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Industrialization with a view to import substitution was a highly
important step and in some degree an achievement, since it has enabled
Iatin America to maintain a rate of development which would have been
unattainable on the basis of the feeble growth of its traditional exports,
This fact is clearly borne out by the evolution of the import coefficient,
In 1930 Latin America's imports amounted to about 20 or 30 per cent of
‘the gross product, compared with the present figure of only 8 per cent,
and appro:dmtcly 5 per cent in the major countries of the region.y It
is easy to see that without import substitution it would have been
impossible to meet the growing demand for imports which goes hand in hand
with economic development; consequently, an insufficient capacity to
import would have been an insupsrable obstacle to development,

T Accordingiy, industrial growth does a great deal to avert Lhe
unfavourable results of the external bottleneck » oven though the
establishment of import substitution industries entails inports of
additional intermediate and capital goods to meet the requiremsats of
more complex economic activities. Once import requirements decline in
relative terms, the strusture of imports changes in favour of intermediate
and capital goods, and there is a time lag before substitution of such
gocds oan be actiwvated,

" Industry is embarking on the production of increasingly complex
and highly processed goocds, to the point where some of the more advanced
countries are producing practiocally all the dureble and non~dureble

goods they consume, as well as a large proportion of intermediate
Mmamnmtmuaﬁmm The process reveals
.redical change in the etrusture of production in some countries, whieh
‘ummu.mmummuwm
reached, ~

- s, latin America's Andustrial produst now yepresents about
Mmercmum%mmum.ﬁhmm
&8 much as 30 per ocent, In 1930 no more than 10 or 15 per cent of the
prodict vas generated by manufacturing industry; only in Argentine did
industry acoount for over 20 per omt.y '
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However, industrial development during the substitution phase cannot
be considered particularly apid compared with the world increase in
mamufacturing. During the past fifteen years, world per capits industrial

output increased at about 5 per cent annually, while in Latin America the
rate was less than 3 per cent, Thus, Latin American industry lost ground
in relation to world totals, its share declining from 3.1 to 2.7 per cent .V
This relative decline is due, among other important factors, to the
inherent tendency of the strategy followed to exhaust the possibilities,

As import substitution progresses, the pace of industrial
development slackens, because the dynamic impetus implicit in the relative
decline in imports and in unsatisfied domestic demand tends to be lost,
This tapering-off is apparent in the region as a whole, perhaps not in all
countries but more especially in soms, particularly those at a more
advanced stage of industrial development and import substitution, It is
also boooning evident in countries with smller markets which have made
less progress in mductrhliution.y

These are indications that import lubstitutioa is extending to
inoreasingly difficult and complex branches of industry, eupothlly those
producing certain types of intermediate and capital products, 1.0., the
basic chemical, metal-trensforming and other industries, Since these

» Mbﬂmbﬂo&aaz#emuea eoataia.dintbo teuaeulhihé
mﬁm publiutim: TR -
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new industries, to be really efficient, must operate on a larger scale
and use more up-to-date technology,. the domestic markets are too smll
for them and, logically, their opereting costs are too high.

On the other hand, exports of primary products generate most of
the foreign exchange needed to purchase capital goods not produceu
locally. As these are not gorally dynamic exports, difficulties arige
with regard to financing, investment and development. The rate of -
development necessarily declines, or recourse must be had to external
financing, Mthottuwwumonitwmuwﬂmlt to obtain
or service foreign loans,

Last.y, the protection provided for the substitution process and
the existence of monopolies in the smll domestic markets, in conjunction
with the failure to utilise existing economive of scale, are all factors
ailitating against production officiency. Onde the stage of large~-scale
substitution 1s reached, this tends to hamper industrialisation. In the
first place, inefficiency as reflected in high ocosts and prices curbs
wmmmmum; secondly, once some progress is msde in
the production of intermediate and capital goods, inefficiency impedes
the establishment or operation of activities utilising those goods, '

4 Thus, import substitution is tending to wear itself out as the main
stimilus of industrial and over-all economic development, This dows not
Wmean that important substitution prospects do not remain for certain’
items; Bt 4t should be understood that there are certain limitetions
preventing the import Mﬂ%m&uammm
to be the essemtial basis of economic development, it still operates
with nnmwmummwa«amuuum
distriution among the social sectors and by the backwardness of some
Sectors and aress. Those limitaticns arise at different stages of
Wm:mmﬁw sise of the domestic market, sooner
tathﬁlhrwuumhmiamhmrom.

umm, import substitution enabled the latin Ansricen
Mhmpm«tmmaumﬁu have been possible in
viqat&tmpmnm trends. But the results are
oven better if it nmmmtmmumommwumm

/"industrial infreestructure®
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"industrial infreestructure" (production, entrepreneurial, technological
and working capacity) and valuable experience at all levels of industrial
operation and promotion, which provide sound bases for future stages of
development,

Just as at one stage it was necessary to frame a clear-out import
substitution policy, the time seems to have coms for latin America to
redouble its efforts to establish the specific features of a new phase
in industrial development strategy, which might comprise three main
approaches: (a) expansion of individual markets by means of economic
and social structural reforms which would effectively incorporete in the
market broad sectors and areas that have hitherto been excluded; (b) import
substitution at the regional level, with a view to turning to account the
advantages offered by the larger markets of economic integration bloecs; and
(c) the opening-up of industry to the expoi’ of manufactures,

~ Those three approaches to industrialisation, which would combine to
promote & more dynamic over-all industrial development, are discussed in
chapter I of the present document. Chapter II presents some of the main
implicetions or requirements of the stretegy: (i) to introduce progressive
production structures; (ii) to work towards scientific and technological
progress; (iii) to improve production efficiemcy; (iv) to promote economie
integration; and (v) to apply & more deliberately planned industrial
policy. lLastly, some illustretive projections in respect of import
substitution at the regional level are evaluated in chapter III,

/Chapter 1




latin American countries is unlikely to be wholly adequate in the

~ mast therefors be sught, which vill ensble industry to resume its

‘l'hl mmmn dﬂd.omt mdcl trnditbnnuv followed in t&i

future, since the region is tending to exhaust the possibilities of
import substitution as the mainspring of growth, New approaches

dynamic role on a new footing, This implies no disregard of the need
to revivify other branches of economic activity, such as agriculture,
whose relative baclomrdness constitutes, in many respects, an obstacle
to over-all developmert and te the industrialisation process itself.
At all events, industrialisation as a development strategy is &
necessity that is no longer challenged and the first stage of the
process has been successfully completed in many of the Latin American
cpuntries by mesns of import substitution, It is essential not only
48 & means of gewrating growth potmtial, but also from the standpoinmts
of demand for mmnufactured goods, eaployment and foreign trade,
Furthermore, the need for it is confirmed by economic history and by

. comparison of the strustures of produstion in countries at the upper
and Jower ends of the income and development scales,

. Gaw mathod of shedding light on the possible festures of & new
phase.in the industrialisetion prosess is to consider the three lines -
of astion thet eingly or in combinstion constitube industrial developmamt |
mnmmmammmmm
Stedlf and the expansion of axports of maufestured goods,

mmmmwﬁrmmmﬁ
mmummmammm I oy
eages, ﬁsﬁmdwmmmm&mw

”'mmawmzumma*

WM&W&MWM““V




designed almost axclusively to serve the domestic market, The time

has now come to launch & more dynamic development policy, which will
break through internal boundaries, place the sustitution process on

& regional footing and initiste outward-directed industrial developamnt
with a view to intra- and extra-regional export trade in manufactured
goods, ;

The special features of the three aFproaches to industrial development
in the future will have tobe Jarefully analysed, estimting the requirements
tpv vill entail and analysirg their potential effects on the develvpment
of the Latin American economies; for relatively complex activities will
be involved, and their implications for all national development prospects
will therefore be varied and far-reaching, But for the purposes of the
gmeral review attempted here, 4t will suffice to outline the three
spproaches and evaluate their individual and aggregate significance in
the light of industrial and over-all developmmnt needs,

~ One warning must be given at the omtset. - None of these approaches
can be viewed as. a separate strategy in itself, ‘On the contrary, they
mst be tmtod &8 complenentary lines of action, overlapping and
wmmmmmpma,nuummm-menm
The specific aim of the present paper is to define some of the requisites
for reviving the dynamiem of a development and industrialisation process
that sems to be losing its momentum, Accordingly, in suggesting changes
in industrial poliay, it is essential to explain why certain oconditions
;. 84 trends prevet the growth of Andustry from keepdngipace sdth the -

developamt aspirstions of the Latin American peoples, - - * - .

Ta purely direct and quantitative terms, the incresss in’ domestis
defynd for menufectured goods sccounts for a Nigh proportion of the |
iadistrial opansion thet has taken place in the dorntries of the regionsd
. this proportion must be assumed to rise as the import swbetitution




process approachas ccmpletion, It ceems likely, therefore, that in
~ latin America, or at any rate in those of the Latin American countries
-, where industry has mado most progress, the growth of the domestic
nrkotvd.llhanwplayamorevitalrolethminthoputinrolttion
to  industrial development.

