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Foreword
 

I am pleased to congratulate the members of the Americas Society as they 
publish the proceedings of last April's Forum of the Americas. Special 
congratulations to all those who took part in organizing that important 
event, including the International Center for Economic Growth, the Con
sejo Empresario de America Latina, and the Business Council on National 
Issues of Canada. 

The participation of more than 500 private sector leaders in this 

hemispheric conference revealed a deep and widespread commitment to 
our vision of a democratic community of nations, dedicated to market
oriented economic policies. The United States is both pleased and proud 

that conferees share our hope of establishing a dynamic free trade zone 

fiom Point Barrow, Alaska, to Tierra del Fuego. The North American Free 
Trade Agreement between the United States, Mexico, and Canada will be 

but a first step in that direction. Through the Enterprise for the Americas 
Initiative that we launched more than two years ago, we will continue to 
remove barriers to trade and investment throughout the Hemisphere, 

thereby creating jobs, opportunities, and prosperity for all of our citizens. 
These Forum proceedings reflect a truly remarkable consensus on the 

part of U.S., Canadian, and Latin American business communities to work 
together toward free and fair trade. Such cooperation will yield more exports, 

more investment, more consumer options, and-most important-more jobs 
in each of our countries. I am pleased to commend this -eport to you. 

George Bush 
President of the United States of America 



Summary of Conclusions
 

In April 1992 more than five hundred business and government leaders 

from throughout the Western Hemisphere gathered at the Forum of the 

Americas to discuss "Open Trade and Investment: A Vision and an Agenda 
for the Americas." Although Forum participants held differing views and 

perspectives, they were brought together by ashared interest in the pursuit 
of freer trade and investment throughout the Western Hemisphere. In small 
working groups and as a plenary body, they discussed the issues of open 

trade and investment and the conditions necessary to achieve them. The 
participants did not formally adopt any positions, but through aprocess of 

give and take they came to anumber ofconclusions, which are summarized 
here. 

I. 	There was unprecedented agreement among the business 
and government leaders on the importance of open trade 
and investment for achieving the twin goals of economic 
growth and human development. To these goals, Forum 
discussion added that of sustainable development. 

2. 	Conditions in the Western Hemisphere are now more 
favorable than ever for a free trade and investment area. 
Participants described the radical change from the tradi
tional, government-led import substitution model ofdevel

opment to a more open, market-oriented one in country 
after country in Latin America. They called attention to the 
fact that these economic reforms have been undertaken by 
democratically elected govemments. But there was also 
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broad recognition that the adjustment process involves 
high, though transitory, social and economic costs. The 
Forum participants made major investment in education 
and training throughout the hemisphere one ef the primary 
recommendations. 

3. 	Much of the discussion focused on what sequence of steps 
should be taken in moving toward mure open trade and 
investment. The most serious concern was increasing pro
tectionism by the industrial countries. Two issues in the 
current North American Free Trade Agreement (NAFTA) 
negotiations were raised: labor and the environment. As
sistance to labor where adjustment is difficult was consid
ered vital to the process. Inaddition, participants reached 
no consensus on whether environmental issues should be 
integrated into multilateral trade agreements or discussed 
in separate but parallel negotiations. Some pointed out that 
it is now important to specify how other countries might 
accede to NAFTA or the Enterprise of the Americas initiative. 

4. 	There was general agreement that regional economic blocs 
could be complementary to the General Agreement on 
Tariffs and Trade (GAT). In fact, they could help pro
mote rather than hinder world economic integration as long 
as their creation is accompanied by multilateral trade lib
eralization. 

5. Participants expressed a strong belief that domestic re
forms must precede trade integration and that integration 
agreements would contribute to the stability and predict
ability so important for economic growth, producing a 
virtuous circle of domestic reforms and trade integration. 

6. 	From the speakers and working groups, a clear agreement 
on the basic elements of economic r.form emerged. These 
elements include deregulation, privati:ation, efficient tax 
structure and collection practices, avoidance of private 
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monopolies, safeguarding of intellectual property, nondis
criminatory treatment of foreign investment, no special 
treatment for agriculture or other sectors, and international 
dispute resolution. 

7. 	 Participunis clearly voiced their belief that responsibility 
for growth lies with the private sector as long as the state 
sustains the proper conditions. The importance of the state 
in three areas was noted: providing for some limited social 
services, defending property rights, and assuring the proper 
functioning of markets, especially where problems such as 
externalities or monopolies exist. 

8. 	There was broad aoreement that institutional structures 
need to be reformed along with economic policies. Among 
those cited were law-making procedures, particularly 
through increased citizen participation and transparency; 
the judicial system, and the securing of private property 
rights for all. 

9. 	Discussions emphasized the impc,'tance of government, 
business, and labor working together to increase a 
country's competitiveness. 

10. 	There was recognition that if companlies base their iavest
ment decisions on the assumption of more open trade, then 
liberalization will become a self-fulfilling prophecy. 

11. 	 The following agenda for action emerged from the Forum 
discussion: 

" opposition to protectionism in one's own country and 
abroad 

• support for regional trade opening and efforts to ensure 
that trade blocs are -tepping stones to global integration 
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progressive harmonization of individual country eco
nomic policies, including continued efforts for price sta
bi'ity and exchange rate competitiveness 

a rethinking of the role of the state, to reduce its direct 
involvement in the economy through deregulation and 
privatization. but to increase its role in dealing vith social 
conditions ana strengthening thc market through preven
tion of price distortions 

" the safeguarding of intellectual property, nondiscrimina
tory treatment of fbreign investment, and the establish
ment of international dispute arbitration 

institutional reforms in law-making procedures, the se
curing of private property rights, and reftrm of the judi
cial system 

" continued attention to the international coinpetitiveness 
of products and firms 

" integration of commercial and environmental objectives 
and the internalization of environmental costs and values 

* support for major investment in education and training 



Above: President George 
Bush with officers of the or
ganizations cosponsoring the 
Forum: David Rockefeller 
(left), chairman, and George 
Landau (second from right), 
president, Americas Soci
ety/Council of the Americas; 
Antonio dei Valle (center), 
president, Consejo Empre
sario de America Latina; and 
Thomas P. d'Aquino (far right), president and chief executive, Business 
Council on National Issues, Canada. Right: President Bush greets Nicolas 
Ardito-Barletta, general director of the International Center for Economic 
Growth, which cooperated with the above organizatiot,, in sponsoring the 
Forum. 



Forum of the Americas
 

The Forum Process 

The Forum of the Americas brought more than five hundred business and 
government leaders together in Washington, D.C., April 22 and 23, 1992, 
to discuss "Open Trade and Investment: A Vision and an Agenda for the 
Americas." The Forum was organized by the Americas Society and its 
business affiliate, the Council of the Americas, which represents more than 
two hundred U.S. companies with interests in Latin America. It was 
cosponsored by two leading Latin American and Canadian business orga
nizations: the Consejo Ernpresario de America Latina (CEAL), composed 
of leading Latin American businesspeople, and the Business Council on 
National Issues of Canada (BCNI), representing 150 Canadian chief 
executive officers. The Forum was held in cooperation with the Interna
tional Center for Economic Growth. 

The Forum was structured to promote discussion by participants on 
the issues of open trade and investment and the conditions necessary to 
achieve them. (For a full copy of the program, see Appendix A.) Attendees 
elected to participate in one of seven working groups that met simulta
neously on the first (lay of the meeting. The working groups covered four 
economic sectors (agriculture, energy and natura! resources, manufactur
ing, and services and capital markets) and three issue areas (competitive
ness; judicial, legal, and regulatory issues; and sustainable development). 
Each working group was cochaired by two prominent business leaders
managers of major multinational corporations in the hemisphere-who 
were assisted by project directors, experts in the workshop subjects. 

Previous Pagoe Dan7
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Brief papers outlining the key issues for each working group were 
prepared by the project directors, drawing on 'heir technical backgrounds, 
and were distributed to participants prior to the working group sessions. 
These papers were revised on the basis of give-and-take discussions in the 
working group sessions and then were presented to the plenary the after
noon of the second day. (The papers appear in Appendix B.) 

Along with an overriding sense of urgency, there was an unprece
dented level of agreement among participants from throughout the Western 
Hemisphere on the importance of' open trade and investment for both 
economic growth and human development. The following summary of the 
proceedings-which highlights the keys issues-draws the workingon 

group papers, speeches, and panels.
 

Several common threads were woven through the two days of discus
sion: the need for structural adjustment of the economies from impot 
substitution to more open trade, the need for competitiveness in the 
marketplace to achieve growth and human development, a commitment to 
regional and global economic integration, and a deep concem for the social 
impact of the major economic reforms being undertaken. 

The Vision 

David Rockefeller called for "A free trade and investment area embracing 
the entire Western Hemisphere by the year 2000," a concept long discussed 
by leaders in the hemisphere. His call was broadly embraced by the Forum 
participants. 

The Goals 

Trade and investment liberalization and economic integration are the 
means of achieving the twin goals of economic growth and human devel
opment. There was unanimous agreement on these strategic goals. The 
Forum focused on trade liberalization and economic integration because 
they are viewed as the most effective means by which growth can be 
obtained. And as Enrique Iglesias. president of the Inter-American Devel
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opment Bank, succinctly stated: "Without growth, there will be no social 
ju:;tice." 

To these goals, Forum discussion added that of sustainable develop
ment, "a new concept that for the first time fully integrates economic 
development objectives with environmental concerns." The Working 
Group on Sustainable Development acknowledged economic growth as 
fundamental to social development and environmental integrity. It pointed 
out that trade is a prerequisite to economic growth and that, without growth, 
poverty cannot be alleviated. It also called tor"the integrtion of commer
cial and environmental objectives and the internalization of environmental 
costs and values." 

