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LETTERS OF TRANSMITTAL

JANUARY 24, 1961.
To the Members of the Joint Economic Committee:

Transmitted herewith for the use of the Joint Economic Committee,
and other Members of Congress, is a report, “Economic Policies and
Programs in South America,” submitted by the Subcommittee on
Inter-American Economic Relationships. It is believed that this re-
po1t will be helpful to members of the committee and others who are
concerned with obtaining a broader understanding of the economies
of our South American neighbors.

The report, of course, does not necessarily reflect the views of any
other members of the subcommittee or the full committee who did
not participate in the study.

Sincerely yours,
WgrigHT PATMAN,
Chairman, Joint Economic Committee.

JANUARY 24, 1961,
Hon. WrigHT PaTMAN,
Chairman, Joint Economic Committee,

U.S. Congress, Washington, D.C.

Drar Mgr. CramrMAN: Transmitted herewith is a report, ‘“Kco-
nomic Policies and Programs in South America,” which has been sub-
mitted to the Subcommittee on Inter-American Economic Relation-
ships by Represeatative Martha W. Griffiths, Representative Thomas
B. Curtis, and me. The report presents observations we have made
and materials we have collected in connection with and as a result of
a series of conferences held in six South American countries, Novem-
ber 4-21, 1961. These conferences were arranged by two members of
the Joint Economic Committee staff who visited these countries for
that purpose in September and early October.

As noted in the foreword, this trip was undertaken under a general
directive to the subcommittee from the full committee, as part of the
Joint Economic Committee’s program for the year. Representative
Griffiths and I are members of the subcommittee. Representative
Curtis, the ranking minority member of the Joint Economic Commit-
tee from the House, accompanied us in response to a general invita-
tion extended to all members of the full committee to share this first-
hand experience.

The subcommittee has requested the printing of this report as a
part of its program of studies. It should be noted, however, that by
this action members who did not participate directly in the study
indicate neither their approval or disapproval.

In response to our general directions the program was planned
and organized by John W. Lehman, deputy executive director, and
William H. Moore, economist, of the committee staff. They also
assisted with preparation of this report.

Sincerely yours,
JOHN SPARKMAN,
Chairman, Subcommittee on
Inter-American Economic Relationships.
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ECONOMIC POLICIES AND PROGRAMS IN SOUTH
AMERICA

FOREWORD

The foreign economic policy and relationships of the United States
have a direct bearing on the stability and growth of our domestic
economy. In recognition of this fact the Joint Economic Committee
or its subcommittees have conducted a series of studies of the relation-
ship of the U.S. economy to the economies of other nations, including
on-the-spot studies in Western Europe and statistical comparisons
with Soviet Russia. Early in 1960 various members of the com-
mittee felt that a study of the trade and investment problems of the
developing countries of Latin America should be the next step in this
program of studies. These nations, whose importance to us is of
great significance, somehow have tended to receive less attention than
the more highly developed Western countries in the urgency of the
postwar decade.

The American States have reached a stage in their historic evolution
in which the solution of longstanding social and economic imbalances
seem to require new methods of analysis and administration if these
countries are to grow, as is their natural bent, along Western demo-
cratic lines.

The Act of Bogota approved October 11, 1960, by a special com-
mittee of 21 nations, proposed new and broad measures for social
improvement and economic development in a pan-American frame-
work. The signing in February 1960 of the Latin American Free
Trade Agreement looking toward the ultimate development of regional
trade had also raised additional questions involving inter-American
trade and investment.

In_its_annyugl report, 1061 (H. Reot 328, 87th Cong.) the full
commuttee accordingly established a Subcommitiee on Inter= fcan
Econdmic Relationships and stated:

This subcommittee is asked to examine the economic interrelationships between
Latin America and the United States with particular reference to long-term
trade potentials, mutually advantageous development of economic resources,
and economic stabilization mechanisms. The subcommittee plans to hold
on-the-spot discussions in Latin America with key Government officials, labor
and business leaders, and experts from academic life, as in the committee’s 1958
study of “Economic Policy in Western Europe.”

Developments in the Latin American field were further dramatized
by meetings at the ministerial level of the American nations at Punta
del Este, Uruguay, in August 1961. Out of these meetings came the
Alliance for Progress, the so-called Charter of Punta del Este, estab-
lishing a mutual understanding among the nations of North, South
and Central America, implementing the March 1961 proposals of the
President of the United States for a program of self-help in a specific
and detailed program for social progress.

1



2 ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA

In keeping with the full committee’s directive and sparked by the
urgency of the developments implicit in the Alliance for Progress, the
subcommittee, after extensive study and an exploratory and planning
visit by the staff, held on-the-spot inquiry in South America in
November 1961. Under the chairmanship of Senator Sparkman,
accompanied by Representative Martha W. Griffiths and Representa-
tive Thomas B. Curtis, the subcommittee visited seven cities in the
%x countries of Venezuela, Brazil, Uruguay, Argentina, Chile, and

eru.

Other countries—Bolivia, Colombia, Paraguay, Ecuador, and the
emerging nations of the Northeast—were not visited, largely because
of time limitations, compounded by the problems of efficient scheduling
of international airflights. In general and comparative discussions
we heard much of these countries, which only added to our regret at
not being able to visit them at this time. In this report we have not
commented on that information specifically, in the hope that an
opportunity to verify it will come to committee members at another
time through further on-the-ground discussion in not only South
America but Latin America as a whole.

Following a carefully prearranged schedule of conferences with per-
sons selected as especially able to present the subcommittee with a
well-rounded view of the problems, we conferred with over 300 South
American residents, largely nationals of the countries involved, but
including also, in addition to embassy staffs, a substantial number of
American businessmen, bankers, and investors of varied and long
service in South America.

It would be impossible to list all of these persons who gave of their
time—and of others who added to our knowledge through less formal
contacts—or to express adequately our appreciation of the coopera-
tion, understanding, and good will which they manifested toward us
and the United States generally. Presidents of nations, cabinet
ministers, members of parliaments, civil servants, economists from the
universities, joined labor leaders and businessmen in efforts to provide
the best and most accurate picture possible within the limits of close
schedules and broad interests.

Generally suggestive of our lines of inquiry is a list of questions
used in these discussions. These questions were in no way inclusive
or exclusive but-used-largely.as-a~frainontf=pelaron cormmmmm. —

Commodity and trade problems ™™ _

What steps are being taken, or planned, to reduce dependentce
upon a few primary commodities?

What are the hopes for and obstacles to international com-
modity agreements affecting them?

How will the Latin American Free Trade Association affect
tariff levels, exports and imports between your country and (1)
others in the Common Market, (2) the United States?

Domestic investment and growth

What are the chief present deterrents to private domestic in-
vestment—to the investment of external capital?

What are the present attitudes and policies toward foreign
private investment?

How can the private sector, especially small business and diver-
sified agriculture, best be stimulated? Credit assistance? Tech-
nical assistance?
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What, if any, projects for investment are currently pending
before external financing agencies such as World Bank, Inter-
American Development Bank, Export-Import Bank? How
satisfactory are these sources?

Economic and social reforms
What, if any, economic and social development programs seem
most important from the standpoint of political stability, and
preventing trends toward extremes of the ‘right” or ‘“left’’ in
your country?
What is being done currently (and planned)—
(¢) In the field of agricultural reform and land tenure?
) (b‘z By way of improving tax legislation and administra-
tion?
(¢) To increase government revenues and restrain infla-
tionary pressures?

Mutual cooperation

In what areas do you think that the Unitzd States and mul-
tilateral financing and assistance agencies should put their
greatest emphasis?

What administrative or other problems have you encountered
in dealing with the United States and the multilateral aid
organizations?

Our report, based upon a short, although intensive stay, must
necessarily be somewhat impressionistic. Among us, interests, weights
assigned to issues, and individual conclusions drawn from the evi-
dence, of course, differ. We feel, nevertheless, that in an area of
such growing importance as Latin America, even our inadequate
impressions may add to the better understanding of needs, hopes,
problems, and mutual commitments under the Alliance for Progress.

The report is arranged in two parts. Part I presents our general
impressions and comments and part II is made up of a series of in-
dividual country summaries. The latter are based in part on mate-
rials assembled prior to our visits, as well as information obtained in
the various countries. In presenting the country summaries partic-
ularly we have tried to select and organize the materials in a way
which we hope will be helpful to other members of this committee
and of the Congress who may be visiting some of these countries or
otherwise in need of a quick review of their economies.

It should be noted that we have not attempted to discuss or analyze
the profound political problems which also confront the leaders in
the countries we have visited. We have tried to confine ourselves
to the economic analyses with which the subcommittee is charged,
although we are fully aware of the gravity of the social and political
situations, particularly as they may limit the choices for economic
action.

Besides acknowledging our obligation to our many friends in South
America, we would not want to close this introductory note without
specific reference to the advice and help which we have received from
Raymond F. Mikesell, W. E. Miner professor of economics, Institute
of International Studies and Overseas Administration, University of
Oregon, and Mr. Pat M. Holt, consultant to the Foreign Relations
Committee, U.S. Senate, currently on study leave in Bogota, Colombia.



PART I—-SOME COMMON PROBLEMS
INTRODUCTION

As the country-by-country discussions of the countries visited by
the subcommittee which are presented in part II amply remind one,
South America is not merely a land mass or continent but a varied
group of nations—some of them large, some of them small, all with
long and proud traditions.

Indeed, anyone who has visited several South American republics
is certain to be struck by the great diversity of economic and social
conditions between the countries themselves and among regions within
the same country. Some countries or regions have per capita incomes
comparable to the less opulent nations of Western Europe, while
others have incomes that rank among the lowest in the world. Some
South American countries suffer from severe population pressure—
pressure not so much in terms of density as in many other under-
developed countries but, in terms of rates of increase which outrun
gains 1n productivity and development. Other countries have vast
unsettled and uncultivated land resources. Some are populated
almost entirely by people of European origin, while in other countries
indigenous Indians or Negroes make up a large share of the population.
Some countries have achieved a fairly high state of industrial develop-
ment, while in others the process of industrialization is just beginning.
This diversity is carried over to the social structure. the character and
stability of governments, and, indeed, language and cultural patterns
differ widely between countries and from region to region.

Although few educated Americans would deal with the problems of,
say, France, Germany, and Greece as a unit simply because they are
all on the same continent, there has been a rather general tendency
to treat South America and indeed all of Latin America as a single
entity and to suggest the same programs and policies for countries
as different as, say, Greece and Burma. Yet the kinds of economic
and political policies which are appropriate for a country like Uruguay,
which has a relatively stable government and which appears to have
had reasonable economic stability. are quite different from those of,
say, Argentina which, while it may have a higher level of living, at
least, until recently, has had greater instability.

In emphasizing the differences among South American countries,
we should not lose sight of several important characteristics and
problems that they have in common—from the richest to the poorest.
While diversity makes generalization dangerous, our discussion based
on the review of the six countries will deal with the following general
areas: (1) commodity and trade problems; (2) agricultural problems
and land-use reform; (3) policymaking and economic development;
(4) Alianza para el Progreso—the Charter of Punta del Este; and
(5) some concluding observations.
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8 ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA

ComMoDITY AND TRADE PROBLEMS

Each of the Latin American countries is heavily dependent upon
exports of a relatively few primary products; one market, the United
States, consumes nearly one-half of these products. In recent years
the degree of dependence on a few commodities has been increasing
and there have been substantial annual price and volume variations
which have had a marked effect on foreign exchange earnings. In
addition, Latin America’s share of the world markets for some com-
modities has been deteriorating relative to that of Africa and Asia.
Commodity stabilization schemes have been employed to a limited
extent and with little success.

Degree of dependence upon primary commodities.

In 1960 nearly 80 percent of Latin American exports were accounted
for by 20 primary products. Petroleum leads the list. In 1957,
26.8 percent of all Latin American exports was accounted for by
petroleum, mainly from Venezuela with smaller amounts from
Colombia and Peru. Coffee, with Brazil and Colombia in the lead,
was second with 19.3 percent, sugar third with 9.8 percent.

For the five leading products, the proportion of total exports has
increased from 37 percent in 1937 to more than 60 percent in 1955-60.
Much of this is attributable to petroleum, the share of which in
Latin American exports has nearly tripled while the share of coffee has
doubled in the same period (11 out of the 20 Latin American republics
produce and export significant quantities of coffee).

The degree of dependence upon primary commodity exports in the
countries visited is even more pronounced when examined on a
country-by-country basis, as is illustrated by table 1. Venezuela,
for example, exports petroleum and little else. In most years,
petroleum’s share is in excess of 90 percent. As a percent of total
exports, coffee accounts for 57 percent in Brazil, copper 69 percent in
Chile, wool 55 percent in Uruguay. The most diversified country
visited was Peru, which depends upon cotton and minerals for more
than 40 percent of export earnings. Not only are primary products
strongly represented in total exports, but nearly all Latin American
countries have, it should be noted, a high ratio of exports to gross
national product.

TaBLE 1.—Ezports of 15 primary commodities as a percent of total exports, 6 South
American countries, 1959

[Percentages]

Argentina | Brazil Chile Peru Uruguay | Venezuela

Total primary commodities
as percent of total exports_.. 58 64 77 79 87 87

Source: International Financial Statistics, February 1961, pp. 40-41.
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Customers for Latin American primary commodities are also highly
concentrated. The United States is the principal buyer, having
purchased about 45 percent of Latin American products in recent
years. We buy no wheat, very little meat, and few hides, but for
most products U.S. imports constitute a substantial share. The
United States buys 67.1 percent of all Latin American coffee, 38.2
percent of the petroleum, 40 percent of the sugar, and 48.7 percent of
the copper. Western Europe is the next most important purchaser,
with about 30 percent of Latin American commodities being shipped
there. The United Kingdom alone takes nearly 10 percent.

Trends wn commodity trade

Between 1937 and 1957, the volume of world exports increased by
77 percent, but the exports of Liatin America rose by only 18 percent.
If petroleum, primarily from Venezuela, is excluded, Latin America’s
export volume actually declined during this period. Over the period
from the late 1920’s to the middle 1950’s, Latin America experienced
a decline in its share of total world exports in products which in
1955-57 constituted more than 75 percent of the exports of the area.

In addition to these long-term adverse trends, foreign exchange
earnings have been highly variable on a year-to-year basis. Annual
losses or gains of 25 percent or more in total exchange earnings are
quite common for Latin American countries. Uruguay’s exchange
earnings, for example, declined by nearly one-half between 1956 and
1957 and well over one-half between 1956 and 1959.

Trends in primary commodity prices

Some, but not all, of the instability of exchange earnings is a result
of changes in primary commodity prices. The aggregate index of
export prices for Latin American products has been steadily declining
since 1954 and is now only about three-fourths of what it was 7 years
ago. The most precipitous declines were in 1954-55 and 1957-59.
It may be noted, however, that most raw material prices had been
pushed up substantially as a result of the Korean war, particularly in
the period 1950-52, so that the declines in the last decade are reduc-
tions from alltime highs.

Hardest hit has been Brazil, whose export prices at the end of 1960
were only slightly more than one-half what they were in 1954. Ex-
port prices of Uruguay’s wool were only 35 percent of the 1951 level
in 19?9, ailthough in 1960 they recovered to about 47 percent of the
1951 level. .

Causes of primary commodity problems

The principal commodity problems from which Latin American
countries suffer include (a) too heavy concentration in a few products;
(b) the downward trend in prices during the past decade; (¢) short-
term price and volume fluctuations. Kach problem is unique and
requires special measures for its solution.

On the supply side of the market, natural disasters, such as crop
failure, storms, and diseases, can cause a serious disruption of the
market and loss of foreign exchange earnings. On the other hand,
unusually favorable weather can result in a bumper crop, a drop in
export prices, and a loss of foreign exchange. It is probable, however,
that causes other than natural ones account for most of the mstability
of primary commodity markets.
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The relationship between the price of primary commodities and the
quantities that producers are willing to sell is extremely inelastic in
the short run. By this is meant that almost regardless of price,
producers will produce the same quantity of the primary commodity.
Once the crop is in, the producer sells for whatever he can get. Even
a sharp decline in price will not deter him, since he must get what he
can. The same proposition is true, to a lesser degree, for noncrop
primary commodities, such as minerals and metals. What this means
1s that the volume of exports is not determined particularly by cur-
rent price and that foreign exchange earnings are determined by the
amounts consumers will pay for the volume produced in response to
the price in a previous period.

A period of high or rising prices of primary commodities frequently
leads producers to believe that by expanding their planting they will
be able to sell more. Depending upon the period it takes to bring the
new capacity into operation, substantially larger supplies will come
on the market at a subsequent period. If demand has remained the
same, the price will fall and possibly earnings also. In Latin America
this is precisely what has happened in several instances. Encouraged
by the high prices of the early 1950’s, producers expanded coffee
plantings and opened new mines in the expectation that the high
price would continue. Demand has increased somewhat, but not
nearly enough to absorb the vastly increased quantities Latin
American producers can put on the market.

On the demand side, the relationship between price and the quanti-
ties consumers are willing to buy is also inelastic in the case of many
primary commodities. This means that a reduction in price does
not result in sufficient additional demand to increase total earnings.
Thus, should supply be increased against a fixed demand, exchange
earnings may deteriorate. Furthermore, quantities consumed of
some primary products are extremely sensitive to the business cycle.
Business fluctuations in the United States and Western Europe
greatly influence Latin American exports.

In some cases acceptable substitutes for primary commodities have
reduced the demand for Latin American exports. Synthetic fibers
have made substantial inroads into the world markets for cotton and
wool, hurting such countries as Brazil, Peru, and Uruguay. Aluminum
and polyethylene can substitute for lead as insulation, and aluminum
is frequently an acceptable substitute for copper. Synthetic chocolate
is already in use and synthetic coffee may be developed commercially
in the near future.

In addition, Latin America is not the only supplier of the primary
commodities in which it concentrates. Africa and Asia both produce
nearly all of these products in large quantities, and in recent years have
been enlarging their relative share of the market. Of great conse-
quence also for primary producers has been the trade policies of the
buyers. In many cases protection in the industrial countries inhibits
the expansion of primary commodity exports.

Impact of U.S. trade policy

The commercial policies of the United States have an important
effect upon exports of Latin American primary products both to the
United States and in some cases to third markets. The United States
maintains protective duties and/or import quotas on a number of
agricultural products in which domestic U.S. producers are in com-
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petition with Latin American exporters. These commodities include
sugar, cotton, wool, tobacco, edible nuts, meat, linseed oil, canned
fish, wheat, hides, and skins. The United States also protects its
domestic minerals industry, particularly petroleum, lead, zinc, and
copper.

Agricultural commodities.—With respect to agricultural commodities
it is necessary to distinguish between two types of impact. In the
case of those commodities in which the United States is a net importer,
for example, wool, sugar, edible nuts, and linseed oil, customs duties,
subsidies to local producers (in the case of wool), and import quotas
restrict the U.S. market either directly or indirectly by maintaining
domestic production at a higher level than it would otherwise be.

For commodities such as cotton and wheat, in which the United
States is a substantial net exporter, the impact of U.S. policies is
largely upon the exports of individual Latin American countries in
third markets. The United States is selling cotton and wheat at -
prices well below the artificially maintained domestic prices. U.S.
exports of both commodities would be far lower in the absence of
export subsidies, assuming no change in the domestic support prices.
Thus the exports of Argentina, Brazil, and Peru, among others, tend
to be affected by U.S. policies.

Sales of cotton and wheat for local currencies under the Public Law
480 program present a somewhat different problem. In theory, at
least, these exports are supposed to represent imports of the recipient
country over and above normal purchases. A number of Latin
American countries have been beneficiaries under the Public Law 480
program, while others, including some of the beneficiaries, are con-
vinced that their markets in third countries have been affected by
such sales.

Minerals production.—Lead, zine, petroleum, and copper are the
minerals most affected by U.S. policies. The first three have been
subject to import quotas as well as customs duties. While there is no
import quota on copper, in 1958 the United States reinstituted a
1.7-cent duty on copper which had been suspended since 1947. There
are also customs duties on several other minerals imported from
Latin America, including manganese, mercury, bauxite, and tungsten,
but their restrictive effect is probably slight. There are no duties on
such important minerals as iron ore and tin. U.S. Government stock-
pile purchases have also been employed from time to time to support
domestic production of minerals.

There can be little doubt but that the imposition of quotas on lead
and zine in September 1958, limiting U.S. imports to 80 percent of the
annual average for commercial imports during 1953-1957, is having a
restrictive effect on imports of these commodities from Latin America,
particularly Peru among the countries visited. A complicating factor
in measuring the magnitude of the restrictive effect relates to the vol-
ume of sales for the stockpile or under terms of barter agreements.

The establishment of mandatory quotas on petroleum imports in
March 1959, and of voluntary quotas, which were only partly effective,
in 1957 and 1958, has had an impact on U.S. imports of Venezuelan
oil. The impact has been mixed, because the quotas apply to indi-
vidual companies and there have been shifts in imports as among
various foreign sources. During the first 3 months that mandatory

78111—62——2
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quotas were in effect, total U.S. imports were below the total quotas,
although imports from particular countries were probably restricted.

Venezuels has stated, however, that it is not so much opposed to
the import restrictions as such, since they tend to uphold Venezuelan
prices at the U.S. level, but rather to the manner in which the quotas
are assigned and particularly to the exemption of overland Mexican
and Canadian imports. Venezuela would prefer quotas assigned to
the foreign country as a whole rather than on a company basis, a
system which would assure its share in the U.S. market. There is
some evidence to indicate that U.S. companies tend to favor cheaper
oils from the Middle East over imports from Venezuela when their
imports are limited. The present situation may simply reflect a
general oversupply and the actual impact of the quotas may in fact
be relatively small.

Impact of West European trade policies

Import restrictions and other interferences with international trade
by the United Kingdom and continental Western Europe affect
mainly the agricultural exports of Latin American countries: wheat,
meat, bananas, coffee, cocoa, sugar, and tobacco. There are in
general three types of measures currently or potentially restrictive
to Latin American exports. First are the import duties, quotas, and
domestic subsidies on agricultural commodities produced within
Europe, including wheat, meat, and sugar. Second are the revenue
duties on commodities of importance to Latin American countries,
including duties on bananas, coffee, cocoa, and tobacco. The com-
bined incidence of revenue duties on tobacco, for example, ranges up
to several hundred percent in some cases. Several West European
countries have quite high duties on coffee and the European Eco omic
Community (EEC) common customs tariff on coffee has been estab-
lished at 16 percent. In 1957 the total fiscal incidence of revenue
taxes on imports of green coffee in Germany, France, and Italy was
over 70 percent. The abolition of revenue duties on imports of green
coffee in Germany and Italy could increase import demand by nearly
20 percent.}

Finally, it must be noted that British and EEC import duties and
quotas discriminate against Latin American exports. Commonwealth
products enter the United Kingdom either duty free or at preferential
rates. Thus, Commonwealth countries supplying sugar and meat to
the United Kingdom have a preferential tariff advantage. The EEC
tariff and quota preferences will affect several Latin American exports,
including coffee, cocoa, bananas, sugar, tobacco, meat, and grain. Of
special concern to Latin America is the preference given to certain
African territories or countries associated with the EEC. These areas
are already strong competitors of Latin America. Their bananas,
cocoa beans, and coffee will eventually come into the Common Market
free of duty, while Latin American countries will pay a common tariff
of 20 percent on bananas, 9 percent ad valorem on cocoa beans, and
16 percent on coffee. Brazil, Colombia, and others fear a serious loss
of export markets in Western Europe.

Despite continued restrictions, imports are admitted much more
freely into Europe at present than was the case during the earlier
postwar period. Many countries have reestablished free commodity

1See “Trends in International Trade,”” General Agreement on Tariffs and Trade, Geneva, 1958, p. 111,



ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA 13

markets in internationally traded products. Bilateral trade and pay-
ments agreements, except with the Soviet bloc, have been largely
abandoned and much of the trade formerly in the hands of state
trading enterprises has now been returned to private hands.

Imports and the balance of trade

South American imports come primarily from the industrialized
countries of North America and Western Europe. About one-half
comes from the United States and Canada, 30 percent from Western
Europe, and 5 percent from the United Kingdom. There is consider-
able variation from country to country. Argentina, for example,
obtains over 40 percent of its imports from Europe and less than 20
percent from the United States, whereas Chile gets more than one-
half of its imports from the United States and 30 percent from Western
Europe. Two-thirds of Brazil’s trade is divided evenly between the
United States and Western Europe. Paraguay and Uruguay acquire
about 20 percent of their imports from the United States and both
rely heavily upon the Latin American and West European markets.
Venezuela looks to the United States for nearly 60 percent of its
imports and to Western Europe for about one-third. One-half of
Peru’s imports are from the United States and one-third comes from
Western Europe.

The bulk of South American imports takes the form of capital
goods, industrial raw materials, and petroleum. For most countries
the demand for imports has tended to grow much more rapidly than
export earnings. This is partly a consequence of internal inflationary
policies which have increased the demand for imports while discourag-
ing exports. However, there are structural factors in the trade
position of a number of South American countries which have made
it difficult to achieve both & high rate of development and balance of
payments equilibrium.

The temptations of noneconomic production

The capital-goods import/primary-commodity export pattern gives
promise, indeed, of a continuing and deepening dilemma for Latin
American trade policy. Development in these countries requires
increased imports of capital goods, and as the development process
progresses, it leads to increased demands for fuel, raw materials,
and consumer goods, many of which must also be imported. Yet the
problem of increasing capacity to import (i.e., of increasing exports)
1s not an easy one. Most Latin American countries, as already noted,
are overly dependent on a single export commodity (oil, coffee,
minerals, etc.). The easiest way to increase exports would be to
concentrate on production of these commodities, in which Latin
America has a natural advantage. Yet this has its drawbacks. It
increases the already too great dependence on these commodities,
and it could well lead to self-defeating drops in world prices.

Latin America thus not only needs to increase exports but to diver-
sify exports. This is not easy to do. Except for the commodities
in which it has a natural advantage, South America is still basically
8 high-cost producing area. The fields in which expansion is easiest
are likely to be those in which there is already a glut on the world
market. All of this has led to a trend in South America to seek the
same balance of payments results, not by increasing exports but by
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substituting for imports. There are cases, as for example the Brazilian
automobile industry, in which this policy may have advantages; but
the policy can easily get out of hand and lead to all kinds of non-
economic production. For example, although we did not visit, we
were told that Colombia is now growing a part of its own wheat, at
costs from two to three times that of the world price meanwhile
missing a bet on the production of tropical fruits for export.

Need and evidences of tmproving financial management

While the temptation to favor the production of domestic substi-
tutes for imported commodities as a means of dealing with their
trade balance problem has lead to continued use of tariffs, quotas,
and import prohibitions, most of the countries have undertaken
monetary reforms designed to improve their balance-of-payments
position and to enable them to rely less upon exchange controls and
import quotas than has been the case in the past.

Progress in this direction, while insufficient, tentative, and always
at the peril of backsliding, is, nonetheless, heartening in showing a
courage of purpose.

Various of these countries have, in the past 5 years, as is well known,
gone through degrees of inflation, currency devaluations, and internal
political unrest, in several cases involving a major reorientation of
policies. In the face of these headline crowding events the trend
toward some basic financial improvement shows through in other
hopeful ways. Estimated gold reserve and dollar holdings of the
several countries, although admittedly low, have been maintained
throughout the period at surprisingly constant levels (except in the
case of Venezuela there was an upward thrust connected with the
Suez crisis). In some countries, notably Argentina and Peru, the
relative stability of reserves is in part a reflection of an attempt at
financial discipline. In other countries measures to improve external
financial relationships have been undertaken, but it is as yet too early
to find clear evidence of their long-run effectiveness. Such efforts,
where undertaken, are nonetheless noteworthy and deserve watching,
since the quest for external financial responsibility, and the interest
rates and austerity measures taken to preserve it, may sometimes be
at the cost, if not the cause, of some internal unrest (table 2).

TaBLE 2.—Estimated gold reserves and short-term dollar holdings of 6{South American
countries

[In millions of dollars]

Dec. 31—
Sept. 30,
1961
1955 1956 1957 1958 1959 1960
Argenting.. ... ... 509 360 263 203 393 419 445
Brazil.... .- 466 549 456 463 478 481 551
Chile_ 139 137 115 140 228 180 178
Peru.... 127 119 88 96 110 114 123
Uruguay- 281 259 235 262 242 231 229
Venezuela_______ ... 668 1,058 1,554 1,213 939 796 846

Source: Federal Reserve Bulletin.
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Recent progress toward stabilization and the turn toward ‘“‘sound”
economic growth policies is even more striking in view of the extent
to which foreign exchange restrictions and multiple foreign exchange
rates have been reduced or eliminated. A little over 5 years ago, at
the end of 1955, all six of the countries visited had dual or multiple
exchange rate systems of differing degrees of complexity. By mid-
1961 Argentina, Brazil, Chile, and Peru and Uruguay had substan-
tially given up exchange controls and gone over to a single free rate.

Although one may properly say ‘‘substantially eliminated’ there
are still a few important vestiges of the once widespread direct controls.
Chief exceptions are administered rates on coffee and cocoa exports in
the case of Brazil and the continued use by Argentina and Uruguay
of a few specific commodity import and/or export surcharges supple-
menting the single rate. These selective import anl export taxes
apparently stem, however, not so much from a failure to recognize the
virtues of free exchange but from the fact that alternative sources of
governnent revenue are not and have not been quickly developed to
offset the loss of revenue from penalty exchange rates.

Meanwhile, somewhat as an offset to these vestigial exchange re-
strictions, Peru, joining such countries as Belgium, France, West
Germany, United Kingdom, Sweden, and Saudi Arabia, on February
15, 1961, formally accepted the obligations of article VIII of the
International Monetary Fund Agreement, thereby becoming one of 21
nations of the world who have agreed to eschew discriminatory cur-
rency practices or restrictions on transfers without consultation with
and approval by the Fund. ‘“This progress in the exchange system,”
according to IMF reports, “was made possible by the improvement
that has resulted from the stabilization program Peru is following.”

All in all memories die hard of the era of widespread Latin American
reliance on administrative interference to influence the internal eco-
nomic situation through the exchange system. The extent to which
such restrictions have been eliminated is not always fully appreciated.
Notwithstanding the continued limited use of taxes on imports and
exports, international trading with, and in, Latin America, have, it
appears, become vastly simpler and less subject to sudden changes of
policy and ad hoc patchwork changes in the exchange pattern.

It is clear that the region as a whole, after long experience with
many types of restrictions on foreign trade and payments and manip-
ulations of exchange systems, has decided to adopt a substantially
more liberal attitude toward international economic relationship and
to rely upon sounder and more basic domestic measures as the prin-
cipal instruments of economic policy.?

Intra-Latin American Trade and the Montevideo Agreement

The Latin American free trade area, LAFTA, along with the Act
of Bogota and the Alliance for Progress, is one of the most important
concrete cooperative efforts undertaken by a group of Latin American
countries in modern times. Nine countries—Argentina, Brazil, Chile,
Columbia, Equador, Mexico, Paraguay, Peru, and Uruguay—have al-
ready ratified the Latin American Free Trade (Montevideo) Treaty
and others are expected to do so in the near future. The treaty, which
was formulated in February 1960, is a product of several years nego-
tiation and study by the signatory countries under the general direction

2 F. d’A. Collings, ‘‘Recent Progress in Latin America Toward Eliminating Exchange Restrictions *
Staff Papers, IMF, May 1961, p. 286.
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and sponsorship of the United Nations Economic Commission for
Latin America. It grew out of the conviction on the part of leading
Latin American economists, businessmen, and politicians that Latin
America’s economic growth, particularly in the industrial field, de-
pended heavily on the opportunities for regional specialization and
trade. It has Jong been recognized that the narrow markets of indi-
vidual countries represent a severe limitation on the achievement of
more advanced stages of industrialization, particularly in the capital
goods and durable goods industries fields. Moreover, it is believed
that at least a partial answer to the problem of expanding exports of
Latin American countries is to be found in specialization and trade
within Latin America itself.

Unlike the European Common Market and the European free trade
area, the Montevideo Treaty does not provide for an automatic re-
duction in tariffs and other barriers to trade within a given time
period. Although article 2 of the Montevideo Treaty does provide
that the free trade area ‘‘shall be brought into full operation within
not more than 12 years from the date of the treaty’s entry into force,”
its actual application to individual commodities is to be determined
by negotiation among the member nations.> Thus significant reduc-
tions 1n barriers to trade in manufactured commodities within Latin
America must depend upon the outcome of reciprocal negotiations,
perhaps not unlike those which are conducted within the framework of
the GATT.

The LAFTA organization must be considered not only as a mech-
anism for reducing trade barriers and broadening the markets for
Latin American produced goods, but also as a means of cooperative
planning of development, particularly in the capital goods field.
Many industries in Latin America are not likely to be competitive
in any case, and there is a strong desire on the part of the members of
LAFTA to achieve a kind of planned complementarity in certain
industrial sectors. Doubts may be legitimately raised regarding the
desirability of such arrangements, since they may constitute, in fact,
government-sponsored cartels. On the other hand, the internal
economies of Latin American countries are not generally competitive
for a large range of industrial products, while the prices of agricultural
and other primary commodity products are frequently controlled and
subject to various forms of regulation. Hence, it is doubtful if the
LAFTA agreements will make Latin American economies any less
competitive than they are now, and in the case of many commodities
where production and trade are not subject to regional control arrange-
ments, the reduction or elimination of trade barriers will very likely
increase the degree of competition within Latin America.

The achievement of the free trade area goal for the LAFTA members
depends upon the solution of a number of problems in addition to
those concerned with the negotiation of reciprocal tariff reductions
and joint planning in certain industries. For example, much of the
existing trade among the countries of South America is financed under

3 Article 5 of the treaty provides that ‘‘each contracting party shall annually grant to the other contracting
parties reductions in duties and other charges equivalent to not less than 8 percent of the weighted average
applicable to third countries, until they are eliminated in respect to substantially all of its imports from the
area * * *.”” However, a careful examination of the formula to be used for calculating the reduction in the
weighted average of restrictions applicable to intra-LAFTAtrade (protocol No. 1 of the treaty) reveals that
countries need do little more than reduce their restrictions on the commodities that they are already import-
ing from other members in substantial volume. Since there isrelatively little trade in manufactures among

Latin American countries at the present time, little or no weight is given to these commodities in the formula
until they are actually traded.
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bilateral payments agreements rather than with convertible currencies.
There are differences in views as to how intra-LAFTA trade should be
financed, but the recent exchange reforms of the major countries point
to the financing of trade on a convertible basis. However, there is a
lack of credit facilities, both short and medium term, for the financing
of trade within Latin America. Producers of capital goods, such as
Argentina and Brazil, are fearful that they will not be able to compete
in Latin American markets with United States, European, and Japa-
nese exporters because they are unable to provide comparable credit
terms.

Another problem concerns the ability of some of the less industrial-
ized countries, such as Peru and Uruguay, to compete with the more
industrially advanced countries. The former are fearful that a free
trade area will mean a retardation of their industrialization programs
while foreign and domestic capital will be drawn to major industrial
centers, such as Sao Paulo and Buenos Aires. It is for this reason
that they have proposed the establishment of a development corpora-
tion which will give special attention to the financing of industries in
the less industrially advanced members of LAFTA.,

Impact of LAFTA on U.S. exports

What will be the effects of the creation of a Latin American trade
preference area on U.S. exports? There seems little doubt that it will
change the composition of U.S. exports to the area, since through in-
creased pecialization and trade LAFTA members will be able to be-
come self-sufficient in a larger number of products than would other-
wise be the case. On the other hand, Latin America’s need for capital
goods imports, certain raw materials, and even agricultural commodi-
ties will continue to expand and the total volume of their imports will
be limited only by their export earnings and capital inflow. Their
exports of traditional commodities are not likely to be affected by
the free trade area, and indeed, the existence of the free trade ares
may assist these countries in developing new export lines which they
can sell in world markets. The opportunity to sell in a broad Latin
American market will moreover undoubtedly attract a greater volume
of foreign capital, just as the creation of the European Common
Market has attracted capital from the United States.

AcGricuLTURAL PROBLEMS anNp Lanp Use Rerorm

The profound significance of agriculture to South American coun-
tries (as well as to “developing” countries generally) is apt to be only
remotely appreciated by people of the United States where a half
century of declining farm population and a generation of persistent
farm surpluses have conditioned our national thinking and policy.

