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The Montevideo Treaty
and Latin American Economic Integration

Provisions of the Montevidee Treaty

Signed by seven countrics (Argentina, Brazil, Chile, Mexico,
Paragnay, Peru and Uruguay) in February 1960 and subsequently
ratified by all the respective Parliaments, the Montevideo Treaty
establishing the Latin American Free Trade Association (LAFTA)
is despite its relative brevity a rather far reaching legal instrument:
It embodies not only provisions for gradual trade liberalization
within the area, but also establishes a basic albeit sketchy structure
of a regional economic integration programme.

The Treaty’s 65 articles grouped under 12 chapters are followed
by a number of explicative protocols and two resolutions {on credits
and payments problems and on Bolivia’s adherence to LAFTA).
Applicable to substantially all the reciprocal trade among the sign-
atories, it provides for gradual elimination — within no more than
twelve years from the effective date of the Treaty (June 1, 1961) -
of all “duties, charges and restrictions as may be applied to imports
of goods originating in the territory of any Contracting Party ” (r).
For purposes of the Treaty, “ duties and charges ” mean customs
duties and any other charges of equivalent effect — whether fiscal,
monetary or exchange — that are levied on imports,

The trade liberalization will be achieved through negotiations
aimed at establishing: (a) national schedules specitying annual con-
cessions which cach country is to grant to the others; and (b) a
common schedule listing the products on which the Contracting

Parties collectively agree to eliminate completely, within a period

(1) No official English language text of the Montevideo Treaty exists; all the quotations
follew an unofficial translation, published by the U.N, Economic Commission for Latin
Atnerica (ECLA) in February rgfo.



8 Panca Nazionale del Lavore
19
i ictions
of not more than twelve years, duties, charges ?Ir}d (;)thg]; ex:,strlctlo
in connection with commerce within t.he Free Tra e n.nuau .
Fach Contracting Party is commltt‘ed to _grantlélg ha - gui_
other members of LAFTA reductions 10 dut;)cls an h(_: (‘;u:g umgcs
i [ 0 .
' i d average applicable to third ¢
valent to 8%/ of the weighte : . ”
The commén schedule shall constitute, 1n terms (())f thfc agﬁr:rgade
vyaluc of the trade among the member countries, 25%, 0 suc rade
. .
after the first three years; 50%, after six years; 75 /Dfaf;fr inr:i,vz_ Ca;
and “ substantially all of such trade™ at the _cnd of the :1 inythe
riod. Concessions grantcd on productsbwhu:h a.plt)‘car Zmzng [he
i ithdrawn by negotiation
national schedules may be wi on among £
' ies i for adequate compensation; ha ,
Contracting Parties 1n return | : mevers
the inclusi%n of the products in the common schedule is fin

irrevocable. ‘ ' ' N
The method of weighted averages in reducing tariffs, just

that applied by the Six in Europe, aims at endowing the Contracting -

o, - Cone
Parties with a certain freedom of action IIfl sllllbscqgcnt 1n;%2‘33tcltive
i daptation of the nationa
and thus assuring a gradual’ ad ‘ ety
structure to the trade liberalization prog{am_mg. tTih;lS,f;TYa ccertaii
g ; f its domestic industries,
that wants to protect ofie O _ st _ in
transitory pcriog, may grant relatively limited conccss.%(()lni;1 t(t)hpiocrin <
titive i i ithin the area, provide a
of the competitive industries W . t mors
substantial Sonccsﬁons will be extended to other products i
way as to reach the required annual a\;:ra'g? ¢ the Treaty do
' ' [1ati rticle 10 ©
The purpose of the negotiations, . . &
' d diversify trade and to prom
clares, shall be “to expan.d an - ote the
rogré:ssivc complementarity of the economies of tlzle cog;ll ries o°
E)hc ‘Area”. For that reason the percentages g,ferre to i ; dples
- i edu
i f the national and common sc
to the gradual expansion ol the on schadulcs
basis of the average ann
« shall be calculated on the ' : _ o
trade during the three years preceeding the year in which e
' L
iation 1is effected ™. _ . .
ncgo’?[‘he concept of © reciprocity of concessions” was -drastlfcallliy
oy . ) the
revised during a series of negotiations prior to the E1gna3ureofo e
Treaty and does not provide for . the bal%nchnng tri ccxpmssed
i t of the Free Trade Arca. As :
member country with the res <
in Article 13, “the reciprocity... refers to tthcxpcctIeli gt;:wg?hers
t Contracting Party a
the flow of trade between eac ; ' oy the others
i ! ‘ncluded in the liberalization prog
as a whole, in the products inc ; me
and those ;Jvhich may subsequcntly be added *. If as a result of

The Montevideo Treaty and Latin American Feonomic Integration 199
concessions granted, significant and persistent disadvantages are
created in respect to trade within the Arca, the member countries
will — says the Treaty somewhat vaguely — “ 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 *, '

To reduce the possibility of a recurrence of situations in which
the trade liberalization would bring “significant and persistent
disadvantages ” to a member country “ the Contracting Parties shall
make every effort -— in keeping with the liberalization objectives of
the present Treaty — to reconcile their import and export regimes,
as well as the treatment they accord to capital goods and services
from outside the Area”.

The Treaty establishes safeguards for two specific situations:
(a) if imports of products from the Area under the liberalization
programme “have, or are liable to have, serious repercussions on
specific productive activities of vital importance to the national
cconomy ”; and (b) in case of a seriously unfavorable over-all balance-
of-payments situation. In the first case, the Contracting Parties may
authorize a given country to impose on a temporary basis “ non-
discriminatory restrictions upon imports included in the liberaliza-
tion programme which originate in the Area”. In the second
situation, the Contracting Parties may likewise, and also on a tem-
porary basis, authorize a member country to extend to intra-regional
trade jts measures aimed at correcting a balance-of-payments dis-

equilibrtam. Should any such measures remain in effect for more

than one year, the LAFTA Conference will immediately initiate
negotiations with a view to eliminating the restrictions adopted.
Safeguard clauses do not apply to the common schedule goods
in this sense: although temporary import restrictions can be applied
to them as well under the specific circumstances described earlier,

these products are not subject to subsequent renegotiation by a

country invoking a safeguard clause. In other words, no member

country can restrict for more than a year its import trade of goods
fully liberalized within the Area. On the other hand, concessions
on products contained in the national schedules may be renegotiated
on the basis of adequate compensation, if they result in imports
seriously affecting specific national productive activities.

Following closcly the ideas expressed earlier by the ECLA

Working Group on the Latin American Common Market, the
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Montevideo Treaty envisages exceptions in respect to a_griculture and
a special regime for the less developed member countries. (Paraguay
is presently the only signatory falling into this category, but Bo].l‘vm
and Fcuador (2) made it clear that they would consider entering
LAFTA only as members of such a special group).

In respect to agriculture, the Treaty states that the member
countries ¢ shall scek to co-ordinate their agricultural development
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 norrx}al
supplics to consumers, without disorganizing the regular produt?twc
activities of each Contracting Party *. During the period provided
for the establishment of the Free Trade Area, however, the member
countries may.limit their imports of agricultural commodities to
the amount required to meet the deficit in internal production,
giving priority “under norma) competitive conditions” to products
originating in the Arca and attempting to expand such intra-regional
commercial exchange. :

In order to facilitate economic growth of the less developed
member countries, the Treaty offers them: (a) unilateral concessions
on the part of any of the other LAFTA members, to be gran‘Fed
“in order to encourage the introduction or expansion of S.PCC.lﬁC
productive activities "3 (b) implementation of the trade l?berahzatlon
programme “ under more favourable conditions, specially agreed
upon ”; (c) special non-discriminatory measures aimed at the pro-
tection of domestic industries in the less developed countrics, whether
for balance-of-payments reasons or for the purpose of lending transit-
ory encouragement to economic development; and (d) collective
arrangements for financial and technical assistance to be extended
by LAFTA countries as 2 whole or any group of them.

Chapter 11T of the Treaty, which contains certain provisions for
“ expansion. of trade and economic complementarity ” represents a
conscious attempt to create the necessary conditions for a broader
regional economic integration in future. It is here where a com-
mitment is made for facilitating ©the increasing integration apd
complementarity ” of the economies of the Contracting Parties
through their making ©every effort... to reconcile their import and

{2) Ecuador decided to join the LAFTA late in May 1961.