The Setting 

Conditions in the Western Hemisphere appear more promising than ever 
for a free trade and investment area. In his address before the Forum of the 
Americas, U.S. President George Bush reaffirmed his commitment to 
opening trade through the North American Free Trade Agreement and the 
Enterprise of the Americas Initiative: 

Before I leave office I want manu!'acturers in Cleveland to 
enjoy virtually the same access to markets in Monterrey as 
they now have in Minneapolis. ..With new technologies, 
creatois of services in Denver may be able to tap markets in 
Santiago as readily as those in Chicago. And I'll work to 
assure that government protection and excessive regulation 
don't stand in their way. 

He noted this would build on the "historic free trade agreement 
with Canada." In confirmation of his commitment, he announced the 

relaxation of trade restrictions on high-technology exports worth $2.5 
billion. 

President Bush noted that "a free trade area comprising the United 
States, Mexico, and Canada would be the largest market in the world
360 million consumers in a $6 trillion economy." And taking on the 
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critics of free trade, he pointed out that, with economic reform and the 
return to democracy in Latin America, U.S. exports there have risen by 
Pearly one-third in just two y,drs-a much faster rate of growth than 
U.S. exports to Asia or Europe. "Trade with Mexico already supports 
hundmds of thousands of U.S. jobs." 

Strong backing for the vision came from Thomas P. d'Aquino, presi
dent and chief executive of the Business Council on National Issues of 
Canada, in his introductory remarks: 

We are confronted with a challenging and exciting vision-a 
vision that began with a Canadian initiative a decade ago 
when business leaders in Canada boldly called lor a com
prehensive free trade agreement between Canada and the 
United States. We overcame skepticism and fear of change 
and together we formed the world's largest free trade area 
involving two countries. Now we welcome Mexico and the 
vision grows. 

There were, however, cautionary comments about the cost of the adjust
ment process. As Marie-Josee Drouin, executive director of the Hudson 
Institute of Canada, remarked: "It now appears that many of the adjustment 
costs are much higher than had been earlier estimated, not only because of 
trade issues but also because the free trade agreement occurred at a period 
of monetary and fiscai ,estraint." 

Several speakers traced adjustment and liberalization steps already 
taken in Latin America. The economic success of Chile, the bright pros
pects ofArgentina and Mexico, and even the tentative steps taken by Brazil 
represent a sea change in economic thinking, which was well summarized 
by Enrique Iglesias, president of the Inter-American Development Bank: 

On the economic front the changes are there. . . You know 
what we are doing in terms of opening the economies, of 
confronting international markets with new competitive ca
pabilities, and what we are dcing in terms of reforms of the 
state-slimming the state, privatizing the state, deregulating 
the state, and decentralii-dng the state. 
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The underlying theme was recognition that the traditional, govern

ment-led import substitution models were part of the problem leading to 

the lost decade of the 1980s. The rapidity with which thinking has changed 

in Latin America is astounding. As Henry Kissinger noted, "A few years 

ago, if anyone had talked about a North American free trade area, it would 

have been treated as a clevr device of economic exploitation by the United 

States of its weaker neighbor to the south." But now, NAFTA is called a 
"Win-win situation" by Mexico's secretary of commerce and industrial 

development, Jaime Serra Puche, because "increasing competitiveness 
means increasing productivity, . . . wealth creation, . .. jobs, and ... in
creases in the standard of iiving." 

In Central America, as Nicolas Ardilo-Barletta, general director of the 

International Center for Economic Growth, pointed out, the common 

market is beginning anew, this time based on open trade with the rest of 
the world. Inflation is lower, better fiscal and monetary policies are in place, 
and trade barriers are falling. 

Even in Brazil, which has lagged behind the liberalization lead

ers-Chile, Mexico, and Argentina-change is in the wind. Francisco 

Gros, president of the Central Bank of Brazil, blamed "excessive 

government spending in a reckless search for giowth at any cost" as 

the cause of the inflation Brazil has suffered. The goverrment's oper
ational deficit is being stabilized for 1991 at an expected level of 2 

percent of gross national product (GNP). Structural reforms are under 
way to eliminate nontariff barriers to trade, attract foreign capital, 

normalize relations with the internationai financial community, privat

ize state-owned companies, institute fiscal reform, and "face up to 
some... sacred cows ... such as the rule that allows workers to retire 
after thirty years of service no matter how young they are." 

Attention was called time and time again to the fact that these economic 

reforms have been undertaken by democratically elected governments. 
This signifies popular support for change. As conference chair David 

Rockefeller remarked, "The people of this hemisphere changed something 

more important than their governments-they changed their miiids. They 
brought into power-into intellectual dominance- a new leadership of 

ideas. And those ioeas all begin with the word 'free,' free markets, free 
investment, free trade." 
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Of equal importance, however, was the deep concern repeatedly 
expressed in the working groups and by :he speakers about the social impact 
of economic change. As Pedro Valleniila, Venezuela's minister of devel
opment, stated, "Positive macroeconomic indicators do not always guar
antee social well-being." 

The working groups all recognized that the adjustment process in
volves high, although transitory, social and economic costs. Unless effec
tively dealt with, these costs may threaten the entire process. There were 
warnings about the potentially "destabilizing effects ofdomestic retrogres
sion" (in Venezuela and Peru, for instance) and external events (failure of 
the Uruguay Round, the financial problems of Japan, or a stymied 
NAFTA). 

Canadian participants;, speaking from experience with the implementa
tion ofthe Canada-U.S. Free Trade Agreement, pointed out that the change 
from a closed to an open system is likely to be costly. There will be losers 
as well as winners, "jobs will be lost, firms will go out of business, some 
industries will suffer, and particular areas of the country may fall into 
long-tern decline." 

The very real increase in the gap between the rich and the poor that is 
recognized to take place under structural adjustment was generally believed 
to be transitory. But participants emphasized dealing with it and not just 
assuming that it will pass. Pedro Vallenilla described Venezuela's efforts 
to guarantee stability through fifteen large-scale programs, involving com
mitments of $4 billion over five years, to modernize the delivery of health, 
education, and community services. Complementing this investment in 
human capital are proposed constitutional reforms to increase democratic 
participation. 

The primary recommendation for addressing the costs of reform, made 
by a number of working groups and speakers, was major investment in 
education and training, both to prepare people for jobs in the evolving 
economies and to ensure their support for the reformls necessary to achieve 
economic growth and human development. 

In describing Brazil's structural adjustment program, Francisco Gros, 
president of the Central Bank of Brazil, summarized a widely held feeling: 
"We have come to recognize that no matter how steep this cost, it will 
always be much lower than the cost of not adjusting." 
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The Stages of Integration 

Economic blocs in the hemisphere. Henry Kissinger called the Enterprise 

of the Americas Initiative "the most creative policy of this administration." 

And President Bush reaffirmed his commitment to trade integration: "Open 

trade is vital to the United States, every bit as vital as domestic reforns to 

renew our systems of education, health care, government, and administra

tion of justice." 
From the Southern Cone Common Market (MERCOSUR or 

MERCOSUL) to NAFTA, the discussion was not whether to move 

toward freer trade and investment, but rather what the steps and their 

sequence should be. In examining integration ::tratr-ies, Ca:-os E. 

Sanchez, vice minister of the economy of Argentina (speaking for 

Minister Domingo Cavallo) suggested that a good integration strategy 

for economic blocs is characterized by: 

"complete elimination of tariff and nontariff barriers to in

traregional trade 

" a high level of automaticity in achieving this goal 

* encouragement to members to further their structural ad

justment programs 

" a reduction in trade barriers with third countries 

These features are broadly shared by the various integration efforts taking 

place in Latin America. By December 1994 trade within MERCOSUR is 

scheduled to be free. As Vallenilla noted, the Andean Pact established a 

free trade zone encompassing Bolivia, Colombia, and Venezuela on Jan

uary 1, 1992. Peru and Ecuador are scheduled for incorporation later in the 

year. All export subsidies are to be eliminated on intiaregional commerce 

by 1993, and external tariffs with an average of less o an 10 percent are to 

be in place. Jaime Serra Puche made it clear that NAFTA "would be an 

open region freely consistent with GATT." Nicolis Ardito-Barletta pointed 

to the Central American Council of Ministers' decision to establish com

mon customs at 20 percent by 1993 and to undertake tax harmonization, 

and he called for implementation of this decision. 
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Barletta pointed out the differences between the regional trade agree
ments of thirty years ago and those being pursued today. The current 
agreements are seen as a "complement to and not as a substitute for a more 
open trade-oriented policy" conceived on a more market-oriented basis 
rather than being "based on arbitrary production allocations that did not 
work." 

Current thinking about the relationship between regional and world 
trading arrangements was made clear by Carlos Sanchez of Argentina: 

The economic gains from regional integration reach a maxi
mum after which further gains can be attained only by inte
grating with the rest of the world. 

In stating Argentina's support for the Enterprise of the Americas Initiative 
(EAI), Sanchez noted the complementarity to be gained by "integration 
with capital-abundant countries." He argued that the process of adherence 
should be based on a single agreement to which an increasing number of 
Latin American countries could accede. But most important, "EAI should 
be a constructive way of reinvigorating the multilateral trading system." 

While most discussion focused on the major Latin American countries, 
panelist Oliver Clarke, publisher of The Gleaner, Jamaica, raised an 
important issue: Just how do other countries accede to the NAFTA or EAI? 
And what are the requirements to do so'? Jamaica. he noted, has met many 
ofthe obvious requirements: a market-determined exchange rate, privatiza
tion, removal of price controls, and a good human rights record. Yet 
investments are being put on hold until its future in a world of trading blocs 
becomes clear. So, while the move toward building larger regional trading 
blocs proceeds, the lack of details about how they are to be expanded affects 
potential mem :rs. 

Sanchez noted that Latin America's biggest worry is the increasing 
protectionism of the industrial countries. This concern was echoed by 
Panama's Nicolas Ardito-Barletta, who noted the importance to the Central 
American countries of being "given access to markets as they put their 
adjustment policies in place." He stressed the importance, once the NAFTA 
negotiations are completed, of extending the NAFTA concept to the 
Central American and Caribbean countries. 
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Two particular issues in the current NAFTA negotiations were raised: 

labor and the environment. As William C. Doherty, executive director of 

the American Institute for Free Labor Development (AIFLD), American 

Federation of Labor-Congress of Industrial Organizations (AFL-CIO), 
remarked: 

The AFL-CIO has every reason to question whether or not 

trade, as envisioned by the U.S. negotiators of an agreement 

with Mexico, is in the best interests of the American worker. 

