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1/ 
Public Lecture Given by Mr. Luis Escobar-at 

Carleton University, Ottawa, Canada, on 
Friday, November 6, 1970. 

Latin America and the International Economy 

It is for me a great pleasure and honor to address this distinguished 
audience today on a subject in Which Canada and Carleton University are 
showing a growing interest, namely Latin Americ~. 

Canada has published a report on "Foreign Policy for Canadians" in 
which a most interesting chapter is devoted to Latin America, and which 
states: 

"Canadian trade with Latin America has grown steadily over the 
years. Since the end of the Second Wbrld War, for example, both 
exports and ~orts have more than quadrupled, reaching values 
in 1969 of $427 million and $544 million respectively." 

Impressive as these figures may sound in absolute terms, the Report recog­
nizes that there is great room for improvement; this is true, of course, 
not only in the economic but also in the cultural fields. The definition 
of future policy is based on the statement that: 

"The mainspring of the Government's policy is the proposition 
that, between Canada and Latin American countries as neighbours 
in one hemisphere, between Canada and regional groupings of 
such countries and between Canadians and Latin Americans on a 
people-to-people basis, there are expanding possibilities for 
mutual benefits, especially in terms of economic growth, 
enhancement of the quality of life and promotion of social 
justice between different parts of the hemisphere." 

The University - with its well-known interest in public problems and 
international relations - has invited me, together with a distinguished 
Canadian economist, Mr. David Pollock, to give a series of seminars for 
graduate students. During a whole semester, we will review the present 
situation and prospects ~or Latin American development. 

1/ The author has just joined the International Bank for Reconstruction 
and Development as Special Representative for Inter-American Organizations·. 
The opinions expressed in this lecture are his own and, consequently, do not 
necessarily represent those of the IBRD nor those of individual members of 
the staff. 
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Today, therefore, I think the best we can do is to outline some or 
perhaps one of the basic problems we are facing, and the alternatives 
open to us for dealing with it. I have labelled the problem: "Latin 
America and the International Economy". 

Latin America is and has been active in international forums, but 
at the same time has pursued policies that sometimes have been too "in­
ward looking" in order to protect itself from outside interests. So 
should we wish to pursue the matter further, we might perhaps try to find 
a certain contradiction in goals and policies, i.e., on the one hand Latin 
America wishes to expand its participation in the world economy and, on 
the other, as it is apprehensive of the instability that this kind of 
approach could build into its economic system, it has very often followed 
policies that frequently - and without exaggeration - could be labelled as 
autarkic or, at least, highly protectionist. This has, of course, to a 
large extent, been due to Latin America's lack of confidence in its fair 
participation in a growing world economy, which problem still exists today; 
the question is, therefore, how to approach the situation, to what extent 
is it a matter for the Latin American countries themselves and what should 
and could be done by the rest of the world - both individual countries and 
international organizations. 

"" I am not sure whether, at the end of this talk, we will not have more 
questions than answers. Latin American countries are searching for a way 
or ways to move faster toward a higher standard of living and rate of growth. 
This search is not being carried out by all of them in the same manner. In 
fact - as you well know - we can find, in the hemisphere, various political 
~stems and approaches for dealing with the socio-economic situation. 
Therefore, to speak of Latin America as a whole is indeed an oversimplifi­
cation, but, probably, it is the best we can do in a general presentation 
such as the one we are making today. 

The definition of policies in this area is of the utmost importance 
for designing and implementing the development strategies of Latin American 
countries, regardless of their political and socio-economic ~stems and, of 
course, different answers will provide different frameworks within which 
foreign cooperation and participation in Latin American development will 
take place. So, for instance, if we wish to become more export oriented 
and - let us say - international organizations are willing to help us carry 
out this objective, the nature of these agencies• lending will not be the 
same as when the development strategy is mainly based on import substitution. 

La tin America is composed of developing-primary producing countries 
with a low per capita income, generally unequally distributed, with a rela­
tively large labor force in relation to capital goods and with low produc­
tivity of their productive resources; the bulk of their exports are made 
up of one or two products which, consequently, have a profound influence on 
economic growth and domestic stability (that is to say, they rely to a vast 
extent on foreign trade). 
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In Bolivia, tin accounts for almost half of the total export trade; in 
Brazil, coffee for more than 25 per cent; in Colombia, coffee for approxi­
mately 54 per cent; in Costa Rica, coffee for 30 per cent; in Chile, .copper 
for 78 per cent; in Ecuador, bananas for 53 per cent; in El Sruvador and 
Guatemala, coffee for 44 per cent and 33 per cent respectively; in Haiti, 
coffee for 37.5 per cent; in Honduras, bananas for more than 40 per cent; 
in Panama, bananas for more than 50 per cent; in the Dominican Republic, 
sugar for more than 50 per cent; in Uruguay, wool for about 44 per cent, and 
in Venezuela, petroleum represents more than 90 per cent of total exports. 

What I have just stated justifies the long-standing concern felt regard­
ing the relationship between foreign trade and development trends. 

Nations with the economic characteristics that I have mentioned - in 
particular, heavy economic dependence on the export of one or two products -
find themselves faced, when drawing up a development plan, with the decision 
of "growing inwardly" or of "growing outwardly", to use the expressions 
coined by the ECLA economists. It is not surprising that the economists and 
politicians of these countries conclude from their observations of the severe 
fluctuations in foreign trade - which in these cases signify violent fluc­
tuations in the economic systems themselves - that it is necessary to diver­
sify the economies so as to free them from their dependence on one or two 
products. 