The position of agriculture in the economy

In spite of rapid urbanization and industrialization during the
postwar period, most of the people of Latin America still live in Tural
areas and about half the labor force is engaged in agriculture (table 3).
A large part of the rural population operates an agricultural economy
on a relatively simple, nonmechanized Jevel and Iargely under tradi-
tional systems of land tenure. Even in Argentina and Uruguay,
where only 25 percent and 22 percent respectively of the labor force
is engaged in agriculture, agricultural products constitute the vast
bulk of the foreign-exchange-producing exports.
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TaBLE 3.—Agricultural labor as a percentage of total labor force, 6 South American
countries, 1950

Argentina_ _ - o o 25
Brazil o e o 61
Chile. - e 30
Pt o e e 60
Uruguay - - - o e 22
Venezuela . _ - e e 41
Latin America as a whole__ . _ _ oo 53

Source: ‘“United States-Latin American Relations,” compilation of studies prepared under the direction
of the Subcommittee on American Republics Affairs of the Committee on Foreign Relations, U.S. Senate,
Aug. 31, 1960, table II-1, p. 585.

In spite of the large proportion of the people in Latin America
engaged in agriculture, in many countries agricultural output is in-
adequate to support the food requirements of the people with the
notable exceptions of Argentina and Uruguay.

At the same time, there is little doubt that for most Latin American
countries agriculture has represented a relatively neglected aspect of
their development. Large areas of cultivable land are either not being
used at all for productive purposes or are being used ineffectively.
South America, it is said, has more than four times as much cultivable
land per capita as Asia and 50 percent more than Europe. However,
output per worker and per acre in South America is only a small frac-
tion of that for the United States. For example, production per
agricultural worker in the United States in terms of wheat units in
1952-54 was 4,220 as against 450 in Brazil and 250 in Peru.*

In spite of this poor record, there has been a rather definite tendency
during the postwar period for agricultural output in Latin America
to continue to lag behind the rate of growth in other sectors of the
economy.

Role of agricuture in development

Given this set of conditions—(1) agriculture as a major source of
employment, (2) low calorie national diets, and (3) lagging agricultural
productivity—it is not surprising that the visitor to Latin America
hears much of what is termed ‘“the need for agrarian reform.”

But there is still another aspect of Latin American agriculture—
perhaps economically the most important, although less apparent.
(@) Agriculture, as the dominant sector of the economy, shou d make
a net contribution to the capital required for overhead public invest-
ment and expansion of secondary industry, and (b) increased exports
of agricultural products offer in the earlier stages of development the
most promising means of increasing foreign exchange earnings.

Although U.S. history of the 19th and early 20th century affords
the near perfect case study, this capital ‘‘generating”” role of agricul-
ture is likely to be forgotten, since we have largely outgrown that
phase of “adolescence’” which, however, still confronts much of Latin
America.

The problems of economic development wherever confronted is
largely—although of course not entirely—a problem of capital accu-
mulation. The very size of the capital demands for further develop-
ment and diversified growth in Latin America places a great present
burden on agriculture. Because agriculture is the principal existing

4 See United Nations, “Productivity of Labor and Land Use in Latin America in Agriculture,” Economic

Survey of Latin America, 1956, United Nations Economic Commission for Latin America, New York, 1957,
p. 170.
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industry, it must be looked to to provide the domestic savings needed
for expansion not only in food and fibers themselves but for investment,
in other nonagricultural directions.

While presenting a seeming paradox, the fact is that, even though
agriculture may be expected to represent a declining sector in the more
industrially developed countries of tomorrow, as a means to an end it
nevertheless warrants substantial expansion of productivity and out-
put today. Only in that way can it perform its role as a major source
for capital formation and earn the foreign exchange required to buy
outside machinery and technology.

In some cases, as Venezuela and Chile, petroleum and mineral
exports do offer alternative sources of needed foreign exchange thereby
aiding in financing expansion, including governmental development
expenditure on education, roads, and utilities. But in other countries
visited, Peru and Uruguay, for example, improving farm output offers
more certain returns sooner.

Ironically, part of the difficulty in South America may have arisen
from governmental policies which have tended to emphasize urban
construction and rapid industrialization over basic agriculture. There
has, for example, been a failure to channel investment funds into agri-
culture and into rural areas, to provide adequate credit facilities and
technical assistance for improving crops and production methods, and
to take measures designed to increase the cultivable area and reduce
soll erosion. It is commonly asserted, moreover, that much of the
responsibility for the lagging condition of agriculture is to be found
in the forms of land tenure.

Causes of lagging agricultural productivity

Before taking up the problem of land reform it may be well to
summarize, accordingly, some of the complex social, economic, and
legal elements which contribute to the agrarian problems.

L. Subsistence agriculture.—Except for a few export crops a system
of subsistence agriculture, based on a choice of crops for family con-
sumption rather than for their market value, is quite widespread.
Maize and beans are the characteristic crops, although rice is impor-
tant in Brazil. Not only does the subsistence type of agriculture fail
to provide an adequate diet and a satisfactory living standard for the
mass of rural dwellers themselves, but it has failed to produce a suffi-
clent supply of adequate low-cost food for the major urban centers.
As a result, much of the agitation against the prevailing agricultural
pattern comes from the rapidly growing cities where industrial workers
and the middle class are faced with persistent food shortages, high
cost of staples, and low quality of goods. This agitation, rightly or
wrongly, tends to be directed against the incumbent political regimes.

2. Traditional agriculture—The traditional agricultural system is
characterized by lack of change from the past. The agricultural
methods employed today in much of Latin America differ Little, if at
all, from those employed in the colonial period. (Newly settled areas
in southern Brazil, Uruguay, and Argentina are exceptions.) A low
level of technology prevails. Large numbers of workers paid low
wages are used rather than machines. Innovations are rare; tradition
delimits the few choices available to the rural population. Mechani-
zation would make much of the rural population superfluous and new
land or urban jobs would have to be found for them.
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3. Large landholdings.—Much of the best agricultural land in Latin
America according to statements, materials, and general conversation,
is controlled by a relatively small proportion of the population.
While much of the commercial agricultural production comes from
these large landholdings, these properties apparently produce well be-
low their potential. They are operated by some form of tenancy,
by wage laborers, or by a combination of tenancy and wage labor.
In contrast to the North American pattern of commercial farming
efficiency, the shortcomings of the subsistence and traditional agri-
culture carry over and apply to the large landholdings, as well. The
technological level is low and most of the workers and tenants sup-
port and feed themselves by falling back on subsistence agriculture.
Frequently the best land is used for the landowners’ crops and the
workers left to grow their own food on the poorer or more remote
parts of the property. Administration of the properties is left in the
hands of managers and foremen. As long as the property provides
an income sufficient to enable the absentee landowners to enjoy the
life of the capital city, there is little incentive for them to concern
themselves with the detailed operation of the property, whether it
be livestock raising in the more temperate regions, or the plantation
growing of cotton, cane, or coffee in the tropical parts of the continent.

4. Social structure—In the Indian and mestizo regions of South
America there remain vestiges of the communal organization of
society with large numbers completely outside the market or even
a barter economy. Under the communal social structure the product
of individual efforts are diffused to the group as a whole. At the same
time, the system provides a form of social security to individuals,
so that even the more adventurous are reluctant to break with the
system. Attempts to improve agricultural technology and increase
production are thus handicapped by the prevailing social structure.

5. Lack of education.—The rural population in most of the Latin
American countries lives largely in a preliterate, tradition-dominated
folk culture except possibly in parts of Chile, Argentina, Uruguay,
and southern Brazil, where the best that can be said of rural education
is that it is poor to negligible.

6. Lack of functioning local government.—The Government tends to
be highly centralized in the capital cities. Rural populations have,
as a result, little experience in local government; they await action
by the central authorities even on local problems. The prevailing
social structure, the lack of adequate sources of local government
revenues, and the lack of education combined with an undernourished
and apathetic population has thus thwarted the rise of local leaders
and left the bureaucratic centralized system, drawn heavily from the
relatively better educated urban populations, to deal with the rural
problems.

7. Inadequate health facilities—The death rate has been declining
as better health measures have been introduced into the rural areas.
The birth rate, however, has not declined and is now two or three
times as great as the death rate. This has meant inadequate diets
where agricultural production has not kept pace with population
increases. Some of this population has moved to urban areas, gener-
ally forced to settle into urban slums on the outskirts of the major
Latin American cities. Meanwhile, the level of living has continued
to decline in many rural areas.
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Chanmels for improving agricultural productivity

What can these countries, with the aid of the United States and the
aid of each other, do to improve agricultural productivity and output?
The listing of the problems suggests the variety of attack called for.

What is needed is increased agricultural productivity, and still
more increased agricultural productivity.

1. Technology and education.—The most obvious, and immediately
fruitful, way in which agricultural output may be increased is probably
through improved technology. Elements include education directed
at improved farm practices, research to broaden the range of more
productive animal and plant varieties and strains. Recent history
with hybrid seed in the United States, the spectacular expansion in
sugar yields in Taiwan, and the prewar increase in output of silk in
Japan as the result of selection and breeding of superior races of
silkworm illustrate the possibilities in this direction.

While outlays on irrigation are likely to be relatively large, and the
gains from land ownership reforms slow depending upon public accept-
ance, the gains from educational developmental services or uncon-
ventional inputs are relatively quick and sure. Backward agriculture
can, for example, profit by the immediate exploitation of existing
technologies already familiar in the more advanced countries. A
second factor is that moderate increases of inputs of agricultural
education, advice, and technology, help to conserve for nonagricultural

“ expansion those types of capital resources, such as cement, which can
be available for alternative uses.

In the underdeveloped areas, farming practices and animal hus-
bandry are often noticeably primitive even to the nonprofessional eye.
The United States, with 1ts long tradition in agricultural extension
work, might share the fruits of our own research and experience in
this field with the hope of more immediate and certain results per
dollar of aid and assistance outlay than in many other more dramatic
types of project expenditures. The broad social returns from agri-
cultural research and extension make this a preferred type of expendi-
ture for governmental spending. While aggregate costs of technology
and education, are relatively low, the private benefits are seldom a
sufficient reward to the individual producer. This is accordingly, a
field in which Government must undertake the major responsibility.

2. Expand cultivable acreage.—The visitor to South America, espe-
cially one who travels by air, must be impressed by a condition, the
mere statement of which seems to present something of a contradic-
tion. On the one hand, there are vast unused lands and vast under-
used lands—granted that much of these under prevailing conditions
may be economically unusable at all. Not far away there are likely
to be small irregular contour plots under unbelievably rugged, sturdy,
row-crop cultivation or in another direction great delta expanses
ranking with the world’s fertile best. Better and better farming of
these terrace tracts and delta fields is one way of improving agricul-
tural productivity.

But a second way to expand agricultural output is by increasing
the area available for cropping through reclamation and extending
the irrigated, cleared, or drained acreage.

Short distances from Lima, for example, are luxuriantly green crop-
ping of irregular, 1- or 2-acre, plots in an area marked on travel maps
as an extension of the ‘“largest dry area on earth.” With sand dunes
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suggesting the desert on one side of the highway, the other may be
marked by irrigated spots giving the appearance of thriving botanical
gardens. Along this narrow coastal desert, irrigated, commercial
crops such as cotton, sugar cane, and rice occupy much of the area.
But with the characteristically large landholdings goes control of the
bulk of the water rights. Many small properites exist alongside the
larger ones, but have difficulty getting sufficient water. Here much
could be done to improve irrigation systems and, of almost equal im-
portance the allocation of water, but tradition and the power of large
landowners are major obstacles.

In other less avid, even humid, areas all over South America, there
is considerable cultivable land. The greatest problem in the settle-
ment of these lands is accessibility. More rural roads are necessary
although they must frequently cross great masses of the mountains
and “badlands” to reach the urban or coastal markets.

Related to the problem of communication, there is also the problem
of getting people to move into areas where they must adapt to a new
environment—for example, from a tropical forested lowland into the
cool highlands.

Back of the coastal area of northeast Brazil, for example, is an area
of grasslands or scrub forests, sparsely occupied by people raising
cattle. Here the rural people find life particularly hard. In the
northern part of this area there are recurrent droughts which have
caused famine, starvation, and mass exodus. Here it is reported that
individuals have walked 1,000 to 1,500 miles to end up in the slums of
the larger cities.

This reference to the possibilities of irrigation, roads, or mass re-
settlement as land reform measures is not to suggest that it would be
wise or profitable to allocate presently limited resources to developing
any or much of these particular unused areas. It does suggest, how-
ever, the nearness and variety of possibilities for improving agricul-
tural productivity with resultant gain in national diets and foreign
exchange potentials from presently undeveloped lands.

3. Improve tenure patterns.—This brings us to the third, most mis-
understood, and hence controversial, category of proposals for South
American “land reform.” It is {requently asserted, and even more
frequently taken for granted, that an essential first step in increasing
agricultural productivity and output of food and fiber for consumption
and export in most of these South American countries lies in changing
the landownership patterns.

While the distribution of land to landless farmers may have justi-
fication on the grounds of equity and establishing the basis for free
democracy, as land reform, the program ought not rest exclusively on
these grounds. It would be the hope and expectation of such meas-
ures that greater efforts will be applied to the land if the operator or
cropper, feeling a personal interest in the output, responded with
increased drive and husbandry. In Japan and Taiwan, agrarian
reforms, for example, are said to have resulted in substantial increases
in productivity when the worker could feel the rewards of his own
efforts accruing to himself rather than to an unknown, unseen,
absent plantation owner. Nearly all of these South American coun-
tries recognize such opportunities and are now either engaged in or
programing changes in the pattern of landownership. As is generally
known, these plans have been accepted as a part of the Alliance for
Progress as internal measures of self-help.
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The danger is that the illiterate, or semiliterate, cropper on hearing
of those plans will assume that he is soon to be freed from his tradi-
tional quasi-feudal role and have for his very own a plot in an Elysian
field. There are apparently many others in North America, as well
as in South America, who similarly interpret these programs to be
synonymous with expropriation and in some measure the punitive
breaking up of absentee-owned large landholdings.

The possibility of misunderstanding and misgivings may arise out

of (or at least not be allayed by) the necessarily broad words of the
Charter of Punta del Este (of which the United States is, of course,
a cosigner). High among the purposes and fundamental goals for
the present decade the charter lists:
* * * programs of comprehensive agrarian reform leading to the effective trans-
formation, where required, of unjust structures and systems of land tenure and
use, with a view to replacing latifundia and dwarf holdings by an equitable system
of land tenure so that, * * * the land will become for the man who works it
the basis of his economic stability, the foundation of his increasing welfare, and
the guarantee of his freedom and dignity.

The nondiplomatic reader, laying aside the dictionary after an
effort to be sure precisely what it is that is to be “replaced’ is not
likely to speculate further about the words ‘“where required,” or the
“who” and ‘“‘criteria’ of the implicit decision-making process. (The
omitted phrase, incidentally, refers to ‘“the help of timely credit and
technical assistance’” as aids toward the stated ends and thus does
little more than underscore the determination to “replace existing
systems.”’)

It is too soon to say much about the form, or ultimate success, of
measures undertaken to implement this promise of the “alliance.”

In Venezuela, for example, a program is already underway involving
a current year’s budget of approximately 560 million bolivares ($130
million) to be raised in part by the issuance of 200 million bolivares
of bonds. The new law, looking toward early resettling of 300,000
farm families on tracts of their own, contemplates the eventual dis-
tribution of 76 million acres. The first land was given out in April
1960 and during the first 9 months almost 3 million acres were parceled
out to nearly 35,000 farmers.

Venezuela is particularly fortunate in having a large public domain
to parcel out, although much of this land is of doubtful value. Ex-
tended periods of drought characterize the bulk of the land available
for distribution. Irrigation will help in some areas but irrigation is,
of course, costly. Venezuela is fortunate also in having one of the
better highway networks in Latin America (built from the profits of
the oil industry) to aid in the settlement of the new landowners and
to make it possible to market their produce.

While the government now owns enough public land for the imme-
diate program, and the reform not directed at large landowners, it is
conceded that private land expropriation may be called for if necessary
to fulfill the “social function’ of efficient and full use. If expropriation
should be called for the law provides that public taking would move in
the following order against: (@) unused land; (b) land indirectly de-
veloped in the owners’ permanent absence, through temporary tenants,
sharecroppers, or squatters; (¢) land kept idle for 5 years; () farming
land used to a disproportionately large extent in the raising of live-
stock.
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Only land suitable for cultivation is to be distributed with the size
of the plots depending upon the number of dependents of the bene-
ficiary and the potential productivity of the land. Payments start 3
years after the farmer receives title to the property. The farmer
whose output has been higher than the predetermined average during
half of the period allowed for the total payment of his obligation will be
rewarded with the cancellation of the balance. Other special induce-
ments are offered for efforts to conserve natural resources, and for
above-normal production.

This Venezuelan land reform is sald to be the most ambitious
attempt by a South American nation to remake its agricultural econ-
omy. In other countries visited, there is much interest and discus-
sion—in some cases at the legislative level—as to what is expected of
government and landowners under the alliance. The charter itself
recognizes that conditions and needs will vary from country to country.
Largely as the result of events in Castro Cuba, the specter of wide-
scale and uncompensated expropriation has unfortunately been read
into the alliance program and one of the conditions of U.S. aid.

The concept of agrarian reforms

As a result of our South American conferences and study, it seems
to us that an official clarification of the meaning and objectives of
“goarian reform” in the context of the Alliance for Progress, especially
the role of the U.S. Government as a participant is not only in order
but imperative. It is not for us to determine the content of such a
clarification statement. It should cover at least the following points:

1. The primary objective of agrarian reform measure should at all
times be increased agricultural productivity, recognizing that equity
and the fostering of a free democracy may often be substantial con-
tributors to that end.

2. Land reform is, thus, not exclusively a tenure problem but a
problem of improved farming practices generally.

3. The major step in improving farming practices must come
through rural education, research, and extension services aimed at
improving such things as breeds, seeds, storage, and marketing.

4. Especially designed credit institutions to serve the production
and landownership needs of local farming are likewise integral parts
of productivity reform.

5. Land reform would include real estate tax reform, since a good
real estate tax system is the cornerstone of land use and the corrective
of underutilization, bad practices, inadequate local revenues to sup-
port the government facilities basic to local development.

6. The objective of land tenure changes is not to be punitively di-
rected against large landholdings or absentee landowners as such;
on the contrary, existing property rights under law are to be
respected.

7. The programing and administration of agrarian reform is, and
must remain, an internal matter for each of the several nations.

8. Certainly the United States is not pressing for any preconceived
patterns of land tenure or agrarian reform; least of all can it undertake
unilaterally to assure individual croppers of its support of ultimate
landowuership, no matter how seemingly meritorious cases may be.

9. With the objective of increased productivity clearly in mind,
programs adopted should give full Weigﬁt to the hope and belief that
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now landless laborers and heads of families may respond with increased
effort and drive to tenure reforms which will assure that the rewards of
his own efforts will accrue to himself rather than to an unknown,
unseen absent plantation owner.

10. The interest of the United States in specific measures is limited
to that of 1 among 20 participating countries engaged in a mutual and
cooperative effort to bring &%etter life to all the peoples of the conti-
nent.

11. As a first step in land reform and possible redistribution, the
respective participating countries should look first to public lands and
lands not presently under appropriation. To this end (1) an accurate
survey of acreage and usability of the public domain, (2) an appropri-
ate adaptation of the U.S. provisions for land grants in the aid of
schools and colleges dating back to 1859, and (3) the so-called home-
stead acts dating back to 1891 are recommended for consideration.

Poricymaking v Economic DEvELOPMENT

Role of private enterprise

A major effort of U.S. policy toward Latin America should be to
point up the merits of and assist these countries to develop a reliance
on private enterprise and the processes of private investment decision-
making. Every time we encourage reliance on centralized planning
we risk playing into Soviet hands, by showing a distrust of our own
characteristic national method and encouraging the technique of our
ideological competitors. If formalizing the role of government in
economic decisionmaking is to be our recommendation, it would not
be surprising if the developing countries turned to the Soviet’s ex-
ample as notorious practitioners, and hence best equipped advisers in
that line. We ought, in short, to be wary of trying to fight commu-
nism on the world stage by turning to socialistic and authoritarian
instruments in the developing nations.

Perhaps this is a point at which to comment also on the role of
American businessmen in Latin America. We met and talked with
many of them as individuals and representatives of U.S. enterprises
and banks. Some of them had been in Latin America for two or
three decades. Even in some quite out-of-the-way places, judging
from brand names in show windows, one must remark on the mission-
ary work and pioneering salesmanship of American firms. We, of
course, had no time or occasion for detailed study of their place or
acceptance in the Latin American world community.

We did have the impression, however, that the classes which some
of them sponsor for (or require of) employees in the study of the
English language, and guidance given in American business techniques
and methods are apparently extremely welcome to the point where
employment by an American firm is deemed a distinction and oppor-
tunity by clerks, busboys, drivers, salesmen, and resident managers
alike. The substantial role that private investment and private
initiative can have in serving diplomacy and the alliance for progress
must not be overlooked.

Having said this much about private enterprise as an ideal and
preferred approach in inter-American economic relationships, we must
add two points: (1) that the path of private enterprise has difficulties,
and (2) that building the necessary infrastructure for progress does,
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in the nature of things, call for a substantial measure of government
programing in areas where private enterprise is not well adapted.

Outlook for private investment

(1) Direct private investment in the Latin American Republics
accounts for over 40 percent of all U.S. direct private investment
outside of Canada and for about three-fourths of U.S. direct private
investment in the less-developed areas of the world. The value of
this investment rose from $4.4 billion in 1950 to $8.4 billion in 1960.
While in 1959 investment in petroleum accounted for nearly $3
billion of the total, U.S. direct investment in manufacturing has
been growing—increasing from $780 million in 1950 to $1.6 billion in
1960.

Direct foreign private investments constituted the major source of
external capital for Latin America during the 1950’s and made a sig-
nificant contribution to Latin American growth. The unique con-
tributions of direct investment in providing technical and managerial
skills and in discovering and producing petroleum and minerals for
sale in world markets are essential to Latin America’s economic prog-
ress over the next decade. Fortunately, the present governments of
the leading South American countries, particularly Argentina, Brazil,
Chile, and Peru, greatly appreciate the benefits of foreign private
investment and have undertaken measures to make such investment
more attractive. Especially heartening is the renewed flow of foreign
private capital into Argentina following the Peron regime during which
foreign capital was much more anxious to get out of the country than
to come in.

The flow of foreign capital to Venezuela has, however, declined sub-
stantially in recent years, largely as a consequence of the world
petroleum surplus. Except for investment in mining in Chile and
Peru, foreign investment in Chile, Peru, and Uruguay has, moreover,
been limited by the narrowness of the domestic market. The elimina-
tion of trade barriers among the LAFTA countries may, of course,
make investment more attractive in this type of situation. Granted
that while U.S. investments have shown a steady increase, the annual
additions have been relatively small—$100 or $200 million per year
(table 4). In virtually all Latin American countries there are large-
scale opportunities for profitable investment by U.S. business firms,
and an increased flow of such investment would have a multiple effect
upon their economies. It would, nevertheless, be unfortunate if the
Alliance for Progress overestimated the hope that the Latin American
investment climate will suddenly become vastly different than it has
been. The notion that private foreign investment may fill a large
part of the expanded needs of the alliance program tends to neglect
the characteristic instability of economies 1n their present stage in
Latin America, the institutional changes needed to pacify social ten-
sions, and the inherent drawback, to private venture when confronted
b}{ the chaotic behavior of economies undergoing rapid institutional
change.
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TaBLE 4.—6 South American countries—Value of U.S. direct investments, by
years, Dec. 31, 1950-60; by industry, Dec. 81, 1960; by source of additions, year

ended Dec. 31, 1960
[Millions of dollars]

Total,
Argentina| Brazil Chile Peru | Uruguay |Venezuelaj South
America
356 644 540 2,957
333 835 666 5, 200
330 795 687 5,39%
366 828 729 5, 582
60 472 953 738 5,745
By industry, 1960:
Mining and smelfing 10 517 910
Petroleum._____..__ (3 IS 2,576
Mannfacturing.._. 515 22 1,079
Public utility. i 200 - 545
Trade._ - .. 21 130 12 426
Other. . omaaoae 239 23 188 208
Source of additions, 1960:
Capital outflow 70 83 2 27
Reinvested earnings. 36 39 7 163

Source: Survey of Current Business, August 1961.

Nature of investment needs in development

(2) The second consideration which tends to limit the reliance that
can be placed on external private investment is more or less inherent
in the stage of national development today facing most of the Latin
American countries. At this point in time, their demands are pri-
marily for the so-called infrastructure of roads, streets, schools, law
enforcement, potable water supply, sewage disposal and health serv-
ices and the like, without which private industry, commerce, banking
and urban living cannot effectively move ahead. The great, and
understandable emphasis which the Alliance for Progress places upon
social and longrun development programs, coupled with the limits on
resources which can be allocated to the development objective, of
necessity, cuts out a large role for public action, government-to-
government aid, and loans by quasi-governmental to public agencies.

National planning organizations and their functions

Virtually every Latin American country, accordingly, has some
kind of government planning organization which operates either at
the ministerial level or sometimes reports directly to the President.
These organizations are usually established by law, but they differ
greatly as to actual functions and effectiveness in influencing invest-
ment decisions and governmental policies. Some are little more than
committees with no technical secretariat. In other cases the plans
and recommendations are not based on adequate statistical informa-
tion and surveys. In still other cases there is little relationship be-
tween the planning function and policy decisions actually determining
investment.

Without concerning ourselves with the technical details of economic
development planning, it is clear that Latin American governments
and those external agencies that are seeking to assist them must have
some guidelines on which to base their decisions with respect to a wide
variety of measures which will influence and promote economic devel-
opment in both the private and governmental sectors of their econ-
omies. Most Latin American governments are, therefore, engaged in

78111—62——3
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preparing or revising both overall plans and plans relating to specific
sectors of their economy. Thus, for example, the World Bank has
sent a s%ecial mission to Chile at the request of the Government to
review the 10-year program for the development of Chile which has
been prepared by the Chilean Development Corporation (Corfo).

In spite of the existence of plans and surveys in the past, invest-
ments which have been made Ey the Government or by the private
sector with financial and other assistance from the Government have
often been misdirected in the sense that some sectors of the economy
have been unduly expanded while others have been starved. We
have noted that, in some cases, agriculture has been neglected while
high-cost heavy industry has been promoted. External funds from
foreign lending agencies have tended to be concentrated in the public
sector, which usually includes power, and transportation, while the
dynamic private industrial sector, and especially small industry, has
been relatively starved for capital. For example, the recent World
Bank mission report entitled “The Economic Development of Vene-
zuela’’ recommends a 40-percent reduction of investment in basic serv-
ices, such as transportation, power, and communications (as compared
with 1954-55), and a 25-percent increase in Government expenditures
to assist agriculture and industry, with special emphasis on agriculture.

There is no doubt that more and better planning at both the overall
and the individual economic sector level, as well as the individual
project level, is needed in Latin America, but all the plans in the world
will be of little value unless the various departments of the govern-
ments and the external assistance agencies actually implement them
and employ them as a guide to their operations. We already know
enough about the economies of these countries to identify a large
number of specific projects that need to be worked up to the point
where they could be submitted for external financing. In the private
sector there are undoubtedly many good projects that could rather
quickly be implemented if the financing could be found for them.
Administrative procedures, moreover, must be designed so that the
plans which are formulated become the basis for actual investment
decisions. This implies a far greater coordination of the activities of
the various foreign external financial and technical assistance agencies
at the country level than we have seen in the past. This coordination
cannot be achieved by committees of heads of agencies meeting in
Washington ; it must take place in the developing countries themselves.

Parenthetically, it is only fair to add that we did hear complaints
to the effect that the foreign assistance agencies and banks were
often guilty of bureaucratic delays and “niddling,” that is to say, an
overcautious and trifling appraisal of bold and big plans. The
political and developmental urgency which leads some authorities to
the view that time has already (or is about to) run out, in keeping
Latin America on western paths makes the risk of delay even greater
than the risk of possible error simply because a proposal could stand
more—and more—refinement, polishing, and documentation.

The plans themselves provide guidelines and assist in determining
investment priorities, but they cannot be considered as fixed. They
also provide a means of checking for consistency and balance. With-
out seeming to deprecate overall plans, it should be emphasized that
greater attention needs to be paid to sectoral studies and to the imme-
diate preparation of high priority projects for the individual sectors,
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such as transportation, power, and agriculture. In addition, there is
an urgent need for specific ]froject preparation in the areas of social
development, such as slum clearance, education, and agrarian reform.

Social development programs

We shall not undertake here to draw any sharp distinction between
economic development in the sense of expanding and improving the
productivity of a nation’s resources for larger output on the one hand,
and social development which includes more immediate improvement
of living conditions, education, better governmental administration,
and rural reform measures on the other. No sharp line can indeed
be drawn between economic development and social development and
reform, since in many cases social development may be either a pre-
condition or a consequence of an increase in total output per capita.
Thus education and training will in the longer run tend to increase
productivity and output, while it is at the same time an important
element of social welfare. In addition, the outlays for education that
a country can afford are closely related to its productivity and total
output per capita.

Anyone traveling in Latin America is immediately struck by the
enormous contrasts of wealth and poverty, by the existence of great
cities whose core of modern office and apartment buildings is ringed
with a broad area of slums. These shanty towns frequently lack
sewerage and electricity, and a dozen or so huts must share a single
outdoor water tap. But where serious efforts have been made to deal
with the problem of slums by the construction of apartments for
workers, new slum areas are created at an even faster rate by the
influx from the rural areas of people who occupy vacant lots and fields
near the city and create new s{)ums with any materials that lie at hand.

The vast and swiftly growing metropolitan areas of Caracas, Rio,
Montevideo, Buenos Aires, and Lima are constantly being fed from the
rural areas where living conditions may be no worse, and perhaps
better, but where the peasants lack even the hope of a better life for
themselves and their children in the absence of education, employment
opportunities, health facilities, etc. In other words, social develop-
ment in the great metropolitan areas may be a never ending and per-
haps self-defeating task unless progress is made in the hinterland to
make life there more attractive.

Latin American governments are faced with something of a di-
lemma in the allocation of their limited capital resources as between
economic and social development. It would do little good to provide
housing and decent living conditions for the poor ungless there were
jobs to employ the workers and a level of output to sustain and
expand social services. Basically, it is impossible to maintain a
higher level of living and social services for both the urban and the
rural population without increased productivity and output in in-
dustry and agriculture.

Nevertheless, political demands for social development are very
strong and much more could be done in this field if the governments
were %etter organized to undertake the task. Unemployed workers
and local materials could be used to produce better housing and
public buildings such as schools and hospitals. Changes should be
made in the education system to equip those fortunate enough to
obtain a secondary or a college education to expand educational,



30 ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA

health, and other social services. The system of taxation could be
revised in Latin American countries for acheiving a more equitable
distribution of income, while at the same time providing larger funds
for investment in economic and social development and for improved
government services. An important function of the new U.S. and
multilateral aid programs will be to assist and encourage governments
to undertake vital social development programs and to mobilize more
of their own resources for these purposes.

Arianza Para EL PROGRESO—
Tas CHARTER OF PUNTA DEL EsTE

The ministerial level conference of the Inter-American Economic
and Social Council held at Punta del Este, Uruguay, during August
1961, grew out of President Kennedy’s ‘‘Alliance for Progress’’ message
of March 1961, and the response of Congress in appropriating $500
million for the Inter-American Fund for Social Progress. The Con-
ference was also a logical development making more explicit and
laying the groundwork for the implementation of, the Act of Bogata
of October 1960.

Significance of the charter

The real significance of the Punta del Este Conference can only be
determined by the actual experience of the Latin American republics
working in cooperation with the United States and various regional
and other economic assistance institutions for promoting economic
and social development. Certainly development is not something to
be ‘“launched’” and achieved alone by conference resolutions or even
by pledges of economic assistance.

However, there are a number of outstanding features of the charter
which constitute a new departure in U.S. policies toward Latin
America and which go beyond the pious resolutions for inter-American
cooperation found in earlier agreements, by providing specific insti-
tutional arrangements and procedures for implementing the objectives
of the charter., Without attempting to review all of the provisions
of the charter, we shall note briefly in the following paragraphs those
elements which are of special significance for U.S. policy or which
constitute new specific measures for implementing economic and social
development programs.

Goals for progress.—The charter goes into considerable detail in
setting forth specific targets for economic and social development in
Latin America. These targets include, among others:

(a) The achievement within a reasonable period of time of a
minimum rate of growth of 2.5 percent per capita for individual
countries;

(0) The elimination of illiteracy and, by 1970, assurance of
access to 6 years of primary education for each school-age child;

(¢) An increase in the life expectancy at birth by a minimum
of 5 years, to be achieved by specific health measures such as the
provision of adequate water supply and drainage to not less than
70 percent of the urban and 50 percent of the rural population;

(d) A number of specific objectives in the field of agrarian re-
form, such as the effective transformation, where required, of
unjust structures and systems of land tenure and use by an
equitable system of land tenure;
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(e) Reform of tax laws, demanding more from those who have
most, punish tax evasion severely, and redistribute the national
income in order to benefit those who are most in need, while, at
the same time, promoting savings and investment and reinvest-
ment of capital; and

(f) Achieve balanced diversification in national economic
structures, both regional and functional, making them increas-
ingly free from dependence on the export of a limited number of
primary products and the importation of capital goods while
attaining stability in the prices of exports or in income derived
from exports.

Establishment of specific economic and social targets will perhaps
provide a basis for judging the degree to which countries have under-
taken adequate self-help measures. Specific targets also provide
standards for evaluating applications for external assistance in the
field of social development. But the listing of these and other goals
of similar order ‘‘enlisting the full energies” under a Multilateral agree-
ment (with the United States as one signator) “to work toward their
achievement in the present decade’” makes the undertaking no less
formidable nor will it soften the blow in event of any “short fall.”

United States assistance—The U.S. Government made specific

ledges of assistance subject to the undertakings of self-help measures
y the Latin American recipients. For example, the charter states
that—

The United States, for its part, pledges its efforts to supply financial and techni-

cal assistance in order to achieve the aims of the alliance for progress. To this
end the United States will provide a major part of the minimum of $20 billion,
principally in public funds, which Latin America will require over the next 10
years from all external sources in order to supplement its own efforts.
The charter also states that ‘“the United States will provide from
public funds, an immediate contribution to the economic and social
progress of Latin America, more than $1 billion during the 12 months
which began on March 13, 1961, when the alliance for progress was
announced.”

These specific pledges of aid over a 10-year period go a long way
toward meeting the demands of Latin American countries for a kind
of Marshall plan for Latin America. Yet the alliance for progress
program is not, and cannot be, a program similar to the 4-year pro-
gram for European recovery. The reason is that in the case of Western
Europe the basic economic and social conditions for meeting, and
even exceeding, the ecovomic recovery goals were already present;
the provision of U.S. aid simply eased the process and speeded the
outcome,

In the case of less developed countries, external assistance cannot
summarily assure successful economic progress. Even the ability to
make productive use of a given amount of assistance cannot be
determined in advance. Thus, while much of the Marshall plan aid
to Western Europe financed broad shopping lists or consisted of
general external purchasing power, the bulk of our aid to Latin
America must take the form of carefully supervised assistance for
specific projects formulated in relation to overall development
programs.

Review of programs.—The charter established procedures for the
review of development programs of individual countries by inde-
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pendent experts drawn from a panel of nine high level experts nomi-
nated jointly by the Organization of American States, Inter-American
Development Bank, and the United Nations Economic Commission
for Latin America. Each government, if it so desires, may present
its program for economic and social development for consideration
by an ad hoc committee composed of no more than three members
drawn from the panel of experts, together with an equal number of
experts not on the panel. This committee will study the country’s
development program in consultation with the interested government
with a view to possible modifications, and ‘‘with the consent of the
government, report its conclusions to the Inter-American Develop-
ment Bank and to other governments and institutions that may
be prepared to extend financial and technical assistance in connection
with the execution of the program.” The government will, however,
have full freedom to turn to other channels or sources of financing
if it chooses.

While this voluntary system of review may lead to better planning
and may, in some cases, provide a mechanism for bringing pressure
on governments to undertake economic and social reforms as a condi-
tion for obtaining external assistance, the procedure falls short of full
coordination of the activities of external assistance agencies at the
country level. Moreover, a review of broad economic and social
development programs is by no means the same as a review of the
underlying projects to be financed. The failure of the charter to
deal adequately with the urgent problem of coordination of external
assistance activities at the country level may well prove to be a major
weakness of the alliance for progress program.