He went on to suggest that labor's concern is not really with the lowering 

of tariffs, which are already low, but with the prospect of making it "easier 

for business to transfer their facilities south of the border." The idea that 
"poverty is some kind of competitive advantage" was called "absurd," 

however, by panelist Marie-Josee Drouin, executive director of the Hudson 

Institute of Canada. 
Consensus could not be reached on the proper approach to integrating 

economic and environmer al issues in multilateral trade agreements either. 

The Working Group on Sustainable Development reported that "such 

integration is fully accepted in principle as a vision for the future, but there 

is not yet consensus that trade and environmental agreements should be 

negotiated simultaneously by the same parties." Echoing this thinking, 

panelist Purdy Jordan, president ofthe Association of American Chambers 

of Commerce in Latin America, endorsed the concept of conducting 

discussions on environmental issues parallel to, but not within, the free 

trade negotiations themselves. 

Regional blocs and GATT. A concern expressed by many is whether trade 

blocs will strengthen the movement toward more open trade or simply be 

protectionism writ large. 

Some experts visualize the division of the world into three 

powerful blocs: our hemisphere, Fortress Europe and a new 

alliance of Japan and the Tiger economies of East Asia. If 

such a division ever did evolve, I am convinced it would be a 

disaster of comparable magnitude to the trade war that began 
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in the late 1920s and which precipitated the Great Depression 
and the cataclysm of World War II. 

-David Rockefeller 
Chaimian, Americas Society/Council of the Americas 

There is nothing exclusionary in our vision of open trade and 
economic integration in our hemisphere. Our aim is simply to 
lower barriers to economic freedom within and among the 
nations of the Western Hemisphere, not-I repeat, not-to 
create any barriers between ourselves and the nations of 
Africa, Europe, and Asia. 

---George Bush 
President, United States of America 

The question of blocs and GATT was addressed by Arthur Dunkel,
general director of GATT, noting that GATT makes provision for regional 
arrangements on the "assumption that they can contribute, under specific
conditions, to the broader goal of multilateral trade liberalization." He 
pointed out that the rules applied in regional arrangements may be later 
extended to the multilateral level. Moves in the European Communities to
establish an integrated market in services trade and its subsequent inclusion 
in the Uruguay Round of trade negotiations are an example.

Turning to the Uruguay Round, Dunkel commented that the sectors
 
that have escaped postwar liberalization and been at the crux of the

blockage in the Uruguay Round-agriculture, textiles, clothing, and
 
steel-are traditionally the first ones to acquire importance in the develop
ment process. Thus, they are of great importance both to those developing
countries that have abandoned inward-looking policies and to those coun
tries that have abandoned central planning. 

One of the reasons the Uruguay Round has been so difficult, Dunkel
commented, is that the issues involve trade-distorting internal subsidies. 
Because domestic laws and regulations arc at issue, the question of national 
sovereignty arises, making international negotiation tricky. Interestingly,
several of the Latin American speakers supported regional trade agree
ments precisely because they would lock in economic reforms, including 
elimination of trade-distorting subsidies. 
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Stepping Stones to Integration 

A virtuous circle: domestic reforms and trade integration. 

For a group of countries to create a sound integration, first 

they have to introduce far-reaching unilateral reforms. 
-- Carlos Sanchez 

Vice Minister of the Economy. Argentina 

The MERCOSUL initiative is an integral and important por

tion of our structural reform program. 
-Francisco Gros 

President. Central Bank of Brazil 

The belief that domestic reform must be a precursor to trade integration, 

expressed by Carlos Sanchez and Francisco Gros, was widely echoed. A 

number of speakers and working group reports noted the importance of' 

structural adjustment policies as the underpinning for the next step of 

integration. The Working Group on Manufacturing called for progressive 

harmonization of individual country economic policies. 
Integration agreements were also seen as contributing tc one of the 

most important factors in economic growth-stability and predictability of 

domestic economic policies. While economic reforms may be required in 

order to open up an economy, it is also true that integration into a wider 

trading area can serve to reinforce the domestic policies. In other words, 

domestic structural reforms lead to steps toward integration, which, in turn, 

help solidify the internal policies. This phenomenon has been observed in 

the evolution of the European Common Market. 

Economic policy reform. 

Finally it has been well understood in Latin America that a 

sustainable growth path is feasible only with price stability. 
-Working Group on Services and Capital Markets 
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As noted above, even Brazil, the epitome of indexation, has come to the
conclusion that inflation is at the root of its problems. The Working Group 
on Services and Capital Markets noted that "inflation in the region must 
converge to levels already achieved by some industrial countries and some 
newly industrializing countries (NICs) in Asia," which means that even 
countries like Chile and Mexico have some distance to go. 

To achieve this objective, the working group pointed out that countries 
in Latin America will have to go beyond conventional "balance-the
budget" policies and implement structural reforms such as privatization
and deregulation in order to cut public sector imbalances and reduce the 
size of the state in the economy. 

The working group held out the carrot of rewards: financial and capital
markets attracting new funds with longer maturities, falling real interest 
rates, and growth of private savings (as public sector crowding out de
clines). These rewards for fiscal and monetary probity have already begun 
to emerge. After negative resource transfers throughout the 1980s, Latin 
America received a net increase in resource transfers of $7 billion in 1991,
according to Enrique Iglesias. Also cited was Chile's reform of its social 
security system, which "paved the way for growth of private pension
funds" and provides an "interesting example of how economic liberaliza
tion may also be geared toward social objectives."

The sequence of refornms is important. Panelist Thomas 0. Enders,
managing director for corporate finance, International Division, Salomon 
Brothers, Inc. suggested that "measures which result in large transfers of 
resources at the start of this process are very important." These measures
 
could include liberalization of capital markets reforms
and to permit
corporations to borrow abroad or to raise equity capital abroad. He warned 
that these transfers would undoubtedly result in a large trade deficit. Such 
resource transfers occurred successfully, however, at the start of recon
struction and integration in postwar Europe, although then the source of 
funds was largely foreign aid. 

Exchange rate stability was also cited as a precondition for a successful 
common market, as the European example demonstrates. Eliminating any
remaining multiple exchange rate systems and avoiding clear misalign
ments of a currency's real value were listed as crucial steps in the move 
toward free market rates. 
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The working groups discussed and recommended policy steps neces
sary to move toward freer trade and investment. Among those cited were 
the following: 

" deregulation (to cut input costs, to establish the competitive 
environment necessary for privatization, and to ensure that 
regulatory restraints do not constrain the growth of small 
and medium-size businesses) 

" privatization 

• efficient tax structure and collection practices 

" avoidance of private monopolies 

"	nonexceptional treatment of agriculture (the Working 
Group on Agriculture argued that agriculture should not be 
given special treatment in internal or foreign trade; for 
example, no price intervention or marketing boards) 

"	standardization of financial disclosure requirements and 
auditing principles of Latin American corporations and 
coordination of different security exchange commissions in 
order to curb insider information 

" safeguarding of intellectual property and removal of restric
tions on technology flows 

• nondiscriminatory treatment of foreign investment, includ
ing free repatriation of profits and dividends 

" international dispute arbitration 

The role of the state. As is clear from the above, the focus of attention was 
on reforming the state: reducing its size and reach, privatizing, deregulat
ing, decentralizing. Participants clearly felt that the responsibility for 
growth lies with the private sector, as long as the state has established the 
proper environment. 

A note of caution was sounded by panelist Rolf Luders, chief econo
mist of the International Center for Economic Growth, when he pointed 
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out that simply reducing the role of government is not the answer. In fact, 
he called for strengthening the role of government in at least three areas: 
in providing for social services, in defining and defending property rights, 
and in regulating the functioning of some markets to bring private and 
social prices in line. 

While noting that free trade and free markets will provide the right 
prices in most markets for goods and services, he pointed out that "there 
are some very, very significant exceptions, and in those cases free market
determined prices actually will lie-that is, they will give the wrong 
signal." Three examples cited were externalities, such as pollution, natural 
monopolies, and asymmetries of information (as in the financial sector). 
These call lor an effective government regulatory role. The Working Group 
on Energy and Natural Resources addressed this point concerning regula
tion of externalities, pointing out that "environmental laws and poficies 
shouldf be scientifically based and need not be inconsistent with competi
tiveness, cost-effectiveness, and pro-growth." Luders' cautionary words of 
conclusion were, "Do not think that we are going to have development 
spontaneously; we still have a lot of work to do." 

The creation of a team within the government to implement economic 
reforms was an issue raised by panelist Arnold Harberger, professor of 
economics at the University of California, Los Angeles. "If you want to 
look at different countries and weigh how strong and sustainable are their 
efforts, look to the team-as in Mexico." He noted the key role of "a team 
of people that sees things much the same way" in Chilean, Mexican, and 
Argentinian reforms. These countries' economic teams were trained prin
cipally in U.S. universities. The question he raised was, where are the 
Ecuadorian, Bolivian, and Venezuelan economic teams being trained'? 

Institutional conditions. 

Today the judicial, legal, and regulatory systems ol'a nation 
must themselves be globally competitive. 

-Working Group on Judicial, Legal, and RegulatGy Issues 

There was broad agreement that institutional structures that condition how 
decisions are made and enforced need to be reformed along with economic 
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policies if the consensual base necessary for long-term policy stability and 
broad-based participation is to be built. 

While business forums most often focus on economic policies, it is 
becoming increasingly apparent in both the developing world and the 
ex-communist countries that there is an underlying set of institutions that 
is critical if markets are to function as expected. The three institutions 
focused on in the Forum discussions were: law-making procedures, the 
judicial system, and broad-based rights to private property. While these 
institutions may exist in name, they often bear little resemblance to the 
institutions of the same name that underlie the successful, democratic, 
market-oriented economies. 