"" It has been estimated that historically the deterioration in the terms 
of trade of the primary producing countries vis-a-vis the industrial countries 
absorbs a very significant amount of foreign aid received. Where Latin 
America is concerned, the volume of export trade and its value rose by approxi­
mately 44 per cent during the period between 1960 and 1968. Due to an esti­
mated price increase of 10 per cent in Latin American imports, the import 
capacity (of its exports) rose by about 30 per cent over the same period, and 
5.4 per cent per capita (if we take into account the population growth). 
These statistics have been figured out based on ECLA's data; this same source 
shows that the terms of trade for Latin American countries deteriorated by 
7.5 per cent during the same period 1960-1968.1/ 

When economists and political leaders are faced with the problem of how 
to go about the diversification of their countries' economies, they find_that 
a lot can be done in the field of consumer goods as these. can be manufactured 
in relatively small quantities at competitive prices and are absorbed by the 
domestic market; in many instances, however, and even in this area - particu­
larly where durable consumer goods are concerned - internal costs and prices 
are well above those of the international market. Of course, the first lines 
of action have been directed toward import substitution with the domestic 
markets in mind. But here, two basic closely linked limitations soon appear: 

(i) production techniques, and 

(ii) the size of the local market. 

1 Economic Commission for Latin America, Estudio Economico de America Latina, 
19 9, p. III-136. Strange as it may seem, the U.N. Statistical Yearbook, 1969, 
shows an improvement in the terms of trade for Latin America, over the same 
period 1960-1968, of 4.1 per cent. 
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It is because of these limitations that traditional foreign trade with 
the rest of the world continues to be of fUndamental importance for · small 
countries but, viewed in this perspective, it is also possible to realize 
the great consequence economic regional integration can have for their 
economic development. 

Take, for instance, the case of the Central American Common Market 
where integration appears to be the only formula leading to a certain 
degree of industrialization in the area. The five Central American nations 
have a population of approximately 16 million, with an average annual per 
capita income of US$320.-, unevenly distributed in some cases. In 1950, 
interregional trade was estimated at approximately US$8 million, whereas 
today - in 1969 - it is close to US$250 million (25 per cent of Central 
P~erica's total foreign trade), due basically to the integration process 
begun in 1958. Since then, the average annual rate of growth for inter­
regional trade has been higher than that for the area's foreign trade. Of 
course, an increase in interregional transactions will always have a limit. 
In Central America, internal trade could eventually make up, let us say, 
one third of the area's total foreign commerce, estimated at approximately 
close to a billion dollars (US$972 million). 

Without integration, there would have been no possible means of diver­
sifying these econom2es and they would have been entirely dependent on 
foreign markets both for selling and supply purposes. B,y means of inte­
gration, it is possible to visualize progressing beyond the earlier stages 
of development and establishing some industries such as the manufacture of 
tyres, copper and aluminium wires, caustic soda, fertilizers, detergents, 
textiles, pulp and paper, steel mill plants, glass, foods, plastics and 
small electrical appliances. However, it would seem that the Central American 
market is, as yet, not wide enough to establish industries producing inter­
mediate goods.l/ Perhaps I should add that the process of economic inte­
gration could lead to other ways of interregional collaboration such as 
monetary integration which, in turn, could give rise to more stable and 
advantageous monetary, exchange and fiscal policies. This signifies that, 
at the present time, thanks to economic integration, the economies of 
countries with small markets are more viable than in their previous state 
of relative isolation, which would also seem to imply that, once begun, the 
process of integration cannot be reversed. 

The problem posed, however, is to decide whether or not industrialization 
is the best answer for the exploitation of scarce productive resources. Of 
course, it reduces the excessive dependence of monoproducing countries, a 
dependence which is important from the development and stabilization points 
of view. 

1/ The concept of the size of the market is relative; what we have in mind 
here is effective demand, purchasing power, and not only the unsatisfied 
desires or needs of the people; of course a "need" or a "desire" can be changed 
into effective demand through adequate income policies which ought to be of 
great importance in the development program of any developing country. There­
fore with a larger population than that of the U.S.A., the size of the Latin 
American market is much smaller due to the differences in the per capita income, 
as well as differences in the structure of income distribution. But we are not 
discussing this problem today. 
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However, for a rational use of productive factors, it is important to 
ensure the possibilities of international competition, i.e., the industries 
which are established must be competitive. 

This is the situation which we face. From a purely economic point of 
view, it seems to be a pretty obvious one which leads us to wonder why we 
have not moved faster in the process. There are, of course, some technical, 
economic and financial problems but I think that one of the main obstacles 
in speeding up integration is the lack of any concept of some sort of politi­
cal union of our subcontinent. 

This seems to me to be extremely important since it creates difficulties 
for the taking of measures in the economic and financial spheres: for instance, 
problems of rates of exchange and, in general, balance of payments policies; 
differences in trends of inflation and, in general, of monetary policies; 
social security, fiscal policies and the like. Of course, no great political 
decisions can be taken without risks. But if we do not accept such risks, we, 
the Latin Americans, are going to advance more slowly than otherwise in the 
process of integration. So far, I make bold to say, nationalistic interests 
are always present in the debate as also in the actual negotiations that are 
under way in pursuit of this goal. 

The foregoing, together with some observations of LAFTA's operations, 
leads me to believe that a practical approach to the gradual integration of 
the Latin American economies would be that of encouraging sectorial agreements, 
beginning with those activities requiring multinational markets in order to 
develop under competitive conditions in relation to world trade. The automotive 
industry is today a typical example. These sectorial agreements would certainly 
not be incompatible with those general plans designed to bring about integration. 

This approach, if acted upon immediately, could perhaps avoid the conti­
nued creation of rigidities which, as time goes on, hinder integration more 
and more. In fact, there are still cases of countries building and planning 
their industries according to local demand and these - for the reasons I have 
outlined earlier - too often cannot be either competitive or economic. How­
ever, some nations find it impossible to import these goods - due to palance 
of payments difficulties - which factor acts as a stimulant towards the 
establishment of such industries, resulting in the immediate taking of protec­
tive measures. It is, in this manner, that obstacles are placed in the way of 
possible future integration and, in general, foreign trade. 