Implications to U.S. foreign policy.—Many clauses and commitments
of the charter have important implications to the established foreign
and economic policy of the United States as one of the contracting
member countries. Implementation of the charter in some cases may,
indeed, call for more or less basic reorientation of certain domestic
policies. The charter, for example, endorses the principle of inter-
national commodity agreements involving the cooperation of both
producer and consumer countries in stabilization programs so that,
as a party to the alliance, the United States has in effect agreed to join
an international coffee agreement which would include consumers as
well as producers.

One other example of the ramifications of the charter undertakings,
in this case to U.S. oil conservation and import policy, will suffice to
illustrate the broad problems involved. It is agreed that “Importing
member countries [of which the United States is clearly one] should
reduce, and if possible eliminate, as soon as feasible, all restrictions and
discriminatory practices affecting the consumption and importation
of primary products, including those with the highest possible degree
of processing in the country of origin, except when these restrictions
are imposed temporarily for purposes of economic diversification, to
hasten the economic development of less developed nations, or to
establish basic national reserves.”

Extent of the mutual undertakings
What, then, must be our thoughts about the task undertaken in

the ‘“Alianza para el Progreso” and formalized in the Charter of Punta
del Este? As our on-the-spot study progressed and we went from
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country to country and conference to conference two aspects of the
alliance and its implications seemed to build up.

(1) Obligations on the part of Latin America.—There is apparently
much too great a disposition on the part of many influential Latin
American residents—including some North American businessmen—
who tend to overlook the mutuality of the obligations undertaken.
This manifests itself in an immediate and absorbing turn of the con-
versation to inquiries as to just how soon U.S. public and institutional
loans and grants may be expected. Before the U.S. taxpayer gets
disillusioned by the outstretched palm, our friends in the alliance
must be reminded again and again that this is a unique cooperative
self-help program in which a common interest in world security is
involved and some contributions expected of all.

Misgivings inevitably arise both as to the capacity and willingness on
their part to do the things necessary to bring to pass a social revolu-
tion of the magnitude proposed. Latin American initiative is being
given a short time to achieve by peaceable and democratic means what
amounts to a profound upheaval of a traditional social structure.
Ambassador Stevenson (Look magazine November 22, 1960) puts it
this way: “They will have to take bold, brave, difficult steps to achieve
better land use and distribution, better housing and better education
at all levels. They will have to clear away the ghastly slums that
surround every city. They will have to reform tax collection, cut
corruption, reduce the waste on arms, and increase the rate of savings,
and they will have to narrow the gap between the rich and the poor.”

Can and will they do these things? Time will provide the answer.
Meanwhile let us look at the other side of the contract.

(2) Obligations on the part of the United States.—Let us take for
granted that the United States can somehow afford and certainly will
not unilaterally welsh on its promise of huge financial assistance in the
form of grants and loans on flexible terms.

Our uncertainties are of a different order. Do we have the technical
know-how and organization to help the alliance countries follow
through on their programs and not be satisfied with a succession of
studies and planning surveys? Will our private enterprise graciously
accept the competition of these nations in the domestic and world
markets as they succeed in passing out of the class of primary exploit-
able raw material sources into diversified, industrialized nations,
processing their own primary products intent upon the highest possible
degree of industrialization? Will we conform to the spirit as well as
the words of eliminating “if possible” all restrictions and discrimina-
tory practices affecting the importation of such things as wool, meat,
and meat products?

Will we know how, in all of our sincerity and zeal, to avoid falling
into a paternalistic behavior pattern or attitudes of superiority which
seek to bind Latin America to us by ties of dependency, thereby en-
couraging if not meriting the cries “Yanqui, No”1? Will we, above
all, have the diplomatic insight and skills to make sure that we are
supporting the governments best calculated to advance the alliance
and not dissipating our resources in supporting traditional elites or
shoring up precarious governments simply because they are in power?

Can and will we do these things? We certainly will if the American
people are (or can be) convinced that the cold war is serious and that
a continent of Cubas in the Western Hemisphere is unthinkable.
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Some ConNcLUDING OBSERVATIONS

The foregoing observations are prompted by realism and the belief
that success of the alliance depends on recognizing rather than ignor-
ing the difficulties which, understandably, the high words of the char-
ter surmount so easily.

A broad public awareness of several other general points will, we
believe, contribute to the success which is so imperative of itself.

Risk of premature discouragement

Both the Latin American countries embarking on expanded and
ambitious programs of economic and social development and the
United States, as an interested and sincere supporter of these aims,
must guard against premature discouragement and program-destroy-
ing doubts. There is always the danger that good and worthy pro-
grams have or can be oversold to the point where unrealistic expecta-
tions as to the speed of accomplishment set the stage for disillusion-
ment. Both the process and the gains of land and fiscal reform, of
industrialization, and of economic development, for example, are
likely to take place at a pace which may well test the patience of all.
In undertaking such programs, we need to brace ourselves against
failure, or, even worse, the feelings of frustration which are likely to
arise in the course of any ambitious long-run program such as these
are.

Risk of expecting the impossible

We in the United States must take care today in not appearing as
parties sponsoring programs if we are likely to be blamed for their
failure tomorrow. We risk losing more than we gain, for example,
by promising assistance, subject to stipulated conditions—no matter
how meritorious those conditions may seem—if the conditions cannot
or will not be achieved. After all, part of today’s world problems
arise from Communist propananda. Propaganda we may be sure is
certain to make the most out of any evidence of failure or “‘short-fall.”
When we offer easy dollars—long-term loans at zero or near zero
interest rates—for programs of social improvement, we risk weaken-
ing the cause and need of tax reform and enforcement aimed at col-
lecting greater public revenue in support of programs from those
Latin American nationals able to pay. To what extent are we com-
mitting ourselves in such internal matters as land tenure reform?
In view of the sorry history of international commodity stabilization
agreements, to offer another example, we had best be quite wary that
the United States is not put in position of going along at the risk of
being charged with their possible, if not probable failure.

Delicate position of middle-of-road government

We in the United States need to appreciate and sympathize with
the delicate position of the middle-of-the-road governments with
which we must deal.

By and large, South American countries are governed by middle-
of-the-road governments which are seeking to follow a path between
the forces of the extreme left that desire a revolution along socialistic
or Cuban lines, and the traditional elites, some elements of the military,
the large landowners, and business groups that dislike social reforms
of all kinds. The existence of democratic progress in these countries
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depends upon the success of moderate governments in dealing with
the aspirations of the great mass of people for both measurable econ-
nomic and social progress over the next 5 to 10 years. Failure in this
endeavor will almost inevitably mean a dictatorship and military
rule either by the right or the left. It is important, therefore, that
we use our financial and technical assistance to move governments
along this middle path.

Paradoxically, moderate governments, seeking to steer a middle
course between these two opposing forces, are not necessarily secure
since middle-of-the-road need not represent the position of a majority
of the electorate. For this reason, a rather precarious balance of
power tends to prevail which could well be upset by violent revolution
from either direction.

One example will illustrate the paradox as well as the problem.
Consider the consequences of stabilization efforts.

It has become obvious to most responsible political and business
leaders in South America that steady economic progress and sound
development planning are impossible in an atmosphere of chronic
inflation, exchange instability, severe balance-of-payments controls,
and large deficits financed in large part by short- and medium-term
borrowing. The basic steps which had to be taken include: (@) The
balancing of the internal budget, the deficits of which constituted the
primary engine of inflation; (b) the exercise of monetary restraint
including the restriction of central bank credits; (¢) special actions to
stop wage-price spiral; and (d) the substitution of unitary realistic
exchange rates for the complex of multiple rates and balance-of-pay-
ments restrictions in imports.

In the past 2 years in most of the leading South American countries
middle-of-the-road governments, dedicated to sound principles of
finance and development policy, have shown remarkable success in
programs designed to achieve internal price stability and a closer
balance of their international accounts. But success has often been
at the expense of alienating important economic interests in the
country.

Halting an inflation which has gone on for a number of years at a
rapid rate inevitably means taking measures which may for a time
affect adversely the relative economic welfare of certain groups while
improving the {ot of others. For example, stemming the rise In wages
and reducing swollen government payrolls either by pay cuts or
discharging workers alienates industrial workers and an important,
section of the middle class. At the same time that wage increases
are curtailed, the cost of living inevitably continues to rise for a time,
as price controls are lifted, subsidies removed, and exchange rates
allowed to find equilibrium levels. While farmers may be benefited,
the benefits of the increased prices of agricultural commodities may
not be immediately passed on to tenants and farmworkers.

This dissatisfaction must be overcome by soundly based social
reforms which will improve the lot of both the urban worker and the
peasant. Otherwise, in the next elections leftist extremists may
overthrow progressive, middle-of-the-road governments.

It is because most South American governments are under the
control of moderates who maintain such a precarious balance of power
that emphasis on social programs inherent in the Alianza para el
Progreso is so important over the next few years. At the same time,
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fundamental economic development which will provide the basis for
expanding output must not be neglected, else the social reforms and
better living conditions achieved for the masses cannot be sustained
in the face of a rapidly rising population.

Insistence on agrarian reform, better and more equitable taxation,
efficient and honest: administration, and economic stability as a
condition for United States and multilateral aid will not be easy.
Frequently there will be a temptation to shore up existing governments
by providing large amounts ,of budgetary support or balance-of-
payments loans, while relieving them of the political embarrassment
and dangers of adopting or pushing through their legislatures sound
economic and social programs. Such a policy has in the past, and
will in the future, prove to be shortsighted. In pursuing such a
policy, we not only identify ourselves with the government in power,
but we will be delaying the kind of progress which is necessary for
long-run political stability.

Human resources—Both the End and the Means

One of the area’s tightest limitations is the great lack of education
offall kinds.

No visitor to (or student of) South America can indeed fail to be
impressed by the enormity and urgency of what must be the basic
task of all national development programs—the development of
human resources. The high rates of illiteracy in most South American
countries are well known, but even these conceal the fact that many
of those who are literate are just barely that, and no more.

We have pointed specifically to the fundamental role which educa-
tion has to play in the area of improvement of agricultural produc-
tivity. Because we have emphasized the need for education that
setting makes the issue no less pressing in the urban areas or among the
40 percent of the population under 15 years of age, or among the adult
Indian and mestizo population. There is nothing wrong with these
people, but obviously a great deal wrong with a social system when
such potentially ‘rich” human resources are neglected and ignored.

Basically the problem of the countries of South America is to mobilize
their rich human and material resources for economic and social
progress over the next generation. The limitations are many, but
they can and are being overcome.



ARGENTINA
Introduction

Argentina has one of the highest gross national products per capita,
the most miles of railroads and highways, the most radios, the most
telephones, the largest number of bank deposits, and the highest per-
cent of literacy of any of the countries we visited ; indeed Argentina, by
all such measures, leads all South American countries. Yet Argentina
Is at present recovering from an economic situation characterized by
more than a decade of budgetary deficits, inflation, chronic foreign
trade deficits, depleted foreign exchange reserves, and deterioration of
her industrial plant in general. We are impressed, however, that
Argentina is now definitely in a period of recovery and with the
character and extent of that recovery and the economic base from
which it proceeds. Unemployment is at a minimum and the economy
of the country is moving forward.

Argentina, with a land area roughly equal to that of the United
States east of the Mississippi River, has a variety of topographical
and climatic regions—from the subtropical lowlands of the north to
the towering Andean mountain wall in the west and the bleak
Patagonian steppe in the south. The heartland of Argentina is, of
course, the rich, temperate plains area known as the pampa, which
fans out for nearly 500 miles from Buenos Aires in the central east.
A quarter of Argentina’s approximately 21 million people live in and
around Buenos Aires, one of the world’s largest cities.

Argentina gains its international livelihood from agricultural
exports, grains, vegetable oils, meat, hides, wool, and dairy products;
with livestock and livestock products accounting for half of the
agricultural exports. Argentina has an estimated 41 million cattle,
47 million sheep, 3 million hogs, and nearly 5 million horses.

Until recent years Argentina, with a few exceptions, has had only
light industry and a consequent need to import most basic materials
such as steel, petroleum, and chemicals. At the time the present
Government came into office, 20 percent of Argentina’s export earn-
ings were going for oil and oil product imports costing $250 to $300
million. In July 1958, a new policy was announced encouraging the
participation of foreign private investors in the development of Argen-
tine petroleum resources, under contracts with the state oil agency.
As a result of this policy, within the short period of 3% years Argentina
is very close to being substantially self-sufficient in oil. It even is
expected that Argentina will be in a position to export oil in 1964.

Progress is being made in other basic industries besides petroleum.
The steel industry has recently increased its capacity, byproduct
gas is increasingly being utilized and the electric power network is
being expanded.

Principal manufacturing industries, largely concentrated in the area
around Buenos Aires, include meatpacking, other food processing,
machinery manufacturing and assembly plants, tanning and leather
goods industries, oil refineries, textile, chemicals, pharmaceutical, and
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cement plants. There is a growing automotive industry in and around
Cordoba.

Argentina has over 90,000 miles of roads, about two-fifths of which
are part of the national highway system. An estimated 68 percent
of the total mileage, however, consists of unimproved roads. The
27,000-mile rail network is made up of broad, narrow, and standard
gage trackage. The condition of the railroads, particularly the age
and type of equipment and general operating inefficiencies, 1s of great
concern to the Government. This is doubly true since the Govern-
ment owns all the railroads.

GNP and rate of growth

Argenting has the second highest GNP per capita of any South Amer-
ican country, estimated at nearly $533 for 1961 (appendix, table 1).
During the Peron regime the economy stagnated, agriculture deterio-
rated, and inflation was rampant. The official cost-of-living index,
using 1943=100, rose more or less steadily to 1610 at the end of 1958.
In 1959 the index rose an added 101.6 points. Earnings from the
exports of farm products repeatedly failed to cover the cost of imported
fuel, machinery, and raw materials. The consuming needs of a rising
population, which had doubled since 1920 and many of whom had
moved to urban centers, were reducing the amount of exportable
surplus of foodstuffs relative to increasing home consumption. With
stagnating agriculture and lack of basic industry, the economy overall
grew very slowly during the 1950’s.

Monetary and fiscal policies

With the cost of living rising at a rate of over 100 percent a year
and foreign exchange reserves melting fast, the first task of the new
Government was to begin a program of economic stabilization de-
signed to halt economic deterioration and at the same time providing
a basis for sound expansion. Federal expenditures were reduced and
the Government sought to limit the rise in wages in the face of a
continuing rise in the cost of living resulting from the removal of
subsidies and allowing the peso to go to the free market rate. In spite
of substantial opposition, including strikes in various industries and
the political unpopularity of the economy measures, the Government
stood firm and the stabilization program appears to have paid off.
The external value of the peso has held steady for 2 years. The cost of
living has risen by only 18 percent during the year ended September
1961. Between the end of 1958 and the first quarter of 1961 Argen-
tina’s official gold and foreign exchange reserves rose by some $560
million. The value of Argentine exports rose by about $100 million,
or by some 10 percent, between 1958 and 1960, while imports declined
in spite of the increase in domestic investment but exports were down
in 1961 and imports increased greatly.

A major cause of Argentina’s chronic problems of inflation and
deteriorating foreign exchange reserves had been budgetary deficit
financing. Income taxes, while not very progressive according to U.S.
views, constitute a larger proportion of tax revenues than in most
South. American countries. The revenue side of the budget has not
been the major source of difficulty. The budgetary deficits primarily
reflect operating deficits and investment programs of state enter-
prises. In spite of efforts to curb Government expenditures, the
deficit for the fiscal year just ended was still substantial, and there was
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a serious problem of financing it without further retarding the achieve-
ment of monetary and price stability. Prospects are reasonably
favorable that the budgetary deficit in the current fiscal year will be
somewhat less and financed by noninflationary sources. There have
been favorable developments in tax collections and in the markets
for Government securities and a vigorous effort now being made to
eliminate the heavy losses of state railroads and other enterprises.

One of the real problems in cutting down the losses on Government
enterprises has been the difficulties in limiting wage increases at all,
let alone relating them in any way to changes in productivity. Wages
in spite of the austerity program rose about 25 percent in 1960. Cur-
tailing inefficiencies in Government-owned enterprises has been equally
difficult, particularly the reduction of excess workers on the railroads.

Argentina’s stabilization program and economic reforms were made
possible in part by special financial assistance from the U.S. Govern-
ment, foreign private financial agencies, and international institutions.
In December 1958, Argentina, after consulting with the IMF, decided
upon certain economic reforms. These reforms included the ter-
mination of deficit financing through the central bank and a limita-
tion on the amount of central bank credit available to the commercial
banks. To assist this process of stabilization $329 million in economic
stabilization assistance was provided from the IMF, U.S. Government
agencies, and private banks. The following year an additional $300
million was extended to Argentina by the IMF, the U.S. Treasury, and
European and U.S. banks.  Much of this indebtedness was short term,
resulting in heavy external payments which totaled over $200 million
for 1960 and about $279 million for 1961 and $317 million for 1962.
Recently the IMF has agreed to refinance these payments over a
longer period of time. During 1960 private capital inflow amounted
to some $325 million.

The achievement of relative internal price stability and the intro-
duction of a free unitary exchange rate has set the stage for sound
long-range development by Argentina which will enable that country
both to raise living standards and to achieve a long-range balance in
her international accounts.

It is the hope of the Government that this increased prosperity,
with its greater opportunities for both labor and business, also will
add to the political stability. And political stability, of course, is
essential if there is to be continued opportunity for economic develop-
ment.

Special commodity problems

Argentina is one of the few South American countries with a ratio
of exports to gross national product of less than 15 percent and thereby
is less vulnerable to the vagaries of weather and world markets. But
maintaining and increasing her exports is still a key factor in Argen-
tina’s program of stability and development.

With the assets of the deep, rich soils of the pampa and her excel-
lent river and harbor facilities, Argentina can probably produce and
market meat and wheat cheaper than any country in the world. This,
in spite of the fact that, according to many of the persons with whom
we talked, Argentina has hardly made a beginning on the use of modern
farm technology.

The handicaps that Argentina faces in the retention and expansion
of the export of meat and meat products are much_the same as those
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which we discuss in the section of this report on Uruguay; production
problems and restrictions by the United States and Europe. In the
case of Europe, these restrictions have taken the form of tariffs to pro-
tect their own expanding cattle production and, in the case of the
United States, the restrictions are those which we impose on imports
of beef from countries where hoof and mouth disease occurs.

There has been an additional handicap of heavy taxes imposed by
Argentina on agricultural exports to raise revenue. A retention of
10 percent is still levied on most agricultural products other than
meat. Meat producers pay 4 percent tax on sales.

The wheat problem and the U.S. relationship to it are quite different
from the problems with meat. The United States, as one of the other
two great exporters of wheat, competes with Argentina for the world
markets. Two important points about this relationship were made
to us. One, the necessity for consultation with Argentina on signifi-
cant moves by the U.S. Government in the international wheat markets,
including also actions to be taken under the food for peace program.
There was special criticism of the barter arrangement which permits
a U.S. firm to sell wheat from U.S. stocks to another South American
country and to be paid in manganese which it then sells to the U.S.
stockpile.

The second suggestion was that if there is to be a food for peace
program, Argentina as an exporter of food products might play a
direct role in the program. It was pointed out that such a proposal
had been discussed in the U.S. Congress and that a bill looking toward
the establishment of a pool of food products under U.N. control had
been introduced by the chairman of this subcommittee. Financing
of such Argentine participation would, however, pose a problem at
this time since Argentina needs all the foreign exchange 1t can gain
from its food products.

Imports, exports, and trade policies

Argentina’s foreign trade as we have noted is based on agricultural
exports. It had gotten badly out of balance during the first part of
the 1950’s. In 1959 under the stabilization program, imports shrank
and left a small export surplus. In 1960 and 1961 there were trade
deficits of $170 million and $450 million, respectively, due to the heavy
imports of machinery and vehicles being used to build basic industry
and, in 1961, to a decline in exports of grains because of poor crops
caused by bad weather.

Argentina’s principal imports are fuel, iron and steel, lumber, raw
materials, such as chemicals and jute, for local industries, vehicles,
and motors and machinery not locally manufactured. Imports of
fuels are declining and will decline still more as local petroleum
production expands. Imports of vehicles, motors, and machinery
increased substantially in 1960 no doubt reflecting in large part
imports of plant, equipment, and materials in connection with new
investment projects. High duty surcharges severely restrict imports
of most nonessential commodities and of goods produced locally.
These surcharges are scheduled to be merged, after modifications,
with existing obsolete customs duties into a new tariff schedule.

About one-half of Argentina’s trade is conducted with Western
Europe. Trade with the Western Hemisphere is about 50 percent
of the trade with Europe. This trade with Western Hemisphere
countries is again about equally divided between the United States



ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA 43

and Canada, on the one hand, and Argentina’s Latin American
neighbors on the other. Normally Argentina tends to have an export
surplus with Europe and an import deficit with the United States.
During 1960 Argentina imported $327 million from the United States
and exported $90 million to the United States.

Because of exemptions from surcharges, the greatest market for
U.S. imports has been in machinery, motor vehicles, and petro-
chemicals. Some of these exemptions have also included raw ma-
terials and components by foreign and domestic firms whose
investments are approved by the Argentine Government under its
development laws. Export opportunities in furnishing equipment
and supplies for road construction, railroad rehabilitation, electric
power expansion, waterworks, and sewerage systems and housing
development should become increasingly more favorable as the
Argentine Government’s programs in these fields are implemented.

Development policies and programs

The outlook for industrial development and economic growth
generally in Argentina has been so improved in the last 2 years that
a representative of an American industry with substantial investment
in Argentina was moved to say, on the basis of his company’s expe-
rience, that he believed Argentina was on the verge of a real period of
economic ‘‘takeoff.”

His assumption seems to rest on several factors; the stabilization
efforts of the Government, the demonstrated willingness of private
capital to respond to the encouragement it has been given, and the
confidence that either public or private support can be had to develop
the infrastructure to support a growing economy and meet social
needs. These developments would include improved transportation,
increased power facilities, extended sewer and water facilities, im-
proved housing, more schools, and extension of training programs.

Industrial production which declined in 1959 under the impact of
stabilization measures, turned up in the latter part of 1960, and has
continued to rise to the present time. The level of the production
index is now at or somewhat above 1958. Reports from individual
producers bear out this indication of a gradual improvement in in-
dustrial output and consumer demand. Moreover, the signs seem to
point to further improvement in industrial activity in the future.
Foreign investment approvals for industrial undertakings have been
registered at a rate of about $100 million annually during the last 3
years. The timelag between investment approval and startup of
the factories has delayed the impact of these investments but their
effect should be more forceful as time passes. Complementing the
foreign investment and strengthening the basis for future growth
have been programs of domestic manufacturers for plant moderni-
zation. These programs have been stimulated by elimination or
deduction of surcharges on many capital goods imports and by
heightened market competition following the 1959 recession.

Development of Argentina’s oil industry to a point of self-sufficiency
has been discussed in the introduction to this section. The Argen-
tine Government also places much emphasis upon the development
of a national steel industry to make the country as nearly as possible
self-sufficient in steel products and provide the keystone for the na-
tion’s industrial maturity.

78111—62——4
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According to the Government’s forecasts, which are of an optimum
nature, within a few years Argentina will have an annual consumption
in crude steel equivalent of 4 million tons, nearly twice the consump-
tion registered in recent years. To promote the development of the
industry the Government as the major investor has been constructing
an integrated steel mill at San Nicolas scheduled when fully completed
to have an annual crude steel capacity of 2 million tons. It also,
in June 1961, offered special important tax privileges for private in-
vestments in integrated or semi-integrated steel mills.

In addition to the SOMISA plant at San Nicolas, ACINDAR, the
largest private steel company, has an approved project for a 600,000-
ton integrated mill. SIDERCA is building a 150,000-ton electric
furnace and several other programs are in negotiation. There seems
little doubt that Argentina will register a sizable growth in steel
production capacity in the next few years, although the total capacity
achieved may fall short of the Government’s 4-million-ton goal.

In iron ore production Argentina has thus far made only limited
advance. Argentina now mines about 120,000 tons of iron ore yearly,
all of which comes from the Province of Jujuy. In November 1960
the Government signed a contract with an international consortium
for the exploration of the Sierra Grande iron ore deposits of Rio
Negro Province and for exploitation of the deposits if as much as 80
million tons of mineral are verified. The exploration is still in prog-
ress.

Other basic industries scheduled for expansion include electric
power and coal, although the latter is losing significance with the rapid
development of the petroleum industry. Both in steel and in electric
power, the Government has announced its intention to offer shares—
now held largely by the state as a result of the Peron administration’s
acquisitions—for public subscription. This attempt to convert
such state-owned companies back to private enterprise has not yet
been tested.

Very high among the economic development priorities of the Argen-
tine Government 1s roadbuilding. Little new construction has been
done during the past decade, and deterioration of the existing roads
has continued apace. Argentina now has 17,000 kilometers of paved
highways. A 10-year national highway improvement program is to
be carried out during the period 1959-69 at an estimated cost of 56
billion pesos. The program fixes a goal of a federal highway net-
work of 40,000 kilometers of paved roads.

The Argentine railroads, nationalized in the 1940’s, are badly
deteriorated. The Secretary of Transport estimates a 13.2 billion peso
operating deficit and 5.4 billion peso capital budget deficit for fiscal
1961. A railroad reform policy was announced on May 20, 1961. In
broad terms the reform calls for the gradual elimination of the railway
deficit through programs for an increase in labor productivity and
elimination of redundant personnel, suspension of service on uneco-
nomic branch lines, denationalization of subsidiary railway services
such as station restaurants, overhaul of the administration of railway
workshops, and sale of excess railway real estate. Concurrently the
national railway administration is developing plans for the replace-
ment of outdated rolling stock and the improvement of tracks and
roadbeds. A reorganization of the administrative offices of the six
companies forming the national railway network and of the Secre-
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tariat of Transport in the Ministry of Public Works and Services
rounds out the reform program.

The Government’s economic stabilization and development pro-
gram envisages an expansion of agricultural, as well as industrial,
production, and, in particular, an increase in production of meat.
Agricultural land tenure in Argentina either takes the form of huge
cattle ranches or tenant farms where wheat and corn are produced.
The farms are divided into tenant holdings of 200 to 1,000 acres and the
standard of living is much higher than in most farming areas in
South America. There are some small individual holdings, particu-
larly around the city of Buenos Aires and the provinces of Cordoba
and Santa Fe in the northern part of the pampa. These properties
are not small in terms of many other countries but vary anywhere
from 100 to 2,000 acres.

The problem in Argentina seems to be in the type of land utilization
rather than in land tenure. The pampa is an extremely large fertile
area with adequate precipitation to support & much more Intensive
agriculture. The present tendency to raise beef cattle and sheep on
the best agricultural land of the nation appears to some to be an un-
economical use of the land. It has been suggested that cattle ranch-
ing might be pushed farther to the periphery of the country where the
land is not as suitable for intensive agriculture. But movements of
population have been in the opposite direction.

The overall concern is for raising the general efficiency of agriculture
by whatever methods seem best. Assisting in one phase of this is a
small technical program under AID commonly called, Operation
Beef. Expansion of agricultural production also has been impeded
by the heavy taxes which were imposed on agricultural exports.
Recognizing the adverse effect of these taxes on production as well as
exports, the Government has promised to eliminate them as soon as
possible, and in fact, they have already been reduced substantially.

Argentina has established a Federal Council of Investment whose
function is to make studies and recommendations with respect to de-
velopment programs in the public sector and to provide technical
assistance to the provincial governments. It also assists in the or-
ganization and financing of development corporations. Argentina
does not yet have an integrated overall development plan, but in July
established & National Development Council to make studies, establish

oals and review economics. For example, the United Nations
Special Fund in cooperation with the World Bank is currently con-
ducting a survey of transportation in Argentina, out of which will
come a plan including specific projects for the development of Argen-
tina’s transportation system.

Financial and technical assistance

As is noted in the discussion of the stability program, the United
States and a number of international organizations have assisted with
that program.

The United States also is assisting directly with Argentine develop-
ment. The Export-Import Bank in recent months has agreed to
loans of $40 million for roads, $10 million for housing, and $10 million
for relending to small and medium businesses (supplementing an
earlier $10 million credit for the same purpose).

The Development Loan Fund is currently considering applications
for loans for highways which may total $40 million. It has expressed
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willingness to consider a loan of about $12 million to help support the
establishment of a savings and loans system to finance housing in
Argentina.

According to official Argentine sources, proposals for capital invest-
ments in Argentina from abroad totaling $383 million, exclusive of oil
investments, were approved by the Government from May 1, 1958,
through June 30, 1961. Of these, slightly under 50 percent repre-
sented proposals from the United States. The proposals in question
consist predominantly of manufacturing projects and exclude those
under the petroleum program.

It is anticipated that the World Bank will provide credits for re-
financing of the greatly needed Dock Sud power project to provide a
600,000-kilowatt plant to relieve the power shortage in the Buenos
Aires area.

Pending, too, is the final consideration of the El Chocén hydro-
electric project in the south in Patagonia which received so much
attention in the U.S. press when it was the subject of discussion be-
tween President Frondizi and President Kennedy. This multiple-
purpose flood-control and hydroelectric project is being considered
for an area which is now thought to be underpopulated, in order to
provide a base for opening the area for development. Principal in-
dustries now in that region are now sheep ranching and oil. The
project is currently being studied by an IDB-financed consultant
group.

During the current year the Government has issued a series of de-
crees intended to stimulate investment in certain areas and in specified
industries. The first two, relating to the steel and petrochemical
industries were followed by measures applying to the cellulose and
paper industries, Patagonia and Tierra del Fuego, and northwest
Argentina. The decrees offer special tax privileges for investments,
tax-free importation of machinery and equipment, and in certain
instances low-priced supplies of raw materials.

The U.S. technical cooperation program, in addition to the cattle
breeding project mentioned earlier, is working in the fields of business
adfministration, scientific training and education, and civil aviation
salety.



BraziL
Introduction

Brazil, which is 90 percent the size of the United States and occupies
one-half the land mass of South America, is so vast that it is really
two countries—and those divide further in terms of economic regions.
Almost all of the population lives in one-half of Brazil, in the area
which includes the northeast, and the central and southern coast and
uplands. The rest of the country, particularly the Amazon Basin,
which has 30 percent of the land area, and some of the western portion
of the eastern states, is largely empty of population.

Northeast Brazil, where 21 million people live, is, in part, a semiarid
scrubland area, plagued with periodic droughts. The coastal area’
however, where cacao, cotton, sugarcane, and tobacco are grown, is
humid.

In the central and southern coast of Brazil and in the uplands are
the most fertile lands; from here come the coffee, cotton, fruits, and
livestock that form the basis of the country’s agricultural economy.
Here also are the principal mineral deposits, notably the large iron
reserves which it is estimated can supply Brazil at its present rate of
ore consumption for 700 years. Here are the manufacturing centers
and the large cities, including Rio de Janeiro and Sdo Paulo, each
with over 3 million residents.

Brazil’s population, estimated in 1961 at 70 million, is increasing at
a rate of about 3 percent a year. At this rate of increase, in 30 to
35 years Brazil could be expected to have a population of over 200
million.

Brazil’s resource base is mixed and shows the effect of the historical
pattern of its economic development. This development has been
characterized by a series of waves of prosperity based on the exploita-
tion of some raw material. Its gold and diamond mines are no ﬁ)onger
of significance and its agricultural base has been weakened by crops
which have put a heavy burden on a somewhat limited soil base.
With a total land area close to that of the United States, Brazil has
much less usable agricultural land. We were told, for example, that
the soil of the Amazon Valley, which would seem to offer a potential
for agricultural use, would disappear in 1 year if the trees were cut
down, because of the thin, acid character of the soil and the rainfall
which averages 79 inches a year.

Brazil also lacks fuel. In spite of this, and its heavy dependence
upon foreign sources for its basic requirements of industrial raw
materials and machinery, industry has had such a spectacular growth
since World War II that the country is largely self-sufficient in many
finished manufactured goods. Brazil’s economy still lacks the re-
quired heavy industry to support these finished goods manufacturers.
This has led some persons to characterize Brazil as a Detroit grafted
on a plantation economy. The emphasis upon industrialization at
the expense of agriculture and export trade has, of course, weighed
heavily upon foreign exchange earnings. There have been some
recent improvements in basic industries, particularly the production
of machine tools and certain chemicals. Last year Brazil produced
over 2 million tons of steel and they expect to add 1}4 million tons to

47



48 ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA

their capacity this year. Brazil had little auto industry a few years
ago but they are now producing motor vehicles at a rate of 160,000 a
year, with 55 percent Brazilian-made components.
~The economy still depends upon its agricultural exports for over
two-thirds of its foreign income. Coffee accounts for about 65 percent
of foreign currency income. Cacao, coffee, sugar, iron ore, lumber,
and manganese ore are the other leading exports, the last three of
these products accounting for 10 percent of the value of all exports.
One of the handicaps to economic development which Brazil faces
is a weak transportation and communication system. There is a
fairly dense rail network in the Sio Paulo and Rio-Minas Guais area
but little elsewhere. While there has been a rather large roadbuilding
program in recent years, there is need for rural roads for transporting
commodities produced in the interior to coastal markets. As re-
cently as 1955, it was estimated that Brazil had less paved_highway
mileage than the single small State of Vermont.

GNP and rate of growth

Per capita gross national product has grown rapidly since World War
IT but is still estimated as low as $268 for the country as a whole
(appendix table 1). The regional differences reveal why, important
as this growth is, it has had little direct impact on many of the people.
It is estimated-—with all the usual warnings for such statistical
adjusting—that per capital GNP in the States of Sdo Paulo and
Guanabara is about $600, or roughly the same as in Italy. In the
northeast, per capita GNP is in the range of $100 or less, or more like
India, Pakistan, and some parts of Africa.

Monetary and fiscal policies

We arrived in Brazil at a time when the transition from the Quadros
government, to the parliamentarv system under Goulart and Neves
was still full of uncertainties. The Congress had not yet been pre-
sented with the Prime Minister’s recommendations for economic
policy, although President Goulart had stated his views and there
was a general understanding that the policy objectives and most of
the economic programs would be similar to those under the Quadros
government.

That government had inherited a condition similar in many re-
spects to the one found by President Frondizi in Argentina in 1958.
Not only had the cost of living been rising at rates of 30 to 50 percent
per year, but Brazil had accumulated a very heavy burden of short-
term indebtedness. As in the case of Argentina, Brazil’s inflation
was generated in very large measure by substantial governmental
deficits financed through the Bank of Brazil. One significant differ-
ence in the Brazilian situation, however, was that while Argentina had
been stagnating under the policies of the Peron regime, Brazil had
continued to grow at a relatively high rate in spite of the inflation.

The Quadros government took steps toward the creation of a free
exchange market and greatly simplified the multiple exchange rate
system. Measures also were taken to reduce the budgetary deficit
to an amount that could be financed from available domestic, non-
inflationary sources. Bank of Brazil credit to the private sector was
to be maintained within levels compatible with domestic price stability.
The reduced volume of Government expenditures, the proposed credit
restrictions, the gradual elimination of subsidies, and the establish-
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ment of a realistic exchange rate were expected to achieve both price
stability and a greater degree of external equilibrium.

However, as in the case of Argentina, Brazil was still receiving sub-
stantial emergency external assistance in order to carry out her stabili-
zation program. Brazil’s precarious external debt position, in which
short-term foreign exchange obligations at the end of 1960, plus annual
amortization of long-term debt, amounted to well over half of her
annual anticipated earnings from exports in 1961, made it necessary
for her to obtain new credits and a refinancing of a substantial propor-
tion of her indebtedness so as to reduce this burden. To this end the
United States agreed to make a substantial part of the total outstand-
ing debt of Brazil to the Export-Import Bank ($540 million) repayable
over 20 years by rescheduling payments of approximately $305 million,
including the postponement to later years of the repayments of
principal due during the rest of 1961 and 1962 and the first half of
1963; and to provide new credits of $338 million, $168 million from
the Export-Import Bank, $70 million from the U.S. Treasury’s
Exchange Stabilization Fund, and $100 million from the new aid
program. In addition Brazil entered into a 1-year standby arrange-
ment with the IMF for the equivalent of $160 million and arranged a
rescheduling of payments to be made to the Fund against previous
drawings totaling the equivalent of $80 million. Under the arrange-
ment with the IMF, which was tied to the package assistance from the
U.S. Government, Brazil agreed to certain financial reforms necessary
for the internal and external stabilization of her financial situation.
These arrangements with the Fund and with the U.S. Government
have been supplemented by the renegotiation of maturities on some
$300 million of Brazil’s medium-term indebtedness to European pri-
vate and governmental creditors, as well as by new credits from
Europe of $110 million. Most of this financial assistance to Brazil
from the United States and other sources, which totals well over a
billion dollars, was to repay or reschedule past debts rather than for
increasing imports for promoting development.