Law-making procedures. A good deal of attention was focused on the 
process of law making because of its role in ensuring democracy and the 
predictability and stability of economic policies. The return to democracy 
in Latin America was hailed, but there were also warnings that simple 
adherence to free elections did not constitute full democracy. A number of 
the working groups and speakers called attention to three additional 
components of democracy: participation, accountability, and transparency. 

Participation means that all interested parties to a decision should be 
able to be heard and to have their concerns taken into account in the 
decision-making process. Work on the informal sector has suggested the 
economic cost of not providing a means for citizen input into the decision
making process. Accountability refers to the ability of citizens to hold 
public servants accountable for their actions. This ability, in turn, depends 
on access to relevant information. Transparency refers to the need for the 
decision-making process to be transparent, that is, for it to be clear who 
made the decision and why it was made. These conditions, it was believed, 
would move the process away from the interplay of special interest groups 
behind closed doors and out into the critical light of public review, thereby 
contributing to the stability and predictability of decision making and to 
the fairness of the process. 

The judicial system. Judicial reform is "a critical first priority for Latin 
American countries," according to the Working Group on Judicial, 
Legal, and Regulatory Issues. The current judicial system was mentioned 
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time and again by various working groups and speakers as a deterrent to 
investment, competitiveness and efficiency, and, most important,justice. 
There was a call for reform in the way judges are selected, compensated, 
trained, and given life tenure. The goal as stated by the working group is 
"a well-qualified, independent judiciary, free of political influence and 
operating under the rule of law." 

Criticism was also aimed at the U.S. legal system as "intricate and 
prone to uncertainty, leading to costly legal advice and litigation 
expense for Latin American companies trading with the United States." 
U.S. anti-dumping laws and procedures were felt to be particularly 
unfair. 

Privateproperty rg/hts. 

The fact is, property rights are not so much for the rich and 
powerful-they can protect themselves. It is the poor, those 
who are desperately trying to accumulate property, some little 
bit of wealth and security-those who have no friends in high 
places and no strings to pull, who need the sheltering arms of 
the law. 

-David Rockefeller 
Chairman, Americas Society/Council of the Americas 

A number of the working groups noted the importance of secure property 
rights-usually in the context of corporate investment. The Working 
Group on Judicial, Legal, and Regulatory Issues, however, focused atten
tion on the importance of secure property rights for small businesses,
"which can be powerful engines of growth and development." In fact, 
efforts to guarantee secure property rights for the poor, particularly during 
structural adjustment, could offer the poor a tangible benefit at a time of 
economic uncertainty. 

Competitiveness. 

The main issue behind NAFTA, in my view, is the issue of 
competitiveness. How the North American region-through 
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NAFTA-can become more competitive vis-a-vis other re
gions in the world. 

-Jaime Serra Puche 
Secretary of Commerce and Industrial Developmen:, Mexico 

Competitiveness is the means by which open trade and investment lead to 
growth and human development. Many Canadians at the Forum argued 

that the opportunity for improved competitiveness is one of the major 

attractions of a North American Free Trade Agreement. A good deal of 

attention, therefore, was devoted to what constitutes competitiveness. 
Interestingly, Jaime Serra Puche chose to devote most of his presentation 

to this question. He cited five sources of competitiveness: 

I. 	Permanent policies. 

2. Economies ofscale. These are achieved through lowering 

average costs by servicing larger markets. 

3. 	Economiesofscope. These involve the ability to specialize 
in a given sector. Mexico's position a; the top supplier of 
small refrigerators to the United States was cited as an 
example. 

4. 	Freedom to choose the right technology. 

5. Market rules. Although every market has some distortions, 
the objective is to reduce distortions as much as possible 
so that firms get the right signals from the market and, 
therefore, can make the right decisions. 

The Working Group on Competitiveness emphasized the new roles 

that both business and government must take on. It suggested the import

ance of developing "cooperative arrangements in the home bases in order 
to become more competitive in the global market." This approach was 
designated a business network strategy and encompasses the creation of 

partnerships with suppliers, customers, competitors, and nonbusiness in
stitutions. 
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Examining the role of government, this working group agreed that 
governments need to pay more attention to regional harmonization of tax 
policies, exchange rate policies, and monetary policies. Emphasis was also 
placed on deregulation, privatization, and efl'orts to reduce the cost of 
services (such as electricity) provided by the government. 

The group noted that government, business, and labor must work 
together to improve competitiveness, but that business and labor must take 
the lead to upgrade skills and knowledge ofthe work force and to encourage 
improvements in a country's educational system. 

In addressing the ability to compete in the global market, William 
C. Doherty of the AIFLD argued for development of an industrial 
policy that would "encourage long-term private business investment... 
land] governmental development of infrastructure ...supports basic 
research for commercial product development ... land) must include 
fully funded programs of skills taining, higher education, and income 
maintenance for workers who lose their livelihoods because of chang
ing trade patterns." 

The Role of Business 

If companies base their investment and operating decisions 
on the assumption that barriers will soon disappear, then trade 
and investment liberalization will become a self-fulfilling 
prophecy. 

-Working Group on Manufacturing 

Public and business support are critical for achievement of open trade 
agreements. While government can set the goal and start the process, itwill 
not succeed without the sustained support of a business community that 
recognizes advantages to itself in the opening of trade and investment. As 
the Working Group on Sustainable Development pointed out, "The oppor
tunity and responsibility fall on private industry and commerce." 

Deep concerns about integration remain and bedevil the political 
process. No one expects it to be easy. As Pre ,ident George Bush remarked, 
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"In all our nations, powerful special interests cling to old ideas and 
privileges, promote protectionism, and resist expanded trade." 

The Working Group on Sustainable Development focused on another 
aspect of the role of business in calling for business and industry to "adopt 
a new perspective on the use of energy and other resources and do so 
without the distortion of direct or indirect subsidies." It was pointed out 
that companies will have to become sensitive to the total impact of their 
products, "from inception to final disposition." 

The Agenda 

The objective of the Forum was to build support for open trade and 
investment in the Americas. The depth of interest and commitment among 
the business community of Canada, the United States, and Latin America 
was deep and palpable. Participants recognized the difficulties: initial 
negative social effects from the required structural adjustinxlit, difficulties 
in the sequencing of the steps to be taken, skepticism from key groups such 
as labor, the need to correctly define the role of governmnent, and the need 
to make institutional as well as economic policy reforms. 

A review of Forum discussion provides the outline of an agenda for 
action, a list of those issues on which business needs to focus attention, to 
reach tile goal: 

* opposition to protectionism, whether in one's own country 
or abroad 

"support for regional trade opening and efforts to ensure that 
trade blocs are stepping stones to global integration 

" progressive harmonization of individual country economic 
policies to achieve macroeconomic stability including con
tinued efforts for price and exchange rate stability 

* safeguarding of initellectual property, nondiscriminatory 
treatment for foreign investment, and international dispute 
arbitration 
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" rethinking of 1he role of the state, to reduce its direct 
involvement inthe economy through deregulation and 
privatization, but to increase its role in dealing with social 
conditions and strengthening the market through preventing 
price distortions 

" institutional reforms in law-making procedures, securing of 
private property rights, and reform of the judicial system 
and continued attention to what makes a product or firm 
competitive in international markets 

" integration of commercial and environmental objectives 
and the int,.;malization of environmental costs and values 

" support for major investment in education and training 

While some of these are steps business can undertake itself, most are ones 
in which business must play a role in the political process. This new role 
m.ust be different from that of the past, when, as David Rockefeller noted, 
"All too often, those who.have achieved success in the marketplace have 
looked to government to secure and maintain their advantage-with regu
lations, trade protection, and special favors of all kinds." 

As the Forum closed, David Rockefeller issued a challenge to the 
bus',iness community: 

In the last eight years of this century, you-the entrepreneur
ial members of the business community throughout the hemi
sphere-will have to be crusaders for the cause. It is you who 
will have to convince the holdouts among your business 
colleagues that we must put our long-term interests above the 
immediate needs of a particular enterprise. It is you who will 
have to "stay the course" when the politicians, under an 
increasing barrage of complaints and inducements from var
ious pressure groups, begin to waffle.... Business will have 
to lead in preparing the ground so the seeds of economic 
freedom can take root. 
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The present Uruguay Round is endeavoring to extend the rules of the 
General Agreement on Tariffs and Trade (GATT) to agriculture and 
services. At this time the outcome of the round is in doubt. Our group felt 
the standard for a successful round in agriculture would 1-.the standard set 
by the Cairns group (the group of countries within GATT that neither taxes 
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nor subsidizes agriculture). This is unlikely to occur in 1992. The mvjority 
felt that this failure would not necessarily result in a setback for the general 
process of free trade in the Western Hemisphere. 

Careful consideration was given to the North American Free Trade 
Agreement (NAFTA), the Southern Cone Common Market 
(MERCOSUR), and other regional trade arrangements. It was felt that a 
successful conclusion of NAFTA would hasten and deepen the movement 
toward freer trade in the Americas. There was a general consensus that the 
preqid,-ntc of fhe United States and Mexico and the prime minister of 
Canada should initial NAFTA before the U.S. election in November 1992. 
The treaty would not be submitted to the U.S. Congress until 1993. 

In the case of MERCOSUR, the consensus of the group was that 
progress was being made at the scheduled pace as far as dismantling 
internal tariffs. Some participants expressed concern about the disparities 
in economic policies and inflation rates between the member countries, 
while other participants were concerned about the height of the common 
external tariffs. 

Reference was also made to the Venezuelan-Colombian bilateral trade 
agreement, which is working satisfactorily, and to the Chile-Mexico free 
trade arrangement, which is also performing well. 

The working group was encouraged by these various efforts and agreed 
that there was a good possibility for convergence of these different prefer
ential trading systems into a general regional arrangement for the entire 
Western Hemisphere that would in turn be quite compatible with world 
trade liberalization. 