1970 marked the tenth anniversary of the creation of the Latin American 
Free Trade Association at the signing of the Treaty of Montevideo, which 
grouped the countries of South America and Mexico together, with a view to 
freeing their regional trade by 1980 and with the goal of a regional common 
market. Other important areas of cooperation have also been identified • . The 
LAFTA agreement has brought about a rapid expansion of trade within Latin 
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America which resulted in a doubling of intra-LAFTA trade in the decade, 
while the Parties' trade with third countries has increased by approximately 
25 per cent during the same period. 

However, not only quantities are important. From a qualitative point 
of view, a most welcome diversification of exports has taken place with an 
increase in the relative participation of industrial products. 

I should also mention that in order to speed up the integration process 
of the Andean countries of South America, within the framework of LAFTA 1 s 
Montevideo Treaty, the Andean Subregional Group was formed in 1966. 

"The subregion constitutes a free trade zone insofar as a continued 
effort will be made to eliminate tariffs on products originating 
in the member countries. It presents the characteristics of a 
customs union in that a common external tariff on goods originating 
in third countries is foreseen. On the other hand, the idea of a 
common market is embodied in the eventual uniform treatment of 
goods, services, persons and capital. Finally, the subregion 
represents an effort to achieve a real economic community in the 
projection of uniformity of policies within a supra-national 
structure. 111:/ 

The newest of these arrangements is the Caribbean Free Trade Association 
which, created in 1968, is composed of eleven Territories with a total popu­
lation of approximately five million. The small size of most of the Parties 
dramatizes the importance of the Agreement. The introduction of a common 
tariff is proposed by Janua~ 1972. 

I have made these short comments on integration to remind you of its 
paramount importance in the development process of our subcontinent and to 
stress the fact that Latin Americans are striving to expand their exports, 
thereby increasing the productivity of their economic systems. I do this 
because it appears to me that in some sectors there exists the belief that 
Latin Americans - and for that matter developing countries in general - do 
not make the necessary internal efforts to speed up their process of eeonomic 
growth and rely too much on foreign assistance. Foreign assistance is 
important for Latin America: we are receiving it and we need it for the fUture 
but, it is also true, that the main force for propelling the development 
process onward has been, is and will be our own, which is as it should be. 
Nowadays, at least 90 per cent of investments is financed out of local savings 
and we are active in export promotion policies as I have just shown. There 
are, of course, many weaknesses which can be pinpointed and areas in which 
greater efforts are clearly possible; but rare is the occasion when we cannot 
find room for improvement no matter which country or what policies are being 
submitted for international scrutiny and evaluation. 

1/ Chilean Development Corporation, Chile Economic Notes, September 1970. 
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Latin Americans themselves are constantly reevaluating the situations 
they face and indicating possible remedial actions when they feel these are 
called for. 

For example, Raul Prebisch in his recent report on "Change and Develop­
ment, Latin America's Great Task" has stated with regard to one of the 
integration schemes we have mentioned: 

"What has been achieved in LAFTA is undoubtedly significant. But 
there is no denying that progress toward the common market is weak 
and hesitant. And there have been important instances in which 
the advantages of reciprocal trade would seem to have been forgotten 
altogether. A conspicuous example is afforded by the motor-vehicle 
indust~, which has been established in several of the member 
countries - in some cases proliferating on an anti-economic scale -
without any attempt to concert integration agreements. This was 
done later in respect of parts and spares - a slight and belated 
palliative for an ill which still persists." 

But it is true that integration, quite apart from its problems and even 
should they be overcome, is not THE answer to the development strategy of 
Latin America. To ~e sure, it will be a part, a necessa~ but not sufficient 
condition in order to speed up the rate of growth. 

In 1968, total Latin American exports reached a level of US$12.190 
million, of which approximately 44 per cent was raw materials and fuels; 
45 per cent was food and 11 per cent manufactured goods. These exports were 
shipped, in approximate figures, as follows: one third to the U.S.A., one third 
to Western Europe, 11 per cent to Latin America, 3.5 per cent to Canada, 5.4 per 
cent to Japan, 5.3 per cent to Socialist countries, and the remainder, less 
than 10 per cent, to other areas. I might perhaps add that Latin America's 
participation or share of the U.S. market has consistently declined over the 
last two decades from 35 per cent in 1950 to 24 per cent in 1960 and to 12 per 
cent in 1968. 

As far as Latin American imports are concerned, their approximate compo­
sition in 1966 was the following: raw materials and fuels, 10 per cent; food, 
9 per cent; and the remainder - the bulk of total imports - manufactured 
consumers• and capital goods. The main suppliers for 1968 were: U.S.A., 
38 per cent; Western Europe, 30 per cent (of which the Common Market countries 
represented 18.5 per cent and the Free Trade Association 9.5 per cent); Latin 
America, 11 per cent; Soviet Union, 5.4 per cent; Japan, 5 per cent; and 
Canada, 3.1 per cent. 

It is not my purpose tonight to embark on a lengthy discussion of the . 
many different obstacles that Latin American exports face in obtaining access 
to the markets of the industrialized countries, but let me say that they 
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exceed the tariff barrier problem; in addition, we have: 

a) quotas, 
b) sanitary restrictions, 
c) labelling regulations, 
d) marketing regulations, 
e) administrative restrictions, 
f) escape clause mechanisms, 
g) government procurements. 

To this list, we should add a different set of problems for foreign 
trade, namely, preferences; these, however, are closely connected with the 
restrictions I have just mentioned since, for instance, what would be the 
real meaning of preferences operating under a strict system of quotas and/or 
other limitations? 

The real question is up to what extent does the world really believe 
in the advantageous application of the comparative advantage principle, and 
how far is it willing to act accordingly, or is it, in fact, preaching what 
it is not determined to practise, taking the comfortable position of saying: 
do as I say but not as I do? 