" Clearly, then, the capansion of industrial output will hrgo]; be
an induced effect of over-all development, But this does not imply .
wmderestimating the vital stimulus provided by autonomous action .
(imdependent of the evolution of internal demand) in the fields of o
investmsnt and production for the purposes of import substitution, ,
mnufacturing for axport, und the introdusctio: of new tnchnology, $t411.
less does it detract from the significance of import substitution and
aports wherc the extemal sector is concerned, o,

The enlargement of the domestic market is important not only :h
quantitative terms, but alsc from the standpoint of its dynamic effects, .
Bigger markets make for greeter productive efficiency and facilitate
progress ir the direction of now fields of industry and more advenced
or better-integrated industrisi structures, with the possibility of
producing. more types of intermediate and capital goods. The resson is
that economies of scale and specialisation are inherent in the apgliocation
of modern industrial production techniques, Thus, a larger domestis
market makes it eusier to develop the industrial sector in the other tw
vays discussed: Yis import substitution and v via exports. ‘

Since the import substitution process stems from the. nnum
of the capacity to import. 34 is hased on a pre~axistent level of demand,
The growth of industry can therefore be relatively rapid without
necessarily being acccmpanied by a very sherp rise in MGM—-
But dnoe it* becoacs difficult to carry import stbnﬁtut.ion M tm,&
the Mw:unnbioa progess. loses some of its mtomq:, :nd comes to
depend Thorseringly on the development of the tonony, as a Whole, If
the rete of mummum, -nnamummen
woﬁincmﬁctm'edgoods, mmmuum-wumu.
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The fact that industry has dynamic characteristics, in the sense
that it gives impetus to the development of its socio-economic uwmml,y
suggests that the autonomous action referred to above would be likely
to bring over-all development in its train, and that there is consequently
no need to take deliberate steps with respect to the domestic market in
order to promote industrial expansion, 3ut conditions are often sush
that those dynamic effects are produced only in part, and sometimes even
fall altogether to materialize, owing to specific circumstances, moet
of which fall under the head of structural and institutional obstacles
to dlﬂlbpuant.

Precisely in connexion with the removal of such obstacles, development
policy can do much to give the dynamic properties of industry real msaning,
One of the problems arises from the domestic market for manufactured
goods: its expansion becomes an objective in itself in so far as it
is linked to the improvement of income and consumption levels,

“There are two aspects of the problem: one reiates to over-all
economic development, and the other to the.elimination of internal
economdc boundaries, Some of the main structural and institutiemal
dapediments to growth are related to this latter aspect of the problem,
The boundaries are also, of course, drawn in different wayss (a) by the
imsquitable structure of income distribution, as a result of whieh
large population groups live at or below subsistence level, and
therefore do not participate or participate only marginally in the
mrket for mmufactured goods; (b) by the relative uider-development
of certain sectors of economic activity, such as agriculture, where

Y/ T™is impetus emmnates from the economic relationships imvelved in
production, distribution and demand; from the generation of ccomais
eurpluses in the higher-productivity sctivities; and frem the ep
of technical progress. Social and political repercussions == wish
wwatm-wodnmw such as the spread of
culturs, . the improvement of soeial mwbility, the promotion of the
-entreprensurial spirit, the modification of political power
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productivity per worker is low; and (c) by the ecomomic baclomrdness
of ocsrtain geographical areas,

The significance of these boundaries differs from one latin Anerican
cowtry to another, but they are regarded as among the major factors
that retard development in general and industrialisation in partionlay,

It is not merely that they limit the market for manufactures; they create
other problems wi.'r': also indirectly affect industrial development,

The inequitabie distribution of income has unfavouwable repsrcussions
on both demand and supply, In the first place, it restricts the volume |
of demand for industrial wage goods, Thus, no advantage is takem of
economies of scale, specialisation and mass production in branches of
industry that are on the vimle less technically complex and lees
capital-intensive, In many cases, installed capacity is inefficiently
used, and a high proporiion is standing idle in Latin America, This
same incoms distribution structure and the correspending strusture of
demand, are reflected in a high level of horisontal diversification of
industry — as regards both the large nusber and the wide range of consumer
oods prodwed— and under-diversificstion in depth, since little hes
mmammmmnm«mnmm» On
the supply side, likcowise, the wnsatisfactory distribution of ineome is
linked with weial stubling-blocks, It militates, for emsmple, againet
the wider spread of MMMMeﬂtwoummm
‘he availability of more highly-siilled mnpower; or againet .soelal
whdlity, and therefore against the wtilisstion of individual drive and
mterprise for industrial developmmt mul.y

mqmm-ﬁm,m
ctthmmlﬁammum B restrictes apertdle
mammumn«muwmm




of foredgn exchange to cover supply deficits. Thus it makes for
disequilibrium and tightens the external bottleneck,

~ The relative under-development of particular areas seems to give
economic boundaries a geographical meaning, In any case, the implications
of these boundaries are as dimiting as the aforementioned obstacles,
They often indicate that the country'!s centres of development are mot
oupplying a continuous stimulus to the rest of the economy. And this
aluggishness in turn may be at least partly the result of obstacles
in the agricultural sector, as well as difficulties relating to natural
resources, infrastructure and transport.,

Accordingly, market expansion is of twfold importance for ,
industrialisation, In the first Place, it gives full effect to the
dynamism of industry, Secondly, the growth of demand serves as an
incentive to industrial development, In that connexion — since
demand relates both to consumer manufactures and to intermediate and
sapital goods == over-all development, income distribution, sectorial -
owth (including the expansion of industry itself) and regional
development all have a bearing on the question, For exanple, a dynamie
Agrioulturel poliqy may act 48 2 spur to industry through the income
it gemerates, and/or may give rise to the installation or expansion
of agricultural industries, i,s,, those msnufacturing capital goods
or other agricultural inputs and/or those processing agricultural.
products, WMMwhuuduamefl\tm
the population's level of living and incrsasing demand for consumer
mmmuuya»b.mmnamdw
could be based, Fimlly, industry itself, by creating new levers of
m.%m»mwww developaent, In ay
a0e, devalopment policies for a particular sestor (agrioulsure, for
m)erm.m(mwummo:m |
Mef‘bbmicd ype) may oot in motion inpumereble
eoncade forves whieh will operste to the benefit of indvstry,
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- Renoe, industridlisetion my be conceived as a dynamic factor
. andf/or, in part at lout, as the outcome of one or more dmlom
. strategies, , o

3.

In v:low of the 1ncreasing demanda of Latin Amr:l.ca's i.nport.
substitution industries in respect of scales of production, lpccillil&&on,
investment and technique, regional intogntion of the substitution
process seems a desirable objective, as a means of ‘escaping fm the
limitations that closed national markets are bound to impose, even if
thiy expand to the maximum extent, " | |

"' ' Setting aside for the moment the integration otfort mmuma by
the Central American Common Market and the weaker moves in that direction
made by the Latin American Free-Trade Association (AIALGC), the ;lmﬁ
* substitution process has hitherto been geared to the MVM cm:,
merkets, The roault.i.m ctrctog has been ambitious as rcuﬂa
diversification, but limited in depth, The growth and the WO .
distribution of income make for increased ddversification of demand for
consumer goods and of manufacturing outruc, This has resulted in the
installation and survival of induutriu with low plant utilisation
mffieinu, 1little or no abinty to compete on the world markset for
“ienufactured ®ods and, above dl ant{-economdc mlu of produstion ,
®verned by the small size of sach country's market, A eursory MW
me:-mmmmmawmmum
Mumnm, regpectively, Mefﬂnufm
wmwunwmersmrmmam

....
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for manufactured goods, In direct quantitative terms, import substitution
my perhaps be of less significance than the expansion of domestic markets,
especially for those countries where the substitution process has reached
the most advanced states, and/or the intermal economic boundaries are

most sharply defined, Nevertheless, its dymsmic role is vitally

important. In the first place, it implies progress towards greater
complementarity of structures of production in which the intensification
of inter-industrial relationships generates increasing dynamism,

Secondly, it is in the substitution industries which still remain to be
developed in Latin America-- such as the basic chemical and metal-transforming
industries and those producing intermediate and capital goods in general—
that it is most important to assimilate and create new technology and
disseninate it throughout the economy, These industries constitute a

more fruitful field for the training of skilled menpowsr, which is likewise
a giné qua pon for development,

‘The impact of & more advanced substitution process on external
4tiohihipe 1s yet another dynamie fastor, since it makes the econcay
less vulnerable to external influences, relieves the external bottlemeek
and reducés the trade gap, In ‘addition, the efficient development of
the capital 8oods industries promotes capital formation and over-all
eocnomic development, To that end, regional integration of the substitublon
Process semms to be one of the indispensable requisites.

R_mm be noted hero (although chapter III of the presemt paper
Teverte to the subjest) that in view of latin Amxrice's low import coefficiemt
nﬁimumwmnm possibilities of & regional model based
olely on import substitution are also exheusted, Moreover, it would be |
Wﬁmmw-ﬂmmme:mm« i
ot the axpense of the benerite of trede and the oppbrmaities it offers
the forld, But precisely in order to msure the wxpension of trede with
other regions, Steps must be taken to remedy the long-standing imbelance
aﬁ:mm-emt foreign trade. And for the attainment

/of that
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of that objective, two major requisites are progress towpds more advanced

industrial structures by way of import substitution, and the developmemt
of an export trade in manufactured goods,

" xorts of man ictured goods

The third component of a Latin American industrialisation strategy
=«the development of exports of manufactured @ods~~1s, up to a poim,
implicit in the regional integration of the substitution process,

The trade created by regional integration would have to be
developed on bases which would ensure that the trade gaps characterising
transactions between the great centres of developmmmt and the peripherel
countries of the developing wrld were not reproduced in inter-Latin
American trade, It would be desirable to secure incressing similarity
mmcmetmmwwmmm-mmu
thedr socio-economic impact (in relation to employment and incoms).