The group agreed that effective operation of the judicial system and 
legal security of land tenure are issues of general concern in most Latin 
American countries. It is common in Latin America to find specific 
legislation that violates general constitutional principles, and appeals to the 
courts for judicial protection are rarely successful. The executive branch 
in many Latin American countries is also a frequent transgressor of both 
constitutional and legislative texts in its daily and generous output of 
decrees and resolutions. 

The security of land tenure and protection from explicit or implicit 
confiscation is another area of concern, although some progress has been 
made. Special mention should be made of the recent measures taken by the 
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Mexican government that provide for greater protection of private owner
ship of land and elimination of tht system of collective ownership and 
operation known as the eiido, which has its origin in pre-Spanish times. 

The group felt that Latin American governments should give high 
priority to these institutional matters. 

In itself, the rationality of the new economic policy in Latin America 
works in favor of agriculture. However, it is useful to emphasize in an 
explicit way the basic principles that should guide state policy in this sector. 
The general principle is what we denominate the "nonexceptionality of 
agriculture;" that is, in internal and foreign trade, in taxation, and in other 
areas of economic policy, agriculture should be considered one of many 
categories of economic activity, not to be dealt with in a special way or 
discriminated in favor of or against. 

A first application of this general principle of nonexceptionality leads 
us to conclude that the objectives of economic policy should be exactly the 
opposite of those of the Common Agricultural Policy (CAP) of'the European 
Communities. The whole expensive and wasteful framework created in 
Europe under the rules of CAP, which has proved so difficult to dismantle, 
is the consequence of an assumption of exceptionality for agriculture. 

A second application of the general principle is neutrality in taxation. 
Equality and fairness among different economic activities, efficiency in the 
allocation of resources, and simplicity in the tax code should be the 
guidelines for tax policy, and all of these objectives work in opposition to 
special treatment for agriculture in the area of taxation. This does not mean 
that within the same basic principles some special mechanisms of tax 
collection could not be implemented to provide, as in other areas, for the 
special circumstances of the taxpayer. This is a practical problem of great 
interest in the field of policy implementation. 

The third application of' the general principle of nonexceptionality 
should be the absence of price intervention in the market by the state in the 
case of agricultural goods and foodstuffs. In particular, it is of the utmost 
importance to eliminate, as soon as possible, the state monopolies and 
marketing boards that have resulted in much damage to producers, con
sumers, and even the state treasury in many cases. 

These basic guidelines do not preclude the possibility of providing 
subsidies for some groups of farmers that may be deemed necessary 
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because of political, social, or environmental considerations. In this case, 
the principle should be that these subsidies are provided through direct 
income support, delivered by the treasury of the central govrnment or by 
local authorities and based on budgetary allocations approved in advance. 
These subsidies would have no direct influence on prices and production 
Ivels. This is what in the United States has been called "decoupling;" it is 
also one of the approaches being considered for the gradual dismantling of 
CAP in Europe. 

The group recommends the adoption of these basic guidelines in the 
process of designing economic policies in the countries of the Western 
Hemisphere. 

The group felt that careful distinction should be made between non
tariff trade barriers that are only an excuse and a substitute for protection
and those that are the result of legitimate concern for the health of livestock 
and humans. This is a very difficult task but cannot be avoided. It is further 
complicated by the fact that technological evolution in both the techniques 
of production and the forms of consumption result in a dynamic situation; 
therefore the legitimacy of these health measures is an issue that has to be 
revisited periodically. 

The working group also agreed on the necessity for harmonization and 
simplification of bureaucratic practices and customs procedures having to 
do with agricultural trade. 
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There was a general consensus in this working group that the countries of 
the Western Hemisphere are moving toward an open trade and investment 
framework at varying rates. Some are moving quite rapidly and have made 
significant progress, while others will be slower. Nevertheless, there was 
general agreement that these developments are healthy and should be 
encouraged. The overall benefits from an open market system are signifi
cant. 

The question therefore becomes, "What adjustments will be necessary 
to make these moves successful?" The working group developed a set of 
recommendations about changes in business practices, government poli
cies, and other social institutions. 

Overall, a serious note of concern was struck about the need to pay 
attention to the down side of adjustnient. The change from a closed market 
to an open system is likely to be costly. In each country there will be winners 
as well as losers. In the long run the gains will be substantial and will 
outweigh the losses. In the short run, however, there will be significant 
hardship. Jobs will be lost, firms will go out of business, some industries 
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will suffer, and particular areas of the country may fall into long-term 
decline. 

The experience in Canada with the free trade agreement (FrA) with 
the United States offers some lessons the Latin American countries may
wish to keep in mind. One is that the adjustment costs were seriously 
underestimated by the deal's proponents. Some of thc post-FTA problems 
can be traced to the global recession whose onset coincided with the signing 
of the FIA. Others were due to a lack of competitiveness of parts of the 
Canadian industrial structure. Still others were due to a lack of preparedness 
in the business community for the pace of the impact of the FTA. 

Businesses will need to adopt new strategies to compete effectively in 
an open economy. One major element of the new strategies that was 
extensively discussed in this working group was the need to adopt a new 
paradigm for doing business. The distinctive aspect of the new paradigm 
is the extensive use of strategic altiatnces. in an open market, no firm has 
all the resources and competitiveness to do everything itself. Each firm 
needs to develop partnerships with suppliers, customers, competitors, and 
nonbusiness institutions in the infrastructure. Thus, competitive fims must 
learn to build and sustain business networks for comp titive advantage. 

The theme of a business network strategy must be the development of 
cooperative arrangements in the home base in order to become more 
competitive in the global market. The combination of cooperation and 
competition isa form of business strategy that is significantly different from 
the strategies that worked in the closed market system. 

Equally important will be the changes in the role of government that 
must be made to make a successful transition to an open market system. 
The working group agreed that governments should pay more attention to 
regional harmonization of tax policies, exchange rate policies, and mone
tary policy. Other policies should include deregulation, privatization, and 
efforts to reduce the cost of services provided by the government (such as 
electricity). There must be an emphasis on education and training. Govern
ments themselves have to learn to become more global in their outlook, to 
understand what is happening in other countries, and to work together with 
labor and the business community to improve competitiveness. Govern
mients must also become more aware of the nontariff barriers that their 
country's firms face in the developed country markets. 
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In all these areas, business must take a leadership role. Flagship firms 
must emerge both from the local businesses of the country and among 
multinationals who have operations there. It is particularly important for 
the chief executive offices of the country's flagship firms to take the 
initiative in creating and developing local business networks that can 
compete globally, to encourage governments to continue progress toward 
opening markets and to adopt policies that will make the system workable, 
to work with labor union leaders in efforts to upgrade the skills and 
knowledge of the work force, and to encourage the country's educational 
system to improve the quality of its efforts. 
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Preamble 

Ongoing political and economic changes in the Americas, coupled with a 
renewed hemispheric drive toward more open and reciprocal trade and 
investment policies being pursued through various regional free trade 
agreements, present numerous opportunities for growth and investment 
within the context of longstanding historical sovereign principles. Charac
terized by liberalization and deregulation, including the privatization of 
state-owned enterprises, these political and economic changes, if sustained, 
could attract new investments in energy and natural resource projects and 
help establish a business envitonment that promotes economic growth and 
general prosperity. 

Increased investment in the varied energy and natural resource 
sector promotes domestic growth through additional revenues, ex
panded employment opportunities, and the development of the domes
tic infrastructure. 

42 



43 FORUM OF THE AMERICAS 

Promoting Economic Growth 

As economies in the hemisphere grow, the demand for energy (electricity 
and fossil fuels) and mineral resources will expand at even higher rates. 
This growth, especially energy consumption, should be carefully analyzed. 
During the 1980s, in spite of a severe recession in Latin America, there 
was a continuous growth ofoil consumption. Thus, the existence of policies 
that continue to limit access to potential reserves and domestic and foreign 
markets; seek to control product prices and profit margins; subsidize public 
sector producers, petroleum products, and energy; or utilize taxes and 
economic sanctions to achieve foreign policy objectives may limit the 
progress to be made. Such impediments may constitute a competitive 
disadvantage locally and regionally in the global marketplace. 

Continued growth, competitiveness of the region, and the need to 
ensure hemispheric energy security all require that governments formulate 
policies that attract investment from both international and domestic 
sources rather than increase indebtedness. An advantage of investments is 
that the risk is not borne by the government and its people but rather by the 
investor. In today's global economy the competition for capital is intense, 
and therefore the policies must be competitive. 

Investor Requirements 

Since the energy and natural resource sector typically carries high risks and 
is capital intensive, it requires investment policies that are transparent and 
established in law. The sanctity of contracts must be observed by both the 
government of the host country and private investors. An investment based 
on a contract often becomes uneconomical when the host government 
unilaterally changes the contract with the investor. 

In addition, investors require policies that safeguard intellectual prop
erty, permit an attractive return on investment and free repatriation of 
profits and dividends, and allow for a pro-growth nondiscriminatory tak 
regime and international dispute arbitration. 

Since the electricity sector is frequently a state monopoly that provides 
a service, private investment flows require a stable regulatory framework 
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established by law in order to provide reliable and economical service to 
the consumer and ensure an attractive return on investment. 

Recognizing the need to protect the environment, environmental laws 
and policies should be scientifically based, and need not be inconsistent 
with competitiveness, cost-effectiveness, and a pro-growth strategy. In
vestors have the responsibility to be pro-active in the development of sound 
environmental practices. 

Once firmly established, these policies can improve the hemisphere's 
competitive ability to attract its share of the limited capital available 
worldwide. In the energy and natural resource sector, such a competitive
environment could lead to the establishment of mutually beneficial asso
ciations involving foreign and domestic investors. 

Investors in energy and mineral resource projects require security 
under law, within historical principles, of the right to explore, develop, and 
market the resources produced. In addition, investors require access to 
domestic and international markets, transportation and distribution sys
tems, and market-related prices, which are essential to maintain a compet
itive energy and mineral resource sector. Such conditions encourage 
continued investment and increase the likelihood of a fair return for all 
parties. 