This is why less developed countries in general - and particularly the 
Latin Americans - realize that the recent UNCTAD decision to grant general 
commercial preferences is only one step toward an improvement in their trade 
position, because of the existing non-tariff barriers. Moreover we should 
keep in mind that tariff reductions are still subject to congressional approval 
in certain ·countries. 

y 
In order to deal with our basic problems of small internal markets and 

the weakness of internal competition, we must look to an improvement of our 
trade relations on a world-wide basis. As Raul Prebisch has just put in his 
last report which I have already mentioned: 

"Far from representing alternatives to each other, regional coop­
eration and the opening-out of the economy toward the rest of the 
world are both indispensable as components of a development strat­
egy for the Latin American countries, and both must be energetically 
promoted." 

Small internal markets also mean that competition is weak simply because, 
with present technology, it is often the case that one or two enterprises can 
supply all that is required~ That is to say, the Latin American productive 

1/ See footnote 1/ on page 4. 
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structure, as is well-known, tends to be monopolistic or oligopolistic due 
to these technical reasons. As these enterprises usually operate behind 
high tariff walls, their productivity is lower than that of their counter­
parts abroad due, precisely, to lack of competition. To be sure, these 
measures have been justified with the well-known argument of infant industry 
protection, but the truth of the matter is that most of these undertakings 
seem to have a very prolonged period of infancy and, in many cases, it 
appears to be indefinite, a situation which many human beings find enviable 

The liberalization of our foreign trade is, therefore, a technical 
necessity, but it is no easy task. Internal vested interests are too strong 
and I am not only thinking of businessmen but also of wage earners and, in 
the short term, of local and federal governments for fiscal reasons. 

Very often these vested interests - which are respectable and powerful -
will argue that opening up our frontier - or reducing its protective walls -
will make us more subordinate to foreign nations for the supply of essential 
raw materials, capital and consumers• goods. And they add that the reallo­
cation of resources implied in such a policy - shifting resources from imports 
to exports - will further reinforce the tendency since the stability of our 
economies - as well as our rates of growth - will depend - even more than 
today- on that of bur foreign markets. 

This is part of the reason why Latin American countries, at the same 
time as they open their economies, try to improve the access of their products 
to the markets of the developed countries, the accomplishment of the latter 
goal being - to an important degree - a prerequisite for moving faster in 
the liberalization of their import policies (this is not to say - to be sure -
that they could not move faster in the process of Latin American integration). 

In order to present their case before the industrialized countries, 
the "special Committee for Latin American Coordination" (CECLA) was organized; 
in a meeting at the ministerial level, held in Vifia del Mar, Chile, in 
May 1969, a common position was reached for its members vis-a-vis the U.S.A.; 
the agreed upon document was presented to the President of the United States. 
I am going to make a rather extensive quote from it in order to convey to you, 
in its exact wording, the position of the Latin American republics. 

It is established that: 

"Determined to overcome underdevelopment , t hey (the Latin American 
republics) reiterate their conviction that economic growth and 
social progress are the responsibility of their peoples and that 
attainment of national and regional objectives depend fundamentally 
on the effort of each country, supported also by closer cooperation 
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coordination, and harmonization of policies and attitudes among 
the Latin American nations, which factors find relevant expression 
in the decision of the Presidents of the countries of Latin America 
to move to a common market. 

The achievement of those objectives depends in great measure on 
the recognition and assumption of their responsibilities by the 
international community and, in particular, the countries that 
today carry greater weight in world decisions." 

The report goes on to state that: 

"As the present decade nears its end, the economic and scientific­
technological gap between the developing world and the developed 
nations has widened and is continuing to widen, and the external 
obstacles that act as a brake on the rapid economic growth of the 
Latin American countries not only have not been removed; they are 
on the increase. The persistence of those obstacles manifests 
itself with particular intensity, for example, in the tariff and 
non-tariff restrictions that impede access to the great world 
markets under equitable or favorable conditions for the raw, semi­
processed and m~ufactured products of the aforesaid countries; 
in the progressive deterioration of the volume, terms and condi­
tions of international financing assistance, which is practically 
offset by the burden of service on existing debts, with the 
resultant serious impairment of the Latin American countries' 
capacity to import ••• n 

Where trade is concerned, a plea is made for continued action in favor 
of elimination of customs duties and other non-tariff barriers which affect 
the access and marketing of basic commodities, offering some concrete 
proposals thereto. 

It is also indicated that joint efforts should be made toward: 

" ••• the elimination within a fixed period of time of the dis­
criminatory preferences that prejudice the selling of Latin American 
basic commodities in the markets of certain developed countries, 
suggesting the adoption of measures or action that will facili-
tate or induce the renunciation of such preferences by the 
developing countries receiving them.tt 
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And they: 

" ••• reiterate the urgency of putting into force the system of 
general, non-reciprocal and non-discriminatory preferences in 
favor of the exports of manufactures and semimanufactures of 
developing countries ••• " 

I must say that this report has been sympathetically received by the 
U.S. Administration, so much so that the 11 Comisi6n Especial de Consulta y 
Negociacion" (Special Commission for Consultation and Negotiation), CECON, 
formed by U.S. and Latin American officials, has been established and is 
actively negotiating the reduction or elimination of tariffs and of some 
of the other obstacles facing 800 Latin American products in the U.S. market. 
Another Working Group has begun discussions on the subject of transportation. 

Furthermore, the U.S. Administration has consented to submit to the 
country review process that CIAP conducts annually for each member country 
of the inter-American system under the Alliance for Progress program; the 
main purpose of this exercise - suggested in the CECLA document to which I 
am referring - will be, I quote: 

"To study the execution of commitments undertaken, including 
those national policies that may impinge on the economic 
development of the Latin American cormtries." 

The first of these reviews has just been completed at ClAP's headquarters 
in Washington D.C. 

During last July, another CECLA meeting, at the ministerial level, was 
held in Buenos Aires, Argentina. Its purpose was to study and reach a 
common position vis-a-vis Europe; the document agreed upon is along the lines 
of the one just described. 