The ultimte objective would be & trade structure like that existing
among the developed countries, This would not of ocourse affect the trade
in primary commodities, or in goods subjected to relatively little
processing, which is based on the differences between the natural
resources of ome growp of coumtries and another, and in the expediensy

of tuming specific facilities and comparative adventages to good aceowns,

What must be avoided is the perpetuation of the camperative

- dioadventages characteristics of under-development. These are cumlative,
ummz.au&.mmnm.ubmmmuw- '

mummmmuwa sowntries, ss will

0 Dotween aress within individual ecountries, Simtdarly, Latin Americs

00 & wholo should fake care not to imeur the same risk ia relaticn to

This hae eeveral implicstions, Although soms of them are deald
vith 4n the following chapter, sttention may be drewm here to the questien
of She types of produste on whish the wport drive sheuld be cncemtreted,

/% 1
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It is not merely s matter of increasing exports of manufacturel
g00ds in order to reap the benefits of wider markets, The aim should aleo
be to expand and stabiliszs foreign trade, bringing exports and imperss
" eloser to the breal-even point. and ensuring that one of the basic imbslances
resulting from s strategy nacec entirely on import substitution will not
be reimtroduced on a different scale, Not every industrial export lime
wuld be suitable for this purpoee.

By way of L1lustration, i~ is wrth considering the composition of
world trade in manufactured goods. The produsts of the mstal-working and
mstal-transforming industries account for ever 60 per cent, and these
plus chemical products for wore than 70 per cent, It is in respect of
these items, t0o, that the volum of industriil exports shows the greatest
incresse, B in analysis of exports of manufactures from the developed
countries, sspecially from those with ssaller domestic markets, reveals
that the biggest contribution is made by the industries manufesturing
intermediate, capital and dureble consumer goods, amd also that exports
abeord & high proportion of outpuwt of these produsts, (See teble 1.)

It is natural that this shovld be the case, for four main reasonst

(a) Demnd for thoss products grows st a more repid rete,
firetly besause the income-elasticity of demand is grester in respest of
the consumer manufactures in these groups, and secondly because it is in
thess fields that the most important techmological immovations are
inteeduced, which means & higher consumption of intermediate and capital
M;‘u/ , | |

(») It s in these fislds of industry thet the largest scales of

(s) In these branches of mnufecturing, the advantages of
sposialisetion seem to be Mot mried; and
O

. irige lating, on. olb, TS
A/  With respsct to intermediste produsts, Wis istensifiestion of
consumption 1is inwolved in the vertieal imtegretion of nanvfesturiag
cesdes or in the substitution of mmmu’m
for exsmple, the use of artifiecial fidres in the temtile industyy),
mm.aue:mmm,mmdmumu.

/Tadle 1
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Teble }
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(d) The structure and trond of world trade in manufactured goods
is not unaffected by the fact that these products are of high value (or
prics), so that transport costs can be easily financed. Moreover,
production of these items is in many instances indepmndent of natural
resouwrces, In other words, the indvstries that memufacture them need
not necessarily be installed near to the market and/or to the areas
where epecific natural resources are found,

Tt is often asserted that developing coumtries should, in their
eofforts to prowte exports of manufactures, coneentrate on "light"
industry (gemerally non-durable consumer goods), since they have a
better chance of oompeting in this field, This is thought to be ¢he
case because such industries are based on the comtry's own natural
FOPUrSes, are labour rather then capital-intensive and are less
teshnologically complex, and because production does not have to be on
o0 largs & scale, lowever, although no opportunity should be lost
of promting such exports, wae of which eould be developed guite
easlly in certain countries, and there should be no slackening of effort
An relation to primary exports, a longer-term view should be talm,
If this 19 not done, the disparity between imports and exports will
contimue, although, it 1s true, in less acute form. This is because
the inerease in world demand for light<industry products is slaskeming,
protestionist policies tend to concentrate on such goode snd bessuse
over the lnng term, light industries tend to Mave & less ruanis offers
on the rest of the coomony, as & result, inhag Alls, ©f the faet thas,
Smwrelly speaking, their teshnical content is amller and the chadn
of teshmologionl interrelatisaships shorter, It 10 Wus, lowever, thet
sertala light-industry axports — sush &8 precesest agrisulturel
eduste, for emaple -~ can Malp to retse apliegumt lovels sonsiderebly

Qesrly, o grest doal of offert wuld be requised to adapht the
strusture of reglomal angorts %o the Qymandes of the wrld market,
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because present industry is not competitive, Over the long term, however,
there may well be no other way of overcoming Latin America's ori:toulc
backwer&nesa if world trade continues to develop along the same lines and
interriational transfer of income and factors of production continues to
be rest‘xfipted. , o
Nevertheless, over the short term, while the necessary adjustments
are being made as regards structure of production, training, technology,
~ efficiency, and coamercial and financial internal and external |
~ arrangements, it wuld be more realistic to consider the possibility
a of concentrating on exporting goods from industries clauifiqd_'u. light,
traditional or slow-growth, since these industries are more advanced in
latin America and, in meny cases, clwrly enjoy relativaly advantagecus
production conditions, Moreover, export prospects for these goods,
cannot be divorced from the question of standards and ftvourabio Q'zllity,
cost and price differences. In most cases this means that more
specialisation is needed and methods of production must be improved in
Andustries ranging from those producing the raw materials to those
responsible for the final processing, In addition, in some cases,
Anstitutional arrengements will probably be needed at the source of the
raw materials,

5o Rxalustion of stratesy

Although it is generally agreed that for BAny reasons industrial
development is imperative, it is perhaps worthwhile evalusting in
greater depth the stretegy outlined above, Such an evalution can be
made in terns of the main requiremsnts of economic development, and this
seotion 1s limited to & consideration of. the most important of theee
requiremsnts, i, o, those relating to the balance.of pgymmts and

The widening of the domestic market, a3 & result of s generel -
stpnonic MNWMefbmmm-m,




capital), It is thus difficult to achieve economic growth without
bringing the capacity to import into line witn the demand for imported
goods and/or adjusting supply by means of import substitution, The
capacity to import can be regulated by means of exports and/or external
financing, As the latter is not unlimited, the disparity between
commodity exports and import requirements should be corrected, From

the standpoint of ti.e balance of payments, industry must not only
respond to the stimulus of sconomic growth by expanding present production
for the domestic market, but also by substituting locally produced goods,
for imports and bty exporting msnufastures, Thus, these Lhree approaches
to industrial development must be viewed ag complementary and it must be
recognised that import substitution is not the only remedy for external

One specific aspect to be considered is income redistribution in
favour of the low-income groups, This would have positive effect on
the balance of payments, since the resulting structure of demand would
oontain a smller proportion of imported goods. Moreover, the production
of wage goods, for which there would be a correspondingly greater demsnd,
often has fewer import requirements. Even over the short tern, the idle
capacity usually found in those industries would allow for an increase
in production without a corresponding increase jn investment and imports
of ocapital gods.

From the standpoint of employment, an analysis would have to be
mde of the labour absorption capacity of the expanding manufacturing
808tor as it enters into & new phase. The participation of the marginal
Populstion in the mnufactures meriet. Thus increasing domestis demand,
wuld favewr grester labouwr absorption by the manufacturing sector, It
wuld bring about a more rapid expandon of the light. industries supplying
Wage goods, which tend to be labour rather than capital~intensive,

e 'MMﬁM,mth@otwm,Mthomcm
labowr abeorption capacity, Although a muder of metal-trensforming and
mm«m», ﬂ:.tehdiuetlyoriﬁhoetb&bmﬁ;hﬂ@

/proportion of
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Jproportion of labour still remain to be developed, the ratio of hbnn:
to unit of production is gemerally low in the importesubstitution
industries yet to be established, particularly those producing intermediate
and capital goods, However, in countries at a relatively early stage of
industrial development thers is still room for import substitution in
respect of jmportant. light-industry items, ' ' :

- The export of manufactured products of light industry and/or
industries whose inputs are derived from labour-intensive activities,
such as agriculture would have a much more ‘positive effect on employment,
provided the nesd to compete on the world market does not foroe light
industries to adopt more mechanised methods and thus be less labour-
intensive,

In any case, the absorption of 1abour by the industrial sector will
depend on three factors: (a) the rate of gowth; (b) the type of industries
being developed and (o) the technologies uged, The axtent to which the last
two factors will affect the level of industrial employment will depend
on the altermtives available,

But there is 1ittle possibility of Planning an esployment strategy
with reference to maufacturing alone, The problem is more generel,
covering other important eoonomic sectors, particularly agriculture,
Although the agricultural and other Sectors have employment responsibilities
~= which may be grester than those of the industrial seotor — industrial
employment has a multiplier effect, This 1s because one job in the
mnufacturing sector represemts a certain amowmnt of produstion requiring
inpute which in tum provide other Jebe,

nu«uummumm-ﬂm«msxorw
eployamt varies acoording to the degree of vertical integretion of
eoconomic activities, ummuwmusw&
m,mmmwmaumum
relating to cepital goods requirenmts for
productive capscity, From these standpoints, import substitution in
mo:mwueummmm;m
m&f~mmnmnnmmmmu