The problems of the new parliamentary government have been
further complicated by a rapid rise in the cost of living and a deteriora-
tion of the cruzero during the uncertainties of adjusting to the change
in government. The difficulties of controlling inflation in a nation
which has been living with actual interest rates on business loans of
25 to 30 percent and more are staggering indeed. To be sure, the legal
rate is 12 percent but only by paying fees and commissions beyond
that is it possible to borrow money—and then only by shopping
around among a number of lenders. The chronic sources of inflation
are the forced-draft industrialization program, a continuous budget
deficit, and a weak foreign exchange position. Under the prevailing
conditions, commercial credit—particularly the lending activities of
the Bank of Brazil—has also contributed.

A large part of the budget deficit can be accounted for by the deficit
in the Government-operated railroads and merchant marine,

Brazil’'s system of taxation is exceedingly complex. In the past
the vast bulk of the Government revenues has come from indirect
taxes, with income taxes on corporations and individuals constituting
less than one-fourth of total tax receipts. Although taxes on indi-
vidual incomes are progressive and rise to a maximum of 50 percent
for the highest bracket, the fact that such a large proportion of the
Government’s revenue comes from indirect taxes would indicate that
the tax system, as a whole, is not very progressive.
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Perhaps the most encouraging comment we heard was that public
opinion might now finally be more prepared than in the past to accept
the kind of steps which would have to be taken to check inflation.
In the period 1950-60 it was assumed by many Brazilians that inflation
was the price of progress, but now more and more people are becoming
aware of the real difliculties involved in trying to grow in that manner.
Whether this observation is correct mnay be crucial in the year to come.

Special commodity problems, exports and imports

Crucial, too, is the dual question of the future of the coffee-oriented
portion of agriculture and the need for changing the overall pattern of
agricultural land use. Coffee accounts for about 60 percent of Brazil’s
exports and over 60 percent of her convertible currencies, so that the
country’s economic welfare is tied closely to the fluctuating world
market for that commodity. Exports dropped from 16.8 million bags
in 1956 to less than 13 million in 1958, a drop which was aggravated in
terms of loss of income by a substantial reduction in prices. However,
the country embarked on a vigorous program of promoting coffee
exports and succeeded in bringing exports for calendar year 1959 up to
an estimated 17.4 million bags, the highest figure in 11 years. Exports
in 1960 were expected to approximate the 1959 figure but were down
slightly. Prices meanwhile have been relatively stable. This is due
in large part to Brazil’s policy of withholding 50 percent of its ex-
portable coffee crop from the world market, an activity which has
entailed large monetary outlays to finance such stockpiling, and
thereby has aggravated the inflation. Stocks held by the Govern-
ment have been at the level of about 40 to 50 million bags since 1959,
Despite the burden of these large stocks, no adequate or effective
measures for curtailing the production of coffee are being taken.

Brazil has played a leading role in formulating agreements with
other Latin American coffee-producing nations for cooperative efforts
to avert a collapse of coffee prices by agreeing to export quotas. To
this end Brazil and other countries entered into the International
Coffee Agreement in 1959. The solutions most commonly proposed
for the coffee problem start with the continuation and expanston of
such agreements and include further development of the consumer
market—possibly by agreements in countries which now have high
tariffs on coffee. There seems little chance of developing nonbeverage
uses.

Total exports by Brazil in 1960 were valued at $1.266 billion. Im-
ports totaled $1.462 billion. Coffee exports accounted for $713 million
and the next largest exports were cocoa beans at $69 million and sugar
at $58 million. Iron ore is the largest nonagricultural export and in
1960 Brazil exported $54 million of ore. The United States is Brazil’s
best customer, accounting for $563 million of her exports.

The United States is also Brazil’s principal supplier, providing
$443,124,000 of Brazil’s imports, as against $136 million for West
Germany, the second biggest supplier. Principal imports are wheat,
oil and oil products, heavy machinery, and auto and truck components.

Development policies and programs

Brazil has been concentrating on rapid industrial development
over the past few years, with little emphasis on improving its agricul-
ture. The 5-year program begun in 1956 emphasized the expansion
of energy sources, basic and consumer industries, transportation, and
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education. The only agricultural commodity in the plan was wheat,
although there were goals for extending elevator and cold storage
capacity and agricultural machinery production. No overall long-
range plans have been announced by the new Government. A long-
range study projecting demand and investment requirements for
Brazil was made in 1956 by the Economic Commission for Latin
America of the United Nations.!

There is underway now a study of what can be done for the economic
development of the northeast with its problems of semiarid land and
outmoded agricultural methods and organizations. The United
States is participating in this through a study mission and it is planned
to set aside funds under the Alliance for Progress for use in that area.

We were impressed with the plans and programs of the National
Bank for Economic Development which is going to be responsible for
an increasingly large part of the planning and administration of
projects in the public sector. The Bank, which is just getting its
program underway, will be a focal point for many of the projects
under the Alliance for Progress. At the time of our visit the Bank
was reviewing projects and preparing to make loans for low-cost
homes, rural water supply facilities, schools in rural areas, powdered
milk plants, and other food processing projects in poorer regions.

Total U.S. private investments in Brazil approximate $840 million,
although some estimates range as high as $1.2 billion New American
investment capital coatinues to flow in volume to Brazil, largely into
the establishment of branch plants by U.S. manufacturers. Efforts
to coaclude an investment guarantee agreement, however, have not
yet borae fruit.

Nonetheless, not only American capital but private capital from
other countries has continued to flow into Brazil. Up to December
1960, German direct investments by 200 firms totaled $160 million,
Italy $70 million, and Japan, $45 million. Whether these develop-
ments will continue or not depends partly upon the ability of the new
Government to get inflation under control and maintain an adequate
level of public services, and, perhaps, more important, on the nature
of controls over profit remittances abroad which may be put into
effect.

Financial and technical assistance

The United States has contributed an estimated $65 million to joint
programs of technical assistance since the point 4 program began in
Brazil in 1942. Programs have been carried out with Federal, State,
and_private agencies in the agriculture, public health, education,
public and business administration, public safety, mineral resources
Investigations, transportation, and community development. Increas-
ing emphasis is being placed on education, training, and research.

This total does not include the large loans for economic develop-
ment and balance-of-payments assistance of $1,350 million extended
through Export-Import Bank or the $175 million of economic de-
velopment loans from the sale of agricultural commodities under
Public Law 480. Nor does it include the $240,000 made available by
the Development Loan Fund for a resettlement project.

! Analysis and Projections of Economic Development, IT. “The Economic Development of Brazil,”
United Nations, New York, 1956,



CHILE
Introduction

Chile has an economy with many assets but it is not without some
of the liabilities which some of her neighbors face. In addition,
within the last year and a half, Chile has had to recover from a series
of disastrous earthquakes and tidal waves. Many lives were lost
and the damages have been estimated at $400 million. About one-
third of the nation’s economy was directly affected.

Chile is a nation of large, well diversified natural resources. It is
larger than Texas, although at no point in its 2,650-mile length is it
as wide as 250 miles. Eighty-five percent of its 7.5 million people
live in the central agricultural area. It has a hot, dry, mineral, rich
desert in the north, a central region of mild wet winters and dry hot
summers, and a southern forest area with lower temperatures and
heavy rains.

Although Chile is primarily an agricultural country and has achieved
a fair degree of industrialization, its economy is still excessively de-
pendent on minerals and mineral resources. Copper is its most
important export. It provides 60 percent of Chile’s foreign exchange
and 15 percent of her tax revenues. Iron ore has replaced nitrates
as the second important mineral.

Chile’s agriculture, always handicapped by a less than optimum
land-use pattern, has suffered in recent years from a farm to city
movement of workers and a high emphasis given to industrialization
in the overall economy. As a result, agricultural production has
fallen so far behind population growth and rising levels of consump-
tion that Chile has shifted from an exporter to an importer of some
major foodstuffs.

In the drive to industrialize, and thereby reduce its dependence on
foreign trade, serious distortions arose in the economy in the early
1950’s. Public investment was concentrated in industry and power
to the exclusion of much needed expansion of transportation, com-
munications, and port services. The attempt to accelerate the
process of capital formation too fast and perhaps in the wrong direc-
tions also accentuated a chronic inflation. The cost-of-living index
rose 73 percent in 1954 and 84 percent in 1955. It was not until
1958, with the advent of the new Chilean Government, that vigorous
and effective steps were taken to correct the inflation.

Over 30 percent of Chile’s labor force is employed on farms, and
their productivity is estimated at about one-half the national average.
The 4 or 5 percent of the labor force employed in mining, on the
other hand, have a productivity double the national average. Accord-
ing to local economists it is impossible to get satisfactory data on the
distribution of incomes. There is, however, a rough estimate that
the income receivers in the top 4 or 5 percent income of the range get
50 percent of the total income. As a corollary to the farm-to-city
population shift, there is a large, chronic urban unemployment. In
March 1959 unemployment was 10.4 percent of the labor force, with
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1.2 percent new entrants. There has been some improvement since,
so that by September 1961 the total was 7 percent with about the
same number of new entrants.

Gross national product and rate of growth

Chile’s per capita gross national product at $348 ranks fairly high
among the South American countries but Chile’s economy has stag-
nated during most of the postwar period (app., table 1). Chile has
a relatively low portion of indigenous population. The population
growth rate is now about 2.5 percent and seems more likely to increase
than decline.

Monetary and fiscal policies

Chile’s postwar inflation, second’in"degree¥only to Bolivia’s hyper-
inflation, represented a continuation of a condition of chronic inflation
which began in the early 1930’s. Indeed, the rise in the cost of living
almost seemed to have become a way of life in Chile. In adjusting
to this situation, savings and investment for productive enterprise
were discouraged, and agriculture, the prices of whose products were
frequently controlled, tended to stagnate.

Following a number of reports by external missions and frequent
statements of intent by the governments in power, positive action to
halt inflation was finally taken in 1959. Stabilization actions were
begun similar to those in Argentina. A free unitary exchange rate
was established, budgetary expenditures were drastically limited,
credit curtailed, price controls, except on a few basic commodities,
eliminated along with a freeing of many imports from quota and licens-
ing controls, and wage increases limited. ~After more than a genera-
tion of high and continuous inflation, reasonable stability was at last
achieved, and in 1960 the cost-of-living increase was held to 5.4 per-
cent. In 1961 the cost-of-living rose by 9.6 percent and Chile is not
without exchange problems still. But the success of Chile’s stabiliza-
tion program is perhaps all the more remarkable since it was under-
taken during the period in which the earthquakes caused severe
damage and affected output in the southern part of the country.

Chile continues to face a serious problem in financing governmental
expenditures, largely because of an inadequate tax system. The
Chilean tax system is extremely complicated. Aside from income
tax revenues from the mining companies, most of the taxes are indirect.
The income tax law tends to favor unincorporated landholders, and
taxes on landholdings tend to be low. Except for taxes on mining
enterprises, the tax system of Chile would appear to be only moder-
ately progressive, if not actually regressive.

The President has appointed a committee of leading members from
each of the political parties forming the present coalition government
to prepare proposed legislation to achieve basic changes in the struc-
ture of Chilean taxes. Among the announced goals and means sought
to accomplish them are the following:

1. To substantially increase Government revenues by broaden-
ing the tax base, eliminating unnecessary or undesirable tax
concessions, simplifying both rate structure and collection pro-
cedures, and strengthening administration.
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2. To distribute the tax burden more justly by emphasizing
direct taxes and making them more progressive, and by acting
to prevent evasion by certain sectors.

3. To_use property taxes as a tool to force improved use of
land or its relinquishment for use in the land reform program.

4. To foster increased private investment.

While many difficulties are foreseen in securing final approval of
meaningful tax reform, and current progress is slow. general agreement
on the need for and the means for accomplishing it appears near.

Special commodity problems

We have already dwelt on the significance of copper to the Chilean
economy. Not only are there about 18,000 men employed by the
large mines, but the industry contributes an estimated 59 percent of
total foreign exchange earnings received by Chile and about 15 per-
cent ($88 million in 1960) of the Government’s revenues from taxes.

At the present time Chile ranks third in the world in the production
of raw copper after the United States and the Rhodesias. During the
past year (1960) this industry produced over 436,000 metric tons of
the red metal of which about 98 percent (worth an estimated US$345
million) was exported. Most of this production (about 89 percent)
was obtained from the three large American-owned mines.

Since Chile derives such a large portion of its foreign exchange and
tax earnings from the copper industry, it is apparent that fluctuating
copper prices can have an extreme influence on Chile’s finances. This
has indeed been the case in recent years when prices varied from a
high yearly average of 44 cents a pound in 1955 to a low average of
24.7 cents in 1958. This was largely responsible for copper tax
payments falling from $163 million to $52 million.

These severe effects have caused many Chileans to advocate at-
tempting to stabilize the price of copper by controlling production.
Since the American companies are prevented by the Sherman Anti-
trust Act from entering mto “price fixing” agreements, all the local
mnpetus in the direction has been furnished by the Copper Depart-
ment, a Government bureau with certain supervisory powers in the
copper industry. Little has yet been done to realize this desire.
The Copper Department has, on behalf of the Chilean Government,
issued an invitation to the International Nonferrous Metals Council
asking that the next meeting of Copper Producers and Consumers
(scheduled for March 1962) be held in Santiago. If this invitation is
accepted, as appears possible, the Copper Department will probably
try to lay the groundwork for a workable international control agree-
ment. Any statements by leading figures in the United States pro-
posing international arrangements to stabilize the world market price
of copper are, of course, watched with great concern in Chile.

The Chilean natural nitrate industry, once the very foundation of
the national economy, has been continually plagued by troubles since
the development of inexpensive artificial nitrogenous compounds dur-
ing World War I.  Plagued also with a series of strikes as well as a
declining market, national production fell to the lowest level since the
depression year 1933-34. Exports at $33 million in 1960 were 32
percent below 1959. The largest producer is predominantly U.S.-
owned and the United States is the principal market for nitrate.
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The booming Chilean iron ore industry continued its rapid rate of
growth in 1960, finally usurping the position so long held by the
nitrate industry as second in importance in Chilean mining, both in
the number of workers employed and in foreign exchange earnings.
During the year production rose 30 percent to an estimated 6 million
long tons. Exports were 5.4 million tons, reflecting an increase of
170 percent in the last 5 years. Substantial U.S. investments have
been made in Chilean iron ore production, and most of the ore is
shipped to the United States. Iron ore production in 1960 was
valued at approximately $55 million.

Development policies and programs

Chile’s Development Corporation (Corfo) has recently formulated
a 10-year plan for 1961-70, the target of which is to raise output to a
rate of 5.5 percent per annum as against a rate in recent years of
around 3 percent per year. The plan provides for a series of invest-
ments in agriculture, minerals, industry, fuel, education, urbanization,
telecommunication, and transport.

The basic philosophy of the development program is that, through
significantly increasing the role of the Government in encouraging
the use of domestic savings and in borrowing abroad, funds may be
accumulated which, when invested in accordance with a carefully
drawn plan and proper economic policies, will not only provide the
basic economic infrastructure but stimulate the rate of private in-
vestment to the point where rapid economic growth will be self-
generating. While calling for a measure of centralized planning of
investments in the private sector and detailed guidance of the econ-
omy by public regulation the architects of the Chilean development
plan have attempted to preserve the basic elements of iree private
enterprise.

The plan calls for new real investment in the 1961-70 decade of $9
billion in plant and equipment and an additional $600 million in
stocks. Direct public investment is planned to provide 33 percent of
the total investment in fixed assets and another 17 percent through
loans and subsidies to the private sector. The private sector, it is
hoped, will match these amounts and, over the decade, provide 50
percent of the total from its own resources. To meet the most critical
social and economic infrastructure needs of Chile, the planned and
expected investment pattern for the funds is 25 percent to construction,
including housing, 21 percent to industry, 15 percent to transportation,
12 percent power development, 10 percent to agriculture, 7 percent to
mining, and 10 percent to general services.

Within the total gross fixed investment, expenditures in foreign
currency are expected to total 26.5 percent but, because over the
decade a favorable current account foreign balance is expected,
foreign financing of the program may be somewhat smaller. De-
pendence on foreign assistance, however, is significant. Financing
plans estimate that gross foreign borrowing and foreign private in-
vestment should average $180 million per year over the decade and be
even higher ($220 million per year) during the first 3 years. Drawers
of the p%a,n estimate that proper domestic policies and initial successes
in the production goals will allow domestic saving to grow from the
present 8-9 percent of national product to over 18 percent in 1970
and provide funds for financing the remainder of the projected
investment.
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The overall production target is a cumulative 5.5 percent yearly in-
crease in output (gross domestic product) over the 1961-70 decade.
If this is achieved, it is calculated, investment can grow by 9.2 percent
per year, public consumption by 2.5 percent, exports by 6.5 percent,
and still leave a residual which will permit per capita private con-
sumption to increase by an average of 2 percent each year.

The difficult problems of increasing the productivity of the agricul-
tural sector are being worked on by an interparty committee of
Congress, similar to the special tax committee. The Ministry of
Lands and Colonization has attempted to distribute and thus raise
production on public lands but this has relieved only a portion of the
agrarian situation. The committee is reported to have reached ac-
cord on a wide range of subjects including powers to be given the
Government, methods of procedure in reducing latifundia (large land-
holdings), and the expansion of credit and technical facilities to
agriculture. Still under consideration, however, are such critical
points as the methods and terms in which present owners shall receive
compensation for expropriated land, the desirable maximum land-
holding which shall be allowed, the definition of ‘“poorly managed”
lands, which are to be among the first of those which may be marked for
expropriation and division. The goals of land reform are still vague.
The formation of new public policies on this important matter is
certain to prove difficult and to make considerable delay inevitable.
In the meantime the Government is actively seeking foreign assistance
for use in speeding the division and development of family farms on
lands held by public entities and social security institutes.

Imports, exports, and trade policies

Chile adopted a free trade policy in May 1959 and no product or
material was prohibited from import into the country prior to January
1961, although circumstances may change this. As a transitory
measure the prior-deposit system was retained to provide the neces-
sary control on the use of foreign exchange holdings and protection
for national industry until a new single rate tariff schedule could be
worked out. A prior-import deposit must be made on registration of
the order and is not refundable until the goods clear customs and not
before 90 days with few exceptions. Surtaxes which are gradually
replacing the prior-deposit system are payable at the time the goods
clear customs.

By application of the prior deposit or surtax which amount to an
import charge over and above the customs duty, the Government
helps to channel its foreign exchange resources toward the purchase
of essential goods, restrains the import of foreign products competitive
with locally manufactured articles and discourages the import of used
or Juxury merchandise. Chile is committed to GATT to place its
new import schedule into effect by January 1, 1962. The Govern-
ment, however, has requested and received an extension of time.

In 1960 Chile’s exports were slightly under the 1959 level while
imports amounted to $489 million, an increase of 32 percent over the
1959 level. Chile’s favorable trade balance for 1960 dropped to
$438,000. The United States continued to be Chile’s principal
supplier and best market; however, its share of the total trade in
both imports and exports was less. Germany, Argentina, Great
Britain, Peru, and Japan made substantial gains in Chile’s import
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trade. Although Japan more than doubled its sales to Chile its share
of the total trade was only 2.4 percent.

Available data do not readily reflect trade trends by commodities.
During 1960 the Government’s policy was to lower prior deposits on
essential machinery, equipment, and materials for agriculture, mining,
and industry. The Government permitted importers of certain
machinery and equipment to purchase exchange cover in accordance
with terms of payment obtained from the foreign suppliers. With
investment capital scarce and commercial money expensive, credit
terms weigh heavily in the choice of capital equipment. Increased
purchases for modernization and expansion of industrial plants and
of mechanized equipment for agriculture and transport influenced
the sharp rise in 1960 imports. gEuropean manufacturers reportedly
are offering 6-, 8-, and 10-year financing for 80-88 percent of the cost
of capital equipment. Interest rates average 7 to 9 percent on such
financing. Delivery schedules, however, are approximately double
the time required by U.S. manufacturers. :

Government purchases for the rehabilitation of the southern region
affected by the earthquake and for programs included in its 10-year
development plan VVi(ﬁ be a strong factor in Chile’s import trade for
1961 and 1962. Such purchases are financed almost entirely through
foreign loans.

Financial and technical assistance

Official grants and loans were of great importance to Chile’s eco-
nomic growth, even during the period preceding the 1960 earthquakes
and the undertaking of a major development plan. Prior to the earth-
quake, the World Bank had authorized loans to Chile totaling $106
million, the IMF had extended balance of payments and currency
support of $64 million, and the Export-Import Bank over $200 million
for industrial equipment and balance-of-payments assistance. The
U.S. Government had made loans of over $10 million in connection
with the mutual security program, and of over $31 million from the
proceeds of Public Law 480 sales funds. U.S. grant aid under these
same programs totaled about $44 million. The German and Italian
Governments had assisted their exporters to authorize major equip-
ment credits totaling nearly $40 million.

The Chilean Government expressed great appreciation for the
prompt and effective assistance received from the United States
following the May 1960 disasters. In one of the Jargest emergency
relief operations ever undertaken under the mutual security program,
more than 700 U.S. personnel and 1,000 tons of equipment and
supplies—including the personnel and equipment of two complete
Army field hospitals—were airlifted to Chile from the Panama Canal
Zone and the continental United States. Private U.S. donations in
cash and kind for Chilean relief amount to at least US$10 million.

After assisting with the immediate problems of disaster relief, the
U.S. Government has evidenced a continuing interest in aiding recon-
struction efforts and speeding economic and social development. The
various international agencies have come forward, not only to lend
support to Chile’s foreign exchange position, but to finance economic
development projects. European nations have also extended sub-
stantial assistance through offers of exporter credits. Chile has had
made available to it for balance of payments on standby assistance
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since May 1960, $135 million from the International Monetary Fund,
Export-Import Bank, the Treasury Stabilization Fund, and private
New York banks. As of November 1961, $95 million had been drawn
or utilized. Reconstruction and development credits advanced from
all sources since May 1960, total $316 million, of which only $71
million has been drawn or utilized. Some of the large amounts not
yet used include $105 million from the United States for reconstruction
credits and Public Law 480 proceeds, $85 million out of the $110 million
Export-Import Bank loan for steel plant, railways, and other capital
goods and $15 million out of $16 million from the U.S. Development
Loan Fund for airports and ports.

It should be remembered that, although the amounts of loans
drawn or utilized are much smaller than those authorized during the
past 18 months, drawings by Chilean entities under loans authorized
in 1958-60 are continuing, and receipts in 1960-61 were considerably
greater than those shown above.

In addition to the economic assistance listed, all of which is actually
arranged and firm, it appears likely that Chile will receive additional
ald in the relatively near future when applications for loans before
the Interamerican Development Bank, Export-Import Bank, and
others receive final action. The U.S. AID mission will continue its
activity in Chile and additional grant aid may result. Any statement
on probable amounts would be premature.

Foreign investments have played an important role in Chilean
economic progress. They are generally considered at present to have
a value of about $1 billion and constitute an important portion of
all existing capital. TU.S. direct investments are estimated to total
almost $1 billion. Threefourths of this amount is in the mining
if;l%lstry while the majority of the remainder lies in the public utility

eld.

‘Whether or not these investments by private capital will continue
to increase may be influenced by a feeling that the large U.S. copper
firms have been singled out to pay, through new taxes, a dispropor-
tionate share of recent wage and salary increases to Government
workers. The question of the need for the wage increases was not
raised but simply how the additional burden is to be borne. Offsetting
this view, was a statement by a local businessman and economist that
Chile has never moved against foreign capital, that the tax on the
copper companies is less than it was 6 years ago, and that it is designed
rather to equalize rates vis-a-vis other parts of the economy. He said
Chilean industry lacks working capital as well as capital for invest-
ment and stated the hope that there could be government-to-business,
as well as government-to-government loans under the alliance for
progress—and that loans from private enterprise outside to private
enterprise inside Chile should also expand.

78111—62——5



PerU
Introduction

Peru, the third largest country in South America, is about three
times the size of California. The topography of Peru is a major
factor in its economic development. The country is divided into
three well-defined geographic areas. Proceeding inland from the
Pacific, there is first the narrow coastal desert, 25 to 40 miles wide,
where the capital and seaports are located. Rivers rising in the in-
terior mountains form approximately 40 oases in the coastal desert,
where intensive irrigation makes possible the country’s export crops of
cotton and sugar. Next comes the high sierra, the zone of the great
Andean cordilleras, which culminate in Peru in snow-clad Huascaran,
22,205 feet above sea level. This region comprises about 27 percent
of the national territory, is the most populous (about 60 percent of the
total, including most of the Indians), and contains the chief deposits
of mineral wealth. To the east lie the vast, uncharted hill and forest
lands and the tropical jungle lowlands through which the great rivers
wind to the Amazon. This area, known as the montana and occupying
more than 60 percent of the entire country, is largely undeveloped,
very sparsely populated, and only partially explored.

he last census taken in Peru was in 1961. The population was
reported at 11 million, with a population growth rate of 2.4 percent
a year. Only 3 to 4 million of the total population can be said to
participate in the money economy. The remainder, most of whom
live in the highland plateaus and valleys in southern Peru, are at the
barest subsistence level.

There are areas, such as Lima-Callao, Chimbote, Chiclayo, and
Piura which are in the first stages of industrialization, but Peru has
basically an agricultural economy. Agriculture employs 60 percent
of the labor force, produces 28 percent of national income and 34 per-
cent of Peru’s exports.

Mining, which only employs 2 percent of the labor force, is the
other major source of the country’s export earnings, accounting for
44 percent,.

Most of Peruvian industry is of the light-industry type, with the
exception of the Chimbote steel complex. Industry employs 19 per-
cent of the labor force and produces 15 percent of national income.

Railroad transportation in Peru consists primarily of two railroads
which run up into the mountains to serve the mining communities.
Traffic is principally heavy freight. Operation costs in such difficult
terrain are understandably high. There are two major highways.
One is a two-lane asphalt road running along the coast 1,900 miles
from north to south. The other, largely unpaved, runs inland from
Lima to LaOraya, paralleling the Central Railroad to Pucallpa in the
rain forest. The great need is for “penetration roads” to open areas
now inaccessible.

International cable service and internal telegraph service in Peru
are adequate, but the rest of the communication system is weak.
Telephone systems are totally inadequate and, according to local
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observers, must be expanded immediately to prevent handicapping
industrial growth. Similarly, the country’s postal system needs
modernization.

GNP and rate of growth

Peru is one of the poorest countries in Latin America with an esti-
mated per capita GNP of only $179 (Appendix Table 1). It has had
a high rate of population growth in recent years, and its projected
annual increase for the period 1957—-80 may be even higher. Never-
theless Peru has been experiencing a reasonably high rate of growth
in output per capita over the past 10 years, sparked in considerable
measure by the development of her mineral resources. But economic
progress in Peru still has not affected the lives of the vast bulk of the
rural population.

One of the results of this has been the increased migration of the
Pogmla,tion to the coastal cities at an ever-increasing rate, particu-
arly to Lima where the evidence is readily at hand for any visitor to
see. Employment and food supplies so far have been adequate to
sustain this change in patterns of living, largely because the standard
of living on Peruvian farms often is so low that city slums are ap-
parently considered an improvement by the migrants. The growth of
agriculture to feed these migrants and industry to employ them is
obviously crucial.

Monetary and fiscal policies

Compared to the inflation in Argentina, Brazil, and Chile, Peru’s
postwar price rises have been modest and, in most postwar years,
Peru’s exchange system has been relatively free from controls. Peru
experienced a monetary crisis following the sharp fall in export
prices in 1957, accompanied by a severe balance of payments deficit
and an accelerated rise in the cost of living. In 1959, the Govern-
ment introduced monetary reforms involving a reduction in the mon-
etary deficit, the raising of taxes, and the elimination of price con-
trols. Peru’s stabilization program has been quite successful and,
over the 12-month period ended in February 1961, cost of living rose
only 3 percent. Peru has a convertible currency and her improved
balance-of-payments position has been reflected 1n recent stability in
the value of the Peruvian sol.

The Export-Import Bank, International Monetary Kund, the
U.S. Treasury, and some private U.S. banks all assisted during the
stabilization crisis, with loans and other credits. The drawings from
the International Monetary Fund standby credit and the %‘,Sxport-
Import Bank balance of payments were repaid before they became
due, no drawings having been made from the U.S. Treasury or U.S.
bank credits. Exchange and trade controls have been removed.
Government borrowing from the Central Bank has been discontinued
and Government subsidies of some staples, particularly gasoline, have
been abandoned.

The budget has been balanced both in 1960 and this year, with
some surpluses reported in 1960. The tax structure puts major
emphasis on indirect taxes. About 50 percent of all tax receipts in
Peru are derived from export and customs duties while some 25 per-
cent is produced by taxes on income and wealth. A transaction tax,
which has the unfortunate inflationary effect of compounding prices,
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has been increased in recent years from 0.8 to 2.5 percent. Taxes
bear heavily on foreign corporations and on the middle income
groups. Taxes on income range from 7 percent up to 35 percent but
the overall impact of the tax system can only be mildly progressive.

Foreign trade, trade policies, and commodity problems

Because of her diversified exports, Peru is not as vulnerable to
price fluctuations and trade restrictions on a single commodity. But
the need for foreign exchange to pay for heavy imports of manufac-
tured goods and half of her food supply makes changes in the price
or volume of any commodity she exports of great importance.

Peru had a favorable balance of trade of $20 million in 1959 and
$60 million in 1960. Exports in 1960 totaled $435 million and imports
$375 million. Principal exports in 1960 were copper, $94 million;
cotton, $73 million; fishmeal and other fish products, $52 million;
iron ore, $33 million ; sugar, $48 million ; coffee, $19 million ; lead, $22
million ; zine, $17 million; silver, $24 million; and petroleum products,
$17 million. In 1960, exports to the United States were $165 million
or 44 percent of Peru’s total exports. Imports from the United States
were $157 million in 1960, 36 percent of the total imports.

Peru has traditionally followed liberal trade policies. There are
no controls over imports, exports, or exchange except that Peru
embargoes all trade with the Sino-Soviet bloc. Trade with Czecho-
slovakia is an exception since she is a partner in GATT. A tariff for
revenue is levied on both imports and exports and a surcharge on
imports has been in effect since 1958. The Peruvian Government
has pledged to remove the surtax before June 1962.

Because of the diversity and amount of its exports to the United
States, Peru is concerned with a number of measures which the
United States has taken or have been proposed in regard to both
imports and exports. They have protested the import quotas on
lead and zine and view with apprehension bills introduced to protect
marginal mines in the United States. As a large cotton exporter,
Peru must be concerned with the effect of our cotton export policies
on her sales and prices in world markets generally. The reallocation
of part of Cuba’s sugar quota to Peru helped ease some of the pressure
there. Fishmeal is another Peruvian export which they feel may be
in conflict with measures designed to protect U.S. industry.

Development policies and programs

Peru’s development planning is headed by a Central Planning
Office in the Ministry of Finance. Plans have been drawn up on
a regional basis including a series of projects in mining, petroleum,
transport, power, agriculture, and highways in central Peru and a
similar program for the southern region of Peru. There is also a
special plan for the industrial sector which was basically one recom-
mended by a group of external consultants, and a plan for agrarian
reform based on the Agrarian Reform Law of October 1960. There
has been created an Institute of Agrarian Reform and Colonization
to implement the agrarian program, but some of the necessary legisla-
tion has not passed the Congress.

The basic problem which all of these organizations face is a nation
which is only 50 percent self-sufficient in food and with almost two-
thirds of its popul%tion outside of the money economy.
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This puts a high premium on simultaneously increasing agricultural
production and providing industrial employment for the unrelenting
flow of migrants to the cities.

More access roads to some areas will help with getting food to
markets and people to lands not occupied and better farming methods
will increase productivity. But there still will be need for investment
in the industrial base to employ people who cannot be absorbed on
the land.

The climate for foreign investment in Peru is generally good, and
Peruvian laws encourage such investment. Direct U.S. investment
in Peru has reached about $685 million and is continuing to increase.
The most spectacular recent development was the investment by a
consortium of U.S. mining companies of $230 million (one-half loaned
by the Export-Import Bank) in the Toquepala copper project in
southern Peru, as a result of which copper is now Peru’s first export.
U.S. investment accounts for 74 percent of the $1,129 million total
foreign direct investment in Peru. About 15 percent of the American
investment is made up of U.S. Government loans and credits.

Financial and technical assistance

We have already mentioned the assistance to the stabilization pro-
gram by the International Monetary Fund, the Export-Import Bank,
and the Treasury.

In July 1960, the U.S. Government set aside $53.2 million to cover
future loan applications from the Peruvian Government to finance the
building of hard-surface roads, the settlement of land in adjacent
areas, agricultural programs related to a land reform, and the con-
struction of low-cost housing. Peru’s draft land reform bill would
limit individual holdings to 617.5 acres in Pacific coastal regions and
24,710 acres in jungle areas and provide for compensation to land-
holders and a system of rural credit. The Government sponsored a
bill in the Peruvian Parliament providing for the necessary legislation
to implement the land reform program. However, both this bill and
the legislation setting up the housing credit institutions have not

assed the Peruvian Congress. This has resulted in some delays,
Eut loan agreements have been signed covering all but $11.7 million
of this credit, including loans for housing and agricultural credit.



Uruauay
Introduction

Uruguay is the smallest country in South America but a nation
with a high proportion of its people well dressed, well fed, and well
educated.

Uruguay’s economy hinges on the production, and processing into
export form, of agricultural commodities. Roughly one-fifth of the
country s gross national product, about 90 percent of its foreign ex-
change income, and at least half of total employment opportunities
flow {rom the preparation and sales abroad of greasy and scoured
wool, frozen and canned meats, hides and skins, and vegetable oils.
Those sales permit vital imports of basic raw materials and of equip-
ment upon which Uruguay’s manufacturing structure depends. Like
all pastoral economies, and particularly those possessing negligible
supplies of minerals and fuels, Uruguay is at the mercy of world market
fluctuations and the vagaries of weather.

For all its agricultural base, Uruguay is still one of the most urban
nations in the world, with nearly a million of its estimated 3 million
people living in the city of Montevideo. The northern two-thirds
of the country is devoted almost entirely to livestock and general
crop production is found mainly in the southern one-third. The
land-use pattern is dominated by large landholdings. In 1948 the
National Colonization Bureau did begin a program of creating
colonies of small properties throughout the country, but the problem
of developing more moderate-sized farms with more intensive land
use and better technology remains.

GNP and rate of growth

Uruguay’s estimated gross national product per capita, at $500,
is one of the highest in Latin America (app., table 1). As suggested
earlier, it is also well distributed with a large middle class and little
evidence of either persons who are very rich or persons who are very
poor. But with Uruguay’s vulnerability because of her dependence
on external markets, her rate of economic growth has slowed greatly
in recent years.

At the same time, part of this slowdown was due apparently to an
attempt begun after World War Il to follow a program of rapid
industrialization designed to make the country self-sufficient in as
many items as possible. Wheat production was encouraged at the
expense of the traditional Uruguayan export commodities—wool and
meat. A multiple exchange rate system was established which, as it
evolved, subsidized the importation of capital equipment and raw
materials by giving them a preferential rate while taxing nonessential
imports and agricultural exports. Large and numerous consumer
subsidies were established.

As a result, the national budget was unbalanced, there was rising
inflation, and national capital was being used up at a rate faster than
it could be replaced. Since 1959, however, there has been an attempt
to reverse these processes.
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Monetary and fiscal policies

The Government has initiated foreign exchange, trade, and budg-
etary reforms designed to stabilize the price level and to expand
Uruguay’s agricultural exports. Although prices continued to rise
rapidly during 1960, in recent months there has been evidence of a
fair degree of stability in the cost of living. Uruguay has eliminated
controls on prices of wheat and wheat products and lowered wool
export taxes from 35 to 25 percent of value. In September 1960
Uruguay entered into a stabilization agreement with the Monetary
Fund whereby the Fund provided a standby credit of $30 million;
Uruguay agreed to restrict credit, to maintain a balanced budget,
and to simplify, reduce, and finally eliminate export taxes and import
surcharges and advance deposits within 2 years. Uruguay has also
eliminated its complicated multiple exchange rate system in favor
of a unitary rate.

Historically, Uruguay has relied on indirect taxes, particularly
excises on imports and consumer goods, for 60 to 70 percent of total
tax revenue. Taxes on land have been used very little and it was
not until November 1960 that the legislature passed the first income
tax law. There is a tax of 15 percent on 85 percent of undistributed
corporate profits and an excess profits tax which applies on all profits
over 30 percent of capital. It was reported that improvements have
been made recently in the administration of the tax system.