The host country would directly benefit from increased domestic and 
export revenues, new business and employment opportunities, expanded 
domestic markets, and sustained economic growth. Ancillary benefits 
resulting from associations with international companies include access to 
advanced technologies, access to markets, high-quality competitively 
priced products, training of the local work force, development of infrastruc
ture, and a worldwide recognition of established investment policies. 

Long-Term Associations in Energy and Natural Resources 

Today the need to ensure the optimal recovery of natural resources makes 
the "so-long-as-production-continues-in-paying-quantities" contract 
model commonly used in the United States an alternative. Such a model 
envisions the development and timely application of new technologies that 
may maximize both recovery rates and return on investment. Continued 
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research and development increases the availability of new technologies 
whose application and benefits should not be limited by the temporal nature 
of contracts. 

In addition, the existence of long-term associations between host 
countries and private investors can result in new opportunities in areas other 
than the exploration and production of hydrocarbons, such as in marketing 
petroleum products and natural gas. For example, Venezuela by itself, as 
a major long-standing producer, is a natural area that should benefit from 
such long-term associations. Furthermore, long-term associations can help 
develop regional markets throughout the hemisphere. For example, in the 
Southern Cone there is a potential to export surplus Argentine and Bolivian 
gas to energy-importing Brazil, Chile. Paraguay. and Uruguay. 

Another potential regional market that could benefit not only from 
long-term associations but also from investor access is the North American 
Free Trade Agreement (NAFTA). NAFTA offers an opportunity for the 
countries of that region to find new reserves, expand production of existing 
reserves, and develop markets for petroleum and mineral products. 

Recommendations 

Given the proper incentives and a business environment that is becoming 
increasingly open, the hemisphere has the potential capacity to produce 
and bring to market secure supplies of energy and mineral resources in an 
environmentally sound and responsible manner. Therefore we recommend 
that both host countries and private investors benefit from establishing 
long-term associations, taking into account not only the feasibility of the 
project, but also the needs of the host country and the project's contribution 
to its long-term development. Investors also offer the technical and mana
gerial capabilities to train and fully utilize the hemisphere's human re
sources in developing its natural resources, which are essential to 
promoting future economic growth and prosperity. 
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The primary question for any nation today is whether it wants to encourage 
traders and investors-those who bring goods and services to the public
to function so they bring optimum benefits to that country. Today, this 
question includes the highly important subissue of whether the nation 
wishes to participate fully in the global explosion of technology now 
advancing at ever-increasing speed. It is also accompanied by subissues 
relating to matters such as pollution, consumer safety, product quality, and 
noninflationary prices. 

If the answer is yes, a country will value those conditions that facilitate, 
rather than retard, the activities of traders and investors. Experience shows 
that traders and invesiors function most efficiently and serve the public best 
when they can mobilize capital, labor, and resources to apply more com
petitive technology to thcir products an6 services. It is increasingly recog
nized by the man in the street, and even by economic theory, that new 
technology drives economic growth and accounts for relative change in the 
wealth of nations. Private traders and investors-both national and foreign, 
both large and small--are the agents that chiefly bring new technology to 
bear in an economy. 

As countries take initial steps to open their economies, typically with 
tariff reductions, they often experience fewer benefits than expected. This 
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leads to suspicion that opening an economy is not the right prescription for 
greater growth. Closer inspection usually shows that secondary conditions 
must also be adjusted to optimize the activities of traders and investors. 
Prominent among these secondary conditions are the legal and regulatory 
institutions by which rules are made, disputes resolved, and both economic 
and political participation encouraged-or restricted. Although little no

ticed, flaws in these institutions cap be major impediments to trading and 
investing since they increase transaction costs, render planning uncertain, 
and limit development both of private firms and of a broad consumer base. 

Today, the judicial, legal, and regulatory systems of a nation must 
themselves be globally competitive. Legal and regulatory institutions best 
facilitate trade and investment when they provide (1) predictability, (2) par
ticipatory rule making to balance interests, and (3) security of person and 
property. For the most part, Latin American countries have inherited 
authoritarian systems of government. Mercantilism, rather than democratic 
capitalism, has characterized their economic systems until very recently. 
As a result, their institutional frameworks for property creation, rule 
making, and dispute resolution tend to be authoritarian. Given this back
ground, their mechanisms for administration of justice, when unchecked 
by democratic influence, have tended to produce seriously uneven results, 
incompetence, and delay, although there are certainly examples to the 
contrary. At the same time, the legal system of the United States is both 
intricate and prone to uncertainty, leading to costly legal advice and 
litigation expense for Latin American companies trading with the United 
States. Many Latin American exporters feel that U.S. anti-dumping laws 
and procedures raise unfair barriers to their products and services. 

Judicial reform is a critical first priority for Latin American countries. 
This includes reform of the ways judges are selected, compensated, trained, 
and given life. tenure, in order to create a well-qualified, independent 
judiciary, free of political influence and operating under the rule of law. 

Closely related to this is the need for constitutional reform. A second 
priority is to take steps to achieve transparency in judicial and regulatory 
decision making. A third is to reform and streamline the alternative dispute 
resolution mechanism of arbitration so itattracts greater use. This calls for 
abandonment of the Calvo doctrine of national sovereignty, which is 
largely anachronistic today in the context of regional integration. With 
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these principal reforms in place, much more that is positive will happen in 
the economies of the Americas, and as a critical by-product the legitimacy 
of elected governments will be enhanced. 

Predictability 

Private traders and investors perform best when, in their planning, they are 
able to predict with some degree of accuracy the manner in which legal
disputes and administrative proceedings will be concluded. Predictability 
means at a minimum that corruption ud special influence do not determine 
results. Predictability also requires transparency, that is, the ability to know 
the reasoning behind judicial and administrative decisions. Thus, judges
and administrators are required to give reasons for decisions and those 
reasons are made known to the public. Judicial review of administrative 
decisions is a related cardinal factor in predictability. 

Participatory Rule Making 

Rational balancing of competing interests when rules of all kinds are being
made provides traders and investors with a context in which they can 
anticipate rule changes and better assess the risks of activity they propose 
to undertake. This implies opportunities forcompeting interests to be heard,
with assurance that fair and reasonable balancing of those interests will be 
achieved. At the legislative level of rule making, it implies mechanisms 
for the receipt of relevant information by members of the legislature and 
their staff. Staggered tenis for elected legislators would aid in policy 
continuity. 

Security of Person and Property 

Security of person and property under the law is the underpinning for 
optimum investor and trader contribution to economic development.
Broad and secure rights are particularly crucial for small businesses, which 
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can be powerful engines of growth and development. Such rights also 
develop the consumer base, which in turn drives economic growth. In 
concept, property is constituted through the creation of rights that mix 
private and public interests. Individuals may build homes, for example, but 
must observe building codes and zoning laws. Public needs and concerns 
are observed, while private decision making in the mobilization and use of 
resources is respected. This concept includes the ability to make and 
enforce pivate contracts. It also includes the right to create and maintain 
intellectual assets that are intangible in nature. 

Intellectual property systems tend to be viewed currently as a matter 
of trade confrontation. When seen as a critical element of a country's 
technological infrastructur,, however, modem intellectual property sys
tems can be better appref.iated for the stimulus they provide to investors 
and traders who introduce some advanced technology into a country's 
economy. By creating fair and adequate treatment for inventions, propri
etary information, and creative expression, intellectual property systems 
offer opportunities to all who seoK to advance technology. This is acritical 
stimulus for investors of all nationalities. 

When these three conditions-predictability, interest balancing, and 
security of person and property-are securely in place, traders and invest
ors can function at their greatest efficiency. Transaction costs are reduced 
so they do not unduly discourage business activity and impede risk assess
ment, which is so crucial to business planning. This critical stimulus for 
investing will bring prosperity and growth to nations astute enough to grasp 
these benefits. 

Economic Integration and System Stability 

In recent years many Latin American countries have adopted democracy 
and adjusted to open economic policies. To sustain development and attract 
more investment, it is important to stabilize these achievements. The 
distinct risk of pendular political changes every few years in individual 
countries could be minimized through the economic integration process. 
In other words, integration can not only serve as the path to open trade, but 
it also offers an anchor to stabilize economic and legal reforms. 
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Those firms able to bring more competitive technology to bear often 
drive out firms with less competitive technology. Understandably, fear of 
failure creates pressure to retard economic and legal reforms. The final 
major need, then, is to fully anticipate and appreciate those overall benefits 
from economic growth that make opening the economy worthwhile and to 
adjust those secondary institutional conditions, particularly in regard to the 
legal and regulatory process, that will otherwise hinder the opening of 
national economies and impede the ability of existing traders and investors 
to successfully adjust to an environment of greater technological competi
tion. Examples of successful adjustment made by business communities in 
the face of economic opening are found in Chile, Mexico, and, at an earlier 
period, Italy. 

There is a danger that important symbolic and practical gains will be 
lost if the Enterprise for the Americas Initiative taken by President Bush is 
not advan:ed with all deliberate speed. Moreover, the posture of the U.S. 
anti-dumping law toward Latin American exports generates negative sig
nals at a time whten this creative initiative is seeking its destiny. 