/«xpansion of
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expansion of industries based on natural resources and of the corresponding
primary astivities,

The observations on the miltiplier effect of employmemt and
complamentarity between industries are not intended to imply that
countries must adopt an autarkic attitude, Grester complemertarity
my be envisaged within an international frame of reference, but it
mast be based on trade patterns which ensure balanced developaat, aot
only from the standpoint of the balance of payments, but also frem the
standpoint of the importance to the domestic company of the goods
bedng traded,







-23-

Chapter 11

NAIN IMPLICATIONS OF A NE. PMASE OF INDUSTRIAL DEVELOPMENT IN
LATIN AMERICA

1. Adzanesd atnistices. ol ocadistion
“ The development of a better balanced and more dynaamic strmucture
for the industrial sector wuld be implicit in a streategy based on region~
wide import substitution in Latin America, on a growing export trede in
maufectures inside and outside the region and on the removal of the
ecoohomic boundaries between the different countries,

The achisvements of latin American industry in shaping a better
industrial structure are ocutstanding vhen weighed in retrospect,
Nowever, when viewsd in an international context, they show signs of
weaimess, The differences revealed in Table 2 indicate the magnitude of
the task confromiing industrial development policy-makers although they
aggest no especific coures of astion, The tabls underscores the slug-
gishnees of production in the mstal-trensforming industries which fall into
nwcammxmmw This sluggishness is, of
swures, & reflection of the low level of development and even lower level
of industrialisetion, the sise of the market, the natural resources .
svailable and other factors that influence the composition of the

™is structurel weslness ie partioularly typicel of the inoiptent .
muw‘wmum sm-»‘mwm
ﬂmmmmmmismmg

a! umamaamum&




Table 2

PRODUCTION QRUCTURE OF THE INDUSTRILL SECTOR IN THE WORLD,
LATIN /MERICA AND OTHER ARE.S, 1965

ge_of total manufacturing production)

s v

Industrial categories

ml Wﬂm
phaber 196} ; *“I“‘“fﬁl*ft**’*?”mi

Ww
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'Be  Industidies that typically produce intermediate goods (pulp and
- paper, chemicals, petroleum and coal products, mn-uulne
mineral products and basic metals).

G, Capital goods and durable consumer goods industries; metale .
trensforming industries (metal products, machinery, electrical
oquipment and trensport .equipment), Strictly speaking, the
elasifiocation in categories A, B and C is not very precise,
since the International Standard Industrial chnu‘iuuon of
Al) Boonomic Activities (ISIC), which is the only one available
for this purpose, is based on the industrial origin of preducts
and is therefore hard to adapt to a reclassification by des-
timtion, OConsequently, the sectors in category A, produce s
cortain number of intermediate goods, while B ineludes some
congumer and oapital goods and C has & large number of intermediate
goods processed by the metal-trensforming industries,

w Albanis, mainland China, Mongolia, North Kores and

Worldd total, wl&a; the Soviet Union and Bastern Burope.

Insluding the Soviet Union, Bulg:ria, Csechoslovakia, Rast Ggmw.
Rungary, Foland ‘and Tumanis,

In 1964 Inmeluding Austrelia, Canada, the mesbers of the Burepesn

lmmwummm:mmzm. Maland, -
Ireland, um.&.mammu.ﬂu United
Nates and Byriin, ' .




—26-

The mmaller share of the metal-trensforming group (0) in industrial
produstion is counterbalanced by the larger share of consumer goods (A)e
Intermediste products (B), however, are represented as well as or even
better than in other parts of the world, This is duc to the fact shat Latin
America is regarded as a suitable area for certain intermediate goods
industries (steel, pulp and paper, some chemical products, etc,) because
of its naturel resources, Moreover, the brenches of industry in growp
(B) produce & much larger proportion of consumer goods in latin America
than in the industrially advanced countries. The difference is repeated
in the metal-trensforming industries, group (C).

The tqallun of the metal-transforming industries to develop
sufficiently is 2 problem common to the region as a whole, whereas the
lack of intermediate goods industries is mﬁcularly serious in the emaller
countries, ' |

A ocontinuing trend tovards an industrial c%mtuﬂ in whiech the
Mummmm-mhummwmmmw
port 10 an axion of modem development since development depends on a
mmmnmﬁanath of mere intensive uee of
ospital goede ard a greater measure of industrisl integretica (e.g. in
relation to the use of synthetic materials), all of which bring about the
desired structurel changes,

If the speed at which structural changes take place in industry in
the develeped areas is conmpared with the tempo in latin Americs, the
latter is obviously slower, Table 3 shows that the growp (B) in lLatin
Ansrica has been repidly increasing its share of total reglomal
predustion, largely because of a vigoreus drive on the part of the
Sate to dovelep the basic industries in a mumber of cowntries, e
mtal-trensforming grewp (C), on the other hand, hes besn alower o
inerense 1%s share of predustion then in the developed arens, Thws, _
the tendoney soems to be for the develogment gap betweon these industeies
S0 becoms wider rather than narvower with time, This is no doudt due to
the diffioulties of premsting the mtal-transforming indwetries in less
sivanced countriss,

s " /redle )




Table 3

LATIN MXERICA AND OTHER AREAS: INCREASE IN THE WEIGHTING OF INTERMEDIATE (B)
AND CAPITAL @OODS (C) INDUSTRIES IN MANUFACTURING PRODUCTION, 1938~60

Areas : ' B C

Latin America - | 0.6 0.3
Latin America (1938-1965) 0.6 0.3
Canada and the United States o 0.3 1.2
Europey | , , 0.4 ' 0.5
European Economic Community ' o 0.3 0.5
Soviet Union and Eastern Eurapcy - —O.Zy 0.9

L

Sources: As for table 2,

§/ Exoluding the centrally-planned economies.

B/ Covering the period 1950-64, The industrial total includes the -
extrasctive industries., - .

¢/ Including the extractive industries,

S
bl
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These facts are particularly significant because the metal-trensfors~
ing industries, snd in particular those manufacturing capital goods, are
the mainspring of present=day industrial development. The qualitative
links between the capital goods industry and the process of industrisli-
sation are vitally important, In under-developed countriss where the
possibilities of the extcrnal scector arc limited, that relationship will
deteraine whether or not the rete of capital formation can be stepped up,
This kind of relationship must also be created if the technological level
of domestic producticn is to be gesred to the combination of netursl
resources and factors of production locally available, and if Latin

-American industry is to share in the process of development and techno-
‘logical innovation, '

It is clear from the foregoing that a Latin American industrisl
-dovalopment strutegy should concentrete on the sesle of the contributions
‘to be made by the intermsdiate and capital goods industries to the
‘mammfacturing product, and the extent to vhich the consumer, intermediste
and capital goeds industries should complement one another or be brought

The object of the structural developmest of industry is not
self-sufficiency, althcugh this could certainly be incressed in larger
economies. It is to exploit the acvantages of foreign trede, in both
exports and imports, in such a way as to make for financial and economic
stability; the structure of industry and the kind of exports to be
mamufactured will play & decisive part in achieving that stability.

It eoems hardly possible to achieve equilibrium without developing the
industries in the intermediste and capital goods categories. In the smaller
countries there is every more reason for developing certain industries of
this type, precisely because of their foreign trede, since axporting widens
the mriet and wkes it possible to benefit from economies of scals,

specialisation and modern production techniquese
Thus, regional import substitution and export trede in manufactures

are the necessary concomitants of structural change in industry designed
 to give it dymamic force and external equilibrium. In turn, structurel
progress is a prerequisite for the development of the export traac,’ since

s measure of technological and economic independence is essential for
exporting either within latin Amsrica or to other regions. /2. Agplisation




. It might well be said that in latin America there has been a scmevhat
pa-sive attitude towards the application of technology to industrial
developiteit and that ‘1ittle progress has been made in that respect. This
is-borne-out by the figures relating to expenditure on scientific and
technical research, which is extremely low in comparison with the amount
spent by more developed and dynamic economies, (See Table he) With
reservations rognrding the significance and comparability of the data,
the disproportion between the two sets of figures warrants attention,

Apart from the vicious cicle of under-development (the inability of
the economy to finance projects which would help to raise the econmic
level), the absence of efforts in this direction is due to the fact
that the process of import substitution itself did not lay propsr emphasis
mmﬂmm for such efforts. Over-dcpendence on imported technology
restricts the use of certain mﬁall resources, slows dow generel
mummummuehummotwm This is
because the .:murch undertaken by the developed countries concentrates
cathoumpreblm michmolqinclmmmloiuuenotm
natural rescurces native to developing regions, and is often directed.
towards ocqmltm on or replacing rew material imported frenthuo ,
regions. M, 1thmnhhtohmubhformmwm
mmmmmmtmammumummmm
countries. mummul«m«mmnmme:
mmwmhmmmm, since in most cases wush
*mmwmsmmmwzmmwp, quality, coste
and prioces, m M ocall for “ researeh studies. M

)‘/ mammmmmmmmm
mmammum of Scimoe and :
in latin Americs W.W.

