing service for industrial enterprises in the Andean countries.
 

In summary, the project will provide data for highly tech

nical evaluations of world supply and demand conditions in given
 

sectors, evaluations of comparative or competing technology, new
 

product development, trends and criteria of internationa investment
 

flow and, in general, any type of data from outside the region
 

which has a bearing on industrial development programs and policies.
 

It will concentrate on industrial programs which, because of their
 

size or export orientation, will have to be intimately linked to
 

international development trends.
 

2. 	Conditions Expected at the End n~f the Project 

It is expected that the ADC will have an experienced staff and 

a functional organizational structure. */ Secondly, progress will 

have been made toward the development of new and mutually agreeable 

forms of association between foreign and domestic capital and tech

nology. 
A 

ADC
Thirdly, the following 1971-74 projections of ADC-assoc

ated investment flow will be substantially met:
 

/ An internal management study of the ADO, to systematize its adminis

trative, financial and accounting procedures, is currently being carried
 

out by Price Waterhouse under and AID grant.
 



Millions of Dollars
 

Pre-
investment 
Costs 

Technical 
Assistance 

Investment 
in 

Projects Total 

ADC resources 
ADC's own capital re
sources 2.5 
Loan and grant funds 
(IDB, etc.) 31.9 

1.3 

5.7 

20.0 

46.4 

23.8 

64.0 

Domestic investment capital 1.0 .2 160.0 161.2 

Foreign direct investment
 
and financing 2.0 1.0 1
 

rotal 17.4 
 8.2 386.4 412.0
 

3. Basic Assumptions About Achievement of Purpose 

The relationship between the ADC and the Junta will conform 

to the provisions in the Agreement of Cartagena and the ADC charter. 

Adequate feed-back will be institutionalized between the planning 

(policy making) and implementing (promotion and investment) func

tions in 'the economic integration program. Secondly, adequate
 

measures will be adopted to reduce the obstacles to the flow of
 

foreign inputs. Thirdly, programs will be implemented in the
 

Andean region to increase domestic capital formation and to
 

channel these resources in to development projects. !/
 

A/ The CIAP-financed capital market development studies emrrert y bifg. 

iuftatN are expected to set the bases for action. 



C. STATEIENTOF PROJECT OUTPUT 

1. 	 OutpUts and Output Indicators
 

Within the -logical--framework-of-project desigr 
 output.-are

the explicit and verifiable results expected directly from Opeci

fied inputs, 
 In the project under consideration, however, the
 

inputs are directed toward a qualitative improvement of the mana

gerial and technical capacility in a host institution. Naturally,

this output is difficult to quantify.
 

Three specific, but indirect outputs can be listed. 
 These
 

will be traced not only to the project under consideration, but
 

also to diverse measures by the member governments and to the r 
-


sults of present and future assistance projects of other donors.
 

One output will be an increase in the growth rate of non-tra

ditional 	exports from the region on the basis of integration-re

lated investments. 
 Seondly, the average Andean external tariffs
 

will generally be lower than the presently existing national rates
 
calcul ted s 
 ad
(arithmetic averages of theAvalorem tariff rates in the five coun

tries for individual tariff items) and will have fewer import
 

prohibition provisions. 
 Thirdly the investment goal contemplated
 

in the table above ($386,400,000) for the period 1971-74 will be
 

substantially met.
 

2. Basic Assumptions About Production of Outputs
 

The principal assumption is an industrialization strategy
 

which differs from traditional high-cost import substitution con

cepts. 
 It is assumed that the investment incentives, tariff poli

cies and other decisions related to the development of new indus

trial complexes will give adequate consideration to international
 

competitive conditions.
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D, 	STATEMENT OF PROJECT INPUTS
 

1. I Duts 

-The-Face Sheet-provides-the-fu nding details---The-volume--of 

the cooperating member countries? inputs (operating budgets of the 

integration organs) can be expected to grow at an annual rate of 

at least 15% over the 1971 calendar year base period. The increase
 

over current levels of inputs from other donor is difficult to
 

project. It can be expected however, that total foreign grant as

sistance will more than match 50% of the member countries' inputs.
 

The FY 1972 inputs to the assistance project under consider

ation will cover the following items:
 

a. 	Personnel services to assist the ADC in the analysis of sec

toral development plans, in the evaluation of specific investment
 

, 
programs in the evaluation of international development trends
 

as these affect industrial investment opportunities inthe
 

Andean region, as well as in the design of investment pro

motion procedures. 
 $100,000
 

b. 	Overhead costs related to the personnel services in item a"
 

above. ("Other Costs") 
 $25,000
 

c. Research services and technical publications from U.S. sources
 

in support of the industrial development and investment pro

motion program of the ADC. ("Other Costs") $65,000
 

d. 	Participant training in the U.S. for ADC personnel in
re

search and promotion techniques and in developm nt finance
 

procedures. 
 $10.000
 

The inputs for Fiscal Years 1973 and 1974, as detailed in
 

the Face Sheet, will basically extend the same type of as

sistance rendered during FY 1972.
 



2. Budget 

See Face Sheet
 

- ---Basic--A 
 - Management -of-Inputs--

A basic assumption isthat the Andean policy considerations
 

which prompted the request for this assistance will not undergo
 

any change over the life of the project. A second assumption is
 

that the inputs will be effectively applied toward the attainment
 

of the goal.
 

E. RATIONALE 

The national income of the Andean countries is only about 2% of
 

that of the United States. Import substitution in such a restricted
 

market has definite limitations. 
The geographic configuration of the
 

region and the problem of transport costs accentuate the marketing 

difficulties. 
Under these conditions, strong reliance on tariff
 

policy to influence plant size and plant location decisions could lead
 

to economically questionable investments. 
 This issue isparticulaly
 

vital in the case of basic industry, where high-cost production tends
 

to increase input costs for down-stream manufaturing processes. 
Con

sequently, in the study of large-scale projects economic integration
 

planning should not focus exclusively on the group of participating
 

countries, but should also be viewed, on the one hand, in terms of 
the world market and, 
on the other hand, in terms of special oppor

tunities for cooperation with neighboring non-member countries. The
 

assistance program under consideration will help to bring the poten

tial opportunities and constraints into better focus. 
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The implementation of an economic integration program changes the
 
foreign trade relationships of the participating countries and of the
 
region as a whole. 
The United States currently supplies approximately
 

39Y of the imports into the five Andean countries.. To maintain this
 
mutually advantageous economic relationship will require important
 

adjustments as the integration program takes effect. 
New import needs
 
will become apparent in the Andean region and the foreign trade/GNP 
ratio will tend to increase. The most positive form to pave the way 
-for constructive change is to help the Andean region make its indus
trial development program as competitive and productive as possible.
 
The best way to advance this purpose is to proxde U.S. consulting 
services and to help strengthen the in-house technical capability of
 

the economic integration organs.
 