Well, ladies and gentlemen, I do not think I should extend my comments 
any longer. If I try to summarize (even at the risk of oversimplifYing) 
this presentation, I think I could state the point I am trying to make in 
the following manner: 

l) Latin America has reached a stage in its development at which, in 
order to attain and maintain an acceptable rate of growth (let us say, for 
the sake of illustration, 7 per cent), it must expand its exports and, at 
the same time, make its internal markets more competitive, which means 
increasing imports; 
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2) This task will be effectively facilitated by. the process of. economic 
integration among Latin American countries themselves. Integration is, there­
fore, a necessary but not sufficient condition. The scope of integration 
should be understood in its widest possible meaning, including - whenever 
feasible - the economic, social, scientific and technological areas. 

3) The expansion of exports outside the sub-continent thus becomes 
absolutely essential. To make this possible, determined efforts are required 
from Latin America and also from abroad, mainly on the part of the indus­
trialized nations. It is understood that the accomplishment of this goal will 
be facilitated by a policy of greater liberal and conducive financial assist­
ance from the industrialized to the developing countries. 

4) Why am I telling you this here tonight? Because Canada being a leading 
developed nation can play a very active and influential role in dealing with 
this subject in the international community. 

The world must make rational decisions in matters of trade and, in general, 
in problems pertaining to international cooperation. Only four decades ago, we 
had to go through a large scale crisis in order to substantially change the 
monetary system and policies. It was only a quarter of a century ago - after 
the second Wbrld War - that international institutions were designed to improve 
the working of the monetary system and to facilitate, on a multilateral basis, 
the transfer of financial resources to the developing countries in order to 
help them in their fight against poverty. However, since then the world has 
proved that it can make rational and timely decisions without waiting for a 
crisis or a war, and I, as do many others, certainly hope that we are not going 
to wait for disaster to force us to take action which reason is so clearly 
dictating to us. 
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HOLE OF BX~BHNAL PRIVATE FINANCING IN HELPING TO MAINTAIN 
BALANCE Qli' PAYMENTS STABILITY IN LATIN AMlltiCA . 

Notes for a talk by 1-.fr. Lu.is :r~scobar* 

1. rrherc have been many connnents, in the last few months, about the · serious-

ness of the balance of payments situation of some Latin American countries, or 

a group .of them, or ever. "With reference to ·the region as a whole. I think this 

is what prompted Honald· Hcllman--on behalf of the Center for Inter-American 

· Relations--to Rsk me. to come here today to talk to you about the balance of 

paynlentt.:i situation and prospects ·of the Latin American and Caribbean countries · 

(LAC) a.nd its impact on economic growth in the region. I have accepted this 

inv:i tntiun because I think that several of the comments I am referri.ng to . are · 

too p (~ :..;aind. atic, others fail to differentiate country situations while still 

otherH . Bef!m to ignore the remarkable str-ength of the international financial 

s.vstem demonstrated in . the mariner in . which mu.lt.ilaterai and bila.ter'al 

(public and private) institutions have dealt with the problem in the last two 

and a .ha;J..f years. ·· Having followed developments in the region for many 

yea~s, I thought that, perhaps·, I could make a contribution toward a better 

clarification of the issues. The issues I want to discuss today are, basically, 

two.: one, what .is the present situation in the LAC countries and immediate 

prospects, and two, what should be done to keep the situation under control 

al lowing growth with external financial stability. Let me say, at the outset, 

*Mr. Escobar is Deputy Executive Secretary of the Development Committee (Joint 
. Ministerial Committee of the Boards of Governors of the Bank and .the Fund on the· 
'rranster of' Real · ResoUrces to Developing Countries). However, _he is .. solely 
responsible for the ·opinfona expressed in this ' .talk. 
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that I wn cautiously optimistic and that my optimism is based on: a) what I 

have 8een with respect to the ability that the international financial system 

· hua · Bhown, Bo · far • to deal with the balance of payments imbn.lances of the last two 

and n hrtl f yearn, and b) the potent:.als i~or LAC countrien' continuous growth. Let 
developing 

us, first; take a look at the ·global fisures for the largest part of the I world. 

2. ;lbe combin.ed, current account deficit of 88 non-oil LlJCs rose from $9 billion 

in 1972 and in 197 3 to about $28 billion in 1971~ and to $37 billion in 1975. ( The 

current account deficit is defined as the ·balance on goods, services and pr,ivate 

transfers--before grant aid-- inc.luding net payments or -· interes.ts .. and prof{ts--. - ···· 

Grant ' a1d. u.long . with loans, direct investments, etc. are considered capital trans-

actions -~ ) For l976, it is estimated to · fall . to about $34 billion (this figure 

d~es not inc.lude a.uiortizati~n of external debt--which accounts for another 

.$10 biliion--which would b~··· necesa·ary to add in order to figure out total 

grot~ a requirements). " 

1. The pertinent fi~orurP.s for the LAC countries follow. ThP. nrocess of ii~?t~'!"ioration -

of the balance of oavments pos:iti on of' · nPt. " oil :f"'":'o~. i.!i~ TJ", ~ountT"iP.~ m~A"+. th~t 

their combined current account deficit rose from $4.3 billion in 1973 to 

· :lil3 billion in 1Y7l~ and to over $15 billion in 1975. For 19'76, it is estimated 

to f'all to about _$13 billion. I will not go into details about the assumptions 
. 

on which. these projections ·are made . nor will I discuss any country in-particular. 
above global 

· 4. How were the/deficits financed? For 1975, non-oil LDCs received official 

bilateral . financing (grants and l,oans) in the orde·r of $15 billion (including 

in this figure $4 billion from the OPEC countries); multilateral grants and 

loans, $5 billion; $14 billion from the private sector (including $4 billion 

of direct private investment '\od th most of the remaining_ $10 billion correspond-· 

ing .to commercial bank loans and Euro~currency credits); and the balance . 