Technology to
.. September 1965),

m:.
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The importance of research for industrial development cannot be
overlooked. It has been fully recognised by the developed countries,
whose governments deliberetely use scientific and technological research
as s promotional tool, even in those countries where private enterprise
predominates. This is borne out by the figures in table 5, which reveal
the important part played by the State in this respect, In fact, in all
the countries except Japan, it is the State which bears the greatest
financisl responsibility. Moreover, there is a tendency for State
participation to incresse considerebly; in the United States, for example,
unntmibporemiaw”to“poruntinl%l.w

Table §

STATE FINANCING OF SCIENTIPIC AND TECHNOLOGICAL RESEARCH

Percentage of

expenditure

' financed by
Country Year tho State

France 1961 78
| 1960

bﬂm

aanml ’ tomm ' muzmm " o
mua, Ghdle, s-m-b.r 1965), -
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Research is primarily concerned with the production of both capital
and intermediate goods, which in iteelf creates the demand for
technology and research by incorporating them into the production process,
Thus, is may be said that structural progress in the production of
capital and intermediate goods and scientific and technological research
are oqually important requisites for & new phase of industrial dwclom
in latin America.

Ancther extremely important element of intre-regional co-operation
for industrial development is economic integration, to which must be
added increasing scientific and technical co-operation as a means of
co-ordinating efforts. This would lead to a saving of resources by
avoiding duplication and taking advantage of the economies of scale
inherent in research, This point has been appreciated by the countries
of the Buropean Economic Community, which are considering the possibility
of establishing a scientific and technological community to bridge the
scimtific and technological gap between them and the United sum.w
The full signifioance of this situation can only be apprecisted in the
1ight of the already considersble research progremmes undertaken by those
countries,

3. Refisisngy of nreduction
Orester efficiency of production in the manufacturing ssctor is another

requisite for emberking upon s new phase of industrial development in
Iatin America, Not only must there be more efficiency in the produstion
processes themselves, but also in an economic and social sense, in the
trede, sales and price policy of the producing enterpriges. Their
ommummmnmmmnmumm

1§/ See, mmumummlmummw.
dmmwﬁomhwun«un«m

fm)mw(n.mxﬂ). T
A/ INTAL, gp. git, |
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& few markets that are usually protected by indiscriminate tariff barriers,
‘Here grutor rogionnl economic integration in latin Americs has the
' sdded'advantage of improving competitive conditions for these enterprises,
 Increased efficiency is necessary for the expansion of domestic markets
since its impact on costs and prices influences the volume of demand for
consumer, capital and intermediate goods and facilitates investment and
operation in other branches of activity, whether industrial or non~
industrial, It opens the way for competition on foreign markets and makes
integretion itself, vhich is a difficult task when industries are
inefficient, & more feasible proposition. This seems to indicate that, in
the more industrislised countries of the region, where the internal economic
boundaries are less sharply-defined, an increase in efficiency ny be the
decisive factor in future industrial development,
: To gresp the full seope of the problem, the internal efficiency of
the enterprises mist be distinguished from the efficiency of the chain of
processes, that is, of technological relations at the earlier stages of
the different production processes, Viewed in this way, the Question of
officiency is olearly of greater importance in the more industrialised
ocountries with a more advanced structure of production, because technelogical
relations hips are more importamt there, More intensive and far-peaching
. efforts will doubtless have to be made to improve efficiency in those
ocountriss. In the less industrialised countries, on the other hand, the
enphasis will have to be 1aid on staving off rether than on solving the
Bfficiency is, in any case, contingent on the type of process used,
the admixture and nature of the fastors of produstion, the Guality of the
inputs, the soals of production, the degres of specialisation and the -
organisation and management of establishments and enterprises, In short,
‘an -Anoresse in efficiency would entail modernisation of the enterprises and
the introduction of satisfactory scales of produstion in which labour amd
the shortage of ocapital would be taken into accourt, The strengthening
of certain processes that require large-scale Meuen and Mag
’mlb-nmtutwinaponqddnew '

L]

/Pompo little
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Perbaps 1ittle can be done in the individual ocowmntries because of the
limited sise of the. markets. A policy to improve efficiency would therefore
. hnummwshoavmpmumntmmmm.m. Under
. the stimulus of competition, ‘they would help to reise the level of officienay,
b+ TIha nrocsss of economis intesratiocn

Of the many areas in which economic integretion can influence the
oourss of economic development, two are particularly important for the
growth of industry; the relatively more developed branchee of industry and
the sectors of import substitution, | |

~ In existing branches of industry, economic integration would sct as
aumwmmamummeruumnmm. an ineresse
in plant sise and greater sompetition, and would thus ineresse the sf¥isiency
with vhich these sectors operste and bring them'into line with woild ' *
Easket requiremsnte. Import substitution in relsticn to goods from outeide
mﬁumhmah‘mhﬂmm'm.m'
ehrese would be laid on the development of the mjor Besie, intemediste
and capital goods industries, which are uswlly termed "integration
industries®, A regional progremme of substitution, designed to premste
1he develoment of & complemertary intustrial strueture in latin Amries in
whidh' the intermediste and cepitel goods industries could perticipate,
mmuwwmmmﬁm&mutmwm. On
the comtrery, it shouwld aim st improving the strusture of indwstey in the
individl countrivs, particularly where industry has boon alew %o
$6vance, o0 45 1o make for the balanced develepment of the grewp s a whole.

- One of the condlasticns to be drewn frem these éonsidereticns is that
um*umsmwmﬁamdyu effective 1if the
oavirorment in vhieh they are to operte in sadh ountiy has been pro-
csnditionsd to cops witN them, Nemss, it is obviowsly important %o wigh
Whe denefits of establishing certain industries vith 8 view to the mdiwa
wmm»mmumumnﬂumuumm»




5. Tha nlanning of induatrial policy

"A late start" on development or industrialization puts manufacturing
industry in a relatively disadvantageous position. The disadvantages are
essentially due to lack of skills (entrepreneurial, technical and labour),
the shortage and relatively high cost of capital, the limitations of an
internal market that is not equipped to absorb consumer intermediate and
capital goods and technological and financial limitations, Latin America
has scught to cope with thess problems by protecting import substitution
astivities., It should be remembered that even the industrial Powers of
the world protéct their mamufacturing industry, by, for instance, a
progressive tariff graded in accordance with the degree of processing of
" the products imported. o

It would seem, however, that industrial development should progress
far beyond substitution to a phase which, in Latin America, is only just
beginning in some of the more industrially advanced countries. As
Muﬁd before, this phase would be one of expansion of national markets
in ueordlaeo with general develoment policy, the removal of intermal
economic boundaries, regional import substitution in relation to goods
from outside htin America and oxport. tudc in manufactures both inside
"and outaide the region.
' I 1s gonerally agreed that more thought needs to be given to this
mu, since, unlike its precursor, it would not be brought about by
external factors, it is essentially more oomplex and faces greater wriomu.
and ‘obstacles than the earlier phase of import substitution. This is evident
memtmmodchymoqu, but 4140 from the generel
decline in the rete of industrialisation in Latin America. The new course
to be shaped by industrial development clearly bristles withdifficulties,
since the enterprises ‘will have to deal with increasingly complex
technological and economic Quuuou and enter into mt&ﬁon on
foreign markets.

While some basic industries were recently developed at Government
initiative or through specific measures of assistance given to private
.industry, what is needed now is direct promotion in the even more complex

/area of




area of capital goods, Lven the big industrial powers. have had to set up
machine:y to promote their exports of mnufaciure-; the Lstin American
countries, which mn with so many difficulties in competing, obviouly
havs far more need to do 80 :

The latin American countriea are by no mna unaware of the need to
take action in this z-upect, and some of thea are uking a serious att-pt
*0 do 80, 1t should perhaps be emphasiged that thcy must take much
more comprehensive and drestic action than is nomlly ‘regarded as meuury
The obsolete structurs of production, for instance, cannot be rcmedied
Just. by projectz and the ootablilhlant of certain industries, To buin
with, the use of ecrnomies of ccalo in smll markets often means t.mt
production cosis cannot be kept down to a reasonable lonl uithout oxporum;
this ties 1n the questions of integration and export dmlcpunt with that
of mmm structure, Secondly, efficiency in terms of costs is not
nul:tnumotpbodultwm: at the level of a Mplmtormmin‘
Bfficlency is .partly contingent on the price and cost of inputs; in oﬂm- |
words, of the activities that coms near the bqimiu of the prommcn
process and the .greater the mt:loml intq‘ntion of pm&cuen. the gmtor
will be their influence, This effect i3 uvuu,y knmm as the mrticioncy
chain reaction. In a "horisontal® sense, scme inefficiency is duo at thu
to the proliferstion of small plants of less than optimm sise, pnduci.u the
same type of ;oods. These mamciumbummwmumu

 broader and more iutmiu scale, whose effectiveness will depend co hov
. sugcessfully industrial planning can retionalise mmm Mdepaﬁ.

The sconomic viability of certain mma is almo eamw on
mm-ammm«mm«n mtmaMQmmm
ment and internal eoonomic mhn. The plamm of mmmx ponq
must bo geared to general eceﬁcnic devcloplmt poliey, dnoe the removal
of thesc boundarius and, of course, the overall growth of mc-s. are
beyond the scope of pur.ly industrial matters.

IR
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A good basis for a more forceful industrial policy is te be found
in the valuable experience gained in the majority of the Latin American
oountries, Moreover, nearly all of them have special offices for planning
and industrial promotion, and many of them have prepared or are in the
course of preparing fairly specific and comprehensive industrial
development plans,

/Chapter 1II




A




-

Chapter III

Poesmx EFI"ECTS OF A R.EGIONAL IMP(B‘I‘ SUBSTITUTION PROGRANE
ON THE E(TEMAL SECTOR

‘I‘he three ways of promoting industrial development discussed in the
Mm two chapters are complementary rather than alternative.

| In the first place, it seems clear that the use of any single

approdch is subject to the law of diminishing returns and, conuqucntly,
if an attempt is made to solve the problem of development in its entirety
by applying only one of these alternatives » more and more difficulties

will be encountered.