Special commodity problems

No country we visited was more keenly aware that its economy
depended on one or two commodities than Uruguay. The fact that
approximately 60 percent of their foreign exchange comes from wool,
that another 30 percent comes from hides and meat—and that exports
make up one-fifth of their national product—was emphasized wherever
we went. Of the 46.5 million acres in Uruguay, 42 million are in
agriculture. There are 85,000 ranches with 8.5 million head of beef
cattle and 23 million sheep and lambs.

In 1960, when Uruguay did away with her multiple exchange and
bilateral trade agreements and trade returned to traditional markets,
the United States was the principal buyer of wool from Uruguay,
purchasing about $15 million. KEngland, with $12.7 million, and
Holland, with $11.8 million were next. Although the United States
appears as an important purchaser of wool, purchases representing
11 percent of Uruguay’s total exports in 1959 and 21 percent in 1960,
most of these purchases were for the cheaper grades.

The representatives of the wool trade, and other Uruguayan and
American businessmen with whom we talked, point to the import
duty of 25% cents per pound on clean apparel wool as an almost insur-
mountable barrier to exporting wool into the United States. They
cite the 73-percent decline in export of apparel wools to the United
States in the last 15 years, as compared with a decline of only 9 per-
cent in the export of carpet wools to the United States as evidence of
the impact of the duty. There is no duty on the latter carpet wools.

In 1960, wool exports accounted for $71 million out of $129.4 million
total exports. Of the remaining $58.4 million, nearly $41 million was
accounted for by meat, meat products, and hides. Uruguay, which
produces meat at a lower price than any nation except Argentina,
faces two problems in developing her position in world markets. In



ECONGMIC POLICIES AND PROGRAMS IN SQUTH AMERICA 67

recent years, a number of countries have begun programs for protecting
their own cattle raisers. Because of this, Uruguay feels they have
lost or are losing the Belgian, Italian, and German markets, and sales
to the French Army in north Africa. England remains as the principal
buyer of chilled and frozen beef and canned meats.

Because of our regulations against importing meat from countries
where there is hoof-and-mouth disease, the United States is a market
for only canned meats, largely corn beef and some types of canned
roast beef. U.S. purchases of these products from Uruguay totaled
about $3 million in 1960.

Development policies and programs

If we have seemed to dwell unduly long on wool and meat, it is be-
cause the maintenance of these markets is so crucial to the Uruguayan
economy and will be for years to come. The general direction of
development programs in Uruguay has been to try to achieve more
efficiency in the use of the land and improvements in the technology
of livestock raising, including a start on a program to try to eliminate
hoof-and-mouth disease from some areas. There is a small group in
the Ministry of Agriculture with a continuing program of this kind of
assistance. It seems likely, however, that this is a slow process. The
swifter approach is, of course, through expanding external markets.
Some of the impediments there we have just mentioned.

There is, on the other hand, a need to increase the efficiency of
the industrial and service sector of the economy, which is currently
suffering some recession and accordingly unemployment.

There is an interministerial Commission on Investment and Eco-
nomic Development which is developing plans that would include
those for industrial development, power, and transportation, housing,
and education, as well as for agriculture. The handicaps to new
investment this Commission faces in developing some of its programs
are the small national market of only 3 million people, the shortage
of savings, perhaps too high public investment, and a disproportionate
share of savings going into speculation. Investment from outside the
country is also handicapped by the small market and the possibilities
for better alternatives elsewhere, particularly in Western Europe.

The possibilities for the development of heavy industry seem par-
ticularly remote but it was pointed out to us that Uruguay might well
be an excellent shelter for the small or middle-size investor coming to
start a business with his own capital, or that the country might, with
some tax incentives, become a financial center. An important part of
this future, of course, rests in the nature of the development of the
Latin American Free Trade Association program.

The pattern of existing investment is heavily weighted toward
public ownership. In part to lessen the adverse impact on the popula-
tion of occasional climatic or world market adversities, and in part to
perpetuate social programs introduced at the turn of the century,
successive Uruguayan Governments have undertaken extensive pro-
grams of social welfare and intervened actively in the operation of
the economy through production and consumption subsidies and
state-owned enterprises. Today the Government has a monopoly or
competes with private enterprise in electric power, telephones, fuels,
alcohol, cement, aviation, railroads, insurance, and fishing, to name
the principal examples.
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The U.S. direct investment in Uruguay is approximately $60 million
in 92 plants. These are mainly in textiles, cement manufacturing,
distribution of petroleum products, and manufacture of electrical
appliances.

Imports, exports, and trade policies

We have covered the bulk of Uruguay’s exportsjin the section
dealing with the special commodity problems of wool and meat. All
types of exports to the United States in 1960 accounted for $19.8
million or 15.3 percent of the $129.4 million total. Imports from the
United States in 1960 were $64.9 million or 28.4 percent of total
imports. This relationship between exports and imports would seem
to emphasize the need for carefully reviewing our trade relationships
with Uruguay to see that they have a basis for getting the dollars to
keep up their volume of imports from the United States. Principal
imports of Uruguay are fuels and lubricants, industrial raw materials,
and capital goods such as vehicles, machinery, and equipment. Other
major suppliers are Brazil, United Kingdom, and Germany.

Financial and technical assistance

Uruguay believes that developing its trade is even more important
for its economic development than is direct foreign aid, although
there is an interest in the Alliance for Progress and other programs
too. In the past, Uruguay has received credits from the World Bank
to help develop its hydroelectric power resources. At present, it is
drawing on & US$7 million loan from the World Bank to provide the
foreign currency costs of a program to improve pasture management
and on a US$8.8 million credit from the Development Loan Fund
to enlarge the telephone network. The InterAmerican Development
Bank recently loaned a meat-packing cooperative US$640,000 and
the Government US$8.2 million for water purification and sanitation
installations, Starting as a response to the 1959 floods which damaged
food crops, Uruguay has become a regular customer of the P.L. 480
program, which permits it to buy surplus U.S. agricultural products
without expending scarce foreign exchange. Thus far, US$35 million
of P.L. 480 products have been purchased by Uruguay and the local
currency proceeds lent to the Government for economic development
projects and to subsidiaries of U.S. firms in Uruguay for expansion.

Uruguay has prepared a program of construction of schools and
health centers, with emphasis on the rural areas, and improved voca-
tional education, which it is discussing with AID.



VENEZUELA
Introduction ,

The economy of Venezuela is characterized by great contrasts and
apparent contradictions. Here is a country at the same time rich and
poor. It has large amounts of foreign investments but fears lack of
confidence by foreign investors. Xorty percent of the people of
Venezuela are engaged in agriculture yet food is one of the country’s
largest imports.

The contrasts begin with its geography. Venezuela lies entirely
within the tropics but in the narrow range of mountains extending
from the Colombia border to the Caribbean are found snowcapped
peaks over 16,000 feet. It is one of the least densely populated
countries of South America, overall, yet it has great population con-
centration in and about its cities, particularly Caracas. Venezuela,
which is about the size of Texas and Oklahoma, has four-fifths of its
population concentrated in the northwest quarter of the country.

Inland transportation in Venezuela is centered around a network of
good highways. Since population is concentrated it has meant that
only a small number of major heavy-duty transport routes have been
needed. Unfortunately, much of the population is concentrated in
mountainous areas where the costs of construction have been ex-
tremely high. The construction of these highways—and we can attest
to their excellence—has however resulted in substantial reduction in
transportation costs and stimulated industrial and agricultural growth
in areas which were stagnating. It also resulted in abandoning about
680 kilometers of the 1,000 kilometer rail network.

Telecommunications in Venezuela, especially the telephone system,
are regarded as a serious handicap to economic development. We
were told, for example, of a large company which had to install its
own radio network to communicate adequately with its various units.

Venezuela is a one-crop |country !and Irelies ‘on petroleum as the
main source of its foreign exchange. This one commodity accounts
for over 90 percent of the total value of Venezuela’s exports. A grow-
ing iron ore industry accounts for about half of the remaining 10 per-
cent of the country’s exports. In addition to oil and iron ore explora-
tion and production, there is some mining of diamonds, gold, nickel,
manganese, asbestos, salt, and coal. The greatest economic signifi-
cance of these small operations, however, is to indicate the breadth
of the largely unexplored potential mineral resources.

Venezuela has a labor force estimated at 2,500,000 out of a total
population of 7% million people. Unemployment is high, due in part
to a decline in construction. An annual growth rate of close to 4
Eercent in total population compounds the unemployment problem

y its yearly additions to the labor force. Only & small percent of
the labor force are trained workers and many of Venezuela’s skilled
craftsmen have come from other countries for temporary stays. -

About half the labor force is organized in both craft and industrial
unions in 23 state organizations and 13 industrial federations. It was
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felt by the labor leaders to whom we talked that additional workers
not formally in the organized groups, respond sympathetically to
objectives and programs of the organized workers. There is no min-
imum wage, unemployment compensation, or old-age and survivors
insurance programs, but it was fpointed out that a basis for these
programs has been laid in some of the recent legislation providing for
collective bargaining. There is a provision for profit sharing and some
health benefits. Labor relations generally are counsidered to be good
with 80 to 90 percent of labor negotiations being satisfactorily worked
out without work stoppages.

Gross national product and rate of growth

The gross national product is the highest in South America but in
terms of dollars of purchasing power 1s $645 per capita (appendix,
table 1). Venezuela has had a rapid rate of growth during the post-
war period. Within the last 25 years Venezuela, with the rapid growth
of the oil industry, has become known as one of the most prosperous
less developed countries. About 10 percent of the population have
relatively good incomes by any standard, but of the remaining 90 per-
cent about half are little, if any, better off than the rural popula-
tions of most other Latin American countries. Assuming that it is
really possible to use such figures to compare with U.S. per capita in-
comes or between the industrialized and rural sectors of the Venezue-
lan economy (a large assumption because of differences in the character
of the statistics), the average real gross national product per capita in
Venezuela may be 20 to 25 percent of that of the United States. But
the largest share of the rural population probably has real incomes of
no more than 10 percent of the average rural income i the United
States.

Monetary and fiscal policies and the balance of payments

Venezuela has experienced relative price stability during the post-
war period. Until recently Venezuela has avoided the foreign ex-
change crises which have been so common in other Latin American
countries. However, the decline in foreign exchange revenues from
petroleum exports, along with the payment of the large debt inherited
from the previous (Perez Jimenez) government, which facilitated a
drastic flight of capital resulting from a loss of business confidence
due to political uncertainties, produced a substantial decline in for-
eign assets. This has caused the Government to adopt a system of
exchange controls to curb capital outflow, whereas until recently
Venezuela’s foreign exchange system had been relatively free. Vene-
zuela has also been depreciating her import rate by shifting imports
from the official rate to a higher free market rate.

The major part of the National Government’s tax revenues comes
from taxes on petroleum companies operating in Venezuela. Most of
the remaining national tax revenue is derived chiefly from indirect
taxation, notably customs taxes. Income tax revenue from the nonoil
sector is a small part of the total revenue of that sector. Income tax
rates are quite modest, and personal exemptions substantial. For
example, a married couple with an income of $30,000 per year pays an
income tax of about 3 percent, and a married couple with an income of
$150,000 per year pays an income tax equal to slightly more than 12
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percent. It is estimated that for the lowest income groups, some-
where between 5 and 10 percent of income is absorbed by taxation,
all indirect. Because of high customs duties on certain luxury items,
and of the income tax, wealthy individuals may pay anywhere from
10 to 20 percent of their income in the form of taxation. Obviously
this does not represent a very highly progressive system. Real estate
taxes in the urban centers tend to be low and rural land is, in general,
not taxed at all.

Special commodity problems, exports and imports

The development of Venezuela’s petroleum resources has produced
one of the highest rates of economic growth and per capita income in
South America. It is the world’s third leading producer of oil and
ranks first among the nations in oil exports. Depending, as Venezuela
does, on oil for over half the nation’s tax revenues and 90 percent of its
foreign exchange, it is particularly sensitive to shifts in world markets
and world prices. The high point in demand and in prices for
Venezuelan oil was reached 1n 1957. The decline which began then
has leveled off and there is expectation of it stabilizing at current
levels or slightly above.

Venezuela, with 14 percent of the world’s production and an esti-
mated 6 percent of the world’s reserves is still in a relatively strong
position. The industry representatives with whom we talked are, of
course, particularly concerned with the U.S. quotas on oil imports.
The U.S. market takes between 40 and 50 percent of the Venezuelan
crude and refined products and two-thirds of the U.S. oil imports
come from Venezuela. Representatives of the Venezuelan oil in-
dustry said they were sympathetic with the objectives of the U.S.
quota system of having a healthy, growing U.S. oil industry, par-
ticularly the national security aspects, and were willing to go along
with the system of voluntary quotas in 1957 and 1958.

They are, however, concerned now about the mandatory quotas
imposed in March 1959, and with the continuation and possible
extension of these quotas in the future. They are not opposed to
import restrictions as such since these restrictions tend to uphold
Venezuelan prices at the U.S. level, but their concern lies with the
manner in which quotas are assigned and particularly with the
exemption of overland Mexican and Canadian imports. Venezuela
would prefer quotas assigned to the foreign country as a whole rather
than on a company basis, a system which would assure Venezuela’s
share of the U.S. market and would eliminate what are considered to
be windfall profits for some concerns.

There is some evidence to indicate that U.S. companies tend to
favor cheaper oils from the Middle East over imports from Venezuela
when their imports are limited. The present situation may simply
reflect a general oversupply and the actual impact of the quotas may
in fact be relatively small.

Venezuela’s oil export problem has been complicated in recent years
by the relative shift of Western European imports from Venezuela to
the Middle East and more recently to north Africa. Venezuela must
depend increasingly upon the Western Hemisphere for markets. The
United States, for example, imported 25 percent of Latin American
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petroleum exports in 1938, but 44 percent in 1958.% Western Europe
mmported 57 percent of Latin America’s petroleum in 1938 but only
21 percent in 1958. Moreover, as other Latin American countries in-
crease their own petroleum production, the market for Venezuelan oil
will be restricted, unless offset by the growth of demand in the United
States and in other petroleum deficit Western Hemisphere countries.
Venezuela will face increasing competition from cheaper Middle
Eastern oil, both in North American and in other Latin American
markets.

Iron ore with 5 percent, coffee with 1.6 percent, and other minor
items making up 2.2 percent account for the rest of Venezuela’s ex-
ports. Venezuela imports a wide variety of merchandise, including
many foods, and is one of the best customers of the United States.
Worldwide, it holds No. 5 position as a buyer of U.S. goods, behind
Canada, Japan, the United Kingdom, and Germany and ahead of
countries like France and Italy. U.S. exports to Venezuela reached
a peak of $1,224 million in 1957 (a boom year)—67 percent of the
total imports. In 1960 the figures were $551 million and 52 percent.

Development policies and programs

Venezuela is basically a free enterprise economy, although the
Government is directly engaged in production in some areas. The
Government has made a large investment in a steel plant which is just
beginning to produce steel and has made direct investments in the
petrochemical industry. Even in some of these cases, contracts have
been made by the Government with private concerns to provide
management for the Government enterprise. The businessmen we
discussed this with emphasized the desirability of obtaining private
foreign capital and urged that under the various parts of the Alliance
for Progress program, attention be paid also to loans directly to busi-
ness rather than through Government. At the same time, the Govern-
ment officials stressed the intention of the Venezuelan Government to
play an increasingly vigorous role, direct or indirect, in the economic
development of the country. But there was not any particular con-
tradiction in these two approaches. Rather, the thought was that
there would be room for both. Much of the Government’s energies
would go toward the development of human resources through better
education, bctter health services, better housing, development of job-
training programs, etc.

Fortunately, there is an excellent basis for examining all types of
development programs for Venezuela, in a general economic survey
made in 1959-60 by a survey mission organized by the World Bank.?
This survey recommends a 40 percent reduction of investment in basic
services, such as transportation, power, and communications (as com-
pared with 1954~58), and a 25 percent increase in Government expendi-
tures to assist agriculture and industry. Looking toward the longer
run and problems of implementation of programs, Venezuela recently
established an organization entitled the Central Office of Coordination
and Planning and a 4-year plan is in process of implementation.

#“The Economic Development of Venezuela,” the Johns Hopkins Press, Baltimore, Md., 1961.
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In spite of the fact that U.S. private investment in petroleum in
Venezuela accounts for $2.2 billion out of a total U.S. investment
in Latin America of $8.8 billion, the flow of foreign capital to Vene-
zuela has declined substantially in recent years. While this is largely
because of the world petroleum surplus, there also have been some
uncertainties and conflicts between the Government and the oil com-
panies. There is encouraging evidence that this trend has reversed
and that there is growing interest in working out joint ventures or
other arrangements for the encouragement of foreign private invest-
ment.

Development programs for agriculture in Venezuela are confronted
with two problems at two extremes. In the Venezuelan Andes there
exists the problem of the large landholdings and all the abuses asso-
ciated with it. But there is also the problem of holdings too small
to support a family even when the property is owned by the operator.
From these highlands there has been a steady stream of people to the
large cities, particularly Caracas and Maracaibo, and there has been
a steady movement of people out of the mountains to settle in the
lowlands adjacent to the mountains. The great bulk of these people
have been squatters on Government land or unused land of large
landowners.

In 1959 the Venezuelan Government embarked on an agrarian
reform program that will eventually distribute 76 million acres to
some 300,000 farmers. The 10-year program has been designed to
improve the social and economic conditions of the farmers as well as
to increase food production. The first land was given out in April
1960 and during the first 9 months almost 3 million acres were parceled
out to nearly 35,000 farmers.

Venezuela is particularly fortunate in having a large public domain
to parcel out. However, much of this land is of doubtful value. The
main areas are in the Maracaibo Basin and in the llanos (plains covered
with tropical grasses) south of the Andes. Extended periods of
drought characterize the bulk of the land available for distribution.
Irrigation will help in some areas. Venezuela is fortunate in having
a good highway network to aid in the settlement of the new landowners
and to make it possible to market their produce. The land reform is
not directed at large landowners. Expropriation will be resorted to
only v(&lrhere large tracts of private land suitable for cultivation are
unused.

The Venezuelan Government estimates that it will cost about
$3,600 to settle each family. This is just enough to give them a small
loan for living expenses during the first year and to buy essential
tools and seeds. Additional funds will be necessary to expand the
road network, establish irrigation works, build schools, medical
facilities, ete.

Venezuela’s land reform represents the most ambitious attempt by
a South American nation to remake its agricultural economy.

10 years they hope to have as much new agricultural land operated
by small farmers as the total land in farms in Chile today (Chile has
about the same population as Venezuela).
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Financial and technical assistance

With its heavy inflow of private capital and its oil revenues, Vene-
zuela has considered no foreign aid program until very recently.
During our visit, approval was announced for two loans in the housing
field and one in education. The Development Loan Fund is working
on a program to help set up savings and loan associations. The
USIA prepares a monthly publication which is used as a teaching
aid by 30,000 teachers in elementary schools. A program for tech-
nical aid in the field of public administration is also being developed.

When the Perez Jimenez government left the new constitutional
government, with an estimated $1.2 billion in heretofore undisclosed
short-term liabilities, a group of New York banks lent $200 million
to help meet the deficit in the federal budget and dollar exchange
losses. An Export-Import Bank loan was negotiated during the
year for $100 mﬁlion (875 million for commercial debts and $25 million
for projects). The first drawing was made in September. Addi-
tional credits totaling $500 to $600 million are in process of serious
negotiation or are contemplated during the next 2 years.
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I want to commend the subcommittee and its staff for an excellent
report. The subject is so complex that it is impossible for any report
to carry the emphasis of each one of us. My supplemental views are
in the nature of emphasis and further observation and in no sense
basic disagreement with the report.

I hope the subcommittee will hold hearings on the report itself to
permit scholars and other persons with knowledge about Latin
American affairs to add their comments and criticisms. The report
will serve admirably as a base for this kind of further study which I
believe is necessary in order for us to have a proper understanding of
Latin America.

GENERAL OBSERVATIONS

F' 1. There is no general agreement on the guidelines by which we can
evaluate our own economy let alone the economy of another society.
It is this lack of agreed upon criteria which has permitted the danger-
ous game of growthmanship to be played in our own society using the
valuable but limited statistical series of gross national product to
serve as 8 sole test of economic growth and achievement and so de-
ceive us as to what is really going on in our dynamic private enter-
prise system.

2. Even if agreed upon guidelines had been developed to evaluate
economies, the economic statistics which have been developed in
various societies are not the same and therefore are not readily usable
in comparing different economies.

The first set of papers in the Joint Economic Committee hearings on
Russian versus U.S. economics (“Soviet Economic Growth: A Com-
parison With the United States’), 1st session of the 85th Congress,
go into the question of comparative economic statistics in a very
helpful way.

3. The following are some of the basic factors which must be
evaluated to understand an economy.

(a¢) The work force:

1. In relation to total population.

2. In relation to square miles of land.
3. In relation to skills.

4. In respect to organization.

5. In respect to productivity.

(b) Transportation.

(¢) Communications.

(d) Power.

(e) Natural resources.

(/) Education and knowledge:

1. General.
2. Technical.
3. Research and Development.

7
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(9) Raw material production:
1. Agricultural,
2. Extractive.
3. Chemical.
(k) Manufacturing.
(1) Distribution.
() Service.
(k) Resources of the Government sector in relation to resources of
the private sector.
() The resources of local governments in relation to the Federal
Government.
(m) Capital and savings.
(n) Capital plant.
(0) Monetary policy and other weights and measures.

Speciric OBSERVATIONS

1. Latin American economic statistics are relatively poor compared
to U.S. statistics. U.S. statistics though they may be the best in the
world have grave limitations in evaluating an economy and must be
used with understanding of these limitations.

2. Latin America has a low incidence of population per square
mile in respect to the United States, Western Europe, China, India,
Indonesia, and the Caribbean Islands. It is underpopulated. What
population pressures there are come from a post-World War II
higher birth rate and lower death rate. Most of this new population
is not yet in the work force. I believe our report would be in error
in stating that there are problems arising from population ‘‘pressures’”
in Latin America interpreted to mean that this has to do with aggregate
numbers of people in respect to available resources. The increasing
population is the greatest asset an underdeveloped nation of this
sort can have, not a liability.

In other words, if South America developed its resources along the
lines existing in other more economically advanced societies today,
let alone developments anticipated for the future it could support a
population substantially larger than its®present population even with
its increased birth rate, as the following table suggests:

Size, square | Population, Density,
miles 1958-59 people per
square miles
South America.._. 7,100.0 134.0 19
Argentina._ 1,072.0 21.0 19
Brazil...._. 3,285.0 65.0 20
Chile. .. 286.0 7.3 26
Peru....... 514.0 10.5 18
Urugusy... 72.0 2.7 41
Venezuela_ 352.0 6.6 19
Colombia._. 455.0 13.8 57
Eeuador . eemaaas 271.0 4.2 39
Bolivia.___ 424.0 3.3 8
Paraguay.. 157.0 1.7 10
Mexico. ... 760.0 32.3 41
Guatemala__ 42.0 3.5 83
El Salvador.. 8.3 2.5 312
Hondurss.... 43.0 1.9 33
Nicaragua. .. 57.0 1.4 24
Costa Rica._. 20.0 1.1 53
Panama.._... 28.7 1.0 35
United States. ..o oo oo i cce e csmeamam—me e —m—am———-n 3,676.0 180.0 50
AUStralia . o .o oo ccracmemm e mmmmm e —————an 2,974.0 10.0 3
India..... 1,266.0 406.0 312
Indonesia . oo emmemmem e cm e 575.0 89.6 156
N T SO 12,100.0 230.0 19
France. .. vvooocooeommmmacmcwememacccmm e cmem e 213 45.7 211
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3. “Land reform” in an underpopulated society is an entirely
different thing from land reform in an overpopulated society such as
China, India, Indonesia, or certain areas of Western Europe. ,

Land teform in an underpopulated society should be concerned
with pioneering, homesteading, irrigation, reclamation, transporta-
tion, communications, power (rural electrification if possible), real
estate taxation, education, local government, and title laws in respect
to mineral exploration

It should not be concerned with expropriation and redistributing
what little wealth there may be even though it may be heavily con-
centrated in the hands of a few. It should be concerned with the
process involved in creating new wealth. Much of the talk of land
reform in Latin America regrettably is directed toward breaking up
holdings, without sufficient regard to the possibility that, in some
cases, the change would be to turn away from the productivity of more
and more successful commercial agriculture into what would tend to
become subsistence farming. This is a backward step, not a forward
step.

4. A good system of real estate taxation lies at the base of encourag-
ing good land usage and establishing solid local government, both of
which are so essential to pioneering and developing new areas. In
Latin America there is generally no good or sophisticated system of
real estate taxation or of local government. Local government, such
as it is, is an appendage of the federal government. Local govern-
ments cannot spring forth from the grassroots, as it were, because
they do not have the basic power of taxation. Turning over to local
communities the power to tax property would permit local communi-
ties to spring up and to grow strong.

It is an error, in my judgment, to establish a system of real estate
taxation with an eye to land reform. Establishing an efficient system
of gaining revenue based upon land values will insure economic land
usage. Such a real estate tax is graduated not by rates but rather
by market value based upon intrinsic value, location, use, and improve-
ments. It is unnecessary to set up artificial standards to bring about
better land usage. The tax for revenue based upon efficiency and
fairness automatically brings this about.

I would warn my Latin American friends not to rely on the advice
I have heard given out by some of our U.S. authorities on the subject
of real estate taxation. Our Federal Government has never had the
power to tax real estate and therefore has little experience or knowledge
of it. The property tax has been reserved to our local governments.
One must go to the U.S. counties and municipalities, not stopping even
at the level of State governments, for experience and knowledge. Fur-
thermore, a dangerous cult has developed in the United States in
recent years which downgrades the real estate tax as an inefficient
and a regressive tax, while any thorough study reveals it is just the
opposite. The real estate tax when set up properly is highly efficient
and probably the most efficiently progressive tax conceivable.

The political economists in the United States whose thinking is
directed toward establishing a stronger Federal Government seek to
knock out this basic tax which is the bulwark both of local government,
diversified education, and proper land usage. They substitute in its
stead a greater reliance on our Federal income tax. Yet many scholars
of U.S. taxation feel that the heavy reliance on our Federal income tax
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is already thwarting sound economic growth and is in no positiont to
assume a greater load.

The tax history of the United States since World War I reveals that
it has been the remarkable strength of the real estate tax which has
permitted our society to more than double the amounts we have been
spending on education and community facilities without going to the
Federal Government for assistance.

5. None of the Latin American countries has developed a govern-
mental career civil service. Government employment is essentially
based upon spoils politics. Accordingly, it is dangerous to rely upon
government as opposed to the private sector to accomplish economic
achievements. Military service, on the other hand, is a real career
sefvice in most of the Latin American countries and provides what
stability there is to their political governments.

8. US. companies and others doing business in Latin America by
and large have established the base for real career services in the
private sector.

7. Communications are very inadequate. Very few of the countries
have good postal systems, which reflects among other things the lack of
career government service. The relationship between a good postal
system and rural living, new land development, and general education
is not well understood. In fact, few people in the United States seem
to appreciate the reasons that caused our constitutional forefathers
to give to the Federal Congress the power to establish post offices and
post roads. Until better communications are developed opening up
new lands is going to be difficult in South America.

8. Transportation taken over by the government in most instances
is very inadequate and its improvement is a key factor in any de-
velopment program.

9. There is practically no rural electrification or other form of power
available in rural areas or areas to be developed.

10. Education is highly developed in a quality way and a top Latin
American scholar is the equal of any scholar in the world today, but
quantitywise it is undeveloped. dJust as Jocal government is an ad-
junct only of the Federal government, so education is centrslized.
Without a good real estate tax it is likely to remain so.

11. Technical training, adult education in technical training, on-
the-job training, apprenticeship training is almost confined to a few
private companies. Trade unions and governmental officials have
not concerned themselves very much about this important area.

12. I ssked about immigration laws in countries where technical
skills and business know-how were in such great need. Little thought
has been given to immigration as a source of obtaining skills, The
labor unions weren’t opposed to immigration; they just had never
thought much about it.

13. Housing, health facilities, and other facilities and know-how
having to do with worker productivity are appsrently thought of only
in relation to personal well-being and abstract general welfare. They
seem to be isolated from the economic field. As a result government
has assumed a dominant role in these areas which has resulted in
waste, mismanagement and neglect. They seem to be more related
to getting and keeping political power than to improving the economy.
There is much the U.S. citizen can learn from this and take heed.

14. I believe that Latin America breaks itself into two, not ome,
natural common markets and it would be a mistake to endeavor to
develop a single common market.
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The first common market area is southern Brazil, Uruguay, Argen-
tina, Chile, Peru, and the undeveloped areas within their own politi-
cal boundaries plus the countries of Paraguay and Bolivia. These
economies taken as a whole are fully capab%e of developing their own
undeveloped resources. There is little question that they would
advance 1f the presently sophisticated areas obtained the advantages
of the efficiencies of mass production which a common market would
give to them.

This area needs “hard investment’’ capital and it can demand
“hard” capital on sound economic basis. It does not need soft loans
and, above all, it does not need nor can it stand money channeled
through the political governments to the private sectors. The politi-
cal governments have enough to do in developing sound civil service
systems so they can undertake with efficiency the areas of proper
government concern which are now so badly neglected, without mov-
ing further into the private sector. The political governments need
a number of basic reforms to bring about the climate which will enable
its people to exercise their pioneering spirit and initiative in developing
their own vast resources, not the least of which is governmental fiscal
discipline.

The second common market area does not have sophisticated
economies such as exist in the Southern Hemisphere common market.
Industrialized economies are developing in Mexico, Venezuela, and
possibly Columbia, but it is all quite new and quite recent. Essen-
tially the Caribbean common market area consists of small political
units producing raw materials and doing little or no processing.
A great advantage can ensue to this area from forming a common
market somewhat along the line of the purchasing and marketing co-
operatives which developed in the U.S. rural areas a few decades ago.
It is a banding together to pool marketing power inasmuch as they
marketed similar products and to pool purchasing power inasmuch as
they were in the market to purchase similar things.

From this base can come a sophisticated economy where the advan-
tages of the efficiencies derived from mass production for a mass mar-
ket can be realized.

The primary factor which leads me to suggest this duality of com-
mon markets is the almost complete lack of trade and association that
goes on between the Caribbean and Southern Hemisphere countries.
The only thing that even suggests commonality is the common cul-
tural background of the countries involved.

15. A major problem in Latin America is the existence of two basic-
ally different races and cultures. There is an Indian civilization and
population of considerable size. There is Western European civiliza-
tion and population of considerable size. There has been some inter-
mingling of races and civilizations and perhaps the future lies in a
complete intermingling.

erever the future lies, the present presents difficult and serious
problems. Lest any North American treat lightly this problem,
which seems to be more whispered about than openly discussed, let me
relate it to our own experiences. If the Indian population in the
United States were 90 nullion instead of a few million and the N avajo
and other Indian reservations occupied half of our territory instead of
a portion of just a few of our States we would have a basis for under-
standing this complex problem as it exists for example in Peru a little
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better. Certainly the way we have handled our Indian affairs does
not leave us in a very good position to hand out sound advice to other
societies as to how to handle theirs.

Wein the United States have never discussed very much the obvious
difference that exists between the programs we followed in respect
to Indians with the programs followed in respect to Negroes. The
two programs are in almost complete disagreement. The Indian pro-
gram seems to be directed more to preserving a living historical
museum of interesting stone-age cultures than it is to advancing a

eople and integrating them into our society. The Negro program is
gardly ever discussed as a program and perhaps it is so unformalized
that the word ‘‘program” sgould not even be used to refer to it. The
approach is to pretend that no program exists, or is needed, to solve
the problem of how two races with two different cultural backgrounds
live together or merge together. It just follows whatever the course
of nature and spontaneous social action dictates.

Finan OBSERVATIONS

The best way the United States can help our neighbors in Latin
America is to understand our own system, its strengths, its successes,
its weaknesses and its failures, and through honest discussion bring
out the things that seem to be worthy of emulation and the things
that should be eschewed.

I believe our genius has best expressed itself in setting up a system
which frees up and encourages individual initiative, both in govern-
ment, mainly through local government, and in private enterprise.

I think a system based upon the development of the individual
human being proves itself both in the long run and in the short run
superior to a system which assumes that there exists, in the society, a
group of men, capable of being reasonably identified, who are suffi-
ciently superior to the others that they can make decisions of what
should be done in government and in economics which will prove
wiser than the collective decisions of the individuals.

Russia and the Communists adhere to this latter viewpoint. So
when it comes to the United States advising Latin American societies
how to set up political oli%(archies to make the decisions which the
people are incapable of making for themselves, I think we had best
recognize that Russia (and possibly our Military Establishment)
understand this system of human organization the best.. They have
had experience along these lines. o

If this is the decision, let’s withdraw and let our betters take over.
However, if we do believe that representative government and the
private enterprise system is superior, let’s start understanding its
merits ourselves and then pointing out its virtues and weaknesses as
we have found them to be so others can obtain the advantages from
them and indeed help us all in further perfecting them.



APPENDIXES

ArpENnDIX I

TrEATY ESTABLISHING A FREE-TRADE AREA AND INsTITUTING THE LATIN
AMERICAN FREE-TRADE AssociatioNn (MoONTEVIDEO TreAaTY) INCLUDING THE
RELEVANT PROTOCOLS AND RESOLUTIONS !

The Governments represented at the Inter-Governmental Conference for the
Establishment of a Free-Trade Area among Latin American countries,

Persuaded that the expansion of present national markets, through the gradual
elimination of barriers to intra-regional trade, is a prerequisite if the Latin
American countries are to accelerate their economic development process in such
a way as to ensure a higher level of living for their peoples,

Aware that economic development should be attained through the maximum
utilization of available production factors and the more effective co-ordination
of the development programmes of the different production sectors in accordance
with norms which take due account of the interests of each and all and which
make proper compensation, by means of appropriate measures, for the special
situation of countries which are at a relatively less advanced stage of economic
development,

Convinced that the strengthening of national economies will contribute to the
expansion of trade within Latin America and with the rest of the world,

Sure that, by the adoption of suitable formulas, conditions can be created that
will be conducive to the gradual and smooth adaptation of existing productive
activities to new patterns of reciprocal trade, and that further incentives will
thereby be provided for the improvement and expansion of such trade,

Certain that any action to achieve such ends must take into account the
concllmitments arising out of the international instruments which govern their
trade,

Determined to persevere in their efforts to establish, gradually and progres-
sively, a Latin American common market and, hence, to continue collaborating
with the Latin American Governments as a whole in the work already initiated
for this purpose, and

Motivated by the desire to pool their efforts to achieve the progressive comple-
mentarity and integration of their national economies on the basis of an effective
reciprocity of benefits, decide to establish a Free-Trade Area and, to that end, to
conclude a Treaty instituting the Latin American Free-Trade Association; and
}laﬁ'e, for this purpose, appointed their plenipotentiaries who have agreed as
ollows:

Article 1

By this Treaty the Contracting Parties establish a Free-Trade Area and institute
the Latin American Free-Trade Association (hereinafter referred to as “the Asso-
ciation’), with headquarters in the city of Montevideo (Eastern Republic of
Uruguay).

The term ““Area’’, when used in this Treaty, means the combined territories of
the Contracting Parties.

CHAPTER I. NAME AND PURPOSE

CHAPTER II. PROGRAMME FOR TRADE LIBERALIZATION
Article 2
The Free-Trade Area, established under the terms of the present Treaty,
shall be brought into full operation within not more than twelve (12) years from
the date of the Treaty’s entry into force.

! Reprinted from the Annual Report of the Economic Commission for Latin America, pp. 3242, May
24, 1959-Mar. 29, 1960; E/3333. E/CN.12/AC.45/13/Rev. 1.

86



86 ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA

Article 3

During the period indicated in article 2, the Contracting Parties shall gradually
eliminate, in respect of substantially all their reciprocal trade, such duties, charges
and restrictions as may be applied to imports of goods originating in the territory
of any Contracting Party.

For the purposes of the present Treaty the term “duties and charges’”’ means
customs duties and any other charges of equivalent effect—whether fiscal, mone-
tary or exchange—that are levied on imports.

The provisions of the present article do not apply to fees and similar charges
in respect of services rendered.

Article 4

The purpose set forth in article 3 shall be achieved through negotiations to be
held from time to time among the Contracting Parties with a view to drawing up:

(a) National Schedules specifying the annual reductions in duties, charges, and
other restrictions which each Contracting Party grants to the other Contracting
Parties in accordance with the provisions of article 5; and

(3) A Common Schedule listing the products on which the Contracting Parties
collectively agree to eliminate duties, charges, and other restrictions completely,
so far as intra-Area trade is concerned, within the period mentioned in article 2,
by complying with the minimum percentages set out in article 7 and through the
gradual reduction provided for in article 5.