1
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export regimes, as well as the treatment they accord to capital, goods
and services from outside the Area ”. ‘
Furthermore, Article 16 envisages “ progressively closer coor-
dination of the corresponding industrialization policies ” through
agreements “among representatives of the economic sectors cofl-
cerned ?. It also recommends negotiation of “ mutual agreements
on complementarity by industrial sectors”. Participation in these
agreements must be open to all the Contracting Parties, but
subsequent concessions would not have to be extended automatically

to non-participating member countries,

Finally, the Treaty of Montevideo- establishes two organs of
the Association — a Conference of the Contracting Parties and a
Permanent Exccutive Committee. Consisting of representatives of
the member countries, each of which is to have one vote, the Con-
ference will meet at least once a year to adopt decisions on all major
matters of substance, During the first two years the Treaty is in
effect, Conference decisions are valid when affirmative votes are cast
by at least two-thirds of the Contracting Parties and providing no
negative vote is cast. The voting system for the subsequent period
will be decided by the Conference itself. Thus, in effect, at least
in the ecarly stages of the Treaty’s implementation, each LAFTA
member has a veto power in all substantive questions (3).

The Exccutive Cominittee is the permanent organ of the Asso-
ciation responsible for supervising the implementation of the pro-
visions of the present Treaty. It will consist of representatives of
cach member country and will bave a Secretariat headed by an
Executive Secretary and staffed by technical and administrative per-
sonnel. ECLA and the Inter-American Economic and Social Council
of the OAS will act as technical advisers to the Association.

Fven a casual student of the Treaty must notice a certain
disproportion between the provisions of the central part dealing
with the establishment of the Free Trade Area and the broader
aims, as defined in the Preamble and in Chapter III on “ expansion
of trade and economic complementarity ”.

(3) A U.N. Economic Commission for Africa’s paper The Significance of Recent Com-
mon Market Developments in Latin Ametica, published in December 1960, recalls that the
O.E.E.C. operated successfully for many years on the basis of unanimity principle and expresses
an opinion that * given a basic will in all countries to make the Treaty werk, there is no
reason why the same principle would not prove satisfactory in the context of Latin America 7,

p. 69.
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~ What the Treaty establishes in its main operative section — if
viewed in static terms — is a faitly modest mechanism calling for
~ a very slow and gradual expansion of intra-regional trade with the
: emphas1's on exisying trade (limited at the present time to relatively
few basic commodities such as foodstuffs and certain industrial raw
materials). Even in this respect the scope of the Treaty is closcly
c1rcum'.sc1'ibed_by a special regime for agriculture, escape clauses and
a possibility of rencgotiating the composition of the national sche-
dules in the light of the subsequent experience of the member
countrics, ‘
On the other hand, the Free Trade Area is clearly meant to
b_e a major vehicle for regional economic cooperation and integra-
tion. "This is not only the intent of its sponsors and authors but the
interpretation of the majority of Latin American economists as well
The Preamble to the Treaty unmistakably links trade cxpansi'on'
among the seven initial signatories and future adherents to LAFTA
with the basic objective of the whole region: acceleration of economic
growth, It declares, inter alia, that the participating countries are:

“Persuaded that the expansion of present national markets, through
gradual elimination of barriers to intra-regional trade, is a preréquisite if
the Latin American countries arc 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
madmum utilization of available production factors and the more effective
coordination 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 sitvation of countries which are at
a 1'el?t1vely less advanced stage of economic development...

‘D.eternlined to persevere in their efforts to establish, gradually and
progressively, 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 progres-
sive complementarity and integration of their national economies on the
basis of effective reciprocity of benefits...”.

P:urthermore, as mentioned above, the text of the Treaty itself
containg very broagily-deﬁne-d provisions for “increasing integration
and complementarity ” within the area, by reconciling import and
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export regimes, and the treatment accorded to capital, goods and
services from outside the zone, and by industrial complementarity
agreements in particular industrial sectors.

Clearly, the Montevideo Treaty, in spirit if not in letter, aims
at establishing something potentially larger than a free trade zone
but, at the same time, much less ambitious than a common. market.
On the other hand, it leaves open — presumably for future negotia-

“tion — not only all the basic measures needed to implement regional

integration. objectives, but also certain important issucs that are of
critical importance to the adequate functioning of a free trade zone
in a region characterized by a very uneven and still incipient over-
all cconomic development. The LAFTA agreement, for example,
deals only parenthetically (in one of the anncxed resolutions) with
the key problem of an intra-regional payments system without which.
it will be difficult to expand the flow of even existing trade. The
Treaty is also fairly nebulous with respect to practical measures which
would assure the full advantage of participation for countries “at
a relatively less advanced stage of economic development ”,

Previous quest for regional solutions

For the purpose of clarifying this dichotomy of the Treaty it
is necessary to review developments which led to its birth. Economic
trends in the underdeveloped parts of the world economy in the
post-Korean period, the growing realization of dangers involved in
economic stagnation of Latin America and various futile attempts
to forestall this stagnation, influenced the final shape of the LAFTA
no less than did political developments in the outside world and
the orthodox approach to the problem of growth on the part of
international financial organizations.

Together with Asia and Africa the southern part of the Western
Hemisphere has been facing serious difficulties since the beginning
of the past decade. This occurred after 15 years of a relatively rapid
economic cxpansion in the region, sparked by the outbreak of the
Second World War and stimulated by the prolonged boom in inter-
national commodity markets which tapered off with the cessation
of hostilities in Korea. During the period 1940-1955, major Latin
American countries (Argentina, Brazil, Chile, Mexico, and, to some
extent, Colombia) registered an impressive progress in diversifying
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and industrializing their economies notwithstanding the lack of well
thought-out development policies. But the industrial growth in that
period followed the pattern of that in nincteenth century Europe
and the U.S.,, being concentrated mainly on consumer good indus-

tries, which involve relatively modest investment outlays and are .

casily adaptable to the limited size of individual national markets (4).

By the beginning of the fifties when all the major countries
had' completed this first stage of industrialization, they were ready
to enter the next one — that of building up a broader industrial
base including the manufacture of certain capital goods, Dependent
upon increase in the level of investments and imports and the avail-
ability of sizable markets, such a development was hampered
seriously, however, by the fact that the import capacity could expand
no further. On the other hand, pressures for continued industrial-
ization were growing not only because of the “ demonstration effect
of the living standards in the fully developed Western economies,
but also because of the population explosion which was a concomitant
of the improved health conditions in the area (5). Although smaller
Latin American republics, for very reasons, did not translate the
decade and a half of extremely satisfactory export proceeds into any
tangible internal economic growth (6) (and in that respect the
distance between more and less advanced countries increased in
Latin America in modern times), they also became deeply affected
by the double impact of the population explosion and the  revolu-
tion of rising expectations .

The position of the whole region was further aggravated, on
the one hand, by the refusal of many of the governments concerned
to stop improvising domestic economic policies and introduce certain
basic structural reforms and a more rational allocation of resources;
and, on the other, by the insistence of the United States and inter-
national organizations upon orthodox economic and financial policies,

{4) The size of effective domestic markets varies considerably within the region, covering
about 8o%, of population in the southernmost republics; perhaps 30 to 40%, in Brazil and
Mexice; and tmuch less in the least developed parts of Latin America: the Caribbean region,
Central America, Venezuela, Peru, ete.

(5) The rate of demographic growth in Latin America {2.7%) is the highest in the
world, and it is estimated that the region’s population will double within the next quarter
of century.

(6) For a detailed analysis of the primitive export economies, see JoNaTHAN V. LEVIN,
The Export Economies-Their Pattern of Development in Historical Perspective, Harvard Uni-
versity Press, Cambridge Mass., 1960, pp. xv1+ 347
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which under completely different circumstances were responsible in
part for the West European postwar recovery. Under these rather
depressing conditions the concept of Latin American economic co-
operation was born,

The crystallization of the idea within the ECLA- group was
preceded by years of work by its economists on adapting the eco-
nomic development theory to particular Latin American conditions,

numerous studies on inter-regional trade, and persistent efforts

towards integrating a group of five Central American republics (%).
But until 1956 no one in the region, including the ECLA group
itself, had any clear notion of the need for a Latin American regional
economic integration, a common market, or a free trade zone,
although ECLA — through its annual Economic Studies and related
papers issued since the beginning of the past decade — had con-
tinuously been offering pessimistic views on the future of the region’s
economy in the light of external trends, and had been occasionally
making well-documented calls for international economic coopera-
tion, ic. for increased U.S. aid to Latin America (8). At that time,
concrete problems preoccupying Latin American experts were those
of terms of trade, external aid and the traditional fow of goods
within the region. Since the only commercial exchange worth men-
tioning — with the exception of the Venezuelan oil trade — was
that among the four southernmost countries (Argentina, Brazil, Chile
and Uruguay) the early efforts under ECLA auspices were directed
to the solution of trade problems within the southern zone of Latin
America (g) and not to truly regional arrangements.