of $3 billion needed to finance the deficit of 1975 came from a drawdown of 

reserves of LDCs, mainly LAC countries ·. 
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of the current account 
~. Whu.L was the · picture in Latin America with respect to financing I deficit~ 

ln wJd it. ion to tl!e .use of reserves, .i.n an IUnount o 1' $ · ~ bill ion in 1975, official 

l>iJate-rnl flows OJllOunted to about $1.5 billion; multilateral flows, $1.4 billion; 

privute Ji.rect investment, $2.:) billion; and borrowing in the U.S. banking system 

and in the Euro-currency market for a total of close to $7 billion (including 

in this figure $2.3 billion of commercial .and suppliers' credits of over one-

year mnturi ty). Besides, there was some short-term financing in an amount 

of less than half a. billion dollars. It can be seen that in Latin. America most 

of the financing is coming from the :in·i vate sector' .· particUlarly borrowing 

from priv&te banks in the United States and in Europe; this is also, by the way, 

Lhe most expensive financing available (as compared with ·official bilateral and 

mu.Ltilatcru.l lending). This is due to the fact that OECD countries have decided 
· their 

to gi.ve .priority, in I development assistance programs,to the lower income 
have J irnited or no access to capital markets--leaving 

.l.DCs-• ..:who I the -"middle class· of th~ LDCs" fighting their way. mainly in the 

private sector (borrowing from private banks, trying to gain or improve access 

to long-term capital markets and via export promotion and attracting private 

foreign investment). 
__ 3~t.~I!~. account deficit 

6. ln 19"(6, . as far as the structure of financing the I is concerned, tbe 
that . 

situation will probably be pretty much the same . as /-in 1975 even though, as I 

have already indicated, a lower total deficit in current account--than in 1975--

seems pos sible ($13 billion as compared to $15 billion), which would allow a reduction 
. . 

in the use of official reserves (particularly if allowance is made for some 

in~rease in the total ~~_vel of multilateral flows). Maintaining capital i~flows in 
. 1Y7 6 at the s~~- l_~yel . as _ in 197 5 in · nominal terms would , evid·en.t~y, i.~.u.ly a 
reduction in real· terms and also a reduction in relative terms with respect to 
the GDP of the regiQn. 

7. How is it possible that LAC countrie·s may have a lower current accoun~ 

deficit in 1976 than in 1975? 
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The ·lltwin . for this projection is the assumption . that the 21 oil- importing 

I ii\ \·; c'( )untr· ie :; (-includinf'. ~k: xico tmd Colombia e·ven though the first has become, 

. In I CJ' (' ~, 11. rll· l. _,.,x:porter und t..he Lutt.c ·t· jn, virtunlly, self-nuffici«tnt in oil) 

w il.l lu.i vc lri ghc r export revenue~; as a cons equence of the recovery . 
l'rorn t iw t' e c: e~HdOn which i 8 taking place in -the indust·rial COUntries, and 

t he as~>u.mp t.i on tha t there w- i.ll be no f urther deterioration of the terms of trade, 
that i G, ,i.n Lli f' rr·la:Lionship of the region's import prices to its ex~ort prices 
I ( i n 1 ~)' ( '> t he terms of trade deterioru. ted by an average of 11 per. cent for the 

l..u\C ~~u,ml.; r ic~s ). -· - -- -·- ·- _ .. ______ F:xports in 1975 reached a total of $26 billion 

·a nd in l ~r ( L) t hey --~. ----- . lUay be nroWld . $29 billion. Imports in nominal 

val.w" u.rc : ~ uppoaeu to remain th€' same as for J 975 ( $34. 5 billion) which means 

t. ha. L', .i11 V t dl.l.IIH ~ term:j , there wii}l be :t COmprcs r; ion Of about 8 per cent. rrhe 

urHlcr· i y i 111'. :t:J:; u.mpticJn :i arc that most c.ountries in the area, as a matter of 

Jc l. it.H.·rlt. t e policy, will keep the demand for imports fairly restrained through 

:;u i. t~d • J ' · demnnd nw.nugernent in an effort to ke·ep their balances on current account 

undc ·t· ~ ~ ontrol and to avoid further r t:(luctions in reserve holdings as well 

:1s t o l't ·duc e furt...her increases in . foreign debt. 

'l'he depressive effects ·of the r .ecession in the industrial countries, which 

-wc•akencd Lhti clernm1d for the LAC cout1tries1 .exports, coupled with the increases in 

U w C\J::t: : ~ n t' fuel nnd . uthcr i mports made themselves, finally, felt · in the rate of 

v, r uwth or Lh e. rec ion an n whole in 1~1'75 pushing the rate of. increase of · GNP down to 

11 ·1. S pr.'r ct~ nl from the average 7 per c.ent rat~ of real ~rowth which prevailed 

dur i nf;l; _ t l_rc firs t years of the ·70s. 

U. · 'l'he ex Lerna] ·financing received by 21 LAC countries (excluding the oil-exporting 
~~l>un trics--Venezuela, r:erinidad and 'robago, Ecuador and BoliviaY 
1 rai sed their exterr.al debt to $55 billion, an increase . of $30 billion, during 

the rour-yeur · period 1972-75. But the export performance of LAC countries was 

o.l!JO very j mpressi ve, meaning that the debt service ratiQ; have been kept at mana~eable 
le~els ev~n though they .are hi~h in · certain 

/countrie~(total amortization plus interest payments as a percentage of total 

e~port revenues). Whatever importance one wants to a:.ttach to the debt service 

... 

. .. 
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r.-n.L .i o (and t..here is (;ome discussion on that), the expansion of output . and 

( ~XP('t'l.ll in 1.~1\.C countri.(~t; .)u:..;tified the increase in foreign debt and, to some 

ex.Lc til, i L vlf.LS tnalfe lHJ :..;::i l.ilc lJy it. I think this is an irntJortnnt concept. 