Moreover, the fact that the charactaristics and possible otfoet.l of
the three approaches are to some extent different emphasizes their
complementary nature. The widening of the domestic market my have more
obvious favourable effects on employment than import substitution, for
example, but it is less likoly to have a fawvoureble effect on the balance
of payments. Thul, the formulaticn of a strategy based on a judicious
combination of the three is likely to provide a more appropriate remedy
for the problems of the extorml sector, employmint, savings, investment,
etc.

This chapter will examine the poseible effects of a regional import
substitution programme on the external sector. Specific considerstion
is baing given to this point simply because there happens to be a recent
study on this quut:l.on,w and does not mean that greater importance is

being attaehod to it I.m than to the other aspects of a possible
industrial devolomem strategy.

1.

. Boonomic growth and industrial development in Latin America are
closely related to the evolution of the region's external sector. One
Proof of this interrelation is the pfocess of import substitutien, which

18/ See latin American Institute for Economic and Social Flanning,
tiago, October 19
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played an extremely important role in establishing a basis for industrial
development and, at the same time » succeeded in alleviating the difficulties
arising from unfavourable export trends.

Because it was mainly based on national markets and technologically
dependent on other countries and was unable to ahieve a degree of efficiency
that would make it possible for Latin American industry to compete on the world
market, the process of industrial development could not be further extended
by generating good prospects for exporting manufactured goods, which ought
to have been the natural continuation of the process.

Por a better understanding of the relationship between industrialisation
and the behaviour of the external sector, some of the features of this
sector in latin America and its relationship with the general development
process are outlined briefly in this paper.

The small proportion of ranufactured goods in exports and the
unfavourable trends of exports of rew materials were responsible for the
slow growth of total exports in the period 1950-64. The annual rate of
growth of the purchasing power of oxpem was less than 3'per cent, When
compared with the quantum growth rate of 4.6 per cent in the same period,
it confirms the‘unfavourable trend of the terms of trade throughout those
fifteen years.

The primry structure of Latin American sxports is res; onsible for
this situation. In 1964 mamufactures accounted for only 10 per cent of
total sales, whereas for the world as a whole they representated about 60
per cent, and it is precisely primary comodities and products requiring
little processing which have the tlowest growth rates in world trade.

(80 table 6), |

In spite of the efforts made by certain latin Americsn countpdes to .
diversify their exXports, eleven of them still depend on a single ocomuodity
mrmtmmprem#ﬂnumtm;

In view of the relatively slow growth of exports, and in order not to
impose further restrictions on imports to the detriment of its rate of
oconomic growth, Lain Americe has whmwmm&p

e
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/Table 6
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Table 6

COMPOSITION AND GROWTH OF LXFORTS FROM LATIN AMERICA AND THE
REST OF THE WORLD

(arcentages)

Annaal growth rete
» of quantum of
Irc latin Rest; af exports from rest

Sedtions ~ Headings miud m of mh\ Y4

0+1 Food, beverages and

tobacce 35.1 I’Oé 305
2+ & Orude materials
(except fuels) 18.4 13.6 3.5
3 Puels . 25.8. 8.9 7.0
5 Chemicals 1.5 6.6 15.6
7 Machinery and
transport equimment 0.5 25.3 10.5
6 +8 Other manufactured
goods 8.5 28.6 6.9

m: latin American Institute for m&s thhl ™

the basis of data from United m, ikl

,y‘:m
V 2953-63
mmummwm%mmi

-t
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Rrticularly in the period 1955-62, when exports remained almost stationary,
the inflow of foreign capital, mainly in the form of public loans, was
extremely large. This in turn swelled the size of the external dedbt,

with the result that debt service payments increased so rapidly that they
absorbed a very large proportion of export earnings. The situation was
further aggravated by the fact that the conditions on which the loans were
made became less favourable for Latin America. The average rate of
interest and the averuge period of repayment was reduced. After the

period 1961-62 the rate of increase in the flow of sapital fell shairply

while the burden of debt service continued to grow, with the remilt that

the net contribution of foreign capital to the financing of the region's
import requirements was reduced.

It would be interesting to determine what the prospects would be if
Latin America attempted to speed up its rate of econcaic growth while
maintaining the basic conditions for development, and if the interrelation
mmm-mcnrhbmmtominmamumtbmt.
The specific valus of such an analysis would be to determine the magnitude
of the restrictions imposed by the extermal sector on the economic
development of the region.

To that end it might be useful to project external sector develoment
up to 1980 on the assumption that Latin America will endeavour to increase

_its grose domestic Product 1 per cent famr than in the past fifhcn yoars,

or at about 6 per cent amnually. It is also assumed that the besie
eaaditim determining the ewolution of uxpom » imports and extervial
mmwmmmnmmummmm

Separate consideration of export prospects for the oim most
uprmmu..wmmumom nMM?SmMerm
region's total export armnings ... leads to significant eaaemuu I is
umemeeummmpethwmun future behaviour of

& g

& Thhmﬁeﬂmi:“mcrimmmmﬂnmuwu
document referred to in footnote 18/, which also discusses alternative
hypotheses regarding growth targets for the product and their results,

/those goods
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those goods, and the remaining exports -which, numerous as they are,
carry little weight in the total- are unlikely to have much influence

on future export trends. Moreover, there is no reason to belipve s at the
moment, that the degree of the diversification and the geographical
destination of latin American exports will alter substantially. PFinally,
it may be said thet the purchasing power of exports is most unlikely to
increase by more than 3 per cent annually over the long term.

Projection for future import show that the import substitution rate
is unlikely to be maintained on the basis of domestic markets, particularly
in countries at a more ad-anced stage of industrialization, It is precisely
in the production of capital goods and some types of intemmediate products
which may still have an ample margin for import substitution——that—-
technology, cspital and market sise play a decisive role. Moreover, if
the past substitution rate were to persist, some countries would reach
an undesiredbls and unrealistic degree of self-sufficiency, oconsidering
their stage of development, their lack of capscity to create mew
technologies, and the scale of production imposed by their limited markets.
Aceordingly, for purposes of import projections for all the latin American
countries, it seems ressonable to assume a stabilised import coefficient
in Argentina, Bresil and Mexico. For the remaining countries of the
region which still have & margin of substitution for durable and non-
dureble consumer goods, the import substitution rets can be expected o

The stags of development resched by Latin America as a whole, its
podsibilities vith respect to capital formation and the application of
complax technologies, and partioularly the sise of its market see to
mle out the possibility of a long-term acceleretion in the rete of
industrial devslopment on the bases prevailing in recent yars,

The adoption of these assumptions imply thet the elesticity of
iaperts in relation to the product cammot be maintained at 0.85 for the
vhals of Iatin America, but would rise to 0.95. It should be borne im
aind that, if no import substitution telees place, the inoresse in
mmmmammmuwm, since
the propertion of geods directly or indirectly imported is larger in those
sectors where dumand grows relatively faster in a developmnt process.

/This seans
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T™his means that the ealsticity of imports in relation to the product tends
to exosed one unit in a "neutrsl” state of import substitution. In latin
America this coefficient would be 1.2, Thus, the coefficient of 0,95
indicates that substitution is still fairly intensive, thouh less o0
than in the past.#/

O the basis of these considerations, the projected trade gap for the
whole of latin America-- or the sX_ante difference between hprt
requirements and export nossibilities- would be 4,600 and 8,300 ai1Mon
dollars in 1975 and 1960, respectively, representing 33 and 50 per oot )
ofthcp\u'ohtdngpom of exports in the tw years concerned. In other |
wrds, there would be a considerable trade gap, vhich would increase
mecbnm'mdrdttintomu time went on. A careful
serutiny shows that, unless the conditions for capinl inflows change
substant ially, forelgn capital is most unlikely to contribute ugm-
cantly to thoﬂmduotuohrnam

If instead the situation is examined from the ctanqm.nt of the
growth rete attainable by the product without Mdmdd.loqaﬂm
in the balance of payments, it must be concluded that Lstin Americs wuld
have to mitamormmmuwaw cent annually,
vhich is highly uRsetisfactory in the light of its population growth of
nearly 3 per cent,

haly uthotm follmdhyt.hohﬁotactoramm'n
shaped the evelution of the external sector continue (ioter alla if
import substitution eontinues to be dmestically based and no progress
is made in the emport of manufactures), this sector will seriously hamper
latin merica's development., Ituthmtenmmsemm

mmﬁu&Qu.mMn nudhdptoimﬂun
conditions,

2/ Isport substitution in the past reduced the elasticity mmemt
from 1.2 to 0,85. In the projections, the slower rate of
substitution would only reduce it fran 1.2 to 0,95,

./2’.. |




O O AS S PP & I ef.L0fE RROTY SUDST A o0 _DIORTSE
This section explores the question how a regional import substitution
progremme might solve problems connected with the external bottleneck snd
help to accelerate Latin America's industrial development, With that
ond in view, it examines the results of projections whoss main features
are described below,

- A regional import substitution progreamme might be considered a
partial change in past development strategy in that it is implemented
on & regional scale rather than at a country lewvel, Advantage would de
taken of the larger market to transfer the emphasis to cspital and
internediate goods.