A concept of regional cooperation based on trade preferences
as a means towards the acceleration of Latin American economic
growth appears for the first time in studics elaborated in 195657

{7) Theoretical contributions of the ECLA group to the understanding of the Latin
American development process, which started with the setting up of this regional U.N, body
in 1948, were dismissed for about a decade by cconomists and governments of the advanced
countries as useless exercises of doubtful scholarly value, ECLA work on Latin American trade
within the region and with the rest of the world started in 1952, and the Central American
economic integration programtne was initiated in 1951,

(8) See particularly, ECLA, International Cooperation in Latin Ametican Development
Policy, submitted to the Inter-American Meeting of Ministers of Finance and BEconomy, held
in Petropolis, Brazil, in late 1954.

(9) As a matter of fact, one of these pioncer ECLA studies, published in 1gs4, under
the title Study of the Prospects of Inter-Latin American Trade, carried a subtitle  Southern
Zone of the Region 7. :
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for the ECLA Trade Committee (10), a body created in 1956 and
whose initial function was to analyze and help resolve proble,_tlns
related to commercial policy, payments, m:s\r.itin}e transport 'anfl the
like, primarily of the countries already pa}rtwlpaung ac.tl.vcly 1;1 1ntr;l~
regional trade. Even at the Inter-American Economic Con crer.lc .
held at Buenos Aires in the fall of 1957, when for t.hc first time
the idea of regional economic cooperation was fully d1scussc-d,1con—-
cepts were far from clarified, and the debate ‘covcred proposals on
a common market, a free trade zone, sub-regional tradfe grouping,
hemispheric integration, etc. However, aware of. the continuous dct.e--
rioration in the external and internal econofmic position of Latin
America, the absence of any cohcrent- and promising policy 'towards
the region on the part of the industrial countries, and_ thch51g];13ture
of the Treaty of Rome in Marcl}, 1957, Rartlcipants in the ueno;
Aires gathering voted a resolution stressing the convlemeélce 0

establishing gradually and progressively, in a multﬂatira and com-
petitive manner, a Latin American common market .zmd rr;cor}rll-
mending that ECLA work "out W}th the participation of the
Organization of American States ipcclﬁc prgi)osals on the structure

modalities of such a regional agreement. .

wd Within a year of the ﬁrstgmceting of the ECLA Working Grouli
on the Common Market (Santiago, February 1958) fundamcr}ta

principles and basic recommendations of an arrangement covering
the whole of the subcontinent were ready for presentation to the
FCLA Conference at Panama City (May 1959).- Certain ff:a}turccs1
of these proposals found their way into the Montevideo Treaty signe

nine months later.

An ECLA-sponsored common market plan

‘General principles to be followed by a Lat.in Ameri(.:ai.l common
market should have included the following, in the opinion of the
- ECLA Working Group: _
1. Membership in the regional market must be open to all
Latin American countries;

(10) For details, see Vieror L. Unquint, 7 rayectorty del mercado comdn latinoamericano,
CEMLA, Mexico, 1960, pp. 61 and ff.

—
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2. The ultimate aim of the regional market should be the
inclusion of all goods produced within the area; but this does not

mean, however, that the regional market must become cffective
immediately for all such goods.

3. The less advanced countries should be accorded special
treatment to enable them, through progressive industrialization and

the overall sirengthening of their economies, to share fully in the
benefits of the regional market.

4. It will be desirable eventually to establish a single customs
tariff vis-d-vis the rest of the world.

5. The specialization in industries and other activities which
is one of the objectives of the arrangements must be the outcome
of the free interplay of cconomic forces,

6. In the interest of greater efficiency, the regional market
must have a special system of multilateral payments conducive to
maximum inter-Latin Ametican trade reciprocity.

7. Member countries must have the right to impose temporary
import restrictions.

8. Participating countries must also have the right to restrict
imports of agricultural commodities.

9. Rules of competition should be established to prevent the
export trade of a member country from prejudicing the activities
of other participants in the regional market.

10. The regional market must be provided with an effective
system of credit and technical assistance.

11. An advisory body constituted by the member governments
should be set up, as well as a system of arbitration,

12, During the formation of the regional it would be highly

desirable to enlist the active cooperation of Latin American free
enterprise.

These basic principles served as guides during the subsequent
claboration of concrete proposals (11) for presentation at the ECLA
Trade Committec Conference in Panama City in May, 1959, They

1

(1) All the pertinent documents can be found in Uwrrsp Nartions DEPARTMENT OF
Economic anp SociaL Arrains, The Latin American Common Market, New York, 1950,
pp- 14146 (Sales No. 50.JL.G.4).
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provided for the establishment of a free-trade zone, that was to-‘bc
transformed progressively into a customs union, The Working
Group recommended that the reduction of tariffs and other restrict-
jons in intra-regional trade be implemented in two stages: During
the first stage, to last 1o years, a substantial reduction (but not the
complete climination) of restrictions on trade among the participants
would take place, with the scope of the reduction depending upon
the commodity category. During the second stage, the reduction
of tariffs and other trade restrictions within the area would be
completed and the common market would be established, according
to procedures agreed upon by negotiations to be undertaken before
the end of the first stage.

The draft proposed furthermore a division of commodities enter-
ing intra-regional trade into three major groups: I) primary pro-
ducts; 2) capital goods and other manufactures, the demand for
which is growing rapidly; and 3) manufactured consumer goods.
During the first stage, tariffs and other restrictions on trade in the
first category of goods would be completely eliminated, with certain
exceptions for agricultural commodities. Tariffs and other restrict-
jons on the second category would be reduced as much as possible
to stimulate intra-regional exchange of the products of the so-called
dynamic industries. In regard to the last group, trade liberalization
would be implemented slowly to provide for the internal adjustment
in the field of existing industrial activities. Agricultural commodities
would be subject to a special regime, in consideration of the relative
backwardness of this sector and the need for domestic protection
for some time of the primitive agricultural subsistence sector, which
otherwise would become the first victim of the more efficient pro-
ducers in certain countries in the area (12).

{1z) Commenting on the complicated mechanism proposed by the ECLA Working
Group with respect to the distinction to be made between different commodity groups, 2
U.N. Economic Commission for Africa study, The Significance of Recent Common Market
Developments in Larin America, Addis Abeba, December 1960 (E/CN.x4/64) wrote: “ ... the
danger was foreseen that if the establishment of a common market were based toa closely upon
the models provided in Purope too much attention might be concentrated on competition
between Latin American industries and too little upon the expansion of industry in the area
as a whole, Any common market set up in an underdeveloped region such as Latin America
should, it was felt, be concerned first and foremost with the encouragement of economic
development, and only secondarily with promoting competition between existing industries.
Tt was for the reasons that the ECLA Working Group consicered that a slower process of
transition to free trade should be envisaged for the products of such. industries ™.

.
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_Taking into consideration the different degrees of development
achieved by the Latin American republics and fearful that thcpcom-
plete dismantling of trade restrictions within the regional market
would expose the least developed countries to dangerous competition
from thf: more advanced members and foster the transfer of rciources
to the richer republics, the regime the ECLA Working Group pro-
posed for rc—_:la.ltively less developed countries provided for classification
of al! participants into three groups according to their respective
margins of import substitution and export potential. Within this
framework, the liberalization targets for the less developed countries
would be im;?lemented more slowly than in the case of the more
advanced participants; and, furthermore, special concessions were to
be extended to the poorer countries in the form of additional facilities
wllth respect to their intrazonal exports of manufactures as well as
primary commodities,

_F'o1' the purpose of assuring reciprocal trade benefits to all
participants, it was suggested that these benefits be measured b
:lactgal trade flows. Whenever a member country achieved an i'ncreasz
in its exports to the area without a corresponding increase in its
purchascs, and thus its benefits would be greater than its concessions
it ’W.Ollld have to speed up its liberalization measures, A countr);
finding itself in an opposite situation and facing balance—of—paymenfs
‘dlfﬁculges as a result of trade concessions granted to the regional -
group yvould have a right to slow down, temporarily, the imple-
mentation of its liberalization commitments, ’ P