Finally, the role of business and professional people in asserting and 
implementing the needed judicial, legal, and regulatory system changes 
must be stressed. As individuals and through associations, their part can be 
crucial. They are the ones with the knowledge of what is needed to make 
wise system reforms. They are often the ones best able to explain the 
benefits that will flow from open trade and investment and from the 
indicated judicial, legal, and regulatory reforms. 
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As a prelude to sharing the findings of the Working Group on Manufac

turing, we wanted to place in perspective the forces that are moving us 

toward a new U.S.-Latin America union. During the past decade, we have 

seen the transition from a bipolar world, with the Soviet Union and the 

United States as the chief protagonists, to a multipolar one, with an 
increasing number of key players. From an economic trading bloc perspec

tive, the European Common Market is a reality, with the new Eastern 
European democracies clamoring for admission. Coincidentally, Japan and 

its neighboring Asian partners are moving together to a new level of 

technology and product competitiveness. 
It is obvious that the United States, Canada, and Latin America must 

also move toward an economic union, if we are to remain competitive, 

increase our share of world trade, and significantly improve social well

being throughout. In an effort to prepare an outline for this transition, we 

have examined the institutional and policy issues and attempted to define 

a calendar for change that would take advantage of the very positive 

polital and economic climate that exists today. 
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Institutional and Policy Issues 

1. Macroeconomic stability incorporating both monetary and fis
cal discipline is an essential precondition for free trade. Without
 
it,anation's manufacturing sector will be exposed to alternately
 
manic and depressive episodes: manic when the real exchange
 
rate is undervalued, depressive when the real exchange rat-
 is 
overvalued. This situation will inevitably erode the political 
constituency for free trade. 

2. 	 The key element in successfully negotiating free trade is
 
sustained public and business 
 support. Experience teaches 
that government leadership can ignite the engine, but itcannot 
fuel the long journey toward economic integration. Business 
and government cooperation in the process is essential. Un
less the business community sees the benefits of open mar
kets-fastereconomic growth and the delivery of more goods 
to more people at cheaper prices-and unless leading busi
ness firms continuously pressure government to overcome 
obstacles, the process will stall. But if companies throughout 
the hemisphere base their investment and operating decisions 
on the assumption that barriers will soon disappear, then trade 
and investment liberalization will become a self-fulfilling 
prophecy.
 

3. 	 The first trade priority of manufacturing firms throughout the 
Western Hemisphere (and indeed throughout the world)

should be the successful conclusion of the Uruguay Round of
 
the General Agreement on Tariffs and Trade (GATT) nego
tiations. 
 Every effort should be made to achieve decisive
 
tariff cuts, to dismantle industrial-country protection for-sen
sitive" sectors, to eliminate nontariff barriers, to liberalize
 
government procurement, and to secure full protection of
 
patents, copyrights, trademarks, and trade secrets. In the
 
future, as the Uruguay Round reforms are implemented, the
 
construction of a Western Hemisphere Free Trade Agreement
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(WHFTA) will complement and reinforce the GATT multi
lateral trading system, as well as the regional integration 
process.
 

But all parties should recognize that much can be accom
plished )y business and government leaders prior to the 
accession of all Latin nations to a free trade accord. The 
agenda of Latin trade and investment liberalization should not 
be delayed simply because the Uruguay Round and the North 
American Free Trade Agreement (NAFTA) are slow to reach 
conclusion. 

4. 	 Freer trade for manufactured goods in the Western leni
sphere will require new attitudes on the part of leading man
ufacturing firms and business associations both in Latin 
America and in North America. The old-style approach of 
marshaling government agencies to protect local markets
for example, through high tariffs, strict quotas, preicrential 
government procurement, and slanted technical standards
is now in disfavor and should be abandoned altogether. Busi
ness should drive the process for deregulation to cut the costs 
of their own inputs, such as raw material, intermediate com
ponents, machinery and equipment, telecommunications, en
ergy, and transportation. In particular, regulatory restraints 
that inhibit the growth of small and medium-sized businesses 
in Latin American must be relaxed. To benefit from free trade, 
manufacturing firms throughout Latin America will need to 
practice specialization, by acquiring cheap inputs from other 
firms at home and abroad and by selling into profitable niche 
markets throughout the world. 

Calendar 

Considering the institutional and policy issues addressed here, we have 
attempted to outline a calendar of activities to act as a blueprint of progress, 

from which we can measure our dedication to the task ahead. 
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Near term (5 to 7 years). 

1. 	 A progressive harmonization of individual country economic
 
policies to achieve macroeconomic stability should take place.

While the group felt this was a crucial requirement for success,
 
it was their strongly held opinion that other government and
 
business initiatives should proceed in a parallel fashion, not 
waiting for a perfect world. 

2. 	 Subregional integration activities such as the Andean Pact, 
MERCOSUR, and the NAFTA treaty should proceed on an 
accelerated basis. 

3. 	 The timetable to reduce 'ariffs in general throughout Latin 
America should be collapsed. 

4. 	 Individual country industrial policies, although only partially 
successful in the past, should be instituted, where necessary, to 
support and build essential segments of the economy, as well 
as to develop local technologies. 

5. 	 The United States and Canada must encourage and support 
technology an% capital flow to Latin America, which will be 
further buttressed by the return home of offshore capital. 

6. 	 To further encourage investment, intellectual property protec
tion laws must be in place and practiced. 

7. 	 The efficiency of both the tax structure and collection practices 
must be improved to ensure the governments have the neces
sary funding to support their programs.
 

8. 	 A major social investment in education and training must take 
place both to prepare the people and to ensure their support for 
the major changes ahead. 
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Longer term (10 to 15 years). 

1. 	 The WHFTA should be completed on a fully integrated basis, 
with tariffs phased out. 

2. 	 North, Central, and South America should be totally integrated 
as potentially the world's most powerful trading bloc. 

In closing, the working group showed a surprising solidarity of consensus 
in favor of moving toward a North, Central, and South American trading 
union on an accelerated timetable, taking advantage of the positive eco
nomic and social climate in place today. A true consensus revolved around 
inevitable job dislocation, the need for massive investment in education 
and training, and the necessity for fresh capital and technology inflows. 
The overall perspective was one of optimism tempered by the practical 
realization that achievement of this "dream" will take time. 
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Conclusions and Policy Recommendations 

1. 	 The group had strong views on the importance of: 
a. macroeconomic stability and in particular price stability 
b. the need to implement bold reforms and make them irreversible 
c. the role of domestic savings 
d. the social aspect of the whole process 

2. There was some disagreement about: 
a. the end of the debt crisis (the problem still exists in some 

countries) 
b. 	 whether or not financial markets are a special case in the liber

alization process 
3. There was great concern about: 

a. the volatility of the flow of external funds iito Latin America 
b. 	 the potential destabilizing effects of domestic retrogression 

(Venezuela, Peru) or external events (failure of the Urugua) 
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Round, the financial problems of Japan, a stalemate in the 
NAFTA agreement) 

4. 	 In general, a positive mood prevailed. The new growth stage is 
of a different nature from past growth; it is led by the private 
sector, export oriented, and legitimized by democracy. 

5. 	 The group's key policy recommendations were as follows: 
a. 	 Urge the United States to stick to its free trade policy with special 

emphasis on the Mexican and GATT ongoing negotiations. 

b. 	Give the central banks in the region greater autonomy. 
c. 	 Develop new institutional investors and in particular private 

pension funds. 
d. 	 Work with realistic exchange rate levels to avoid wild fluctua

tions. 
e. 	 Adopt economic integration as an anchor for long-run macro

economic stability. 
f. 	 Standardize financial disclosure requirements and auditing prin

ciples of Latin American corporations. 

g. 	Coordinate the action of the different security exchange coni
missions in order to curb inside information. 

h. 	 Take into consideration the special nature of financial institu
tions when proceeding toward liberalization. 

i. 	Eliminate fiscal restrictions to capital repatriation, and adjust the 
fiscal legislation of developed countries in order to avoid the 
neutralization of lower taxation of foreign capital in the devel
oping countries. 

j. 	 Broaden the criteria of selecting private investors in the service 
sector beyond strict pricing considerations. Deregulation is a 
precondition for a competitive environment, and it should hap
pen before privatization. 

As one might expect, services and the capital market have been 
affected directly and indirectly by important transfomiations going on all 
over Latin America. The trend is toward market economies and political 
democracies. There are, however, important differences among countries 
in the depth of the reforms and the stage of implementation. This is not a 
linear or homogeneous process. Keeping in mind the diversified situation 
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on a country-by-country basis, we list below some of the main common 
pending issues as well as their policy implications. 

Price Stability 

Of all macroeconomic issues, nothing is more important for an efficient 
capital market than the successful control of inflation. Finally it has 
been well understood in Latin America that a sustainable growth path
is feasible only with price stability. Countries in the region are now at 
different stages of reaching this basic target. It is crucial to go on with 
this adjustment process when it doeseven involve high, although 
transitory, social and economic costs. 

Inflation in the region must converge to levels already achieved by 
some industrial countries and some newly industrializing countries (NICs)
in Asia. This means that even for countries such as Chile and Mexico 
additional progress is needed. For others, such as Brazil and Peru, there is 
still a long way to go. Fighting inflation in Latin America requires coherent 
monetary and fiscal policies. In particular, it means cutting public sector 
imbalances and reducing the size of the state in the economy. Conse
quently, it goes beyond conventional "balance the budget" policies and 
requires structural reforms such as privatization and deregulation. 

Despite all the difficulties, the rewards are enormous. Financial and 
capital markets will quickly anticipate new trends, attracting new funds 
with longer maturities. Real rates of interest will fall. The crowding out of 
private savings by the public sector will end. A new breed of voluntary 
saving channels will develop, creating a sound basis for growth.

It is fundamental to ensure that these reforms are irreversible. The 
consolidation of the newborn democracies is essential to the formal insti
tutionalization of recent economic restructuring. 

Increasing Savings 

Capital repatriation. One of the most important sources of savings for 
Latin America is the return of capital that fled the region because of political 
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and economic instability. The expectation of greater macroeconomic sta
bility in some countries is already resulting in substantial inflow of these 
funds. To speed up this process, countries should act to minimize remaining 
restrictions of a fiscal nature that limit capital repatriation. Greater empha
sis should also be given to market instruments, such as positive real rates 
of interest domestically, the issue of bonds and shares abroad, and debt
equity swaps that can be used to channel these funds voluntarily. Privatiza
tion is already becoming an important vehicle for capital repatriation. 