_mmwmmmwuuamunmmmm
that of each of the major Western Buropean countries --Freance, the
United Kingdom and the Pederal Republic of Gerwmany-—whereas those
ocountries have a far larger volume of internatiomal trade in relation
to their damestic product. The ratio of the sise. of market in Argentina,
Brasil or Mexico to that of any of the above-mentioned Buropesn ocountries
is ne to four, Therefore, to place import substitution on a regional
basis might well give new impetus to latin America's industrial develop-
amt and partly overcome the mmall sise of the market,

Attention is primarily fooused on the most dyamic industries,
which are, at the same time, those with the greatest potential influence
on the restructuring of industry, They could help to make the regien's
over-all development less dependent on external factors, owing to their
sotive oontributicn to the ocspital formation proocess, in the ontemt of
the epmsion of totel trede, 5

Another eritericn applied in the selection of pricrity industries
is their significante in relation %o extre~regionsl imports, Since the
external ssctor bottleneck is s formideble cbstecle to sccelerated
development, effort will have to be conoemtrated on thess sectors of
industry, and the structure of exports will have to be altared, |

pa7s muuhmlymmmmtiuummm
number of inhabitents who eamn over 500 dollars anmuslly,

/The following
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The following is a list of ‘these priority industries and the
proportion of the region's total imports represented (in temms of ulu)
by external purchases of their products: metal-transforming industries,
48 per oent; chemical industries, 12 per cent; the iron and steel
: industyy, 7 per cent; the petroleum industry, 5 per cent; and the pulp
é and paper industry, 4 per cunb, Their prospects were aaalysed in detail |
in the original otudy,w while for other manufacturing activities only
aggregate projections were formulated,

The projections prcpared are conjectural, and are based on the
hypethesis that decisions ternding to infuse new life into industry would
be gradually adopted, They would have to do with scales of production, .
productive efficiency, tc-huolcgy ard cther points, This would imply,
dntar alis, the sxistence of a co-ordinated regional policy for a group
of spseific sectors, combined with the progressive liberalisation of the
comtry markets to pave the way for s regional market, ;

- Oenerally speaking, it is assumed that plant dimensions will be a
good deal more economic than at present, Economic plant sise is defined
not only in terms of the technology applied, but also in relation to
supplies and prioces of basic materials, the sise and relative proximity
of markets, price ratios as between the variocus factors of production,
otc. It may reasonably be supposed that in this way the quality and
prices of the region's output would be brought ;nt.o line with international
standards,

On these bases, utinAmariucouldprmcaAMM
share of the intermodiate .:.d capital gocds roquired for its indus-
trislisation process, instoad of having to import as high a proportion
o ot pressmt, . I

w
included in the detailed study: for example, agrioulture, which in
1965 acoounted for about 7 per cent of imports from outside latin
Amerioca, But owing to the widespread lack of dynamism in Latin
Ameriocats sgrigultural seator, its highly specific diffioulties M .
the lack of relevant ltltilﬁcl, it canmot be dealt with in depadl *

in the present study.

[However, the
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’ However, th. objoct. ‘of the study outlined here is mraIy to dm:'lim,
,:lamo light of a proljnimry analysis, the signincanoe of 8 regioml
borb mt.itut.ion Pprogramme based on certain key sectors. No att-pb
.,,h-d-tocoduplyintomthoprobm t.hatwwldhmtobo
 oonsidered if such a programme were actually to be formulated,

Althou‘h tho oconclusion to be drawn is that a mm.m-mmm
substitution m might represent a very important contribution to
tho»lntimofctunﬂuctorprobluuﬂtothcpmtimofw
industrial development in latin America, by itself it is not enough to
shaure tbo attainment of this objective,

3.

These projections are based on the hypothesis that Latin Asierica's
mMcMﬂvﬂlhcmatmwwmmﬂuﬂotGm
oent, MQMntowmm\\phpmrw.,mmh
in respect of intermediste manufactures and capital gools)'which would
"'m:mmﬁ’mameMomrmmdumﬁnm&
muwmm m,mm&nmmtothwmd
wmmmmmmtomummm“ ‘
m&mmﬂm.mmmm.,ummwommm
Mnoﬁen.
| Outstanding smong the industries in question are those in the
Weniumpw 'The high proportion of iprte represented
_'wﬁcmoftMQMctﬁu—uwmt—nmmm

T —————

g{mmjooem.ﬂuzmmimmmmwmmm
mwmrmwamummmmmu
Mut&ummudmlguot Anduatrieg g2
.MmQMrctlmuu axperts

" bt ‘the feporte of the Joint BULA/ISPTIOT

m::.ﬂu mwmﬁ.

. iy T8I0 growgs:Nos, 35..36; 37 and 38,

T I SR : .o Cme
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mmmorm.mormmmmnm.
mll-trmta-:l.ng activities play a far less important part than in the
mdndopdommtriu (Ses again Table 2). It is cammon knowledge
thlt demand for the promm of tho metal-transforaing industries grows
rohtinly faster than aggregate M In latin Americas, this tendenay
unnoctdmtmrncbthntmmtbmtmmﬂmﬂnm
olnt.iciw of desand for the products in question was 1,7,
| If demand were to follow the sme growth pattem in the future
(m«:mmummmmaémmrawm).
mmmmmqmmuwwnmmn
anm 1if the region was to satisfy 82 per cent of its omn needs. This
target, as against 37 per oent in 1950 and 62 per oent in 1962, would
Pepresent & relative rete of import substitution similar to that recorded
.‘ﬂ“l”oo
uenuumwszmmmmmmwmum
cmmmtmmmulmmmurwaetm
— industydes wes 10 per eent, sad 15 swme esuntvles oven
higher S nuumuu.m.smmwuum
mmmm-amum«mhmmm« .
preduction, mummm:-mwammutmm-m
uumommuumxmmmmmnuuanm
Mhulu.
Mm«-xummummwxmmmo:
shmmgmmmnmmwmm
wmahnu'-aumuxbm.mmmmuwm
mxmmtomxmum.mu. o
MGMWMM”CEWM“W
. mm«mmmum
wum«mmmmm Moreswer, the slese of
mmmamnmummuwﬁnmh
&ndthoﬂmn'smmmm-mvsmmn:mm,nm
mmmmhmm(abMﬁMa
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in contrest with'a world sversge of 130 kilogrenmes).

| In the last fifteen yosrs there has been a decided development of the
iron and steel indusiry in Letin Americs inwolving s vigorous import
substitution irocess, reflected in the fact thst supplies from demestic
souroes have risen fiui 45 to 75 per cent of the totel. Nevertheless, the
iron snd steel sector is ~till confronted with serious difficulties.
Briefly, they are, inter alis, high rates of investment per ton of
odpecity, resulting from limited sosles f production; heavy costs of
supprrting projects (approsch roads, power, socisl servioces, etc.); snd
over-designing, with a view to production of a wide renge of articles to
compenssté for the small volime of each type.

Thege sre ths probless that make it necessary to plsce special
enphsis on regionsl integretion as a means of faciliteting the develop-
ment of the iron and steel mry&nﬂnlﬂmit thichntm@lto
sustain the growth of the sctivities thet consume its products,

According to projections of the development of the m-tﬂmfm
industries (vhich sbeord an incressing proportion of the economy's demsnd
for steel as the level of development rises) snd to estimstes for the
other sctivities which usc their products ss imputs, demand for steel. in
Letin Americs will probsbly incresse to sbout 49 million tons by 19”,
1.e.,% over 130 kilogrsmmes in per ospits terms, |

A provisionsl import substitution targst for steel products is set
ot 96 por st of m-ur:menq. sinos certsin types of special steels
will heve to be imported, m.ab.j.m"m-mmx:mmm
already deen achisved by such countries as Bresil and Mexico, ond therefore,
Mrdly seems over-smbitious, Itowumumm«%hm
BOE_ahBlts output cf 02l wuld amount to on'y 125 kilogremmes, wheress
aw&mmmumwsmmﬂnmum
Pederel Mepublic of Uermany, Prepce ond the United Kingden,

In sddition to steslmeking, other sectors producing intermediste
p‘-dmmuw&mm Mulo. pﬁrehum
and uip snd paper.:

/latin Americs's




Iatin Americe's che-:ical industry st present supplies about 75 per
cent of demand, This'is not too bad compared with the 87 per cent supplied
locslly by developed countries such as Frence and the United Kingdom,

In 1964 Argentina and Brazil had resched much the seme figure, Howewver,
it should be borne in mind thet there is still 1ittle demand for chemioals,
perticularly besic chemicale im the region.

The Letin American chemicsl industry is in prooess of chenge; it is
emberking on-the production of besic msterisls snd intermediste goods,
such 8s fertilizers and petrochemicsl products, and is elready exporting
processed products,

In view of the reglon's nstural facilities for the production of
petrochemical products and fortiligers, it may safely be assumed thet
Letin America will be self-guffioient within the next fifteen yeors,

What is more, its probsble exports would compensate for the chemical
imports it needs, Thus, it would not seek self-sufficiency in absolute
terms, but would turn to acoount certein trade advantages,

Present trends and projects under way show thst this process, which
will acclerete import substitution, hes 8lready begun snd will mesn an
snnusl expension of 13 per eent in the chemical industry, Integretion
would mske it possible to utilise productive capacity more fully, thus
reducing production costs.