Thcl ECLA Working Group proposal also stressed the necessity
to organize a payments and credit regime to facilitate the multilateral
liquldagon of transactions between member countries; foster épeciﬁc
-su.b-rcgl‘onal complementarity and specialization agrce;ncnts by coun-
tries “linked by geographical proximity or common economic inte-
Tests ’t, not to be automatically extended to the other members;
‘co_ordm.ate trade policy with third countries; and define at an earl,
date criteria to be followed for determination of the origin of goodsy

After a thorough discussion of the report the Trade Committcf;
asked the ECLA Secretariat to sct up a group of governmental
experts, appointed by the interested member countries, for the put-
pose of preparing a draft agreement for a Latin American comé)mn
market. This was to be submitted at an carly date to the various

governments for approval and eventual adherence. The matter,

however, took an unexpected course in view of the parallel prepara-

7
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tions of a plan for a sub-rcgional free trade zone, by a group of
the southernmost countries (Argentina, Brazil, Chile and Uruguay).
The expert body proposed by the ECLA Trade Committee has never
met, and the rest of the year 1959 was taken up by intense diplomatic
negotiations all over Latin America aimed at reconciling longer-term
objectives of the Working Group with concrete short-term measures
envisaged by the four southern republics. The Montevideo Treaty
was the final result of these activities. Although much more modest
and simplier than the structure proposed by ECLA, the Treaty
incorporated some ECLA provisions and followed closely the main
objectives of a regional integration programme.

The doctrinal and theoretical justification of all these efforts is
contained in a bricf study prepared for the Panama City Conference
by the ECLA Sccretariat (13). It presents the case for Latin American
integration through trade liberalization in the following way:

During the period 1945-1955, Latin America underwent a pro-
cess of rapid economic development which despite an increasing
rate of demographic growth enabled the region as a whole to main-
tain product growth per capita at 2.7%, annually. The satisfactory
economic cxpansion was possible largely because the purchasing
power of exports increased at a similarly high rate. This important
factor was helped by the import substitution process through indus-
trialization, and a considerable inflow of foreign capital enabled
the steady increase in the volume of investment required by the
rapid rate of economic growth in the region.

Available data suggest that the favorable combination of external
factors outlined above is unlikely to be repeated in the next 15 years.
Conversely, it can be asserted that Latin America has entered upon
a new stage of cconomic development in which “it will encounter
international conditions resembling those it had to face after the
world depression rather than those which prevailed in the post-war
years ¥ (14). As a consequence, independently of prospects for
external financing in the form of economic aid and private capital
inflow, the region must speed up the import substitution process
considerably if it wants to develop at a rate similar to that registered
in the first postwar decade.

(13) Influence of the Common Markes on Latin, American Bconomic Development, a.
paper included in The Lutin dmerican Common Market, pp. 51-80.
(1) Op. cit., p. 53

i
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It is difficult to believe — continued the ECLA experts — that
this substitution process could be achieved with the fragmentation
of the Latin American economy into 20 individual national markets
Lar'ger countries need to substitute many capital goods exports but
lthelr production involving high investment and economies of ,scale
is not feasible without access to broader markets. Smaller republics
In many cases cannot even enter the first stage of industrialization
without unduly high protection. Thus, the integration of individual
markets is a prerequisite to the maintenance of the post-war rate
of growth _Of the region’s economy with two other conditions of -
paramount importance being the liberalization of terms under which
international financing is granted to the less developed areas, and
the diversification of Latin American trade with the rest oif the
world.
 The present intra-regional trade was found to be of marginal
importance to almost all the republics, but its potentialities ver
great, Accox:ding to the ECLA projections based on realistic assumpyf
tions regarding extra-regional exports during the next 15 years as
WCl.l as the behaviour of the import coefficient, external resources
available to Latin America by 1975 from its exports to the outside

LATIN AMERICA: PROJECTION OF SQURCES OF SUPPLY Tanz 1
OF SELECTED PRODUCTS, 1g75

1 -
. . ot Source of supply rc]glit;an}al
Commodity Unit s
demand intra- extra- as per-
) regional | regional Zin:élgi
Machinery and equipment , . |Million dollars| g9.122 | 5435 | 3.687 6o
Passenger cars . . . . . . Unit 1.790 1.308 482 '
Steel and semi-manufactured &
steel products . . . Thousand tons
P 3%.600 2.300 .
Coi%cr and semi-manufactur- 3 730 ¥
copper products . , . Thousand tons 5
40
Petroleum and derivatives . . Million dollars 201 f;g 9; 8;
Chn‘:jmicals and chemical pro- 3 ’
ucts illi
. e e e Million dollars| 8.155 7.205 8
. . 90 8
Paper and paperboard . . Million dollars| 1.545 | 1.311 214 Sg
Cotton yarn and textiles . | Thousand tons| 1.655 1.655 —_ 100
Staple agricultural commodities  |Million dollars| 13.500 | 13.280 22U g8

Somrces BCLA, Influcnce of the Common Market on Latin American Economic Development.—
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world would be able to cover only slightly more than one half of

the total import needs. Consequently, there was room for a tenfold
increase in the volume of inter-Latin American trade — at 1955
prices — from some 750 million dollars a year in recent years to
about $8.300 million in 1g75. This would mean that Latin America
itself would supply almost a half of its own import requircments 11
that year. In some industrial commodity groups the percentage
would be even higher (see Table 1). -

Fulfillment of these quantitative objectives would d.cpepd to a
great extent on trade libcralization_within the area. This, in turn,
was considered urgent becausc pilor studies on the relatlonshl.p
between prospects for inter-Latin American trade and economic
development strongly suggested that if a common .markct were
established, development would be mote rapid Ithan if the market
were not organized, “ not only in Latin America as a whole, but
in each of the individual countries of the region” (15). The pro-
gramme to be implemented would have to take into copsllderanon,
of course, the different degrees of productivity charactc::nzmg coun-
tries at various stages of development and accept certain reasonable
disparities in the individual rates of growth.

The project for Southern Latin America

Representing more than half of the inter-regional commercial
exchange in the postwar period, trade between the four southcrg
republics (Argentina, Brazil, Chile, and Uruguay) has a long t-racju—
tion. Although recently certain manufactures have figured in it in
limited volume, in the fifties it still tended to be concentrated on
basic commodities such as wheat, meat, sugar, fats,‘ and -fruits.

" Argentina and Brazil appeared in this market as suppliers, whereas
the other two — Chile and Uruguay — had recourse to t}.lc two
larger neighbours in order to obtain‘ tl}e food.stuffs that. l:.hf:lr own
domestic production supplied cither in insufficient quantities of not
at all. Because of the policies of the respective governments aimed
at attaining self-sufficiency in agricultural products, the prospects
for steady expansion of this type of exchange have never been too
bright, but nevertheless zonal trade played an important role as a

(15) Op. cit., p. 53

g
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source of supply to compensate for domestic deficits. For the same
reason, it fluctuated widely from year to year.

For a long time the trade among the four neighbouring coun-
tries had been governed by a series of bilateral compensation agree-
ments involving the selective use of exchange and trade controls.
Difficulties encountered in bilateral settlements which led to the
decline of trade in the mid-fifties together with the gradual simplifi-
cation of cumbersome systems of controls on trade and payments
made it advisable to seck a revision of existing arrangements, espe-
cially since all four republics were anxious to continue their trade
contacts in view of the serious balance-payments deficits with
the outside world. After having achieved some uniformity in the
bilateral payments arrangements through ECLA'’s technical assist-
ance, they sought a more permanent solution. The formula chosen
was that of a free trade zone. Since Brazil, Chile, and Uruguay
joined GATT in the carly post-war period, it was thought necessary
to follow GATT rules in that respect. The decision to set up a
limited regional trade arrangement was taken at an ECLA-sponsored
expert meeting, in August, 1958; and in the Spring of the following
year, a few weeks before the ECLA Conference in Panama City,
which was to consider its Working Group’s recommendations con-
cerning a Latin American common market, the four republics
finished drawing up a detailed draft of their treaty,

This document, submitted for information at the Panama Con-
ference, stressed the urgency to expand trade among the sponsoring
republics, and expressed the hope that the proposed arrangement
would represent a contribution to the subsequent broader regional
trade integration. It indicated the willingness of the authors to
negotiate a regional common market agreement as soon as details’
were worked out and, in the meantime, invited other countries to
join the proposed free trade zone to be established within a ten-year
period. The draft envisaged trade liberalization by means of annual
8%, tariff reductions for the inter-zonal exchange of goods, so that
after the first three years, 239, of this trade would be totally freed,
50%, after six years, 75%, after nine, and not less than 809/ at the
end of the period. It provided also for standardization of export
and import regimes with respect to third countries and the applica-
tion of the most-favoured-nation clause to all members of the zone,
Escape clauses permitted member countries to impose quantitative
restrictions on products whose domestic production was of major
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importance for the national cconomy or subject to special govern-
mental support measures. Although no specific and additional con-
cessions were offered to the less developed countries, the draft fore-
saw the possibility of temporary arrangements to aid them in foster-
ing certain productive activitics. Payments within the zone were to
be subject to the multilateral scttlements system claborated at the
end of 1958 by a meeting of Latin American central banks’ experts.