Article 5

With a view to the preparation of the National Schedules referred to in article 4,
subparagraph (a), each Contracting Party shall annually grant to the other
Contracting Parties reductions in duties and charges equivalent to not less than
eight (8) percent of the weighted average applicable to third countries, until they
are eliminated in respect of substantially all of its imports from the Area, in accord-
ance with the definitions, methods of calculation, rules and procedures laid down
in the Protocol.

For this purpose, duties and charges for third parties shall be deemed to be
those in force on 31 December prior to each negotiation.

When the import regime of a Contracting Party contains restrictions of such a
kind that the requisite equivalence with the reductions in duties and charges
granted by another Contracting Party or other Contracting Parties is unobtain-
able, the counterpart of these reductions shall be complemented by means of the
elimination or relaxation of those restrictions.

Article 6

The National Schedules shall enter into force on 1 January of each year, except
that those deriving from the initial negotiations shall enter into force on the date
fixed by the Contracting Parties.

Article 7

The Common Schedule shall consist of products which, in terms of the aggre-
gate value of the trade among the Contracting Parties, shall constitute not less
than the following percentages, calculated in accordance with the provisions of
the Protocol:

Twenty-five (25) per cent during the first three-year period;

Fifty (50) per cent during the second three-year period;

Seventy-five (75) per cent during the third three-year period;

Substantially all of such trade during the fourth three-year period.

Article 8

The inclusion of products in the Common Schedule shall be final and the con-
cessions granted in respect thereof irrevocable.

Concessions granted in respect of products which appear only in the National
Schedules may be withdrawn by negotiation among the Contracting Parties and
on a basis of adequate compensation.

Article 9

The percentages referred to in articles 5 and 7 shall be calculated on the basis
of the average annual value of trade during the three years preceding the year
in which each negotiation is effected.

Article 10

The purpose of the negotiations—based on reciprocity of concessions—referred
to in article 4 shall be to expand and diversify trade and to promote the progres-
sive complementarity of the economies of the countries in the Area.
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In these negotiations the situation of those Contracting Parties whose levels of
duties, charges and restrictions differ substantially from those of the other Con-
tracting Parties shall be considered with due fairness.

Article 11

If, as a result of the concessions granted, significant and persistent disadvan-
tages are created in respect of trade between one Contracting Party and the others
as a whole in the products included in the liberalization programme, the Con-
tracting Parties shall, at the request of the Contracting Party affected, consider
steps to remedy these disadvantages with a view to the adoption of suitable,
non-restrictive measures designed to promote trade at the highest possible levels,

Article 12

If, as a result of circumstances other than those referred to in article 11, signifi-
cant and persistent disadvantages are created in respect of trade in the products
included in the liberalization programme, the Contracting Parties shall, at the
request of the Contracting Party concerned, make every effort within their power
to remedy these disadvantages.

Article 13

The reciprocity mentioned in article 10 refers to the expected growth in the
flow of trade between each Contracting Party and the others as a whole, in the
products included in the liberalization programme and those which may sub-
sequently be added.

CHAPTER III. EXPANSION OF TRADE AND ECONOMIC COMPLEMENTARITY

Article 14

In order to ensure the continued expansion and diversification of reciprocal
trade, the Contracting Parties shall take steps:

(a) To grant one another, while observing the principle of reciprocity, conces-
sions which will ensure that, in the first negotiation, treatment not less favourable
than that which existed before the date of entry into force of the present Treaty
is accorded to imports from within the Area;

(b) Toinclude in the National Schedules the largest possible number of produets
in which trade is carried on among the Contracting Parties; and

(c) To add to these Schedules an increasing number of products which are not
yet included in reciprocal trade.

Article 16

In order to ensure fair competitive conditions among the Contracting Parties
and to facilitate the increasing integration and complementarity of their economies,
particularly with regard to industrial production, the Contracting Parties shall
make every effort—in keeping with the liberalization objectives of the present
Treaty—to reconcile their import and export régimes, as well as the treatment
they accord to capital, goods and services from outside the Area.

Article 16

With a view to expediting the process of integration and complementarity
referred to in artlcle 15, the Contracting Parties:

(a) Shall endeavour to promote progressively closer co-ordination of the
corresponding industrialization policies; and shall sponsor for this purpose -agree-
ments among representatives of the economic sectors concerned; and

(b) ‘May negotiate mutual agreements on complementarity by industrial
sectors.

Article 17 :

The complementarity agreements referred to in article 16, subparagraph (b),
shall set forth the liberalization programme to be applied to products of the sector
concerned and may contain, inter alia, clauses designed to reconcile the treatment
accorded to raw materials-and other components used in the manufacture of
these products.

‘Any Contracting Party concerned with the complementarity programmes shall
be free to participate in the negotiation of these agreements. -

The results of these negotiations shall, in every case, be embodied in protocols
which shall enter into force after the Contracting Parties have decided that they
are consistent with the géneral principles'and purposes of the present Treaty.
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CHAPTER 1V. MOST-FAVOURED-NATION TREATMENT
Article 18

Any advantage, benefit, franchise, immunity or privilege applied by a Contract-
ing Party in respect of a product originating in or intended for consignment to
any other country shall be immediately and unconditionally extended to the
similar product originating in or intended for consignment to the territory of
the other Contracting Parties.

Article 19

The most-favoured-nation treatment referred to in article 18 shall not be
applicable to the advantages, benefits, franchises, immunities and privileges
already granted or which may be granted by virtue of agreements among Con-
tracting Parties or between Contracting Parties and third countries with a view
to facilitating border trade.

Article 20

Capital originating in the Area shall enjoy, in the territory of each Contracting
Party, treatment not less favourable than that granted to capital joriginating in
any other country.

CHAPTER V. TREATMENT IN RESPECT OF INTERNAL TAXATION

Article 21

With respect to taxes, rates, and other internal duties and charges, products
originating in the territory of a Contracting Party shall enjoy, in the territory of
another Contracting Party, treatment no less favourable than that accorded to
similar national products.

Article 22

Each Contracting Party shall endeavour to ensure that the charges or other
domestic measures applied to products included in the liberalization programme
which are not produced, or are produced only in small quantities, in its territory,
do not nullify or reduce any concession or advantage obtained by any Contracting
Party during the negotiations.

If a Contracting Party considers itself injured by virtue of the measures men-
tioned in the previous paragraph, it may appeal to the competent organs of the
Association with a view to having the matter examined and appropriate recom-
mendations made.

CHAPTER VL SAVING CLAUSES
Article 23

The Contracting Parties may, as a provisional measure and providing that the
customary level of consumption in the importer country is not thereby lowered,
authorize a Contracting Party to impose nondiscriminatory restrictions upon
imports of products included in the liberalization programme which originate in
the Area, if these products are imported in such quantities or under such condi-
tions that they have, or are liable to have, serious repercussions on specific pro-
ductive activities of vital importance to the national economy.

Article 24

The Contracting Parties may likewise authorize a Contracting Party which
has adopted measures to correct its unfavourable overall balance of payments to
extend these measures, provisionally and without disecrimination, to intra-Area
trade in the products included in the liberalization programme.

The Contracting Parties shall endeavour to ensure that the imposition of
restrictions deriving from the balance-of-payments situation does not affect
trade, within the Area, in the products included in the liberalization programme.

Article 25

If the situations referred to in articles 23 and 24 call for immediate action, the
Contracting Party concerned may, as an emergency arrangement to be referred
to the Contracting Parties, apply the measures provided for in the said articles.
The measures adopted must immediately be communicated to the Committee
mentioned in article 33, which, if it deems necessary, shall convene a special
session of the Conference. '

Article 26

Should the measures envisaged in this capter be prolonged for more than one
year, the Committee shall propose to the Conference, referred to in article 33,



ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA 89

either ex officio or at the request of any of the Contracting Parties, the immediate
initiation of negotiations with a view to eliminating the restrictions adopted.
The present article does not affect the provisions of article 8.

CHAPTER. VII. SPECIAL PROVISIONS CONCERNING AGRICULTURE

Article 27

The Contracting Parties shall seek to co-ordinate their agricultural develop-
ment and agricultural commodity trade policies, with a view to securing the most
efficient utilization of their natural resources, raising the standard of living of
the rural population, and guaranteeing normal supplies to consumers, without
disorganizing the regular productive activities of each Contracting Party.

Article 28

Providing that no lowering of its customary consumption or increase in anti-
economic production is involved, a Contracting Party may apply, within the
period mentioned in article 2, and in respect of trade in agricultural commaodities
of substantial importance to its economy that are included in the liberalization
programme, appropriate non-discriminatory measures designed to:

(@) Limit imports to the amount required to meet the deficit in internal produc-
tion; and

() Equalize the prices of the imported and domestic product.

The Contracting Party which decides to apply these measures shall inform the
other Contracting Parties before it puts them into effect.

Article 29

During the period prescribed in article 2 an attempt shall be made to exnand
intra-Area trade in agricultural commodities by such means as agreements among
the Contracting Parties designed to cover deficits in domestic production.

For this purpose, the Contracting Parties shall give priority, under normal
competitive conditions, to products originating in the territories of the other
Contracting Parties, due consideration being given to the traditional flows of
intra-Area trade.

Should such agreements be concluded among two or more Contracting Parties,
the other Contracting Parties shall be notified before the agreements enter into
force.

Article 30

The measures provided for in this chapter shall not be applied for the purpose
of incorporating, in the production of agricultural commodities, resources which
imply a reduction in the average level of productivity existing on the date on which
the present Treaty enters into force.

Article 31

If a Contracting Party considers itself injured by a reduction of its exports
attributable to the lowering of the usual consumption level of the importer country
as a result of measures referred to in article 28 and/or an anti-economic increase
in the production referred to in the previous article, it may appeal to the compe-
tent organs of the Association to study the situation and, if necessary, to make
recommendations for the adoption of appropriate measures to be applied in
accordance with article 12.

CHAPTER VIII. MEASURES IN FAVOUR OF COUNTRIES AT A RELATIVELY LESS AD-
VANCED STAGE OF ECONOMIC DEVELOPMENT
Article 32 :

The Contracting Parties, recognizing that fullfillment of the purposes of the
present Treaty will be facilitated by the economic growth of the countries in the
Area that are at a relatively less advanced stage of economic development, shall
take steps to create conditions conducive to such growth.

To this end, the Contracting Parties may:

(a) Authorize a Contracting Party to grant to another Contracting Party
which is at a relatively less advanced stage of economic development within the
Area, as long as necessary and as a temporary measure, for the purposes set out
in the present article, advantages not extended to the other Contracting Parties,
in order to encourage the introduction or expansion of specific productive acti-
vities;

(b) Authorize a Contracting Party at a relatively less advanced stage of eco-
nomic development within the Area to implement the programme for the reduc-
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tion of duties, charges and other restrictions under more favourable conditions,
specially agreed upon;

(c) Authorize a Contracting Party at a relatively less advanced stage of eco-
nomic development within the Area to adopt appropriate measures to correct
an unfavourable balance of payments, if the case arises;

(d) Authorize a Contracting Party at a relatively less advanced stage of eco-
nomic development within the Area to apply, if necessary and as a temporary
measure, and providing that this does not entail a decrease in its customary
consumption, appropriate nondiscriminatory measures designed to protect the
domestic output of products included in the liberalization programme which are of
vital importance to its economic development.

(¢) Make collective arrangements in favour of a Contractig Party at a rela-
tively less advanced stage of economic development within the Area with respect
to the support and promotion, both inside and outside the Area, of financial or
technical measures designed to bring about the expansion of existing productive
activities or to encourage new activities, particularly those intended for the
industrialization of its raw materials; and

(f) Promote or support, as the case may be, special technical assistance pro-
grammes for one or more Contracting Parties, intended to raise, in countries at a
relatively less advanced stage of economic development within the Area, pro-
ductivity levels in specific production sectors.

CHAPTER IX. ORGANS OF THE ASSOCIATION
Article 33

The organs of the Association are the Conference of the Confracting Parties
(referred to in this Treaty as ‘‘the Conference”) and the Standing Executive
Committee (referred to in this Treaty as ‘“‘the Committee”).

Article 34

The Conference is the supreme organ of the Association. It shall adopt all
decisions in matters requiring joint action on the part of the Contracting Parties,
and it shall be empowered, inier alia: . k

(a) To take the necessary steps to carry out the present Treaty and to study
the results of its implementation; o

(b) To promote the negotiations provided for in article 4 and to assess the
results thereof;

{¢) To approve the Committee’s annual budget and to fix the contributions of
each Contracting Party;

{(d) To lay down its own rules of procedure and to approve the Committee’s
rules of procedure;

(e) To elect a Chairman and two Vice-Chairmen for each session;

(f) To appoint the Executive Secretary of the Committee; and

(¢9) To deal with other business of common interest.

Article 35

The Conference shall be composed of duly accredited representatives of the Con-
tracting Parties. Each delegation shall have one vote.

Article 36
The Conference shall hold: (a) a regular session once a year; and (b) special
sessions when convened by the Committee. L

At each session the Conference shall decide the place and date of the followirig
regular session.

Article 37

The Conference may not take decisions unless at least two-thirds (%) of the Con-
tracting Parties are present.

Article 38 ..

During the first two years in which the present Treaty is in force, decisions of
the Conference shall be adopted when affirmative votes are cast by at least two-
thirds (%) of the Contracting Parties and providing that no negative vote is cast.

The Contracting Parties shall likewise determine the voting system to be
adopted after this two-year period.

The (zia,fﬁrmative vote of two-thirds (%) of the Contracting Parties shall be
required:

%a) To approve the Committee’s annual budget;
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(b) To elect the Chairman and Vice-Chairmen of the Conference, as well as
the Executive Secretary; and
(c) To fix the time and place of the sessions of the Conference.

Article 39

The Committee is the permanent organ of the Association responsible for
supervising the implementation of the provisions of the present Treaty. Its duties
and responsibilities shall be, inter alia:

(a) To convene the Conference;

(b) To submit for the approval of the Conference an annual work programme
and the Committee’s annual budget estimates;

() To represent the Association in dealings with third countries and inter-
national organs and entities for the purpose of considering matters of common
interest. It shall also represent the Association in contracts and other instru-
ments of public and private law;

(@) To undertake studies, to suggest measures and to submit to the Conference
such recommendations as it deems appropriate for the effective implementation
of the Treaty;

(e) To submit to the Conference at its regular sessions an annual report on its
activities and on the results of the implementation of the present Treaty;

(f) To request the technical advice and the cooperation of individuals and of
national and international organizations;

(g) To take such decisions as may be delegated to it by the Conference; and

(2) To undertake the work assigned to it by the Conference.

Article 40

The Committee shall consist of a Permanent Representative of each Con-
tracting Party, who shall have a single vote.

Each Representative shall have an Alternate.

Article 41

The Committee shall have a secretariat headed by an Executive Secretary
and comprising technical and administrative personnel.

The Executive Secretary, elected by the Conference for a three-vear term and
re-eligible for similar periods, shall attend the plenary meetings of the Committee
without the right to vote.

The Executive Secretary shall be the General Secretary of the Conference
His duties shall be, inter alia:

(a) To organize the work of the Conference and of the Committee;

(b) To prepare the Committee’s annual budget estimates; and

(c) To recruit and engage the technical and administrative staff in accordance
with the Committee’s rules of procedure.

Article 42

In the performance of their duties, the Executive Secretary and the secretariat
staff shall not seek or receive instructions from any Government or from any
other national or international entity. They shall refrain from any action which
might reflect on their position as infernational civil servants.

The Contracting Parties undertake to respect the international character of
the responsibilities of the Executive Secretary and of the secretariat staff and
shall refrain from influencing them in any way in the discharge of their responsi-
bilities.

Article 43

In order to facilitate the study of specific problems, the Committee may set
up Advisory Commissions composed of representatives of the various sectors of
economic activity of each of the Contracting Parties.

Article 44

The Committee shall request, for the organs of the Association, the technical
advice of the secretariat of the United Nations Economic Commission for Latin
America (ECLA) and of the Inter-American Economic and Social Council
(IA-ECOSOC) of the Organization of American States.

Article 46

The Committee shall be constituted sixty days from the entry into force of
the present Treaty and shall have its headquarters in the city of Montevideo.
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CHAPTER X. JURIDICAL PERSONALITY—IMMUNITIES AND PRIVILEGES

Article 46

The Latin American Free-Trade Association shall possess complete juridical
personality and shall, in particular, have the power:

(a) To contract;

() To acquire and dispose of the movable and immovable property it needs
for the achievement of its objectives;

(¢) To institute legal proceedings; and

(d) To hold funds in any currency and to transfer them as necessary.

Article 47

The representatives of the Contracting Parties and the international staff and
advisers of the Association shall enjoy in the Area such diplomatic and other
immunities and privileges as are necessary for the exercise of their functions.

The Contracting Parties undertake to conclude, as soon as possible, an Agree-
ment regulating the provisions of the previous paragraph in which the aforesaid
privileges and immunities shall be defined

The Association shall conclude with the Government of the Eastern Republic
of Uruguay an Agreement for the purpose of specifying the privileges and im-
munities which the Association, its organs and its international staff and advisers
shall enjoy.

Article 48

No change introduced by a Contracting Party in its regime of import duties
and charges shall imply a level of duties and charges less favourable than that in
force before the change for any commodity in respect of which concessions are
granted to the other Contracting Parties.

The requirement set out in the previous paragraph shall not apply to the
conversion to present worth of the official base value (aforo) in respect of customs
duties and charges, providing that such conversion corresponds exclusively to
the real value of the goods. In such cases, the value shall not include the customs
duties and charges levied on the goods.

Article 49

In order to facilitate the implementation of the provisions of the present
Treaty, the Contracting Parties shall, as soon as possible:

(a) Determine the criteria to be adopted for the purpose of establishing the
origin of goods and for classifying them as raw materials, semi-manufactured
goods or finished products;

(g) Simplify and standardize procedures and formalities relating to reciprocal
trade;

(¢) Prepare a tariff nomenclature to serve as a common basis for the presenta-
Pli‘on of statistics and for carrying out the negotiations provided for in the present

reaty;

(d) Determine what shall be deemed to constitute border trade within the
meaning of article 19;

(¢e) Determine the criteria for the purpose of defining “dumping” and other
unfair trade practices ~nd the procedures relating thereto.

Article 60

The products imported from the Area by a Contracting Party may not be re-
exported save by agreement between the Contracting Parties concerned.

A product shall not be deemed to be a re-export if it has been subjected in the
importer country to industrial processing or manufacture, the degree of which
shall be determined by the Committee,

Article 61

Products imported or exported by a Contracting Party shall enjoy freedom of
transit within the Area and shall only be subject to the payment of the normal
rates for services rendered.

Article 52

No Contracting Party shall promote its exports by means of subsidies or other
measures likely to disrupt normal competitive conditions in the Area.

An export shall not be deemed to have been subsidized if it is exempted from
duties and charges levied on the product or its components when destined for
internal consumption, or if it is subject to drawback.

CHAPTER XI. MISCELLANEOUS PROVISIONS
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Article 63

No provision of the present Treaty shall be so construed as to constitute an
impediment to the adoption and execution of measures relating to:

(a) The protection of public morality;

(b) The application of security laws and regulations;

(c) The control of imports or exports of arms, ammunition, and other war
equipment and, in exceptional circumstances, of all other military items, insofar
as this is compatible with the terms of article 51 and of the treaties on the
unrestricted freedom of transit in force among the Contracting Parties;

(@) The protection of human, animal, and plant life and health;

(e) Imports and exports of gold and silver bullion;

(f) The protection of the nation’s heritage of artistic, historical, and archaeologi-
cal value; and

(9) The export, use, and consumption of nuclear materials, radioactive prod-
ucts or any other material that may be used in the development or exploitation
of nuclear energy.

Arlicle 64

The Contracting Parties shall make every effort to direct their policies with a
view to creating conditions favourable to the establishment of a Latin American
common market. To that end, the Committee shall undertake studies and con-
sider projects and plans designed to achieve this purpose, and shall endeavour
co-ordinate its work with that of other international organizations. :

CHAPTER XII. FINAL PROVISIONS
Article 66
The present Treaty may not be signed with reservations nor shall reservations
be admitted at the time of ratification or accession.

Article 56

The present Treaty shall be ratified by the signatory States at the earliest
opportunity.

The instruments of ratification shall be deposited with the Government of the
Eastern Republic of Uruguay, which shall communicate the date of deposit to
the Governments of the signatory and successively acceding States.

Article 57

The present Treay shall enter into force for the first three ratifying States
thirty days after the third instrument of ratification has been deposited; and, for
the other signatories, thirty days after the respective instrument of ratification
has been deposited, and in the order in which the ratifications are deposited.

The Government of the Eastern Republic of Uruguay shall communicate the
date of the entry into force of the present Treaty to the Government of each of
the signatory States.

Article 68

Following its entry into force, the present Treaty shall remain open to accession
by the other Latin American States, which for this purpose shall deposit the rele-
vant instrument of accession with the Government of the Eastern Republic of
Uruguay. The Treaty shall enter into force for the acceding State thirty days
after then deposit of the corresponding instrument.

Acceding States shall enter into the negotiations referred to in article 4 at the
session of the Conference immediately following the date of deposit of the instru-
ment of accession.

Article 59

Each Contracting Party shall begin to benefit from the concessions already
granted to one another bv the other Contracting Parties as from the date of entry
into force of the reductions in duties and charges and other restrictions negotiated
by them on a basis of reciprocity, and after the minimum obligations referred to
in article 5, accumulated during the period which has elapsed since the entry into
force of the present Treaty, have been carried out.

Article 60
The Contracting Parties may present amendments to the present Treaty, which
shall be set out in protocols that shall enter into force upon their ratification by
311 the gontracting Parties and after the corresponding instruments have been
eposited.
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Article 61

On the expiry of the twelve-year term starting on the date of entry into force
of the %resent Treaty, the Contracting Parties shall proceed to study the results
of the Treaty’s implementation and shall initiate the necessary collective negotia-
tions with a view to fulfilling more effectively the purposes of the Treaty and, if
desirable, to adapting it to a new stage of economic integration.

Article 62 .. T

The provisions of the present Treaty shall not affect the rights and obligations
deriving from agreements signed by any of the Contracting Parties prior to the
entry into force of the present Treaty.

However, each Contracting Party shall take the necessary steps to reconcile the
provisions of existing agreements with the purposes of the present Treaty.

Article 63
The present Treaty shall be of unlimited duration.

Article 64

A Contracting Party wishing to withdraw from the present Treaty shall inform
the other Contracting Parties of its intention at a regular session of the Conference,
and shall formally submit the instrument of denunciation at the following regular
session.

When the formalities of denunciation have been completed, those rights and
obligations of the denouncing Government which derive from its status as a Con-
tracting Party shall cease automatically, with the exception of those relating to
reductions in duties and charges and other restrictions, received or granted under
the liberalization programme, which shall remain in force for a period of five years
from the date on which the denunciation becomes formally effective.

The period specified in the preceding paragraph may be shortened if there is
sufficient justification, with the consent of the Conference and at the request of
the Contracting Party concerned.

Article 65

The present Treaty shall be called the Montevideo Treaty.

In wiTNEss WHEREOF the undersigned Plenipotentiaries, having deposited
their full powers, found in good and due form, have signed the present Treaty
on behalf of their respective Governments.

DonE in the City of Montevideo, on the eighteenth day of the month of
February in the year One Thousand Nine Hundred and Sixty, in one original
in the Spanish and one in the Portuguese language, both texts being equally
authentic. The Government of the Eastern Republic of Uruguay shall be the
depositary of the present Treaty and shall transmit duly certified copies thereof
to the Governments of the other signatory and acceding States.

For the Government of the Argentine Republic:
Dib6genes Taboada
For the Government of the United States of Brazil:
Horacio Lafer
For the Government of the Republic of Chile:
Germ4n Vergara Donoso
For the Government of the Republic of the United Mezican States:
Manuel Tello
For the Government of the Republic of Paraguay:
Raul Sapena Pastor
Pedro Ramén Chamorro
For the Government of Peru:
Herndn Bellido
Gonzalo L. de Aramburu
For the Government of the Eastern Republic of Uruguay:
Horacio Martinez Montero
Mateo Magarinos de Mello

PROTOCOL NO. 1. ON NORMS AND PROCEDURES FOR NEGOTIATIONS

On the occasion of the signing of the Treaty establishing a Free-Trade Area
and instituting the Latin American Free-Trade Association (Montevideo Treaty),
the signatories, thereunto duly authorized by their Governments, hereby agree
upon the following Protocol:
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Title I. Calculation of weighted averages

1. For the purposes of article 5 of the Montevideo Treaty, it shall be under
stood that, as a result of the negotiations for the establishment of the National
Schedules, the difference between the weighted average of duties and charges
in force for third countries and that which shall be applicable to imports from
within the area shall be not less than the product of eight per cent (8%) of the
weighted average of duties and charges in force for third countries multiplied
by the number of vears that have elapsed since the Treaty became effective.

2. The reduction mechanism shall therefore be based on two weighted averages:
one corresponding to the average of the duties and charges in force for third
countries; and the other to the average of the duties and charges which shall be
applicable to imports from within the Area.

3. In order to calculate each of these weighted averages, the total amount that
would be represented by the duties and charges on aggregate imports of the goods
under consideration shall be divided by the total value of these imports.

4. This calculation will give a percentage (or ad valorem figure) for each weighted
average. It is the difference between the two averages that shall be not less than
the pr?iduct of the factor 0.08 (or eight per cent) multiplied by the number of years
elapsed.

5p. The foregoing formuls is expressed as follows:

t << T (1—0.08n)

in which ¢=weighted average of the duties and charges that shall be applicable
to imports from within the area; T=weighted average of duties and charges in
force for third countries; n=number of years since the Treaty entered into force.

6. In calculating the weighted averages for each of the Contracting Parties,
the following shall be taken into account:

(@) Products originating in the territory of the other Contracting Parties and
imported from the Area during the preceding three-year period and further
products included in the National Schedule concerned as a result of negotiations ;

(b) The total value of imports, irrespective of origin, of each of the products
referred to in sub-paragraph (a), during the three-year period preceding each
negotiation; and

(c) The duties and charges on imports from third countries in force as on 31
December prior to the negotiations, and the duties and charges applicable to
imports from within the Area entering into force on 1 January following the
negotiations.

7. The Contracting Parties shall be entitled to exclude products of little value
from the group referred to in sub-paragraph (a), provided that their aggregate
value does not exceed five percent (5%) of the value of imports from within the
Area.

Title I1. Exchange of information

8. The Contracting Parties shall provide one another, through the Standing
Executive Committee, with information as complete as possible on:

{a) National statistics in respect of total imports and exports (value in dollars
and volume, by countries both of origin and of destination), production and
consumption;

(b) Customs legislation and regulations;

(c) Exchange, monetary, fiscal and administrative legislation, regulations and
practices bearing on exports and imports;

(d) International trade treaties and agreements whose provisions relate to
the Treaty;

(¢) Systems of direct or indirect subsidies on production or exports including
minimum price systems; and

(f) State trading systems.

9. So far as possible, these data shall be permanently available to the Contract-
ing Parties. hey shall be specially brought up to date sufficiently in advance
of the opening of the annual negotiations.

Title I11I. Negotiation of national schedules

10. Before 30 June of each year, the Contracting Parties shall make available
to one another, through the Standing Executive Committee, the list of products
in respect of which they are applying for concessions and, before 15 August of
each year (with the exception of the first year, when the corresponding final date
shall be 1 October), the preliminary list of items in favour of which they are
prepared to grant concessions.
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11. On 1 September of each year (with the exception of the first year, when
the corresponding date shall be 1 November), the Contracting Parties shall
initiate the negotiation of the concessions to be accorded by each to the others
as a whole. The concessions shall be assessed multilaterally, although this shall
not preclude the conduct of negotiations by pairs or groups of countries, in
accordance with the interest attaching to specific products.

12. Upon the conclusion of this phase of the negotiations, the Standing Execu-
tive Committee shall make the calculations referred to in title I of this Protocol
and shall inform each Contracting Party, at the earliest possible opportunity,
of the percentage whereby its individual concessions reduce the weighted average
of the duties and charges in force for imports from within the Area, in relation
to the weighted average of duties and charges applicable in the case of third
countries.

13. When the concessions negotiated fall short of the corresponding minimumn
commitment, the negotiations among the Contracting Parties shall be continued,
so that the list of reductions of duties and charges and other restrictions to enter
into force as from the following 1 January may be simultaneously published by
each of the Contracting Parties not later than 1 November of each year.

Title IV. Negotiation of the Common Schedule

14. During each three-year period and not later than on 31 May of the third,
sixth, ninth and twelfth years from the time of the Treaty’s entry into force, the
Standing Executive Committee shall supply the Contracting Parties with statis-
tical data on the value and volume of the products traded in the Area during the
preceding three-year period, indicating the proportion of aggregate trade which
each individually represented.

15. Before 30 June of the third, sixth and ninth years from the time of the
Treaty’s entry into force, the Contracting Parties shall exchange the lists of
products whose inclusion in the Common Schedule they wish to negotiate.

16. The Contracting Parties shall conduct multilateral negotiation to establish,
before 30 November of the third, sixth, ninth and twelfth years, a Common
Schedule comprising goods whose value meets the minimum commitments
referred to in article 7 of the Treaty.

Title V. Special and temporary provisions

17. In the negotiations to which this Protocol refers, consideration shall be
given to thoses cases in which varying levels of duties and charges on certain
products create conditions such that producers in the Area are not competing
on equitable terms.

18. To this end, steps shall be taken to ensure prior equalization of tariffs or
to secure by any other suitable procedure the highest possible degree of effective
reciprocity.

IN WITNESS WHEREOF the respective representatives have signed the Protocol.

DonE in the City of Montevideo, this eighteenth day of the month of February
in the year One Thousand nine Hundred and Sixty, in one original in the Spanish
and one in the Portuguese language, both texts being equally authentic.

The Government of the Eastern Republic of Uruguay shall act as depositary
of the present Protocol and shall send certified true copies thereof to the Govern-
ments of the other signatory and acceding countries.

For the Government of the Argentine Republic:

Di6genes Taboada

For the Government of the Republic of the United States of Brazil:
Horacio Lafer

For the Government of the Republic of Chile:

Germén Vergara Donoso

For the Government of the Republic of the United Mexican States:
Manuel Tello

For the Government of the Republic of Paraguay:

Ral Sapena Pastor

Pedro Ramén Chamorro

For the Government of Peru:

Herngn Bellido

Gonzalo L. de Aramburu

For the Government of the Eastern Pepublic of Uruguay:
Horacio Martinez Montero

Mateo Magarifios de Mello
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PROTOCOL NO. 2. ON THE ESTABLISHMENT OF A PROVISIONAL COMMITTERE

On the occasion of the signing of the Treaty establishing a Free-Trade Area
and instituting the Latin American Free-Trade Association (Montevideo Treaty),
the signatories, thereunto duly authorized by their Governments, taking into
consideration the need to adopt and co-ordinate measures to facilitate the entry
into force of the Treaty, hereby agree as follows:

1. A Provisional Committee shall be set up, composed of one representative
of each signatory State. Each representative shall have an alternate.

At its first meeting the Provisional Committee shall elect from among its
members one Chairman and two Vice-Chairmen.

2. The terms of reference of the Provisional Committee shall be as follows:

(a) To draw up its rules of procedure;

(b) To prepare, within sixty days from the date of its inauguration, its work
programme, and to establish its budget of expenditure and the contributions to
be made by each country;

(c) To adopt the measures and prepare the.documents necessary for the
presentation of the Treaty to the Contracting Parties of the General Agreement
on Tariffs and Trade (GATT);

(d) To convene and prepare for the first Conference of Contracting Parties;

(¢) To assemble and prepare the data and statistics required for the first series
of negotiations connected with the implementation of the liberalization programme
provided for in the Treaty;

(f) To carry out or promote studies and research, and to adopt whatsoever
measures may be necessary in the common interest during its period of office; and

(9) To prepare a preliminary draft agreement on the privileges and immunities
referred to in article 47 of the Treaty.

3. In technical matters, the Provisional Committee shall be assisted in an
advisory capacity by the United Nations Economic Commission for Latin America
(ECLA) and the Inter-American Economic and Social Council (IA-ECO0S0C),
of the Organization of American States, in accordance with the relevant Protocol.

4. The Provisional Committee shall appoint an Administrative Secretary and
other requisite staff.

5. The Provisional Committee shall be inaugurated on 1 April 1960, and its
quorum shall be constituted by not less than four members. Up to that date,
the Officers of the Inter-Governmental Conference for the Establishment of a
Free-Trade Area among Latin American Countries shall continue to discharge
their functions, for the sole purpose of establishing the Provisional Committee.

6. The Provisional Committee shall remain in office until the Standing Execu-
tive Committee, provided for in article 33 of the Treaty, has been set up.

7. The Provisional Committee shall have its headquarters in the City of
Montevideo.

8. The Officers of the above-mentioned Conference are recommended to request
the Government of the Eastern Republic of Uruguay to advance the necessary
sums to cover the payment of staff salaries and the installation and operational
expenses of the Provisional Committee during the first ninety days. These
§E1ms shall be subsequently reimbursed by the States signatories of the present

reaty.

9. The Provisional Committee shall approach the signatory Governments with
a view to obtaining for the members of its constituent delegations, as well as for
its international staff and advisers, such immunities and privileges as may be
needful for the performance of their duties.

P In WIITNESS WHEREOF the respective representatives have signed the present
rotocol.

Done in the City of Montevideo, this eighteenth day of the month of February
in the year One Thousand Nine Hundred and Sixty, in one original in the Spanish
and one in the Portuguese language, both texts being equally authentic. The
Government of the Eastern Republic of Uruguay shall act as the depositary of
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the present Protocol angd shall send certified true copies thereof to the Govern-
ments of the other signatory and acceding countries.

For the Government of the Argeniine Republic:

Di6genes Taboada

For the Government of the Republic of the United States of Brazil:
Horacio Lafer

For the Government of the Republic of Chile:

Germén Vergara Donoso

For the Government of the Republic of the United Mexican States:
Manuel Tello

For the Government of the Republic of Paraguay:

Rail Sapena Pastor

Pedro Ramén Chamorro

For the Government of Peru:

Hernén Bellido

Gonzalo L. de Aramburu

For the Government of the Eastern Republic of Uruguay:
Horacio Martinez Montero

Mateo Magarifios de Mello

PROTOCOL NO. 3. ON THE COLLABORATION OF THE UNITED NATIONS ECONOMIC
COMMISSION FOR LATIN AMERICA (ECLA) AND OF THE INTER-AMERICAN ECONOMIC
AND SOCIAL COUNCIL (IA-ECOSOC) OF THE ORGANIZATION OF AMERICAN STATES

On the occasion of the signing of the Treaty establishing a Free-Trade Area
and instituting the Latin American Free-Trade Association (Montevideo Treaty),
the signatories, thereunto duly authorized by their Governments, hereby agree
as follows:

1. With reference to the provisions of article 44 of the Treaty and in view of
the fact that the secretariats of ECLA and of TA-ECOSOC have agreed to assist
the organs of the Latin American Free-Trade Association with advice on tech-
nical matters, a representative of each of the secretariats in question shall attend
the meetings of the Standing Executive Committee of the above-mentioned
Association when the business to be discussed is, in the Committee’s opinion, of
a technical nature.

2. The appointment of the representatives referred to shall be subject to the
prior approval of the members of the said Committee.

IN WITNESS WHEREOF the respective representatives have signed the present
Protocol.

Done at the City of Montevideo, this eighteenth day of the month of February
in the year One Thousand Nine Hundred and Sixty, in one original in the Spanish
and one in the Portuguese language, both texts being equally authenic. The
Government of the Eastern Republic of Uruguay shall act as the depositary of
the prasent Protocol and shall send certified true copies thereof to the Govern-
ments of the other signatory and acceding countries.