Production tergets and the extent of drmectic supply in respect of
chemiosl products are in“ended to saticfy the projected sharp incresse in
Iatin Americe's demend, which is reflected in au_ elasticity of 1,9 in
reletion to the gross domestic vroduct. Even 80, regionsl demand would
be relstively low (68 dollers per inhaditent in 1960 as compared )ith
the par capite figure of 100 dollors slready attained by & large group
of Buropesn countries in 1964}, Furthermore, the 13 per oent planned anmusl
expansion of the chemical industry ie not very ambiticus considering that
it expended by about 11 per cent anmuslly when the generel economic growth
réte wos lower than thet postulated for the next fifteen yoars and no
signifiosnt efforts were being mede towerds integretion,

/The volume
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PREFATORY NOTR

The purpose of this study is to discuss some of the basic elements
of & new phase in Latin America's industrial development stretegy which
mAy be the object of increasing attention in the next few years.

It presents some of the principal idesas which have gradually evolved
on thess questions in latin America and are discuseed in studies not omly
of the Boonomic Commission for Latin America (BCLA) and the latin American
Institute for Boonomic and Social Planning but of national and other
iaternatioml agencies, as well as in a great many private studies on
various ea\mtriu.y This is not, therefore, a report on the results of
ML.hag ressarch; it is merely an attempt to analyse bdriefly some of the
mjor problems likely to affect industrial development in the region.

By its exploratory mature, the study may seem to present an incomplete
review of those problems and & dogmatic approach to certain controversial
points, In actual faet, it is intended to clarify the issues and to
single out some questions which might well be examined in greater depth
and detail,







INTRODUCTION

latin American development can be divided roughly into two phases:
‘the first, when primary exports act as the most dynamic factor, and the
second, when import substitution in respect of manufactures and the
accompanying government action provide the main impetus,

In the first phase, the developed countries turn to Latin Anriol
for the primary products they need. This entails contributicns of
capital and technology in order to develop production activities and
finance the trensport and/or marketing of primary export commodities.
External demand increases and foreign exchange earnings are sufficient
to satisfy economic development and domestic consumption needs. At the
same time, foreign trade is a useful source of revenue which helps
finance govermment action on a limited scale and permits an initial
investment in basic infraestructure,

In the interim between the two world wars.. particularly during
the prolonged depression following the 1929 economic crisis-- this form
of growth becames impracticable for many of the Latin American countries.
External demand for primary products declined and the external sector
lost much of its dynamism,

The unfavourable evolution of the capacity to import prompted some
countries to adopt, as a first move in self-defence, a policy for
restricting imports and maintaining incone and employment levels., This
policy, in tum, by creating a gap between supply and domestic demand,

. activated the process of import substitution. The immediate purpose of
import restrictions and substitution is to relieve the situation in the

extornal scotor and, over the longer term, to lay the bases for industrdal

development,
In other words, import substitution in respect of manufactures is

tending to replace the external sector as the driving force of the economy.

Government action is all-important in this connexion, First, it affords
protestion for import substitution activities to meet the needa of the
external sector and other vital needs, i.e. to provide employment and
maintain the incoms levels of certain groups of the population. Next,

/possibly after




possibly after the Second World War, the Governments took steps to
retionalise the substitution process and adopted direct and indirect
investment and other measures to carry it further. Thus, the State was
instrumental in stimlating develorment by playing a more important part
in giving direction to economic policy and in the activities themselves,

Industrial development presents some similarities in the various
1atin American countries, It is directed towards the domestic market and
follows the whole sequence from simple goods to complex products which
~ require more capital snd a higher level of technology, The precess starts
with the production of non-durable and durable consumer goods; subsequently
it is extended to certain immediate goods and=-usually under government
protection-~the establishment of some basic industries, Recently, some
of the larger countries have started to produce simple capital goods.

It 49 difficult to define the point at which primary exports ocessed
%o be the dynamic factor of development and import substitution assumed
that rols, since to some extent the two stages overlap., The import
substitution and industrialisation process has not, of course, taken place
at the same time or with the same intensity throughout the region. In
the individual countries the two processes tend to be parellel, and in
scme they have recently coincided with & fairly favoureble external
sector, |

Countries with the largest markets, the most precarious extermal
seotor, & previocusly existing entreprensurial and industrial base, or &
clear-sut development policy were the first to develop their industry
and have gone furthest in the process, In other countries mmnszm
4s more recent, and in scwe it is barely beginning.

nuamm‘mzmm«meamwwm
" the substitution and industrialisation phase tend to follow the same
ooures as other countries before them, However, in vier of the progress
nmwmmmummumwmn |
soms cowmtries, it is hoped that there will now be a significoant -
departire from the treditional pattern of Latin American industrial
Wc )

_ /Industrialisstion with
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The volume of reserves of crude oil and natural gas ensure self-
sufficiency ir. petroleum and the continuation of large-scale exports,

A regional programme would help to make better use of oil resources and
existing refining capacity, and to reduce costs through the establismment
of better integrated refineries on a more suitable scale.

In accordance with projected domestic demand (an elasticity of 1.3
in relation to the gross domestic product) and exports (nearly 300 million
tons in 1980), and in view of the supply targets for crude, natural gas
and petroleum products, oil production by 1980 would have risen to 560
adllion tans.2V/

Despite the rapid growth of its pulp and paper industry, Latin America
still relies on imports for supplies of some 25 per cent of these
products, and in the case of newsprint, nearly 70 per cent. The reason is
that the hndwstry's production capacity is under-utilized, since, among
other things, one country's surplus capacity is not fully used to make
good the shortages in other countries of the region. A regional import
substitution programme would have to be aimed at making fuller use of
installed capacity-~through intra-regional trade—exploiting the best
natural resources, especially conifers, and turning to account the
existing economies of scale, particularly for newsprint.

At the present time, Latin America's demand for paper is also low
-only about 15 kilogrammes per head, compared with an average world
figure of 25 kilogrammes. By 1980, assuming that the gross domestic
product will increase by é per cent annually,demand would have reached
some 30 kilogrammes per inhabitant, i.e., over 11 million tons. In the
long run, the region would undoubtedly be in a position to supply its
own pulp and paper requirer.ents and even to export, particularly in view
of its reforestation possibilities and opportunities to utilizing different
types of wood in ways and for purposes which have not yet been fully
defined.

A minimal programme would be to attain gelf-sufficiency in pulp and

peper, except newsprint, for which the region's dependency on foreign

2(/ Petroleum equivalent at 10,700 cal/kg.
/suppliers would
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suppliers would be reduced to about 35 per cent., Thus in 1980 production
would amount to a iittle over 10 million tons of paper and nearly 9
million tons of pulp, Imports, which now represent 180 million dollars,
would be reduced to about 150 million in fifteen years.

Briefly, the tentative regional import substitution programme would
mean that projected import requirements in 1980 would be only 14,000 million
dollars instead of 20,000 million dollars. This figure would comprise
8,000 million dollars for products of the metal-transforming industry
and 6,000 million for other goods. Thus, the import substitution
programme would bridge the anticipated trade gap in 1980 (see section 1
of this chapter).

The programme would be designed to overcor.e the bottlenecks in the
external sector, this time at a regional level. It would enable the
regional industrial development process to continue at a lower social
cost then if import substitition were to continue indefinitely within
the domestlc markets,

However, as ststed in chapters I and II of this report, Latin
Auwerica requires a more active industrial strategy in order to correct
certain structural shortcomings. These include the countries' internal
economic boundaries and the disparity between primary exports and imports
of manufactures.

b Other censiderations bearing on the acceleration of the growth
rate of the product

Having dealt with the favourable effects of a regional import
substitution programme on the ex.ern-l sector and on economic growth,
it is useful to dwell briefly on whether the strategy implicit in the
programme is correct or sufficient. !

There is reason to believe that such a programme is necessary, but
it is not sufficient for edequate growth in latin America. Although the
establishment of a regional market would quadruple the market for the
major countries of the region and enlarge it even more for the rest, it
does not justify a strategy which would isolate Latin America so
completely from the rest of the world. The Litin American market would
be approximately equal in volume to that of a single major Western
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Furopean country--France, the United Kingdom or the Federal kepublic
of Germany ---and amount to one quarter of the United States market.
Under this programme, the import coefficient with respect to latin
America's gross domestic product would be less than 6 per cent. In the
major E:ropean countries it has been rising and in some is almost 20
per cent. In the United States it is over 4 per cent and is still
growing. Moreover, the assimilation of foreign technology, which is
one of the miin reasons for trade, is far more vital to latin America
than to those developed countries, since Latin Awerica has much less
chance of creating a technology of its own.

These consideraticns would seem to indicate that import substitution
should not be pushed to the limit. Even if it could sustain a reasonable
growth rate for ten or fifteen years longer, the external sector
difficulties vhich would then arise would be more difficult to solve
because the dynamic impetus of substitution would be virtually
exhausted.

Furthermore, the sectors covered by the regional import substitution
programme would absorb relatively little unskilled manpower. With
serious structural unemployment, development based on these sectors might
not solve the unemployment problem, since it would fail to absorb the
population increase,

It would thus aprear that a regional import substitution programme,
whose usefulness was made clear above, whould be supplemented by a policy
for promoting exports of manufactures and by appropriate internal
measures.