The simultancous appearance of two concrete but competitive
proposals forced upon ECLA and the Latin American governments
the necessity to define speedily their respective positions and the
course to be followed. The debates at the Panama City ECLA
meeting made it clear that the southern project had one. basic
" advantage, which represented also a direct threat to the ECLA-
sponsored plans. The southern free trade zone would bave been
established Before the common market. Would the latter be able
to absorb a more limited subregional arrangement in time? Should
the remaining republics establish a similar subregional arrangement
in the northern part of Latin America and try to merge it with the
southern group later on? Would not a temporary division of the
region into two scparate groupings create conditions conducive to a
permanent split, similar to that taking place in Western Europe,
but much more dangerous? Was theré any way to reconcile  two
projects? These were the questions facing the ECLA Secretariat and
leading Latin American cconomists and policy makers during the
summer of 1959. .

The fact that the southern project left adherence to the free
trade zone open to other Latin American republics seemed .to offer
the way out. In the next stage, the four-country project was extended
somewhat by inviting Bolivia, Paraguay and Peru, neighbours of the
original group, to take part in the ncgotiations. Even then, however,
the composition of the expanded group strongly suggested a sub-
regional arrangement. Willing to prove that this was not the case,
the southernmost republics asked Mexico and Venczucla to ‘send
observers to a formal diplomatic conference convoked in Septemnber,
1959 at Montevideo for the purpose of preparing a final draft
of a free trade zone treaty. Both countries accepted willingly, and
Mexico’s President, Adolfo Lépez Mateos, declared during his
South American tour in the closing weeks of 1959 that his country
would accede to participation in the free trade zone together with
its original sponsors. By that time, the Treaty draft had been
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expanded by inclusion of various important features of the plan
which originated with ECLA Working Group on the Common
Market. It embodied detailed provisions on the treatment to be
granted to the less advanced countries, its reciprocity and escape
clauses had been clarified and redefined, and the chapter on
expansion of trade and economic complementarity were considerably
strengthened. The final draft of the Treaty, however, followed
with very few changes the main operative parts of the southern
project governing the mechanism of the free trade zone, the timing
of trade liberalization and similar decisive points. Because of the
vehement opposition of the International Monetary Fund, the
solution of the payments problem was left in abeyance.

The negotiators agreed that adherence to the Treaty would be
open to all republics in the region, and that on the expiration of
the twelve-year term, the member countries would “initiate the
necessary collective negotiations with a view to fulfilling more
f:Hectively the purposes of the Treaty and, if desirable, to adapting
it to a new stage of economic integration ”. Thus, the final formula
accepted by all seven sponsors has all the characteristics of a compro-
mise. Some say that its most important virtue consists of avoiding
a political and economic split in Latin America on the occasion of

the first serious attempt to create conditions for longterm regional
economic cooperation. '

GATT and the International Monetary Fund: opposite attitudes

The attitudes of the General Agreement on Tariffs and Trade
towards Latin American integration efforts and that of the Interna-
tional Monetary Fund were and are diametrically opposed: the first
on many occasions demonstrated an understanding of the objectives
of the programme and a willingness to cooperate, whereas the
second took a position of doctrinal and vehement insistence on the
“sacred rules” of international trade and finance (16).

(16) “The conditions impesed on the underdeveloped countries by the L.M.F., seen
through the eyes of the outside observer, have rup teo much in the tradition of the banker
and too little in the tradition of the entreprencur, They have too easily subordinated the
objectives. of growth to thase of stability. There are times, of course, when stability of some
sort is a prerequisite to growth. But there are times, too, when growth is the instrument
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Four out of the scven of the original participants in LAFTA
had long been GATT members, and Argentine was considering
such step sifice 1958, This explains why care was taken during
the negotiations of the Montevideo Treaty to approximate it as far
as possible to GATT rules concerning regional trade arrangements.
It was officially known that for onc principal reason the GATT
Secretariat had not been ready to give favorable consideration to
projects which emanated in 195859 from the ECLA Working
Group: these proposals were envisaging a two-stage approach to
the trade liberalization programme and provided a detailed defini-
tion of the mechanism for the implementation of the first ten-year
stage only. GATT argued that this might result in the establish-
ment of a preferential system without any assurance that it would
eventually become a free trade zone. GATT’s cbjections to the
carly versions of the project drafted by the four southern countries
were Jess fundamental in nature, and subsequent contacts and
discussions between the Latin American members of the organization
and the GATT Secretariat were most amicable since GATT was
doing its utmost to make allowances for the regions’s special diffi-
culties in the field of trade and economic growth.

GATT was kept informed at all times regarding the progress of
regional negotiations, and an early draft of the Treaty providing
for a free trade zone was submitted for information by Brazil,
Chile, Peru and Uruguay at the Fifteen Session of the Contracting
Partics of GATT, held in Tokyo in the fall of 1959. In 1960, in
responise to the official presentation of the Montevideo Treaty to
GATT, the latter’s Secrctariat prepared a long questionnaire to be
filled in by LAFTA members. Upon its return, a GATT working
group was set up for the purpose of analysing the relative compati-
bility between the two legal instruments, Following precedents
cstablished in the case of the Treaty of Rome and the Stockholm
Convention, the Working Group recommended that note be taken

of the Latin American arrangement and of the willingness of its -

participants to follow GATT rules governing free trade zones and

customs unions; however, final judgement as to whether the Treaty
was fully compatible with Article XXIV of GATT was to be held

through which balance is eventually achieved ™ — wrote a Harvard scholar, Prof. Raymonp
Veanon, not long age — in % A Trade Policy for the 1960’s ®, Foreign Affairs (New York),
January xo61.

-
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in abeyance subject to further study. This ruling — GATT declar-
ed — “should not prevent the signatories of the Montevideo Treaty
from proceeding with the implementation of the Treaty after its
ratification ”, .

That this ruling should not be construed as reflecting a hostile
or indifferent attitude towards LAFTA was confirmed in very clear
terms by the Assistant Secretary of GATT, Jean Royer, at the ECLA
Conference held in Santiago in May, 1961 (17). Royer declared
that:

“We are gratified at the entry into effect of the Montevideo Treaty
which responds to the twofold endeavor to found Latin America’s eco-
nomic development on a broader base without affecting its trade with
the industrial countries. Thanks to close cooperation between the ECLA
and GATT Secretariats, it has been possible to climinate the numerous
obstacles that had arisen, remedy situations that at times were too strict,
and facilitate recognition by the Contracting Partics in the General Agree-
ment, of the Treaty signatories’ right to execute the Latin American
integration project while simultaneously maintaining the benefits of the
mostfavored-nation clause for their exports, The Contracting Parties are
particularly grateful to the Montevideo Treaty signatories for their efforts
to adapt their association to GAT'I" rules with regard to the establishment
of free trade zones. GATT is not motivated by a doctrinnaire spirit when
stating its conviction that the association has taken on the form of a free
trade zone and not that of a preferential agreement...”.

Efforts to stimulate inter-regional trade trough multilateral
handling of payments predate the crystallization of the idea of Latin
American economic integration. In late 1956, the ECLA Trade
Committee recommended that monetary authorities in the region
seck a way to establish gradually a multilateral payments system
which would take the place of existing bilateral agreements and
facilitate commercial transactions between non-convertible currency
republics of the South and the northern republics belonging to the
dollar zope. A standard bilateral agreement, worked out by a
group of eight South American central banks in mid-1g57 under
ECLA auspices, and adopted by Argentine, Bolivia, Chile and
Uruguay, subsequently brought some measure of uniformity into

(17) Translated from the Spanish text distributed by ECLA Sccretariat at the Third
Conference of the ECLA Trade Committee on May 8, 1961, Documento informativo n. 3.
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the payments situation in the region, but was considered by all
the parties concerned only as a preliminary and interim solution.
At the end of 1958 another central bank conference was held

in Rio de Janciro to study ECLA proposals for a multilateral settle-

ments system, and, eventually, for the establishment of a Latin
American payments union. The success of any action in the field
of regional economic cooperauon declared the ECLA paper sub-
mitted to that meeting (18) “ will depend largely on effective colla-
boration in two interdependent and, for the purpose at issue,
indivisible fields: payments and trade policy”. In view of the
absence of convertibility in most of Latin America, plus the general
shortage of hard cuirencies and wide fluctuations in intra-regional
transactions, ECLA supported the early creation of a mechanism
for the multilateral compensation of bilateral balances in the area,
to be ultimately replaced by a payments union, The first-stage
agreement would provide for the compensation of outstanding
balances originating from bilateral trade transactions, under a
system similar to that which was put into effect in Western Europe
between 1947 and 1950 to prepare the way for the European Pay-
ments Union. The Latin American payments union proper was to
have been established after the interim arrangement had been in
operation for a few years and provided that trade between members
under the stimulus of increasing liberalization had become substan-
tially free from restrictions and discrimination.