Mnny people seem to be afraid of the volume of external .debt of the. region--as 

well. a s ·or the burden imposed on the countries' income by its service--without 

realizinr that these higher volumes of indebtedness are indications, in mos~ 

co·untries, of higher · levels of output, exports and growth rates. Of course, 1974 

· u.nd. 19'T) were exceptional years in that the non-oil exporting countries had no 

choice but to borrow important .amounts to compensate for the deterioration of their 

terms of ·trade and to keep their economies running with still acceptable growth levels. 
BUPl)lement . _ ~ · _ 

. qf LDCs must I trieir own domestic savings with foreign savings ·in order to accomplish 

the l e vel oC i nvestments which make _possible given rates of growth. In LAC 

COUOt ri eD the percentage nf foreign financing baS been around lQ per cent .Of 

toto.l i l'lve ~.;tment in "the last few years; even if that percentage is maintained, 

. the ab:..;ciJ.ute amount of external financing will grow with the total volume 

of j nvestment necessary to accomplish higher levels of GNP. As · development 
eventually 

take ~ place , countries/achieve a situation in which they are able to finance--

witt domestic savings--their investment programs and_, later ___ on, they graduate 

to dev·eloped countries and b-ecome capital · exporting nations. LAC countries, . 

even though they constitute the most developed group among the LDCs, have still 

~ome distance to go before achieT!ng the stage of self-sustained ·growth; dUring this 

peri od , they will have to continue increasing their volumes of external indebted- · 

ne ss even though at progressively lower rates; of course, in ·this as in other 

areas o.f the balance of payments analysis, in the Hemisphere, there are differences 

u.mone; count ries. But there· will be a decline in the. resource gap of the LAC 

cow1tr ies in the years to come. · In the exceptional circumstances of 1974 and 

· 19'(), this gap rose to 2-2.5 per cent of GD~; I have seen projections that have 

the resource gap falling to 0.5 per cent by 1980 as a resUlt of a resumption of 
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t:.rowl:.h of exports anU. suvings with GDP returning to· annual growth rates of the order 

of 6-·r _per cent ( afLcr lY'(6 when the overall growth rates of t.he economies ca.n 

lJc: expected to be only slightly better than in 1975). 

Durine the stH.ge of ·development with external finance, a !'elation of 

interd~pendence develops among debtors and creditors, in the same manner that 

the international division of labor imposes a situation of trade interdepen-

<1ence 8.mong the countries of the world. Now we have a situation of financial 

interdependence. Debtor countries need external resources to supplement their 

domestic savings while creditors find secure and profitable places where to put 

the.ir excess financial resources. If you think that many ·privnte commercial 

bunks , ba:..;ed in the ca~Ji tal exporting countries, are making loans to LDCs with 

rates of· ruore than 1-1/2, 1-3/4 or even more than 2 per cent over LIBOR and that 

this ha.s been going on for quite some time with no de.faults ·, you have to realize 

tho.t ·these institutions are making interesting profits, . which is the legitimate 

compensation for the services that they are providing. This relationship, in 

the volurue that has taken place during the last few years, has changed, in a 
. . 

quu.l ita t~ ve sense, t .he traditional bank-customer rel~tion.ship · that ·many people 

keep in mind. Creditors have become vitally interested in the economic and 

financial development and stability of their customers. · This is an 

association which requires a long-term view of the relationship which ·has several 

implications: One, banks and other credit~r~ c~ot.~o~e. in and out of a given 

country following · short-term econQmic financial fluctuations,· unless they want 

to risk exaggerating-~instead of ~eltorating~-situations of financial disequilibrium; 

thus, the atti tud~ that bankers adopt vis..:a..:VlS"-ihei"r-debtors i'n the LAC 

countries will influence . to a large extent, the financial sta.bili ty of the . debtor 

countries in the short run. Here we are facing, one might· say~ a vicious circle •. 
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l f' <: r cdi t ors--mul tilut.ernl, official bilateral and pri va.te--de ·:~ided to 

w .I Lhliruw u.I' L~.> drnotic. · l.Jy· r ed 11c e th• ~ Lr expuUll rt': : in eertu. in countries, those 

countries would fuce a _period of financial trou1le because external financing · 

is pnr t of the nbrmal picture of development; on the other hand, if creditors 

cont i nue giving support to the debtor countr ies, in the amounts they have 

a.treu.dy incorporated in the patte:t"n of development, the debtor countries could 

continue ·their development process w-ithout facing other than normal· external 

diffi culties. 

My conclusion, then, is clear: creditors, and particularly private banks-­

because. they constitute the most important source of financing in Latin_ America-­

cannot drastically reduce in _the immediate future their exposure in the region 

i f they do _tiot want to ,provoke serious financial troubles. Buch actions would badly 

_hurt bot h debtors and creditors with benefits to nobody. Levels of lending have 

to be progra.mmed in ord.er to make possible an orderly process of development with 

exterrial financial stability. If creditors were to reduce drastically their 

l evels of lending-.:..because they· are afraid of the deterioration of the inter­

nat ional payments . position of LAc countries--payments -difficulties -.in these count~ies 

woul d beco~e a. _ self..:fulfilling prophe-cy with serious consequences at the private 

and national levels. 

At the national, reacro-economic, level it is pertinent to remember here part 

of the remarks made by· the President -of the Inter-American Development Bank 

before the Council of the Americas last Dec~ber; Mr. Ortiz-Mene. said and I quote: 

"Latin America has become an important market and an essential source of supply 

for the industrialized countries. Between 196o and 1973, Latin American i~orts 

climbed from $8 billion to $25 billion, a three-fold rise, about four-fifths -of 

which came f'rom industrialized countries. · The relative -importance of the Latin 
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1\mt~r i.t~ tLrl n11trket can be ,1l.dp:ccl, for example, by tn.kinp, a look a.t the 

p;t~ Of-~rt"q>lticrt1 deetjna.tion or United States exports which in 197h reached 

thr~ · Lr ' VP l of almost $100 billion. In that year Latin American imports from 

the tln i. ted States represented approximately 15 per cent of that total and 

thos<' rrom Asia--excluding ~Japan--reached a similar level, while all of the 

Afric n.n continent ~ccounted for only 3.6 per cent. Furthermore, Latin America 

han become a mal1or market for capital goods, consumer durables and chemical 

products. United States exports of these products to Latin America are 

-three times larger than · to Japan and almost as large as to the European 

Economic Community. 