For the Government of the Argentine Republic:

Diégenes Taboada

For the Government of the Republic of the United States of Brazil:
Horacio Lafer

For the Government of the Republic of Chile:

Germén Vergara Donoso

For the Government of the Republic of the United Mexican States:
Manuel Tello

For the Government of the Republic of Paraguay:

Radl Sapena Pastor

Pedro Ramén Chamorro

For the Government of Peru:

Hernén Bellido

Gonzalo L. de Aramburu

For the Government of the Eastern Republic of Uruguay:
Horacio Martfnez Montero

Mateo Magarifios de Mello



ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA 990

PROTOCOL NO. 4. ON COMMITMENTS TO PURCHASE OR SELL PETROLEUM AND
PETROLEUM DERIVATIVES

On the occasion of the signing of the Treaty establishing a Free-Trade Area and
instituting the Latin American Free-Trade Association (Montevideo Treaty), the
signatories, thereunto duly authorized by their Governments, hereby agree:

To declare that the provisions of the Montevideo Treaty, signed on 18 Febru-
ary 1960, are not applicable to commitments to purchase or sell petroleum and
petroleum derivatives, resulting from agreements concluded by the signatories of
the present Protocol prior to the date of signature of the above-mentioned Treaty.
P IN wiTNESs WHEREOF the respective representatives have signed the present

rotocol.

DoxE at the City of Montevideo, this eighteenth day of the month of February
in the year One Thousand Nine Hundred and Sixty, in one original in the Spanish
and one in the Portuguese language, both texts being equallv authentic.

The Government of the Eastern Republic of Uruguay shall act as depositary of
the present Protocol and shall send certified true copies thereof to the Governments
of the other signatory and acceding countries.

For the Government of the Argentine Republic:

Di6genes Taboada

For the Government of the Republic of the United States of Brazil:
Horacio Lafer

For the Government of the Republic of Chile:

Germdn Vergara Donoso

For the Government of the Republic of the United Mexican States:
Manuel Tello

For the Government of the Republic of Paraguay:

Rail Sapena Pastor

Pedro Ramén Chamorro

For the Government of Peru:

Herndn Bellido

Gonzalo L. de Aramburu

For the Government of the Eastern Republic of Uruguay:

Horacio Martinez Montero

Mateo Magariiios de Mello

PROTOCOL NO. 5. ON SPECIAL TREATMENT IN FAVOUR OF BOLIVIA AND PARAGUAY

On the occasion of the signing of the Treaty establishing a Free-Trade Area
and instituting the Latin American Free-Trade Association (Montevideo Treaty),
the signatories, thereunto duly authorized by their Governments, hereby agree:

To declare that Bolivia and Paraguay are at present in a position to invoke in
their favour the provisions in the Treaty concerning special treatment for countries
?&t a relatively less advanced stage of economic development within the Free-Trade

rea.

P In wiTNESS WHEREOF the respective representatives have signed the present
rotocol.

Donxe in the City of Montevideo, this eighteenth day of the month of February
in the year One Thousand Nine Hundred and Sixty, in one original in the Spanish
and one in the Portuguese language, both texts being equally authentic.

The Government of the Eastern Republic of Uruguay shall act as depositary
of the present Protocol and shall send certified true copies thereof to the Govern-
ments of the other signatory and acceding countries.

For the Government of the Argentine Republic:

Di6genes Taboada

For the Government of the Republic of the United States of Brazil:

Horacio Lafer

For the Government of the Republic of Chile:

Germén Vergara Donoso

For the Government of the Republic of the United Mezican Stales:

Manuel Tello

For the Government of the Republic of Paraguay:
Radl Sapena Pastor

Pedro Ramén Chamorro

For the Government of Peru:

Hern4n Bellido

Gonzalo L. de Aramburu

For the Government of the Eastern Republic of Uruguay:
Horacjo. Martfnez Montero

Mateo Magarifios de Mello
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RESOLUTION I. MEETINGS OF GOVERNMENTAL REPRESENTATIVES OF CENTRAL BANKS

The Inter-Governmenlal Conference for the Establishment of a Free-Trade Area
among Latin American Countries,

In view of the report submitted to the Conference by the Meeting®of Govern-
mental Representatives of Central Banks, held at Montevideo in January 1960,

Considering the desirability of continuing the studies on payments and credits
to facilitate the financing of intra-Area transactions and therefore the fulfilment
of the purposes of the Treaty establishing a Free-Trade Area and instituting the
Latin American Free-Trade Association,

Decides:

1. To take note of the above-mentioned report;

2. To request the Provisional Committee to convene informal meetings of
%&vernmental experts from the central banks of Argentina, Bolivia, Brazil, Chile,

exico, Paraguay, Peru and Uruguay, which shall be organized by the secretariat
of the United Nations Economic Commission for Latin America (ECLA);

3. To establish that the object of these meetings shall be the continuance of the
studies on credits and payments to facilitate the financing of intra-Area transac-
tions and therefore the fulfilment of the purposes of the aforesaid Treaty;

4. To request the Economic Commission for Latin America (ECLA), the Inter-
American Economic and Social Council (IAECOSOC) of the Organization of
American States and the International Monetary Fund for their advice and tech-
nical assistance;

5. To extend the invitation to experts from the central banks of such countries
as many have acceded to the said Treaty.

Montevideo, 18 February 1960
For the Government of the Argentine Republic:
Diégenes Taboada
For the Government of the Republic of the United States of Brazil:
Horacio Lafer
For the Government of the Republic of Chile:
Germén Vergara Donoso
For the Government of the Republic of the United Mexican States:
Manuel Tello
For the Government of the Republic of Paraguay:
Ratl Sapena Pastor
Pedro Ramén Chamorro
For the Government of Peru:
Herndn Bellido
Gonzalo L. de Aramburu
For the Government of the Eastern Republic of Uruguay:
Horacio Martfnez Montero
Mateo Magarifios de Mello
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RESOLUTION II. MORATORIUM GRANTED TO BOLIVIA FOR SIGNATURE OF THE TREATY

The Inter-Government Conference for the Establishment of a Free-Trade Area
among Latin American Countries,

Congsidering the generous spirit of co-operation displayed by Bolivia in its
participation in the negotiations for the conclusion of the Treaty establishing a
Free-Trade Area and instituting the Latin American Free-Trade Association
(Treaty of Montevideo);

Mindful of the motives adduced by the delegation of Bolivia to explain why,
for reasons of force majeure, it is unable to sign the above-mentioned Treaty on
the present occasion,

Decides to grant the Government of Bolivia a moratorium of four (4) months
during which it will be free to accede to the aforesaid Treaty as a signatory State,

Montevideo, 18 February 1960
For the Government of the Argentine Kepublic:
Diégenes Taboada
For the Government of the Republic of the United States of Brazil:
Horacio Lafer
For the Government of the Republic of Chile:
Germ4n Vergara Donoso
For the Government of the Republic of the United Mexican States:
Manuel Tello
For the Government of the Republic of Paraguay:
Radl Sapena Pastor
Pedro Ramén Chamorro
For the Government of Peru:
Herndn Bellido
Gonzalo L. de Aramburu
For the Government of the Eastern Republic of Uruguay:
Horacio Martinez Montero
Mateo Magariiios de Mello

Annex III
List of the principal documents issued by the Commission since its 8th session
(May 1969)
Symbol Title Lan-
guages !
A. SECRETARIAT
E/CN.12/429/Add.1-3/Rev.1.__._____ El desarrollo econdmico de la Ar, Parte 2 : Los sec- R

tores de la produccion (A. Argicultura—B. Industria—
C. Energia y petréleo—D. Transporte) (United Nations
publication, Sales No.: 59.I1.G3.3, Vols. IT and III)

E/CN.12/498/Rev.1. . oo e Economic Survey of Latin America, 1958 (United Nations | E S
publication, Sales No.: 59.I1.G.1)
E/3246/Rev.2-E/CN.12/530/Rev.2..... Annual Report (9 April 1958-23 May 1959) . _ ..o EFS
E/CN.12/531 -| The Latin American common market 2 E S
E/CN.12/532 Las perspectivas de 1a produccién y de la demanda de S
productos sideriirgicos laminados en América Latina
E/CN.12/533. . el Informe del Comité de Coopéracion Econdémica del 8
Istmo Centroamericano 2
E/CN.12/534 ..o eeeeeeeee Estudio del papel y de la celulosa en el Ecuador____.___. 8
E/CN.12/535. e e oo eeeeeee La industria mexicana de papel y celulosa: situaciéon 8
actual y tendencias futuras
E/CON.12/836. oo La industria del papel y celulosa en Venezuela.._..._____ S
E/CN.12/537. .o ool La industria peruana del papel y la celulosa: situacién 8
actual y tendencias futuras
E/CN.12/538. oo Workshop on Budgetary Classification and Management | E 8
in South America+
E/CN.12/539. .. oo Report to the Surinam Government on the prospects of | E
the pulp and paper industry in Surinam
Economic Bulletin for Latin America, Vol. IV, No. 2| E 8

(Santiago, Chile, October 1959)

! The letters E, F, and 8 indicate English, French and Spanish, respectively,

? See section D of this annex.
3 See section C of this annex.
4 See section E of this annex,
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ArpEnpIx II
ACT OF BOGOTA

MEASURES FOR SoCIAL IMPROVEMENT AND EcoNoMmi¢ DEVELOPMENT WITHIN
THE FRAMEWORK OF OPERATION PAN AMERICA

The Special Committee to Study the Formulation of New Measures for Eco-
nomic Cooperation,

Recognizing that the preservation and strengthening of free and democratic
institutions in the American republics requires the acceleration of social and
economic progress in Latin America adequate to meet the legitimate aspirations
of the peoples of the Americas for a better life and to provide them the fullest
opportunity to improve their status;

Recognizing that the interests of the American republics are so interrelated
that sound social and economic progress in each is of importance to all and that
lack of it in any American republic may have serious repercussions in others;

Cognizant of the steps already taken by many American republics to cope with
the serious economic and social problems confronting them, but convinced that
the magnitude of thesc problems calls for redoubled efforts by governments and
for a new and vigorous program of inter-American cooperation;

Recognizing that economic development programs, which should be urgently
strengthened and expanded, may have a delayed effect on social welfare, and
that accordingly early measures are needed to cope with social needs;

Recognizing that the success of a cooperative program of economic and social
progress will require maximum self-help efforts on the part of the American
republics and, in many cases, the improvement of existing institutions and prac-
tices, particularly in the fields of taxation, the ownership and use of land, educa-
tion and training, health and housing;

Believing it opportune to give further practical expression to the spirit of
Operation Pan America by immediately enlarging the opportunities of the people
of Latin America for social progress, thus strengther ing their hopes for the future;

Considering it advisable to launch a program for social development, in which
emphasis should be given to those measures that meet social needs and also pro-
mote increases in productivity and strengthen economic development.

Recommends to the Council of the Organization of American States:

I. MEASURES FOR SOCIAL IMPROVEMENT

An inter-American program for social development should be established which
should be directed to the carrying out of the following measures of social improve-
ment in Latin America, as considered appropriate in each country:

A. Measures for the improvement of conditions of rural living and land use

1. The examination of existing legal and institutional systems with respect to:
a. land tenure legislation and facilities with a view to ensuring a wider
and more equitable distribution of the ownership of land, in a manner con-
sistent with the objectives of employment, productivity and economic growth;

b. agriculfural credit institutions with a view to providing adequate
financing to individual farmers or groups of farmers;

c. tax systems and procedures and fiscal policies with a view to assuring
equity of taxation and encouraging improved use of land, especially of
privately-owned land which is idle.

2. The initiation or acceleration of appropriate programs to modernize and
improve the existing legal and institutional framework to ensure better condi-
tions of land tenure, extend more adequate credit facilities and provide increased
incentives in the land tax structure.

3. The acceleration of the preparation of projects and programs for:

a. land reclamation and land settlement, with a view to promoting more
widespread ownership and efficient use of land, particularly of unutilized or
under-utilized land;

b. the increase of the productivity of land already in use; and

¢. the construction of farm-to-market and access roads.

4. The adoption or acceleration of other government service programs designed
_ particularly to assist the small farmer, such as new or improved marketing
organizations; extension services; research and basic surveys; and demonstration,
education, and training facilities.
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B. Measures for the improvement of housing and community facilities

1. The examination of existing policies in the field of housing and community
facilities, including urban and regional planning, with a view to improving such
policies, strengthening public institutions and promoting private initiative and
participation in programs in these fields. Special consideration should be given
to encouraging financial institutions to invest in low-cost housing on a long-term
basis and in building and construction industries.

2. The strengthening of the existing legal and institutional framework for
mobilizing financial resources to provide better housing and related facilities for
the people and to create new institutions for this purpose when necessary. Special
consideration should be given to legislation and measures which would encourage
the establishment and growth of:

a. private financing institutions, such as building and loan associations;

b. institutions to insure sound housing loans against loss;

c. institutions to serve as a secondary market for home mortgages;

d. institutions to provide financial assistance to local communities for the
development of facilities such as water supply, sanitation and other public
works.

Existing national institutions should be utilized, wherever practical and appro-
priate, in the application of external resources to further the development of
housing and community facilities.

3. The expansion of home building industries through such measures as the
training of craftsmen and other personnel, research, the introduction of new tech-
niques, and the development of construction standards for low and medium-cost
housing.

4. The lending of encouragement and assistance to programs, on a pilot basis,
for aided self-help housing, for the acquisition and subdivision of land for low-cost
housing developments, and for industrial housing projects.

C. Measures for the improvement of educational systems and training facilities

1. The reexamination of educational systems, giving particular attention to:

a. the development of modern methods of mass education for the eradica-
tion of illiteracy;

b. the adequacy of training in the industrial arts and sciences with due
emphasis on laboratory and work experience and on the practical applica~
tion of knowledge for the solution of social and economic problems;

c. the need to provide instruction in rural schools not only in basic sub-
jects but also in agriculture, health, sanitation, nutrition, and in methods of
home and community improvement.

d. the broadening of courses of study in secondary schools to provide the
training necessary for clerical and executive personnel in industry, commerce,
public administration, and community service;

e. specialized trade and industrial education related to the commercial
and industrial needs of the community;

f. vocational agricultural instruction;

g. advanced education of administrators, engineers, economists, and other
professional personnel of key importance to economic development.

D. Measures for the improvement of public health

1. The reexamination of programs and policies of public health, giving par-
ticular attention to:

a. strengthening the expansion of national and local health serviees,
especially those directed to the reduction of infant mortality;

b. the progressive development of health insurance systems, including
those providing for maternity, accident and disability insurance, in urban
and rural areas;

c. the provision of hospital and health service in areas located away from
main centers of population;

d. the extension of public medical services to areas of exceptional need;

e. the strengthening of campaigns for the control or elimination of com-
municable diseases with special attention to the eradication of malaria;

f. the provision of water supply facilities for purposes of health and
economic development;

g. the training of public health officials and technicians;

b. the strengthening of programs of nutrition for low-income groups.
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E. Measures for the mobilization of domestic resources

1. This program shall be carried out within the framework of the maximum
creation of domestic savings and of the improvement of fiscal and financial
practices;

2. The equity and effectiveness of existing tax schedules, assessment practices
and collection procedures shall be examined with a view to providing additional
revenue for the purpose of this program;

3. The allocation of tax revenues shall be reviewed, having in mind an adequate
provision of such.revenues,to the areas of social development mentioned in the
foregoing paragraphs.

II. CREATION OF A SPECIAL FUND FOR SOCIAL DEVELOPMENT

1. The delegations of the governments of the Latin American republies welcome
the decision of the Government of the United States to establish a special inter-
American fund for social development, with the Inter-American Developm.ent
Bank to become the primary mechanism for the administration of the fund.

2. It is understood that the purpose of the special fund would be to contribute
capital resources and technical assistance on flexible terms and conditions, in-
cluding repayment in local currency and the relending of repaid funds, in accord-
ance with appropriate and selective criteria in the light of the resources available,
to support the efforts of the Latin American countries that are prepared to initiate
or expand effective institutional improvements and to adopt measures to employ
efficiently their own resources with a view to achieving greater social progress
and more balanced economic growth.

III. MEASURES FOR ECONOMIC DEVELOPMENT

The Special Committee,

Having in view Resolution VII adopted at the Seventh Meeting of Consultation
of Ministers of Foreign Affairs expressing the need for the maximum contribution
of member countries in hemisphere cooperation in the struggle against under-
development, in pursuance of the objectives of Operation Pan America,

Ezxpresses its conviction

1. That within the framework of Operation Pan America the economic develop-
ment of Latin America requires prompt action of exceptional breadth in the field
of international cooperation and domestic effort comprising:

a. additional public and private financial assistance on the part of capital
exporting countries of America, Western Europe, and international lending
agencies within the framework of their charters, with special attention to:

i. the need for loans on flexible terms and conditions, including, when-
ever advisable in the light of the balance of payments situation of in-
dividual countries, the possibility of repayment in local currency,

ii. the desirability of the adequate preparation and implementation
of development projects and plans, within the framework of the mone-
tary, fiscal and exchange policies necessary for their effectiveness,
utiiizing as appropriate the technical assistance of inter-American and
international agencies,

iii. the advisability, in special cases, of extending foreign financing
for the coverage of local expenditures;

b. mobilization of additional domestic capital, both public and private;

c. technical assistance by the appropriate international agencies in the
preparation and implementation of national and regional Latin American
development projects and plans;

d. the necessity for developing and strengthening credit facilities for small
and medium private business, agriculture and industry.

Recommends:

1. That special attention be given to an expamsion of long-term lending,
particularly in view of the instability of exchange earnings of countries exporting
primary products and of the unfavourable effect of the excessive accumulation
of short- and medium-term debt on continuing and orderly economic development.

2. That urgent attention be given to the search for effective and practical ways,
appropriate to each commodity, to deal with the problem of the instability of
exchange earnings of countries heavily dependent upon the exportation of pri-
mary products.
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IV. MULTILATERAL COOPERATION FOR SOCIAL AND ECONOMIC PROGRESS

The Special Committee,

Considering the need for providing instruments and mechanisms for the im-
plementation of the program of inter-American economic and social cooperation
which would periodically review the progress made and propose measures for
further mobilization of resources,

Recommends:

1. That the inter-American Economic and Social Council undertake to organize
annual consultative meetings to review the social and economic progress of
member countries, to analyze and discuss the progress achieved and the problems
encountered in each country, to exchange opinions on possible measures that
might be adopted to intensify further social and economic progress, within the
framework of Operation Pan America, and to prepare reports on the outlook for
the future. Such annual meetings should begin with an examination by experts
and terminate with a session at the ministerial level.

2. That the Council of the Organization of American States convene within
60 days of the date of this Act a special meeting of senior government represent-
atives to find ways of strengthening and improving the ability of the Inter-
American Economic and Social Council to render effective assistance to govern-
ments with a view to achieving the objectives enumerated below, taking into
account the proposal submitted by the Delegation of the Republic of Argentina
in Document CECE/ITI-13:

a. To further the economic and social development of Latin American
countries;

b. To promote trade between the countries of the Western Hemisphere
as well as between them and extra-continental countries ;

¢. To facilitate the flow of eapital and the extension of credits to the
countries of Latin America both from the Western Hemisphere and from
extra-continental sources.

3. The special meeting shall:

a. Examine the existing structure of the Inter-American Economic and
Social Council, and of the units of the Secretariat of the Organization of
American States working in the economic and social fields, with a view to
strengthening and improving the Inter-American Economic and Social
Council;

b. Determine the means of strengthening inter-American economic and
social cooperation by an administrative reform of the Secretariat, which
should be given sufficient technical, administrative and financial flexibility
for the adequate fulfiliment of its tasks.

c. Formulate recommendations designed to assure effective coordination
between the Inter-American Economic and Social Council, the Economic
Commission for Latin America, the Inter-American Development Bank, the
United Nations and its Specialized Agencies, and other agencies offering
technical advice and services in the Western Hemisphere.

d. Propose procedures designed to establish effective liaison of the Inter-
American Economic and Social Council and other regional American organ-
izations with other international organizations for the purpose of study,
discussion and consultation in the fields of international trade and financial
and technical assistance.

e. And formulate appropriate recommendations to the Council of the
Organization of American States.

In approving the Act of Bogotd the Delegations to the Special Committee,
convinced that the people of the Americas can achieve a better life only within
the democratic system, renew their faith in the essential values which lie at the
base of Western civilization, and re-affirm their'determination to assure the fullest
measure of well-being to the people of the Americas under conditions of freedom
and respect for the supreme dignity of the individual.

(Signed by “The Committee of 21” in Bogata, September 1960;

approved by the Council of the Organization of American States,
October 11, 1960.)
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ArpENDIX III

THE CHARTER OF PUNTA DEL ESTE

ESTABLISHING AN ALLIANCE FOR PROGREss WITHIN THE FRAMEWORK OF
OPERATION PAN AMERICA

PREAMBLE

We, the American Republics, hereby proclaim our decision to 'nite in a com-
mon effort to bring our people accelerated economic progress and broader social
justice within the framework of personal dignity and political liberty.

Almost two hundred years ago we began in this Hemisphere the long struggle
for freedom which now inspires people in all parts of the world. Today, in ancient
lands, men moved to hope by the revolutions of our young pations search for
liberty. Now we must give a new meaning to that revolutionary heritage. For
America stands at a turning point in history. The men and women of our Hemi-
sphere are reaching for the better life which today’s skills have placed within their
grasp. They are determined for themselves and their children to have decent
and ever more abundant lives, to gain access to knowledge and equal opportunity
for all, to end those conditions which benefit the few at the expense of the needs
and dignity of the many. It is our inescapable task to fulfill these just desires—
to demonstrate to the poor and forsaken of our countries, and of all lands, that
the creative powers of free men hold the key to their progress and to the progress
of future generations. And our certainty of ultimate success rests not alone on
our faith in ourselves and in our nations but on the indomitable spirit of free man
which has been the heritage of American civilization.

Inspired by these principles, and by the principles of Operation Pan America
and the Act of Bognta, the American Republics hereby resolve to adopt the follow-
ing program of action to establish and carry forward an Alliance for Progress.

Title 1

OBJECTIVES OF THE ALLIANCE FOR PROGRESS

It is the purpose of the Alliance for Progress to enlist the full energies of the
peoples and governments of the American republics in a great cooperative effort
to accelerate the economic and social development of the participating countries
of Latin America, so that they may achieve maximum levels of well-being, with
equal opportunities for all, in democratic societies adapted to their own needs
and desires.

The American republics hereby agree to work toward the achievement of the
following fundamental goals in the present decade:

1. To achieve in the participating Latin American countries a substantial and
sustained growth of per capita income at a rate designed to attain, at the earliest
possible date, levels of income capable of assuring self-sustaining development,
and sufficient to make Latin American income levels constantly larger in relation
to the levels of the more industrialized nations. In this way the gap between the
living standards of Latin America and those of the more developed countries can
be narrowed. Similarly, presently existing differences in income levels among the
Latin American countries will be reduced by accelerating the development of the
relatively less developed countries and granting them maximum priority in the
distribution of resources and in international cooperation in general. In evaluat~
ing the degree of relative development, account will be taken not only of average
levels of real income and gross product per capita, but also of indices of infant
mortality, illiteracy, and per capita daily caloric intake.

It is recognized that, in order to reach these objectives within a reasonable time,
the rate of economic growth in any country of Latin America should be not less
than 2.5 per cent per capita per year, and that each participating country should
determine its own growth target in the light of its stage of social and economie
evolution, resource endowment, and ability to mobilize national efforts for develop-
ment.

2. To make the benefits of economic progress available to all citizens of all
economic and social groups through a more equitable distribution of national
income, raising more rapidly the income and standard of living of the needier
sectors of the population, at the same time that a higher proportion of the national
product is devoted to investment.
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3. To achieve balanced diversification in national economic structures, both
regional and functional, making them increasingly free from dependence on the
export of a limited number of primary products and the importation of capital
goods while attaining stability in the prices of exports or in income derived from
exports.

4. To accelerate the process of rational industrialization so as to increase the
productivity of the economy as a whole, taking full advantage of the talents and
energies of both the private and public sectors, utilizing the natural resouces of
the country and providing productive and remunerative employment for unem-
ployed or part-time workers. Within this process of industrialization, special
attention should be given to the establishment and development of capital-goods
industries.

5. To raise greately the level of agricultural productivity and output and to
improve related storage, transportation, and marketing services.

6. To encourage, in accordance with the characteristics of each country, pro-
grams of comprehensive agrarian reform leading to the effective transformation,
where required, of unjust structures and systems of land tenure and use, with a
view to replacing latifundia and dwarf holdings by an equitable system of land
tenure so that, with the help of timely and adequate credit, technical assistance
and facilities for the marketing and distribution of products, the land will become
for the man who works it the basis of his economic stability, the foundation of his
increasing welfare, and the guarantee of his freedom and dignity.

7. To eliminate adult illiteracy and by 1970 to assure, as a minimum, access to
six years of primary education for each school-age child in Latin America; to
modernize and expand vocational, technical, secondary and higher educational
and training facilities, to strengthen the capacity for basiec and applied research;
and to provide the competent personnel required in rapidly-growing societies.

8. To increase life expentancy at birth by a minimum of five years, and to
inerease the ability to learn and produce, by improving individual and public
health. To attain this goal it will be necessary, among other measures, to provide
adequate potable water supply and sewage disposal to not less than 70 per cent
of the urban and 50 percent of the rural population; to reduce the presently
mortality rate of children less than five years of age by at least one-half; to control
the more serious communicabld diseases, according to their importance as a cause
of sickness, disability, and death; to eradicate those illnesses, especially malaria,
for which effective technigeus are known; to improve nutrition ; to train medical
and health personnel to meet at least minimum requirements; to improve basic
health services at national and local levels; and to intensify scientific research and
apply its results more fully and effectively to the prevention and cure of illness.

9. To increase the construction of low-cost houses for low-income families in
order to replace inadequate and deficient housing and to reduce housing shortages;
and to provide necessary public services to both urban and rural centers of
population.

10. To maintain stable price levels, avoiding inflation or deflation and the
consequent social hardships and maldistribution of resources, always bearing in
mind the necessity of maintaining an adequate rate of economic growth.

11. To strengthen existing agreements on economic integration, with a view to
the ultimate fulfillment of aspirations for a Latin American common market that
will expand and diversify trade among the Latin American countries and thus
contribute to the economic growth of the region.

12. To develop cooperative programs designed to prevent the harmful effects
of excessive fluctuations in the foreign exchange earnings derived from exports of
primary products, which are of vital importance to economic and social develop-
ment; and to adopt the measures necessary to facilitate the acecess of Latin
American exports to international markets.

Title II

ECONOMIC AND SOCIAL DEVELOPMENT

Chapter I. Basic Requirements for Economic and Social Development

The American republics recognize that to achieve the foregoing goals it will be
necessary:

1. That comprehensive and well-conceived national programs of economic and
social development, aimed at the achievement of self-sustaining growth, be carried
out in accordance with democratic principles.
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2. That national programs of economic and social development be based on
the principle of self-help—as established in the Act of Bogotd—and on the maxi-
mum use of domestic resources, taking into account the special conditions of each
country.

3. That in the preparation and execution of plans for economic and social de-
velopment, women should be placed on an equal footing with men.

4. That the Latin American countries obtain sufficient external financial assist-
ance, a substantial portion of which should be extended on flexible conditions with
respect to periods and terms of repayment and forms of utilization, in order to
supplement domestic capital formation and reinforce their import capacity; and
that, in support of well-conceived programs, which include the necessary struc-
tural reforms and measures for the mobilization of internal resources, a supply of
capital from all external sources during the coming ten years of at least 20 billion
dollars be made available to the Latin American countries, with priority to the
relatively less developed countries. The greater part of this sum should be in
public funds.

5. That institutions in both the public and private sectors, including labor
organizations, cooperatives, and commercial, industrial, and financial institutions,
be strengthened and improved for the increasing and effective use of domestic
resources, and that the social reforms necessary to permit a fair distribution of
the fruits of economic and social progress be carried out.

Chapter II. National Development Programs

1. Participating Latin American countries agree to introduce or strengthen
systems for the preparation, execution, and periodic revision of national programs
for economic and social development consistent with the principles, objectives, and
requirements contained in this document. Participating Latin American countries
should formulate, if possible within the next eighteen months, long-term develop-
ment programs. Such programs should embrace, according to the characteristics
of each country, the elements outlined in the Appendix.

2. National development programs should incorporate self-help efforts directed
toward: .

a. Improvement of human resources and widening of opportunities by
raising general standards of education and health; improving and extending
technical education and professional training with emphasis on science and
technology; providing adequate remuneration for work performed, en-
couraging the talents of managers, entrepreneurs, and wage earners; providing
more productive employment for underemployed manpower; establishing
effective systems of labor relations, and procedures for consultation and
collaboration among public authorities, employer associations, and labor
organizations; promoting the establishment and expansion of local institutions
for basic and applied research; and improving the standards of public ad-
ministration.

b. Wider development and more efficient use of natural resources, especially
those which are now idle or under-utilized, including measures for the process-
ing of raw materials.

¢. Strengthening of the agricultural base, progressively extending the
benefits of the land to those who work it, and ensuring in countries with
Indian populations the integration of these populations into the economic,
social, and cultural processes of modern life. To carry out these aims,
measures should be adopted, among others, to establish or improve, as the
case may be, the following services: extension, credit, technical assistance,
agricultural research and mechanization; health and education; storage and
distribution; cooperatives and farmers’ associations; and community devel-
opment.

pd. More effective, rational and equitable mobilization and use of financial
resources through the reform of tax structures, including fair and adequate
taxation of large incomes and real estate, and the strict application of measures
to improve fiscal administration. Development programs should include
the adaptation of budget expenditures to development needs, measures for
the maintenance of price stability, the creation of essential credit facilities
at reasonable rates of interest, and the encouragement of private savings.

e. Promotion through appropriate measures, including the signing of
agreements for the purpose of reducing or eliminating double taxation, of
conditions that will encourage the flow of foreign investments and help to
increase the capital resources of participating countries in need of capital.

f. Improvement of systems of distribution and sales in order to make mar-
kets more competitive and prevent monopolistic practices.
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Chapter I11. Immediate and Short-Term Action Measures

1. Recognizing that a number of Latin American countries, despite their best
efforts, may require emergency financial assistance, the United States will provide
assistance from the funds which are or may be established for such purposes.
The United States stands ready to take prompt action on applications for such
assistance. Applications relating to existing situations should be submitted within
the next 60 days.

2. Participating Latin American countries should, in addition to creating or
strengthening machinery for long-term development programming, immediately
increase their efforts to accerate their development by giving special emphasis to
the following objectives:

a. The completion of projects already under way and the initiation of
projects for which the basic studies have been made, in order to accelerate
their financing and execution.

b. The implementation of new projects which are designed:

(1) To meet the most pressing economic and social needs and benefit
directly the greatest number of people;

(2) To concentrate efforts within each country in the less developed
or more depressed areas in which particularly serious social problems
exist;

(3) To utilize idle capacity or resources, particularly under-employed
manpower; and

(4) To survey and assess natural resources.

¢. The facilitation of the preparation and execution of long-term programs
through measures designed:

(1) To train teachers, technicians, and specialists;

(2) To provide accelerated training to workers and farmers ;

(3) To improve basic statistics;

(4) To establish needed credit and marketing facilities ; and

5) To improve services and administration.

3. The United States will assist in carrying out these short-term measures with
a view to achieving concrete results from the Alliance for Progress at the earliest
possible moment. In connection with the measures set forth above, and in
accordance with the statement of President Kennedy, the United States will
provide assistance under the Alliance, including assistance for the financing of
sli\liort—}tl;elrm measures, totalling more than one billion dollars in the year ending

arch 1962.

Chapter IV. External Assistance in Support of National Development Programs

1. The economic and social development of Latin America will require a large
amount of additional public and private financial assistance on the part of capital-
exporting countries, including the members of the Development Assistance Group
and international lending agencies. The measures provided for in the Act of
Bogot4 and the new measures provided for in this Charter, are designed to create
a framework within which such additional assistance can be provided and effec-
tively utilized.

2. The United States will assist those participating countries whose develop-
ment programs establish self-help measures and economic and social policies and
programs consistent with the goals and principles of this Charter. To supple-
ment the domestic efforts of such countries, the United States is prepared to
allocate resources which, along with those anticipated from other external sources,
will be of a scope and magnitude adequate to realize the goals envisaged in this
Charter. Such assistance will be allocated to both social and economic develop-
ment and, where appropriate, will take the form of grants or loans on flexible
terms and conditions. The participating countries will request the support of
other capital-exporting countries and appropriate institutions so that they may
provide assistance for the attainment of these objectives.

3. The United States will help in the financing of technical assistance projects
proposed by a participating country or by the General Secretariat of the Organ-
ization of American States for the purpose of;

a. Providing experts contracted in agreement with the governments to
work under their direction and to assist them in the preparation of specific
investment projects and the strengthening of national mechanisms for pre-
paring projects, using specialized engineering firms where appropriate;

arrying out, pursuant to existing agreements for cooperation among
the General Secretariat of the Organization of American States, the Economic
Commission for Latin America, and the Inter-American Development Bank,
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field investigations and studies, including those relating to development
problems, the organization of national agencies for the preparation of de-
velopment programs, agrarian reform and rural development, health, co-
operatives, housing, education and professional training, and taxation and
tax administration; and

¢. Convening meetings of experts and officials on development and related
problems.

The governments or abovementioned organizations should, when appropriate,
seek the cooperation of the United Nations and its specialized agencies in the
execution of these activities.

4. The participating Latin American countries recognize that each has in
varying degree a capacity to assist fellow republics by providing technical and
financial assistance. They recognize that this capacity will increase as their
economies grow. They therefore affirm their intention to assist fellow republics
increasingly as their individual eircumstances permit.

Chapter V. Organization and Procedures

1. In order to provide technical assistance for the formulation of development
programs, as may be requested by participating nations, the Organization of
American States, the Economic Commission for Latin America, and the Inter-
American Development Bank will continue and strengthen their agreements for
coordination in this field, in order to have available a group of programming
experts whose service can be used to facilitate the implementation of this Charter.
The participating countries will also seek an intensification of technical assistance
from the specialized agencies of the United Nations for the same purpose.

2. The Inter-American Economic and Social Council, on the joint nomination
of the Secretary General of the Organization of American States, the President of
the Inter-American Development Bank, and the Executive Secretary of the United
Nations Economic Commission for Latin America, will appoint a panel of nine
high-level experts, exclusively on the basis of their experience, technical ability,
and competence in the various aspects of economic and social development.
The experts may be of any nationality, though if of Latin American origin an
appropriate geographical distribution will be sought. They will be attached to
the Inter-American Economic and Social Council, but will nevertheless enjoy
complete autonomy in the performance of their duties. They may not hold any
other remunerative position. The appointment of these experts will be for a
period of three years, and may be renewed.

3. Bach government, if it so wishes, may present its program for economic and
social development for consideration by an ad hoc committee, composed of no
more than three members drawn from the panel of experts referred to in the pre-
ceding paragraph together with an equal number of experts not on the panel.
The experts who compose the ad hoc committee will be appointed by the Secretary
General of the Organization of American States at the request of the interested
government and with its consent.

4. The committee will study the development program, exchange opinions
with the interested government as to possible modifications and, with the consent
of the government, report its conclusions to the Inter-American Development
Bank and to other governments and institutions that may be prepared to extend
external financial and technical assistance in connection with the execution
of the program.

5. In considering a development program presented to it, the ad hoe committee
will examine the consistency of the program with the principles of the Act of
Bogot4 and of this Charter, taking into account the elements in the Appendix.

6. The General Secretariat of the Organization of American States will provide
the personnel needed by the experts referred to in paragraphs 2 and 3 of this
Chapter in order to fulfill their tasks. Such personnel may be employed specifi-
cally for this purpose or may be made available from the permanent staffs of the
Organization of American States, the Economic Commission for Latin America,
and the Inter-American Development Bank, in accordance with the present
liaison arrangements between the three organizations. The General Secretariat
of the Organization of American States may seek arrangements with the United
Nations Secretariat, its specialized agencies and the Inter-American Specialized
Organizations, for the temporary assignment of necessary personnel.

7. A government whose development program has been the object of recom-
mendations made by the ad hoc committee with respect to external financing
requirements may submit the program to the Inter-American Development Bank
so that the Bank may undertake the negotiations required to obtain such financing,
including the organization of a consortium of credit institutions and governments



ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA il

disposed to contribute to the continuing and systematic financing, on appropriate
terms, of the development program. However, the government will have full
freedom to resort through any other channels to all sources of financing, for the
purpose of obtaining, in full or in part, the required resources.

The ad hoec committee shall not interfere with the right of each government to
formulate its own goals, priorities, and reforms in its national development
programs.

The recommendations of the ad hoc committee will be of great importance in
determining the distribution of public funds under the Alliance for Progress which
contribute to the external financing of such programs. These recommendations
shall give special consideration to Title I. 1.

The participating governments will also use their good offices to the end that
these recommendations may be accepted as a factor of great importance in the
decisions taken, for the same purpose, by inter-American credit institutions, other
international credit agencies, and other friendly governments which may be po-
tential sources of capital.