ECLA insisted that it was not premature to conduct a preli-
minary examination of the feasibility of completely multilateral
regional operations in view of emerging plans for the formation of
a regional market: “If.., the regional market is to be open to all
Latin American countries, one sine-gua-non of its operation will
be the existence of a multilateral payments regime under which the
participants would incur no exchange risks, Hence, while still
allowing prudent advances to be made towards the establishment of
a common market, an analysis of the essential aspects of the multi-
lateral payments regime proper will help to clarify certain problems
which must gradually be solved before the regional market is
established ” (1g).

(18) ECLA Trapy ComMITTss, Payments in Inier-Latin American Trade, paper submitred
w the Sccond Session of the Central Banks Working Group, Rio de Janeiro, November 24-
December 4, 1958, p. 3.

(1) 1bid., p. 11.
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Concrete proposals for sctting up a regional system for multi-
lateral settlements of bilateral trade balances (along the lines of that
still operating today — under the management of the U.N. Eco-
nomic Commission for Furope and covering bilateral transactions
between Western and Eastern European countries) were submitted
in the namc of a group of the republics to the ECLA Trade
Committee Conference at Panama City, with the understanding
that such an arrangement would be followed by the creation of a
payments union in some more distant future, The plan was rejected
in toto by the TMF representatwcs who considered it completcly
superfluous and unacceptable in view of the recent progress in the
area towards convertibility and liberalization of trade and payments.
The five main objections raised by IMF were as follows:

1. Latin American bilateral trade is much smaller than that
which took place in Europe immediately after the end of the war;

2. The danger that the suspension of bilateral trade would
lead to the large scale unemployment present in post-war Europe
does not exist in the case of Latin America;

3. Multilateral settlements are even less necessary in view of

the recent return to convertibility in Argentina, Bolivia, Chile,

Columbia, Paraguay and Peru;

4. Bilateral payments agreements in force in the region could
be easily substituted by direct arrangements between central banks
and other financial agencies;

5. Establishment of a paymcnts union would easily result in
the perpetuation of bilateralism “even though that might not be
the intention of its authors ”

IMF’s negative attitude to any solution of payments problems
in the region other than settlement in freely convertible currencies
became even more vechement at the next meeting of the central
banks in February, 1g60 when a final attempt was made by the
sponsoring countries and ECLA to incorporate measures providing
for the solution of regional payments problems into the free trade
zone treaty. All but one (20) of the participants in that Conference,
which was held in Montevideo, were willing to support the revised

(20) Peru, a country with persistent trade surpluses with the rest of Latin America.
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and expanded ECLA proposals (21) but IMF stood fast in defense
of its position that the proposed Latin American free trade area
must be accompanied not by an areca-wide compensation system with
automatic or semi-automatic arca credits, but by a system of settle-
ments in freely convertible currencies. IMF was perfectly aware
of its strength in dealing with the sponsors of the integration
programme, as the majority were in the midst of stabilization
programmes sponsored and financed by the Fund. Under these
circumstances any “rebellion ” against IMF conditions was clearly
impossible. The issue was shelved by agrecing on the formula that
the problems involved required further study. No studies were
initiated afterwards, however, notwithstanding the fact that in the
meantime the Montevideo Treaty had been signed and ratified and
became effective as of June 1, 1961. There was actually no need
for them since IMF’s position continued without the slightest change
as witnessed by the following brief reference to LAFTA made by
the IMF representative at the ECLA Conference last May in
Santiago: '

* With respect to the payments difficultics which the regional market
may create, I am convinced that as long as the countries persevere in
their stabilization efforts and in the defense of the convertibility and
stability of their currencies, the Fund will give sympathetic consideration
to the possibilities of financial aid aimed at eliminating these difh-
culties ” (22).

It is fairly casy to refute the IMF line of rcasoning at the
Panama meeting:

1. A comparison of the magnitude of bilateral trade in Europe
in the late forties with current inter-Latin American trade makes
little sense, if one assumes that the purpose of a regional free trade
zone is to stimulate such trade to the utmost.

{21} In their search for compromise ECLA experts proposed as an alternative an arran-
gement, defined as an # posteriors system of credits, providing for seitement of current opera-
tions in dollars and the deposit in the payments agency at certain intervals of a part of the
trade surpluses of creditor nations. These funds, in turn, would be placed at the disposal
of the debtor countries in the form of loans.

(22) Translation from the Spanish text of a speech made at the Third Session of the
ECLA Trade Committee in Santago on May g, 1961, by the IMF representative, Joreh
oeL Canro (Docwmenio Informative #. 1z, p. 3)

—
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2. The mention of the absence of the danger of unemployment
in the event of the suspension of bilateral trade in the area must
have been based on the curious belief that Latin American economies
function on the basis of full use of their resources.

. 3. It is assumed erroneously that convertibility achieved in
the past few years in certain Latin American countries is the same
in substance as convertibility of the dollar or the Deutsche mark.

4. The direct arrangements proposed are based on the avail-
ability of high exchange reserves in individual countries and only
slight fluctuations in intra-regional trade — both of which assump-
tions are readily contradicted by IMF statistics themselves.

5. If the establishment of a payments union leads to the
perpetuation of bilateralism, then the E.P.U. was an unfortunate
and retrogressive incident in Europe’s progress towards freedom of
trade and convertibility,

‘These and other counterarguments were used by Latin American
experts and outside- observers as well (23). The recent paper of
the U.N, FEconomic Commission for Africa points out that the

need for incorporation of a multilateral payments system into the

free trade zone project in Latin America stems from one extremely
important fact, which the IMF has never been able to deny: the
persistent shortage of hard currencies in the entire region. The
over-all liquidity position of Latin America continued to weaken
throughout the fifties measured in terms of both the relative
participation of the twenty republics in world gold and foreign
exchange reserves and the relationship between reserves and im-
ports (24).

The very recent improvement in that respect for which IMF
takes full credit, is of a purely statistical nature, since it fails to
take into account the tremendous increase in' the external debt of
the major Latin American countries, a phenomenon which in the
log run completely nullifies the moderate improvement in the reserve

(23) See Swoney 8. DErk, Problemas de un mercado comin en América Lating, CEMLA,
Mexico, 1959, especially Chapter VI, “ Sistema de Pagos - Problemas Generales *, pp, 133-152;
and U.N. Fconomrc CoMMIssioN Por Aruica, The Significance of Recent Common Market
Developments in Latin dmerica, Addis Abeba, December 1g96c, pp. 75-82.

(24) For details, see Aspectos Monetarios de las -Economias Latino americanas, 1959,
CEMLA, Mexico, 1960, pp. 86-98.
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position of certain of the republics. The “ dollar glut ” which took
the place of the “dollar shortage” in the industrial part of the
world economy in the past four years did not unfortunately become
any major headache for Latin Americans. Quite the contrary, the
region is worse off today with respect to the availability of hard
currencies than it has been at any other time in the postwar period.
Were this not the case, there would be no point in the U.S.
Government’s organizing and expanding emergency aid programmes
to Latin America or, indeed, in the proud assertion of the Fund
itself to the effect that its financial assistance to the region is growing.
If Latin America were not continuously facing balance-of-payments
ctises of varying intensity, there would be no reason for individual
republics to condition their return to covertibility to acceptance by
the Fund of measures in the field of exchange and trade restric-
tions (25) — which in many cases render the convertibility announce-
ments quite meaningless.