"Latin American countries have also become important. suppiier·s of food, 

raw materials and hydroca bans, which are so vital to · the continuing expansion 

of the world economy. Today~ our countries a.re _the principal world suppliers 

.of fishmea.l; they are among the top three eX-porters of beef, corn, soypeans 

and oup.;a.r, . and they are among the top five sources of the world's iron-ore 

and petroleum. Its tillable area, water potential, and variety of climates, 

moreover, make Latin America. one of the world's best equipped regions to 

produce food and natural fibers . . 

"Through its direct investments, moreover, the United· States has an im­

portant economic stake in· Latin America. Latest data on United ' States direct 

inv.estment abroad indicate that nearly 14 per cent of the total, ' or about $15 

billion, is in Latin America. This represents about 60 per cent of the United 

States direct investments in the developing countries of the world •.•.••••.••• ·n 
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'L'h~~~le. figureR are u. ·useful reminder that we live in a world of financial 

.interdependenCF.!. · [t eunnot. be a mattf~r or indifference to tLe United States 1 tor 

example, what happens to a market which is absorbing more than $15 billion· a· 

year of North American ·2xports and it cannot be a matter of indiference to U.S. 

banke.rs what would happ~m to the U.S. exporters if their sales to LAC countries 

were going to be reduced .; The world's · ec.onotny is organized on the basis of 

·international division of labor and of international cooperation, not on the 

basin of autarchy · and isolation; long ago, the internatic,nal community of 

nations agreed that this approach would allow higher levels of output at lower 

co1:1t.s but this approach .. ·-as it is well known--"implies and imposes special 

·responsibilities for tt.e different parties involved. ·What is new, . in the 

process of financial -interdependence, is the very important role that the 

private sector is playing, basically, outside governments' control and the fact 

that the traditional creditor-debtor relationship is evolving more and more 

toward a relationShip of partners in the development process. The privat.e sector 

haG, therefore, a key role to play. in providing the financing needed by LAC 

countries .. . 

91-
The industrial 

countries will have to implement the necessary measures to facilitate access· . 

·by Ll\C countries to their markets for the export products, to facilitate access 

by LAC countries to the capital markets of the capital exporting nations and to 

facilitate the flow of private f'oreign investment as well as loans by the private 

financial community. Official development assistance is expected to rise, at 

least in nominBl terms, in the immediate future even though several of the 

major industrial countries will keep themselves at quite a ·distance from the 

o.id targets proclaimed by the United Nations. Also, multilateral lending will . 
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hold the line. The only element--in the picture of the resources needed to 

finance the current account deficits of LAC countries--that could change in a 

mannc~ capable of \Ulsettling financial developments in the Hemisphere is 

private lending, one on which governments . and international organizations {r."O-.l- have 

no effective control. ·. This implies a serious responsibility for the private 

sector but also poses e .. challenge to governments and international· organizations. 

They should, in my view, stand ready to move in to substitute for the private sector 

whenever the latter is pu1_ling back; they should adopt a sort of stand-by 

position: the techniques to do so are known, the figures are known; all that 

is required is the will, i.e., the political determination to defend and maintain 

financial stability in the world. The adoption of such a posture by I.O. and 

governments would probably constitute a strong incentive for the -private sector 

·not to make unsettling moves, it would increase confidence in the working of 

the international monetary system- I am not suggesting tha~ nothing of the 

sort is being done today; in fact, I.O. (particularly the IMF in the monetary 

field) and governments are very active in the general area of international 

balance of payments management. My comments are prompted by the very impressive 

proportion that t .he private sector takes in the total external· financing of 

LAC countries. Even ~hough the private sector has shown an attitute of great 

responsibility in its dealings with the debtor countries, and one should expect 

that this will continue being the case, it would be reassuring to them as well as 

the debtors if governm~nts and r.o. would make it unmistakenly clear that they . 

will not allow payments crisis to arise from· a sudden withdrawal of an important 

creditor from the pict·~e of international financ~ng of a particular country. 

Two, another implication of the r~latively new type of rel~tionship between 

creditors and~btors is· that the former can be very influential in helping the 



- 11 -

lu.tter t o structure their foreign debt in a manner which is most adequate to 

the firi~ncing of thei:r r~:! spbcti ve development programs; thi? · Ca.t'l: be of particular 

importance e speci~lly after emergency situations like the one the world.has 

f uceu since the outbreak of the oil crisis in 1973. The world had to face 

this crisis without being prepared for it and even though the ·;,1ay the situation 

has been handled has been quite satisfactory, one could not say that the 

transfer of resources that has taken place via loans to. the non-oil exporting 

countries has .been done in the terms and conditions most appropriate to their 

development needs. Most of the financing was made as a short, emergency., 

balance of payments support and I think, consequently, that there is a lot of 

room for improvement in re-structuring the external debt positio~ of same LAC 

"\ . . .. ·- -· . 
countries in order · to alleviate heavy short-term pressures w·:1ich may exist. In 

thi a context, I mention with special emphasis LAC countries because they have 

received most of the' ·short-term private money which has gone to the LDCs during 

these crisis years. 

Three, the long-term view that both parties take in the new relationship 

al so implies that creditors are getting _more concerned with t.he question of how 

and for what purpose·s the money is being used; this has led, e.g. • to a greater 

involvement of the priYate banks· in project ' lending and also to the fact that 

international lending i nstitutions (i.e., .World Bank, IDB) .are trying to formalize 
. . 

co- f inancing ·agr-eements with private banks in an effort to channel most of the 

financing available to the type of high priority deve·lopment projects that these 

instituti ons finance. 
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