8. The Inter-American Economic and Social Council will review annually the
progress achieved in the formulation, national implementation, and international
financing of development programs; and will submit to the Council of the Organi-
zation of American States such recommendations as it deems pertinent.

Appendix
BLEMENTS OF NATIONAL DEVELOPMENT PROGRAMS

1. The establishment of mutually consistent targets to be aimed at over the
program period in expanding productive capacity in industry, agriculture, mining,
transport, power and communications, and in improving conditions of urban and
rural life, including better housing, education, and health.

2. The assignment of priorities and the description of methods to acheive the
targets, including specific measures and major projects. Specific development
projects should be justified in terms of their relative costs and benefits, including
their contribution to social productivity.

3. The measures which will be adopted to direct the operations of the public
sector and to encourage private action in support of the development program.

4. The estimated cost, in national and foreign currency, of major projects and of
the development program as a whole, year by year over the program period.

5. The internal resources, public and private, estimated to become available for
the execution of the programs.

6. The direct and indirect effects of the program on the balance of payments, and
the external financing, public and private, estimated to be required for the exe-
cution of the program.

7. The basic fiscal and monetary policies to be followed in order to permit imple-
mentation of the program within a framework of price stability.

8. The machinery of public administration—including relationships with local
governments, decentralized agencies and nongovernmental organizations, such as
labor organizations, cooperatives, business and industrial organizations—to be
used in carrying out the program, adapting it to changing circumstances and eval-
unating the progress made.

Title IIT

ECONOMIC INTEGRATION OF LATIN AMERICA

The American republics consider that the broadening of present national markets
in Latin America is essential to accelerate the process of economic development
in the Hemisphere. It is also an appropriate means for obtaining greater pro-
ductivity through specialized and complementary industrial production which
will, in turn, facilitate the attainment of greater social benefits for the inhabitants
of the various regions of Latin America. The broadening of markets will also
make possible the better use of resources under the Alliance for Progress. Con-
sequently, the American republics recognize that:

1. The Montevideo Treaty (because of its flexi lity and because it is open to they
adherence of all of the Latin American nations) and the Central American Treaty
on Economic Integration are appropriate instruments for the attainment of these
objectives, as was recognized in Resolution No. 11 (III) of the Ninth Session of the
Economic Commission for Latin America.

2. The integration process can be intensified and accelerated not only by the
specialization resulting from the broadening of markets through the liberalization

78111—62——9
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of trade but also through the use of such instruments as the agreements for com-
}i‘lementary production within economic sectors provided for in the Montevideo
reaty.

3. In order to insure the balanced and complementary economic expansion of all
of the countries involved, the integration process should take into account, on a
flexible basis, the condition of countries at a relatively less advanced stage of
economic development, permitting them to be granted special, fair, and equitable
treatment.

4. In order to facilitate economic integration in Latin America, it is advisable
to establish effective relationships between the Latin American Free Trade Associa-
tion and the group of countries adhering to the Central American Economic
Integration Treaty, as well as between either of these groups and other Latin
American countries. These arrangements should be established within the limits
determined by these instruments.

5. The Latin American countries should coordinate their actions to meet the
unfavorable treatment accorded to their foreign trade in world markets, particu-
larly that resulting from certain restrictive and discriminatory policies of extra-
continental countries and economic groups.

6. In the application of resources under the Alliance for Progress, special
attention should be given not only to investments for multinational projects that
will contribute to strengthening the integration process in all its aspects, but also
to the necessary financing of industrial production, and to the growing expansion
of trade in industrial products within Latin America.

7. In order to facilitate the participation of countries at a relatively low stage
of economic development in multinational Latin American economic cooperation
programs, and in order to promote the balanced and harmonious development of
the Latin American integration process, special attention should be given to the
needs of these countries in the administration of financial resources provided
under the Alliance for Progress, particularly in connection with infrastructure
programs and the promotion of new lines of production.

8. The economic integration process implies a need for additional investment
in various fields of economic activity and funds provided under the Alliance for
Progress should cover these needs as well as those required for the financing of
national development programs.

9. When groups of Latin American countries have their own institutions for
financing economic integration, the financing referred to in the preceding para-
graph should preferably be channeled through these institutions. With respect
to regional financing designed to further the purposes of existing regional integra-
tion instruments, the cooperation of the Inter-American Development Bank
should be sought in channeling extra-regional contributions which may be granted
for these purposes.

10. One of the possible means for making effective a policy for the financing
of Latin American integration would be to approach the International Monetary
Fund and other financial sources with a view to providing a means for solving
temporary balance-of-payments problems that may occur in countries partici-
pating in economic integration arrangements.

11. The promotion and coordination of transportation and communications
systems is an effective way to accelerate the integration process. In order to
counteract abusive practices in relation to freight rates and tariffs, it is advisable
to encourage the establishment of multinational transport and communication
enterprises in the Latin American countries, or to find other appropriate solutions.

12. In working toward economic integration and complementary economies,
efforts should be made to achieve an appropriate coordination of national plans,
or to engage in joint planning for various economies through the existing regional
integration organizations. Efforts should also be made to promote an invest-
ment policy directed to the progressive elimination of unequal growth rates in the
different geographic areas, particularly in the case of countries which are relatively
less developed.

13. It is necessary to promote the development of national Latin American
enterprises, in order that they may compete on an equal footing with foreign
enterprises.

14. The active participation of the private sector is essential to economic
integration and development, and except in those countries in which free enter-
prise does not exist, development planning by the pertinent national public
agencies, far from hindering such participation, can facilitate and guide it, thus
opening new perspectives for the benefit of the community.

15. As the countries of the Hemisphere still under colonial domination achieve
their independence, they should be invited to participate in Latin American
economic integration programs.
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Title IV

BASIC EXPORT COMMODITIES

The American republics recognize that the economic development of Latin
America requires expansion of its trade, a simultaneous and corresponding in-
crease in foreign exchange incomes received from exports, a lessening of cyclical
or seasonal fluctuations in the incomes of those countries that still depend heavily
on the export of raw materials, and the correction of the secular deterioration in
their terms of trade.

They therefore agree that the following measures should be taken:

Chapter I. National Measures

National measures affecting commerce in primary products should be directed
and applied in order to:
1. Avoid undue obstacles to the expansion of trade in these products;
2. Avoid market instability;
3. Improve the efficiency of international plans and mechanisms for stabil-
ization; and
4. Increase their present markets and expand their area of trade at a rate
compatible with rapid development.

Therefore:

A. Importing member countries should reduce and if possible eliminate, as
soon as feasible, all restrictions and discriminatory practices affecting the con-
sumption and importation of primary products, including those with the highest
possible degree of processing in the country of origin, except when these restric-
tions are imposed temporarily for purposes of economic diversification, to hasten
the economic development of less developed nations, or to establish basic national
reserves. Importing countries should also be ready to support, by adequate
regulations, stabilization programs for primary products that may be agreed
upon with producing countries.

B. Industrialized countries should give special attention to the need for hasten-
ing economic development of less developed countries. Therefore, they should
make maximum efforts to create conditions, compatible with their international
obligations, through which they may extend advantages to less developed
countries 8o as to permit the rapid expansion of their markets. In view of the
great need for this rapid development, industrialized countries should also study
ways in which to modify, wherever possible, international commitments which
prevent the achievement of this objective.

C. Producing member countries should formulate their plans for production and
export, taking account of their effect on world markets and of the necessity of
supporting and improving the effectiveness of international stabilization programs
and mechanisms. Similarly they should try to avoid increasing the uneconomic
production of goods which can be obtained under better conditions in the less
developed countries of the Continent, in which the production of these goods is
an important source of employment.

D. Member countries should adopt all necessary measures to direct tech-
nological studies toward finding new uses and by-products of those primary
commodities that are most important to their economies.

E. Member countries should try to reduce, and, if possible, eliminate within a
reasonable time export subsidies and other measures which cause instability
in the markets for basic commodities and excessive fluctuations in prices and
income.

Chapter I11. International Cooperation Measures

q 1. Mgmber countries should make coordinated, and if possible, joint efforts
esigned:

a. To eliminate as soon as possible undue protection of the production of
basic products;

b. To eliminate taxes and reduce excessive domestic prices which dis-
coura’%e the consumption of imported basic products;

c. To seek to end preferential agreements and other measures which limit
world consumption of Latin American basic products and their access to
international markets, especially the markets of Western European countries
in process of economic integration, and of countries with centrally planned
economies; and

d. To adopt the necessary consultation mechanisms so that their marketing
Eolicies will not have damaging effects on the stability of the markets for

asic commodities.
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2. Industrialized countries should give maximum cooperation to less developed
countries so that their raw material exports will have undergone the greatest de-
gree of processing that is economie.

3. Through their representation in international financial organizations, mem-
ber countries should suggest that these organizations, when considering loans for
the promotion of production for export, take into account the effect of such loans
on products which are in surplus in world markets.

4. Member countries should support the efforts being made by international
commodity study groups and by the Commission on International Commodity
Trade of the United Nations. In this connection, it should be considered that
producing and consuming nations bear a joint responsibility for taking national
and international steps to reduce market instability.

5. The Secretary General of the Organization of American States shall con-
vene a group of experts appointed by their respective governments to meet before
November 30, 1961 and to report, not later than March 31, 1962 on measures
to provide an adequate and effective means of offsetting the effects of fluctuations
in the volume and prices of exports of basic products. The experts shall:

a. Consider the questions regarding compensatory financing raised during
the present meeting;

b. Analyze the proposal for establishing an international fund for the
stabilization of export receipts contained in the Report of the Group of
Experts to the Special Meeting of the Inter-American Economic and Social
Council, as well as any other alternative proposals;

c. Prepare a draft plan for the creation of mechanisms for compensatory
financing. This draft plan should be circulated among the member Govern-
ments and their opinions obtained well in advance of the next meeting of the
Commission on International Commodity Trade.

6. Member countries should support the efforts under way to improve and
strengthen international commodity agreements and should be prepared to co-
operate in the solution of specific commodity problems. Furthermore, they
should endeavor to adopt adequate solutions for the short- and long-term prob-
lems affecting markets for such commodities so that the economic interests of
producers and consumers are equally safeguarded.

7. Member countries should request other producer and consumer countries to
cooperate in stabilization programs, bearing in mind that the raw materials of the
Western Hemisphere are also produced and consumed in other parts of the world.

8. Member countries recognize that the disposal of accumulated reserves and
surpluses can be a means of achieving the goals outlined in the first chapter of
this Title, provided that, along with the generation of local resources, the con-
sumption of essential products in the receiving countries is immediately increased.
The disposal of surpluses and reserves should be carried out in an orderly manner,
in order to:

a. Avoid disturbing existing commercial markets in member countries, and

b. Encourage expansion of the sale of their products to other markets.

However, it is recognized that:

a. The disposal of surpluses should not displace commercial sales of iden-
tical products traditionally carried out by other countries; and

b. Such disposal cannot substitute for large scale financial and technical
assistance programs.

In wirness wWHEREOF this Charter is signed, in Punta del Este, Uruguay, on
the seventeenth day of August, nineteen hundred sixty-one.

The original texts shall be deposited in the archives of the Pan American Union,
through the Secretary General of the Special Meeting, in order that certified
copies may be sent to the Governments of the Member States of the Organization
of American States.
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(Printed below are the names of the signatories)

FOR VENEZUELA:
Lorenzo Ferndndez
Manuel Pérez Guerrero
José Antonio Mayobre
Mercedes Carvajal de Arocha
Daniel Orellana
Virgilio Ferndndez

FOR GUATEMALA:

Joaquin Prieto Barrios
Julio Prado Garcfa Salas
Alberto Arreaga

FOR BOLIVIA:
Alfonso Gumucio Reyes

FOR. MEXICO:
Antonio Ortiz Mena

FOR THE
DOMINICAN REPUBLIC:

Salvador Ortiz

FOR HONDURAS:
Jorge Bueso Arias
Roberto Ramirez
Carlos H. Matute
Lempira Bonilla

FOR PANAMA:
Gilberto Arias
Jorge R. Riba
Carlos Malgrat

FOR HAITI:

Vilfort Beauvoir
Gerard Phillipeaux
Henri Mare Charles

FOR COSTA RICA:

Manuel G. Escalante
Manuel Enrique Herrero
Antonio Orlich

Antonio Canas

Mariano S. Sanz

FOR THE

UNITED STATES OF AMERICA:

Douglas Dillon
Robert F. Woodward

FOR URUGUAY:
Juan Eduardo Azzini
Homero Martinez Montero
Nicolds Storace Arrosa
Modesto Rebollo
Héctor Lorenzo y Losada

FOR COLOMBIA:

Hernando Agudelo Villa
Carlos Sanz de Santamaria
José Joaquin Gori
Santiago Salazar Santos
Gabriel Betancur Mejia

FOR ARGENTINA:
Roberto T. Alemann

FOR PERU:

Pedro Beltrén

Gonzalo N. de Aramburi
FOR ECUADOR:

Jaime Nebot Velasco
Joaquin Zelvallos Menéndez
Fernando Manrique
Atahualpa Chévez Gonzélez
Julio Prado Vallejo

FOR PARAGUAY:
Ezequiel Gonzdlez Alsina
José A. Moreno Gonzélez
César Romeo Acosta
Julio C. Gutiérrez

FOR EL SALVADOR:

Manuel Francisco Chavarria
Victor Manuel Cuéllar Ortiz
Francisco Monterrosa Gavidia
Luis Montenegro

FOR CHILE:
Eduardo Figueroa

FOR CUBA:

FOR NICARAGUA:
Juan José Lugo Marenco
Carlos J. C. H. Hueck
Guillermo Sevilla Sacasa
Francisco Ureuyo
Nasere Habed Lépez

FOR BRAZIL:

Clemente Mariani Bittencourt
Arthur Bernardes Filho

E. P. Barbosa da Silva
Roberto de Oliveira Campos
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ArpENDIX IV

Socral ProGrEss TRust FUND AGREEMENT—INTER-AMERICAN DEVELOPMENT
BaNk

Agreement dated this nineteenth day of June 1961, between the Inter-American
Development Bank (hereinafter sometimes called the Bank) and the Government
of the United States of America (United States), to entrust to the Bank the
administration of the Social Progress Trust Fund, constituted from part of the
Special Inter-American Fund for Social Progress.

PREAMEBLE

Whereas the President and the Congress of the United States have endorsed
the establishment of a cooperative program for the social progress of the American
Republics, complementing measures directed toward accelerated economic
growth, and based on the determination of the respective countries to contribute
their own efforts and resources in a manner conducive to achieving the purposes
of the program;

Whereas the representatives of the American Republics, considering it advis-
able to adopt measures for social improvement and economic development within
the framework of Operation Pan America, recognized in the Act of Bogota of
September 12, 1960, that the preservation and strengthening of free and demo-
cratic institutions in the American Republics require the acceleration of social
and economic progress in Latin America adequate to meet the legitimate aspira-
tions of the peoples of the Americas for a better life and to provide them the
fullest opporfunity to improve their status and recognize further that the magni-
tude of the problems involved will require maximum self-help efforts on the part
of the American Republics and, in many cases, the improvement of existing insti-
tutions and practices, particularly in the fields of ownership and use of land, edu-
cation and training, health and housing, and taxation and other aspects of the
mobilization of domestic resources;

Whereas in the Act of Bogota the representatives of the American Republics
welcomed the decision of the Government of the United States to establish a
Special Inter-American Fund for Social Progress with the Inter-American Develop-
mer:it Bank to become the primary mechanism for the administration of such a
fund;

Whereas the United States has now established the aforesaid Fund to assist in
carrying out its declared aims for social improvement in the Latin American Re-
%ublics and thereby contribute towards fulfilling the purposes of the Act of

ogota; and

Whereas the Inter-American Development Bank has determined that the ad-
ministration of a trust fund for these purposes by the Bank would be consistent
with the provisions of the Agreement Establishing the Bank and would strengthen
the eonrts of the Bank to foster greater social progress and balanced economic

rowth.
g Now, therefore, the Parties hereto agree as follows:

ARTICLE I: ESTABLISHMENT AND PURPOSES OF THE SOCIAL PROGRESS TRUST FUND

Section 1.01. There is hereby established the Social Progress Trust Fund
(hereinafter called the Fund), constituted by monies transferred to the Fund from
time to time by the United States and by any other accruals thereto, pursuant to
Article 111 of this Agreement, to be held in trust and administered by the Bank in
accordance with the terms of this Agreement.

Section 1.02. The Bank is hereby designated Administrator of the Fund. The
term Administrator will hereinafter be used to refer to the Bank acting in that
capacity.

Section 1.03. The purpose of the Fund shall be to provide capital resources and
technical assistance on flexible terms and conditions, including repayment in local
currency and the relending of repaid funds and interest, in accordance with
appropriate and selective criteria in the light of the resources available, to support
the efforts of the Latin American countries that are prepared to initiate or expand
effective institutional improvements and to adopt measures to employ efficiently
their own resources with a view to achieving greater social progress and more
balanced economic growth.

Section 1.04. Consistent with the foregoing purpose, the Administrator shall
utilize the resources of the Fund to make loans for projects or programs designed
to achieve improved conditions in the countries concerned in the fields of—
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(a) Land settlement and improved land use, including access and feeder
roads, assistance to agricultural credit institutions, assistance to supervised
credit and agricultural extension, and development of storage and marketing
facilities, provided that the resources of the Fund shall not be used for the
purchase of agricultural land;

(b) Housing for low income groups, through assistance to self-help housing
and to institutions providing long-term housing finance and engaged in
mobilizing domestic resources for this purpose;

(c) Community water supply and sanitation facilities;

(d) Such supplementary financing of facilities for advanced education and
training related to economic and social development as may be agreed upon
from time to time between the United States and the Administrator.

Section 1.05. In addition, the Administrator shall utilize the resources of the
Fund to provide technical assistance related to projects in the fields set forth in
Section 1.04, and technical assistance related to the mobilizing of domestic
financial resources and the strengthening of financial institutions.

Section 1.06. The Fund and its assets and accounts shall be kept separate and
apart from all other assets and accounts of the Bank.

ARTICLE II. CRITERIA FOR THE ADMINISTRATION OF THE FUND

Section 2.01. In considering applications for loans and for technical assistance,
the Administrator shall be guided by the following criteria:

(a) Consideration shall continuously be given to the institutional improvements
which a country is initiating or expanding consistent with Article I, Section 1.03,
of this Agreement. Accordingly, assistance shall be made available to those
projects or programs which are related to effective self-help measures in countries
which demonstrate their determination to achieve the purposes there set forth,
and a willingness to employ their own resources efficiently to the end of meeting
social needs and strengthening economic development. Special consideration
shall be given to proposals which are part of a soundly conceived national develop-
ment program, taking into account the review and analysis of social and economic
progress and problems in each country undertaken at the annual consultative
meetings of the Inter-American Economic and Social Council.

(b) Before acting favorably on a loan request, the Administrator shall be
satisfied that measures necessary and appropriate for the success of the particular
project or program have been or will be undertaken.

(¢) Loan requests shall be granted only for projects or programs in which the
applicant bears an appropriate share of the total costs. Loans may be granted to
cover the total cost of a specific project, provided such project is an integral part
of an expanding program in the same field financed to an appropriate extent by
the applicant. The Administrator shall also be satisfied that the borrower or
another appropriate entity is prepared to assume the costs of the continued sup-
port of the project or program, including the costs of maintenance and operation
of any structure, installation and equipment connected therewith.

(d) Before committing resources of the Fund to any project or program, the
Administrator shall take into acecount whether the financial and/or technical as-
sistance required can be obtained from national or international agencies or from
private sources on terms which, in the opinion of the Administrator, are reasonable
for the recipient, considering all pertinent factors.

ARTICLE III. RESOURCES OF THE FUND

Section 3.01. The United States undertakes to contribute to the Fund out of
monies appropriated by the United States Congress which may be available for
this purpose.

Section 3.02. The Administrator shall be entitled to make commitments on
behalf of the Fund in an amount of $394,000,000, which may be increased by
mutual agreement.

Section 3.03. The United States contributions will be made available to the
Administrator from time to time as needed to meet disbursement from the Fund.

Section 3.04. All monies received in repayment of loans made out of the Fund
or by way of interest or by way of other accruals thereto shall be held by the Ad-
ministrator as part of the resources of the Fund and be available for use in ac-
cordance with this Agreement.
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ARTICLE 1IV. OPERATIONS OF THE FUND

Section 4.01. Whenever assistance from the Fund is requested, the applicant
shall be required to furnish the Administrator such information as may be neces-
sary or desirable to enable the Administrator to determine whether favorable
consideration of the application would further the purposes specified in Article I,
Section 1.04, of this Agreement. The borrower shall also be required to supply
the Administrator such additional information as the Administrator may reason-
ably request at any time during the course of the operation.

Section 4.02. Capital resources of the Fund shall be provided by the Administra-
tor under such flexible terms and conditions of repayment as it is determined are
best suited to carry out the purposes set forth in Article I, Sections 1.03 and 1.04,
of this Agreement. Ther esources of the Fund shall not be loaned or reloaned at
interest rates which the Administrator considers to be excessive or which are
higher than the legal rate of interest of the country in which the loan is made.

Section 4.03. Upon request, technical assistance may be provided by the
Administrator on a loan, grant, or reimbursable basis, for the preparation, financ-
ing, and execution of plans and projects for carrying out the purposes set forth in
Article I, Sections 1.04 and 1.05, of this Agreement.

Section 4.04. Loans may be made to national governments, government
institutions and agencies, to local and municipal governments and to private
borrowers within an eligible country, including cooperatives and organizations
affiliated with or sponsored by labor unions. The provisions of Article III,
Section 7(b), of the Agreement Kstablishing the Bank shall be followed in applying
this Agreement.

Section 4.05. Except as may be otherwise agreed between the United States
and the Administrator, no financing or technical assistance shall be extended from
the Fund to the government or any government agency of, or to any individual,
partnership, association, corporation or other eiitity in, any country which was
not a member of the Bank as of September 12, 1960, or which is being subjected
to economic or diplomatic sanctions by the Organization of American States.
Moreover, no part of the Fund shall be used for the purchase of goods or services
originating in any such country. _

Section 4.06. United States dollar funds made available under this Agreement
shall be used for the purchase of goods or services from the United States or for
the acquisition of goods or services of local origin in the country where the assist-
ance is received. However, subject to the provisions of Section 4.05 of this
Agreement, the Administrator may authorize the use of such funds for the ac-
quisition of goods or services produced in other countries which are members
of the Bank if such transaction would be advantageous to the borrower.

Section 4.07. Loans made from the Fund may be made repayable in whole
or in part, as to both principal and interest, in the currency of the borrower. ~All
loans of dollars shall be denominated in dollars and, to the extent that servicing
is called for in a non-dollar currency, the loan contract shall oblige the borrower
to make payments of interest and payments of prineipal in such amount in the case
of each payment as is required by provisions in the contract deemed by the Ad-
ministrator to be appropriate to insure that the payment is equivalent in value
to the dollar denominated amount due.

Section 4.08. Whenever any part of a loan is made repayable in the currency
of the borrower, the Administrator shall require that the country of the borrower
agree that its currency received by the Fund may be used by the Fund or by any
recipient from the Fund, without restriction by the country, to make payments
for goods and services produced in the territory of the country for use in further-
ance of the purposes of the Fund in any country eligible for assistance from the
Fund.

Section 4.09. Currencies held by the Administrator in the resources of the Fund
shall not be used to purchase other currencies for making loans.

Section 4.10. Decisions relating to the Fund shall be reached by the Adminis-
trator in accordance with the provisions of Article IV, Section 9, of the Agreement
Establishing the Bank.

ARTICLE V. THE ADMINISTRATOR

Section 5.01. In the administration of the Fund, cooperation shall be maintained
with national and international organizations, both public and private, operating
in the field of social development, and particularly with agencies of the United
States administering other portions of the Special Inter-American Fund for Social
Development,
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Section 6.02. The Bank shall exercise the same care in the discharge of its
functions under this Agreement as it exercises with respect to the administration
and management of its own affairs

Section 5.03. The Administrator shall receive no compensation other than re-
imbursement for expenses incurred because of services rendered under this Agree-
ment, which will be computed in accordance with the plan set forth in Annex A
hereto.

Section 6.04. The Bank shall include in its annual and quarterly reports a sep-
arate section containing appropriate information with respect to the receipts and
disbursements of, and balances in, the Fund. In addition, within sixty days
after the close of each annual accounting period the Administrator shall issue a
detailed report containing appropriate information with respect to operations of
the Fund, the progress of the projects for which disbursements were made and
other matters relating to the Fund, including a factual presentation of the meas-
ures being taken in the borrowing countries to accomplish the objectives stated
in Section 1 of the Act of Bogota. Observations which the United States may
desire to make to the Administrator upon any such annual report shall be pre-
sented as promptly as possible and ordinarily within the annual accounting period
in which the report is received.

ARTICLE VI. REVISION AND TERMINATION

Section 6.01. Following each annual report made by the Administrator under
Article V, Section 5.04, hereof, either Party may propose revision of the terms of
this Agreement.

Section 6.02. If at any time it appears to the Administrator or to the United
States that the Fund is no longer necessary or that the purposes of the Fund can
no longer be appropriately or effectively carried out, the Parties hereto shall forth-
with consult with one another concerning the measures to be taken. If a decision
to terminate the Agreement is reached, or if no decision is reached within thirty
days, or if pursuant to Article X of the Agreement Establishing the Bank, the
Bank suspends or terminates its operations, then the operations of the Fund shall
cease and its liquidation shall be commenced upon the election of either Party
unless both Parties agree on another course of action.

Section 6.03. Any assets remaining in the Fund at the time of termination,
including outstanding loans, shall revert to the United States upon the settlement
of all aceounts due and payable from the Fund.

ARTICLE VII. ENTRY INTQ FORCE

Section 7.01. This Agreement shall enter into force on the date hereof.

ARTICLE VIII. TITLE

Section 8.01. This Agreement may be cited as “Social Progress Trust Fund
Agreement.”

Done at the city of Washington in the District of Columbia, this nineteenth
day of June, 1961, in two equally authentic originals.

For THE INTER-AMERICAN DEVELOPMENT BANK:

(8) Felipe Herrera

For THE GOVERNMENT OF THE UNITED STATES OF AMERICA:

(s) John F. Kennedy
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ANNEX A

1. The Fund shall be charged for the salary costs of time which is spent on
work for the Fund by the professional staff of the Office of Special Operations of
the Administrator and by the professional staff, exclusive of division heads and
assistant division heads, of the Loan, Technical Assistance, Economics, and Legal
Divisions of the Administrator.

2. The Fund shall be charged for all other expenses clearly identifiable as having
been incurred by the Administrator in the Fund’s behalf, e.g., staff travel and
consultants’ costs.

3. For each dollar of the professional salary costs charged to the Fund pursuant
to paragraph 1 above, the Fund shall be charged an additional $1.80, representing
the Fund’s share of indirect and overhead expenses other than those specified in
paragraph 4 hereof. The amount specified herein shall, at the request of either
Party, be subject to adjustment at the end of each annual accounting period of the
Administrator.

4. No charge shall be made to the Fund for costs of the Annual Meeting of the
Board of Governors; for the Offices of the Executive Directors; for services of
persons in the Offices of the President and the Executive Vice President; for the
salaries of the heads and assistant heads of the Divisions referred to in paragraph 1
hereof; or for any part of the expenses incurred by the Bank primarily for its own
benefit, such as travel, printing, library, books and periodicals, and for various
fees and compensation costs (e.g., fees for actuarial services and for handling the
retirement fund).

ArPENDIX V

STATISTICAL APPENDIX

AprrENpIX TaBLE 1.—Estimated GNP and real GNP per capita for 20 Latin
American Republics and selected Latin American countries, 1961

[U.S. dollars]

Per capita Per capita

GNP real GNP 1
20 Latin American republics 307 421
Argentina. 533 799
Bolivia.... 87 122
Brazil. oo 268 375
Chile. ool ——- .- 348 450
Mexico. 208 415
Peru 179 270
Uruguay.--. 449 560
Venezuela. 645 645

t Real GNP is the estimated value of GNP in terms of U.S. prices.

Source: P. N. Rosenstein-Rodan, “International Aid for Underdeveloped Countries,” Center for Inter-
natlonal Studies, Massachusetts Institute of Technology, Cambridge, Mass., pp. 22-23. (This study was
also published in The Review of Economics and Statistics, May 1961, pp. 107-138.)
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APPENDIX TABLE 2.—Growth rates in Latin America, 1950-58, 1958, 1969, and
1960

{Annual percentage variation in per capita gross national preduct at constant prices)

Average annual variation

Country
1950-58 1958 1959 1960

Argentina._ 0 0.7 -7.0 0.8
Brazil 3.7 6.9 4.2 3.6
Chile. — .4 -.3 -1.2 -1.1
Colombia. .. c——- 2.0 .1 2.7 .7
Ecuador.. .. 1.5 () @ ('g
Guatemala 1.4 ) @ (1
Honduras .5 ) Q@ )
Mexico. 2.7 1.4 1.0 3.0
Peru. 1.9 -2 —5.2 2.1
Venezuela 5.1 -1.7 4.9 -2.1
Latin America, total_____ 1.7 1.6 .3 1.2

1 Not available.

Sources: 1950-58 figures from “ Cooperation for Progress in Latin America,” Committee for Economic
Development, New York City, April 1961, p. 47. Estimates for 1955, 1959, and 1960 (provisional) from
“Economic Survey of Latin America, 1960,” United Nations Economic Commission for Latin Americs,
Santiago, Chile, 1961, ch. II, pp. 5 and 10.

ArrENDIX TaABLE 3.—Population growth in selected Latin American countries

Projected

Annual per- | annual per-

Country centage in- | centage in-
crease, 1950-57|crease, 1957-80
2.2 1.4
2.6 3.1
2.5 1.7
2.4 4.6
1.4 .9
3.3 3.8

Source: “‘United States-Latin American Relations,” compilation of studies prepared under the direction
of the Subcommittee on American Republic Affairs of the Committee on Foreign Relations, U.S. Senate,
Aug. 31, 1960, table I1I-9, p. 592,

ArpENDIX TaABLE 4.—Changes in cost of living, selected Latin American countries
[Index numbers: December 1953=100]

Country December December December | Percent increase in
1951 1953 1960 past 12 months
Argentina, 84 100 622 | 6 (March 1861)
Brazil 69 100 485 | 31 (January 1961)
Chile 57 100 945 | 6 (March 1961)
Peru.... 86 100 176 ¢ 3 (February 1961)
Uruguay. 83 100 358 | 32 (February 1961)
Venezuela 102 100 110 | 1 (December 1960)

" Source: ““International Financial Statistics,”” International Monetary Fund, Washington, D.C., June
1961, table, p. 29.



122 ECONOMIC POLICIES AND PROGRAMS IN SOUTH AMERICA

ArPENDIX TABLE 5.—Indexes of Latin American trade

. [1955=100]

Year Value of Quantum of | Unit value
exports exports of exports

82 88 93

08 86 114

98 93 106

100 100 100

108 108 98

108 110 98

102 112 91

103 122 85

Source: “Boletin Economico de America Latina, Suplemento Estadistico,” November 1960, Economic
Commission for Latin America, Santiago, Chile.

ArPENDIX TABLE 6.—Latin American exports, imports, and trade balance, 1951-60

[Millions of dollars]
1950 1951 1952 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960
Latin America:
Exports....______ 6,809 | 7,811 | 7,057 | 7,620 ] 7,888 | 7,968 | 8,647 | 8,662 | 8,195 | 8316 | 8 642
Imports..ccceoo-o 5,630 | 7,820 | 7,681 | 6,541 | 7,408 | 7,523 | 7,947 | 9,341 | 8,539 | 7,934 | 8,375
Trade balance.._{ 1,179 —18 { —624 | 1,079 480 445 700 | —679 { ~344 382 267
Argentina:
ExportsS. o ccoeeaee 1,361 | 1,169 688 | 1,125 | 1,027 929 944 975 994 | 1,009 | 1,079
Imports. ..o 1,187 { 1,480 | 1,179 795 979 | 1,173 | 1,128 | 1,310 | 1,233 993 | 1,189
Trade balance. .. 174 | =311 | —401 330 48 | —244 | —184 | —335 | —239 16 | —110
Brazil:
1,347 | 1,757 | 1,409 | 1,539 | 1,562 | 1,423 | 1,482 { 1,392 | 1,243 | 1,282 | 1,269
1,008 | 2,011 | 2,010 | 1,319 | 1,630 | 1,306 | 1,234 | 1,488 | 1,353 | 1,374 | 1,462
249 | —254 | —601 220 | —68 17 248 —96 | —110 —92 | —-193
281 370 453 408 398 472 542 455 386 495 489
247 328 370 335 345 376 354 441 415 413 500
3 42 83 73 53 96 88 14 —29 82| -1
189 248 234 219 245 268 308 320 281 312 430
176 262 288 293 250 300 361 400 335 293 375
Trade balance. .. 13 —14| —54 —=75 -5 ~32 —53 | —80 —~54 19 55
Uruguay:
Exports.._o._...__ 254 236 209 270 249 183 211 128 139 98 129
Imports. .coooeoo._ 200 310 237 193 274 229 213 255 151 160 244
Trade balance..- 54 -74 —28 77| —25 —48 -2} =127 | -—-12 —62 | ~115
Veneruela:
Exports._...______ 1,161 | 1,853 | 1,450 | 1,445 | 1,690 | 1,873 | 2,116 | 2,366 | 2,321 | 2,369 | 2,440
ports... .._.___ 667 761 845 91 1,024 | 1,056 | 1,249 | 1, 1,599 | 1,577 { 1,223
Trade balance.._ 494 592 605 529 666 817 867 498 722 792 1 1,217

Source: International Financial Statistics, June 1961.
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ArPENDIX TABLE 7.—U.S. Government grants and credils ulilized, IBRD disburse-
ments, and IMF drawings and repayments, 1955 through 1959—selected Latin

American couniries
[In millions of U.8, dolars]

U.S. Gov- U.8. Gov- Internationsl Monetary
ernment ! ernment ! IBRD dis- Fund 3
Area or country nonmilitary credits bursements ?
grants utilized
Drawings | Repayments
67.18 123.81 77.00 0 22,40
79.95 89. 94 85. 20 21. 40 28. 20
109. 06 290.13 81.90 204. 60 47.29
111.78 529. 59 72.00 117. 60 59. 80
105.11 381.70 68. 60 114.80 77.30
0 0 0 0
.84 0 0 0 0
7.90 [} 75.00 0
.10 61.01 0 0 0
.47 83.77 0 72.50 0
5. 65 48.05 14. 50 0 0
6.03 36. 86 12.80 0 28.00
6.93 76.23 3. 80 37. 50 0
7.08 190.17 2.30 54. 80 17.20
9.15 87.40 20. 60 0 20.20
1.82 .70 2.70 0 0
2.15 3.21 7.00 0 .20
3.84 20.21 7.70 31.10 12.30
15.79 56. 83 8.90 10.60 0
8.79 43.15 6.80 .70 .70
3.21 6.02 8.00 0 0
7.89 19.23 10.10 0 0
10. 53 44.33 9.60 0 0
7.32 52.28 6. 60 10.00 0
4.15 53.78 3.70 4.50 14.50
.25 0 1.20 0 0
.33 0 4. 40 0 [}
.25 0 7.50 [} 0
.21 0 7.70 0 0
.13 1.46 7.70 0 0
.19 0 0 0 0
A1 4.32 [} 0 0
.15 .23 0 0 0
.12 3.19 0 0 0
13 1.24 0 0 0
11.02 54.78 26. 40 0 0
16. 60 63.72 34.30 0 28.20
21.69 148. 90 28. 60 143. 60 12.30
30. 61 363. 49 25. 50 75.40 17.20
22.82 270. 80 38.80 71.70 35.40

! Source: Office of Business Economies, Foreign Grants and Credits by the U.S. Government (U.8.
Government Printing Office, Washington 25, D.C.), published quarterly.

Figures for U.S. Government grants exclude items entitled: (a) Military Supplies and Services (Defense
Department); (b) Military Equipment Loans. . . .

Figures for U.8. Government credits utilized exclude items entitled: (s) Defense Mobilization Develop-
ment ($5.49 million, 1955; $4.35 million, 1956; $0.03 million, 1957; $0.004 million, 1958; $0.08 million, 1959;
Brazil was the sole recipient); (b) Export-Import Bank (through agent banks) repurchases. This is the
repurchase by the Export-Import Bank of amounts already held by agent banks and does not represent
a new credit.

2 Source: International Monetary Fund, International Financial Statistics, Statistics Division (Wash-
ington 25, D.C.; May 1961), vol. X1V, No. 5, pp. 4 and 12.
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