The ECA study quoted above leaves no doubt with respect to
the impact of IMF attitudes on the future of the Latin America
integration programme (26):

“Tf the Latin American countries all had very large reserves of gold
and foreign exchange, they could, perhaps, afford to face the prospect of
temporary balance-of-payments deficits arising from liberalization of im-
ports without undue concern. For their gold and foreign exchange would
provide them with the margin of time needed for corrective measures
dealing with the basic causes of such deficits to take effect... Tt therefore
appears that for many countries in Latin America, the reduction of trade
restrictions may be incompatible with full payments in convertible cur-
rencies. If they are to pay wholly in dollars for their imports from other
countries in the area, they may find themsclves compelled to maintain
restrictions on trade with one another not less severe that the restrictions
which they employ in trade with the rest of the world. In other words,
given the existing foreign exchange position in Latin America, the conduct
of intra-regional payments on the basis of complete settlement in gold
and dollars would defeat the whole purpose of a common market by
making the liberalization of trade impossible, or at least very difficult”.

{28) Every conceivable radonalization is applied to these measures, so that the IMF
Articles of Agreement appear to be fulfilled to the letter.
(26) ECA, The Significance of Recent Common Market Developments in Latin America,

p. 76.
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The United States and Latin American integration efforts

In contrast to the wholehearted support extended since the
inception of the Marshall Plan to the concept of European economic
cooperation and the active assistance given later to the European
Economic Community, the U.S. attitude towards Latin American
integration cfforts during the years preceding the advent of the
Kennedy Administration was ambivalent, to say the least.

“To date — one of the Democratic leaders in the U.S. Senate, Mike
Mansfield, wrote a few weeks before the signature of the Montevideo
Treaty — *the Administration has taken the view that a common market
in this hemisphere is a Latin American affair. While the idea has not
been discouraged, little has been done to encourage it.. The present
concern of Latin America with the common market concept affords the
U.S. one more opportunity to end the downward spiral in inter-American
relations. What is needed is a policy initiative which is at once dynamic,
understanding and creative, Unless we act promptly in displaying that
initiative we shall leave the impression, as we have done so often in the
last few years, that we are little concerned with Latin America’s interests
unless we are prodded and shocked. Should that impression once again
take hold in connection with the American common market concept, any
subsequent positive action on our part will be stripped of much of its

value’” (27).

It is true that at various inter-American meetings held between
1958 and 1960, the United States joined the Latin American
countries in passing a number of resolutions expressing support in
general terms of the idea of regional trade cooperation, But these
resolutions and declarations always spoke of the advisability of
establishing regional common markets and not the Latin American
common market 2s proposed by ECLA. .An excerpt from the final
official communiqué from the Inter-American Conference of Fo-
reign Ministers, beld in Washington in September, 1958, gives an
example of a formula acceptable to the U.S. It declares that:

“It would be well for the governments directly concerned and the

international organizations directly interested, chiefly the Organization of

{27) Sen. Mixg Mansrigzp, “ Common Market for Latin America ”, The New Leader
(New York), January 25, 1g6o, p. g.
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American States, the Economic Commission for Latin America and their
Organization of Central American States, to expedite their studies and
concrete measures directed towards the establishment of regional markets
in Central and . South America” (28).

Although Harold M. Randall, the U.S. delegate to the ECLA
Conference in Panama in 1959, declared that “ we are not trying
to decide whether the Latin American countries prefer one or more
common markets ”, and “any alternative can be beneficial so long
as the market or markets are established on a competitive basis ”,
the impression prevailed for long time all over Latin America that
since it was doing nothing to encourage Latin American integration
on a truly regional scale and as a rule used the term common
markets, the U.S, was not interested until very recently in anything
exceeding loosely linked subregional trade groupings in the area.

Ofhicial U.S. documents and the writings of leading U.S. experts
in hemispheric affairs abound in circumstancial evidence that until
the middle of 1960 the United States looked upon integration efforts
with a mixture of ideological disapproval and deep distrust. This

attitude had some roots in the basic clash of interests ably described -

in a paper prepared for the U.S, Scnate Committee on Foreign
Relations by a private rescarch institution, the National Planning
Association, and released in Washington in the summer of last
year. The study refers in the following terms to the general
framework of U.S.-Latin American * economic relations in the
postwar period :

“The intensity of their [Latin America’s] desire for development,
diversification, and higher standards of living, in the face of changing
market conditions abroad and instability in terms of trade, has created
issues involving fundamental principles of trade and finance which do not
have the same historical significance and the same practical implications
for underdeveloped countries that they have for industrialized countries...

(28) Quoted from the full text published in T'he New York Times, September 25, 1958,
italics added, The approach consisting of putting the Central American Common Market
and LAFTA on the same level and discussing thejr respective advantages and disadvantages
in comparative terms persists in the U.S. to this day. It gives crigin to a feeling of frustration
among the LAFTA supporters who make a clear distinction between. the regional character
of the Free Trade Area and the subregional objectives of the Central American scheme. It is
generally assumed in Latin America that with the progress of LAFTA, Central American
republics will join it cne day as a group.

Qe
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“T'he bastc issues between the United States and the countries of
Latin America which began to project themselves during the early period
of postwar readjustment to peacetime hopes and plans centered in the
field of economic and financial policy. These precluded agreements on
economic principles at Bogota in 1948 and again at Buenos Aires in 1957
and consistently erected obstacles toward finding solutions to the economic
problems of the hemisphere” (29).

The lack of interest is also closely related to U.S. attitudes
toward ECLA (30) which for many years was considered by many
in the United States as an intruder into hemispheric affairs, a
defender of dangerous statist tendencies and a competitor of the
Organization of American States. During the conservative Repu-
blican Administration in Washington, proposals coming from, or
sponsored by, ECLA were considered by virtue of that very fact a
continuous incitement to Latin American countries to . gang up”
against the U.S, in order to force economic and other concessions
which the latter was not willing to grant to the republics separately.
These attitudes were further strengthened by the thinly disguised
fear of influential U.S. foreign trade interests that expansion of
intra-regional trade in Latin America would be detrimental to
U.S. exporters. The absence of interest in Latin American economic
development problems among U.S. economists and political scientists
did not help to dispel this fear (31). .

Thus, the statement to the effect that “ U.S. policy toward the
formation of Latin American regional markets has been favorable
provided the proposals meet certain standards” (32) calls for a
detailed definition and analysis of such. conditions. They were
prescnted in Washington in February 1959, by U.S. representatives
in a working group of the Committee of Twenty One, an ad-hoc
organ of the Organization of American States, in the following
general terms:

(25) U.S. Sewats, United States-Latin Amevican Relavions. Compilation of studies pre-
pared under the direction of the Sub-Committee on American Republic Affairs of the Com-
mittee on Doreign Relations of the U.8. Senate, Washington, D.C., August 1960, p. 525.

(30) On this subject, sce a section of the same volume dealing with U.5. pelicies in
international organizatiods concerned with Latin America, pp. 3525-535. ' ’

(3x} This eriter is not aware of any serious U.8. article or discussion of Latin American
economic integration problems before mid-1g6e, the date on which the Council on Foreign
Relations set up a study group, to analyze the Montevideo Treaty.

(32) United States-Latin American Relations, p. 467.
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1. Regional market arrangements should aim at trade creation and
increased productivity through broadening opportunities for competitive
trade and should not simply be trade-diverting. This means that the
arrangements should provide for trade liberalization in all commodities
+~ not just those in which members are competitive with non-members -
and that duties and other restrictions applied by members of a regional
market to non-members should not be higher or more restrictive after
the formation of the market than before.

2. The arrangement should provide a definite schedule for the gradual
elimination of virtually ali barriers to intraregional trade, and this process
should be completed within a reasonable period of time, The U.S. Govern-
ment does not favor an arrangement that provides simply for regional
preferences with little more than a vague hope of eventually creating a

, free trading regime.

3. The arrangement should be in accordance with the principles of
GATT (art, 24) for the creation of a free trade area or customs union
and should be submitted to GATT for approval. This is believed to be
important not only because the GAT'T rules are in accordance with U.S.
views with respect to regional trading arrangements, but also because
agrecments of this kind must be reconciled with the general agreement
in order that the effectiveness of the GATT and the orderly system of
world trade established under it may be preserved. If the Latin American
countries were to set up their own arrangements without GATT blessing,
it is feared that the whole GATT machinery might break down as a
consequence of a proliferation of special regional preference systems all
over the world. Latin American members of GATT include Brazil, Chile,
Cuba, Dominican Republic, Haiti, Nicaragua, Peru and Uruguay. It is
believed that inclusion of the regional trade organization in the GATT
would also facilitate negotiations for a gradual reduction of trade barriers
with non-members on a reciprocal basis. This is in accordance with the
principle that regional arrangements should represent a step in the direc-
tion of worldwide trade liberalization.