Domestic savings. Domestic savings are the most important source of 
long-term growth. As the Chilean experience has demonstrated, the reform 
of social security-paving the way for the growth of private pension 
funds-is one of the key elements for the development of the domestic 
capital markets in Latin America. These new institutional investors will 
become an important source of long-term finance and risk capital. They 
also will help to reduce the volatility of the stock markets. This, by the way, 
is an interesting example of how economic liberalization may also be 
geared toward social objectives. 

Comprehensive Liberalization 

Genera' view. In many countries the process of opening up the economy 
has not benefited investment and technology as much as it has trade. In 
some cases the liberalization process is biased toward merchandise trade 
only. Many restrictions still apply to capital, and especially to technology 
flows. There is, however, growing evidence that trade, investment, and 
technology are highly interdependent. Consequently, to maximize ben
efits, the liberalization process, although gradual in some cases, must be 
as comprehensive as possible. Furthermore, it is fundamental to establish 
and announce a clear timetable for the phasing out of remaining restric
tions if a gradual approach is chosen. It is also crucial that the United 
States remain on a course toward freer trade. The Mexican negotiations 
and the Uruguay Round are keystones to the continuation of trade 
reforms. 
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Financial institutions. A delicate issue is to what extent the process of 
liberalization already going on in other areas should also be applied to the 
financial markets. In many Latin American countries and in Canada the 
banking and insurance sectors are still highly protected. Substantial state 
participation still exists, and there are usually various constraints for foreign 
ownership. How should the process of financial deregulation proceed? Are 
bilateral reciprocity schemes an interesting transitory solution'? Is the 
financial sector a special case? Is there any such thing as an "infant banking 
industry"'? Some consider ita special case. There is a need to fine tune the 
regulatory framework between the United States and Canada and the rest 
of Latin America. 

External Funds 

Attracting new foreign capital. As the examples of Mexico and Chile 
have demonstrated, macroeconomic stability is a precondition for 
attracting a steady flow of new foreign capital. In some cases, however, 
the elimination of restrictions (especially in the area of capital remit
tances) and lower taxation may stimulate investment even before 
stability is reached. The opening up of' the Brazilian stock market to 
foreign investors is an interesting example. These portfolio invest
ments will have a positive demonstration effect abroad, paving the way 
for other forms of direct foreign capital. The recent trend toward a 
voluntary return to the financial markets is also extremely important, 
confirming that the debt crisis is over. There is, however, great concern 
about the volatility of the capital flows which largely of a shoriare 
term, speculative nature. Of course, macroeconomic stability must be 
complemented with other measures that eliminate any type of discrim
ination against foreign-owned corporations. In some cases, a formal 
commitment by the government to eliminate price controls or compul
sory requirements for the use of domestic components will also be 
necessary. Broad international agreements offering protection to for
eign investment are also a welcome trend in the region. The first steps 
toward new fomls of economic integration will also have a beneficial 
impact on foreign investment. Beyond the advantages of having access 
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to larger markets, economic integration usually offers an anchor for 
macroeconomic stabilization, making economic reforms irreversible. 

Tapping funds abroad. Two important new trends support the thesis that 
the debt crisis is over: (1) the return of many Latin American companies 
and governments to voluntary borrowing in the international financial 
markets and (2) the opening up of the capital mirket ofdeveloped countries 
for Latin American corporations through international public offers (IPOs). 
The recent trend should be maintained, and access should be made as easy 
as possible. With respect to debt instruments, the concern is with the present 
short-term nature of these funds. We should, of course. expect al improve
ment ol tens for maturities its the countries' risks are continuously 
reviewed. The placement of shares abroad shaould not be viewed only in 
terms of the benefits associated with the direct raising of risk capital. We 
must also take into account the upgrading of the accounting and informa
tion procedures of major Latin American corporations to international 
standards. As a matter of' fact, there is a need to standardize financial 
disclosure requirements and auditing principles in order to facilitate tihe 
access ofLatin American corporations to highly developed capital markets. 
Furthermore. it will be necessary to coordinate the actions of the different 
security exchange commissions in order to protect the rights of minority 
shareholders and. in partirular, to curb inside information. Finally, the 
present concentration on nonvoting shares should be changed to allow 
access to a broader resource base. ,urthemore, it is essential to integrate 
the different capital markets of' Latin American countries themselves as 
much as possible to allow a freer flow of capital within the region. 

Exchange rate risks. One of the great constraints to foreign investment in 
developing countries is the risk associated with exchange rate fluctuations. 
Of course, the stability of' the exchange rate is a by-product of overall 
macroeconomic stability. This may take time, however. In many countries 
the substantial inflow of short-term capital may lead to a transitory over
valuation of the currency that may have to be reversed in the near future. 

It is difficult to rely on market instruments to hedge against these 
uncertainties. This is one specific area where the contribution of economic 
integration may be fundamental. As the European experience has 
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demonstrated, some sort of exchange stability is a precondition for a 
successful common market. In the meantime it is useful to eliminate any 
remaining multiple exchange system and avoid any clear misalignment of 
the currency's real value, moving toward free market rates. 

Privatization of services. The privatization process is moving gradually 
into different utilities, as a consequence of the failure of the state to provide 
a modem and efficient infrastructure. To succeed in attracting foreign 
capital in these areas, it is fundamental to set up a realistic tariff policy that 
will assure competitive real rates of return. More important, it is fundamen
tal to establish a stable and transparent rule over time. Some also consider 
it essential to have more strict prequalifying procedures, which go beyond 
pricing of the services but include, among other things, managerial skills 
and technological know-how. In some cases deregulation with the elimi
nation of monopoly conditions should precede privatization. If these 
conditions can be met, a substantial anmount ofprivate funds will be directed 
toward areas such as transportation, energy, and telecommunications in 
Latin America. 
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Our group was designated the Working Group on Sustainable Develop
ment to recognize a new concept that for the first time fully integrates 
economic development objectives with environmental concerns. The 
World Commission on Environment and Development (the Brundtland 
Commission) defined sustainable development in its 1987 report Our 
Common Future as "development that meets the needs of the present 
without compromising the ability of future generations to meet their own 
needs." This definition and concept is gaining broad acceptance around the 
world. It is reflected in the March 1992 GATT International Trade Report, 
in the work of the Business Council for Sustainable Development, and in 
the Business Charter for Sustainable Development of the International 
Chamber of Commerce. We recommend to the Forum that sustainable 

63 



64 NANCY SHERWOO) TRUI7 

development become a new paradigm for the Americas. an economic 
model for all future development, and the basis lor all future trade and 
environmental agreements. 

Sustainable development is based on several key premises: First, 
economic growth is fundamlental to social development and environmental 
integrity. Without growth, poverty cannot be alleviated. Only wealthier and 
more developed societies have stabilized their populations, and such 
stabilization is essential fbr future growth of individual welfare. Only
counties with growing wealth can afford to protect rather than exploit 
resources and the environment. 

Second, trade is a prerequisite to economic growth. An economic 
systcm based oil open, competitive markets and fair trade iscritical. This 
implies an international business environment that fosters efficiency in the 
use of resources through competition and innovation. 

Third. integration of commercial and environmental objectives and the 
internalization of environmental costs and values are parallel requirements. 
Here we nust make it very clear that we are not merely delining aprocess
in which multilateral agreements harmonize environmental standards and 
practices to their lowest common denominator amnong countries. Instcad, 
it isabsolutely essential Ih2.'business and industry adopt anew perspective 
on the use of' energy and other resources and do so without the distortion 
of direct or indirect subsidies. 

Fourth, the private sector is expected to play th leadership role in 
pursuing 'he model of' sustainable development. The rapid shilt from 
protected to open markets in the Americas favors rapid and full economic 
development and is f'ully in concert with this fundlamental premise of 
sustained development. Equally importart is the privatization of ornmerly
government-directed manufacturing and service industries, which often 
has the elTect of accelerating environmenvil impiovement. Every means 
should be used to further e!ncourage movement in this direction. 

Much of the opportunity and re!:ponsibility lI'll on private industry and 
commerce. Fortunately, examples are emerging from the actions and 
policies of individual companies, as well as from the adop':on of new 
environmental and social principles by industrial sectors inten, led to stim
ulate competitive progress in these important areas. Companies will find it 
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necessary to become environmentally sensitive and involved in the total 
impact of their products from inception to final disposition. 

Although consensus was strong in our group on most of these issues, 
one issue still subject to debate is the proper approach to integrating 
economic and ervironmental issues in multilateral trade agreements. The 
need for such integration is fully accepted in principle as a vision for the 
future, but there is not yet consensus that trade and environmental agree
merits should be negotiated simultaneously by the same parties. 

Equally impertant is the need to find consensus on issues such as 
transparency and conditionality of negotiations, evolution of uniform 
standards of commercial and environmental performance, and the best 
means of measuring and enforcing compliance. Each of these seeks a break 
from traditional notions to meet the new expectations of a multinational 
society. 

There is also a compelling need to find funding mechanisms within 
the framework of such sources as the World Bank, the Global Environment 
Fund, the countries of' the Organization for Economic Cooperation and 
Development (OECD), and Japanese funds to address some of the more 
difficult issues in bringing farming, forestry, manufacturing, and urban 
practices up to this new emerging stamdard of environmental perfonance. 

Further, it was strongly held that the process for reaching various 
agreements to resolve such issues must be open, democratic, transparent, 
and accessible to all stakeholders. 

The work of the Brazilian Foundation for Sustainable Development 
was presented as a pilot project with the suggestion that each country create 
an equivalent instrument to foster sustainable development with all its 
implications. This was unanimously endorsed. 

The panel also noted the significant opportunity for women to provide 
greater leadership. 

Sustainable development is a powerful new idea. It addresses issues 
that are fundamental to future ecolomic development in the hemisphere. 
The working group endorses this vision and recommends its pursuit to the 
full Forum. 

For those who would like to examine the concept of sustainable 

development more fully, we recommend two books. One is Changing 
Course: A Global Business Perspective on Development and the 
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Environment.The second is Leadershipjbir Sustainable Development 
in Latin America: An Entrepreneurial Vision. Both can be Obtained 
from the Business Council for Sustainable Development. 