4. Regional trade arrangements should aim at increasing the degree
of competition within the area. This means not only that all or virtually
all commaodities should be freed from restrictions on interregional trade,
but that exclusive monopolistic privileges should not be given to particular
industries or that there should be no control agreements preventing com-
petition. Not only it is believed that intraregional competition will in-
crease productivity and investment within the area but that these condi-
tions will also help to induce private foreign investment.

5. Regional arrangements should provide not only for free trade in
commodities but also for the free flow of labor and capital in response
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to economic forces. Labor and capital should be free to move to places
where they will be most productive. In this way, it will be possible to
achieve the maximum benefits from economic integration.

6. Any regional market arrangement should provide for the financing
of trade with convertible currencies. Neither bilateral payments agree-
ments nor a restrictive regional payments regime, which involves diseri-
minatien against non-members, is justified.

The statement summarized above and representing the only
detailed and specific definition of the U.S. position to date, embodied
all the “fundamental principles of trade and finance” applied
— albeit only in theory — to relations among economically advanced
countries, It did not contain any trace of willingness to consider
the special problems facing the underdeveloped part of the world. .,
As a result, in many instances it raised non-existing issues, or
proposed solutions for real issues which could not be enforced
because of the nature of the development process in Latin America.

At the beginning of the statement emphasis is put on “trade
creation ” rather than “ trade diversion ”, as though Latin America
with its lopsided and underdeveloped production structure could
really afford to consider such an alternative. It is extremely difficult
to envisage any trade diversion in the case of Latin American
economic integration. Given idle resources (land, raw materials
and labor) in all LAFTA member countries, the expansion of
intra-ragional trade could hardly have a negative effect on the area’s
capability for exporting its traditional primary goods to the rest
of the world. Progressive industrialization should at the same time
offer the area the possibility of creating new exports not only to
other members of the Montevideo Treaty but to the industrial
sector of the world economy. Consequently, the over-all import
capacity of the group would increase in the long run, and the
presence of suppressed demand of tremendous magnitude within
the area would make it possible to go on expanding the over-all
import trade. Thus, the issue of “trade creation™ versus “trade
diversion ” would appear to be completely spurious within the frame
of reference of a trade arrangement involving a group of under-
developed countries in Latin America, .

For the purpose of “ trade creation ™ and increasing productivity
through broadening opportunities for competitive trade, arrange-
ments should be made for trade liberalization in 4!/l commodities,

e
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according to the U.S. position. In the first place, not even the
European Common Market fulfills this condition; and, secondly,
both the very low mobility of resources and the scarcity of capital
and technology characteristic of the less developed countries preclude
the acceptance of such a condition, Following this advice would
play havoc with the industrial structures — always precarious —
that were created before the establishment of the regional trade
grouping. Furthermore, no democratic government in Latin Ame-
rica or elsewhere could embark on such an operation without
risking a political crisis at the very least, or overthrow by force, in
less favorable circumstances.

The next assertion that unless a regional trade arrangement is
not completely in accordance with the principles of GATT “the
whole machinery might break down as a consequence of a prolifera-
tion of special regional preference systems all over the world *, may
be answered easily with two counterarguments: (a) it might well
be that GATT itself needs overhauling if regional trade groupings
of countries engaged in a development effort do not fit into it;
and (b) since the regional trade arrangements should in the long run
bring about an expansion of world trade and welfare, they should
not be considered as negatively affecting “the orderly system of
world trade ”, unless this last expression is to be construed as
meaning the preservation of the present division between industrial
goods exporters and primary goods producers.

As far as increasing the degree of competition within the area
is concerned, one would assume and hope that. this would be the
case in any regional trade arrangement involving the less developed
countries, ‘The sheer increase in the size of the over-all market
would make possible the functioning of more than one optimum
size plant in a number of industries. The limited size of individual
markets in Latin America is in itself very conducive to monopolistic
practices. On the other hand, there is little proof, at least in this
part of the world, that increasing competition is a factor which
induces private foreign investment. Monopolistic tendencies seem
to characterize any large dynamic enterprise whatever the nationality
of its owners or executives.

No regional arrangement in Latin America can provide for the
free flow of labor and capital now or in the foresceable future “in
response to econtomic forces ¥, All the Latin American republics are
presently labor surplus areas in terms of open or disguised unemploy-

bty
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ment, and the population explosion is the region’s most serious
worry, A free movement of capital within the area would clearly
lead to concentration of industrial growth in the more advanced
zones that are better endowed from the standpoint of substructure,
thus accentuating intra-regional differences in development levels.
On the contrary, the scarcity of capital resources and the needs of
the least developed Latin American republics make it nNecessary to
devise special mechanisms for directing new capital resources of
domestic and external origin into certain activities and areas.

Finally, the U.8, position that “ncither bilateral payments
agreements Nor a restrictive regional payments regime, which in-
volves discrimination against non-members, is justified ” amounts
in practice to rejection of payments and credit arrangements of
any type. It is divorced from Latin American reality and represents
a very serious obstacle to all present integration programmes.

The conditioning the U.S, support for Latin American common
markets upon the fulfillment of specific standards was accompanied
occasionally by private proposals asking for a * hemispheric common
market ” including the U.S. and even Canada. The lack of response
and interest in Latin America to these ideas as expressed by Nelson
Rockefeller among others, was often taken as another proof that
Latin American projects were — at least in political terms - aiming
at weakening U.S. links with the rest of the continent (33).

Sometime during the year 1960, under the impact of the Cuban
events and growing signs of anti-American feeling in other parts
of Latin America, the United States started reappraising its postwar

{33) The National Planning Association paper quoted earlier approved of Western Hemis-
phere integration proposals, declaring that in the framework of the cold war *the nation of
the Western Hemisphere may find themselves becoming more and more dependent on one
another as sources of supply and as markets *, In conmsequence, * acceptance of the goal of
increasing Western IHemisphere integration by the United States, Canada and the Latin
American states would do much to increase hemisphere morale and to improve hemisphere
relations in the shart term as well as to foster progress toward the long-range objective ™.
United States-Latin American Relations, pp. 429-430.

The N.P.A. position is currently losing supporters in the U.S, as suggested by an
article by Prof, LvcoLw Gorbon from Harvard University  Economic Regionalism Recon-
sidered », World Poljtics (Princeton), January 1961, pp. 231-253: [The proposal for a Western
Hemisphere common market or free trade area]... is neither desirable nor feasible, It would
cut across the developmental aspirations of the industrializing natiens of Latin America,
nations whose governments differ in many economic policies but agree on the importance
of protecting their infant industries from being throttled at birth by massive American com-
petition, The very proposal would raise charges of a new form of economic imperialism
from the  Yankee colossus of the north .
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cconomic policy towards the region. Within that over-all reappraisal

— which became evident in the months preceding the inaguration
of the new Administration — U.S. scholars made some initial effort
to.analyze the doctrinal premises of integration plans for the purpose
of finding out why Latin Americans attach so much importance to
these programmes and tend to reject summarily the standards set by
the United States.

In some instances these scattered U.S. voices showed a willing-
ness to admit that, contrary to general belief, Latin America and
other underdeveloped regions press for regional economic integra-
tion not for the purpose of “ganging up™ against the U.S. or
because of immaturity or a perverse compulsion to violate the sacred
rules of free trade, but because of necessity.

“All of the underdeveloped nations”, wrote one of the U.S. Presi-
dent’s advisers on Latin American problems (34), “ are rightly preoccupied
with economic development as one of their major objectives. All want
to diversify their economies, to improve agricultural productivity and to
industriatize... It can be predicted with some assurance that most or all
of these countrics will seek to promote industrialization through protec-
tion of domestic industry from foreign competition... In these circum-
stances the realistic question is whether such protection will be based on
the very small markets of the individual sovereign units, leading inevitably
to inefficient small-scale production and the frustration of many develop-
mental opportunities or whether it will be on a regional basis with some
promise of adequate ‘market size and investment scale, and even some
hope for competitive pressures within the regional areas. These are the
most pressing reasons for fostering deliberately a form of © developmental
regionalism’... Desirable as they might be, it is unlikely that many under-
developed countries will be prepared to joining full-fledged customs unions
or free trade areas... -A practicable policy of developmental regionalism
will have to devise more limited forms of integration ™.

By the spring of 1961 this new attitude spread to the muore
progressive U.S. business circles, as witnessed by the following very
recent statement by the Committee for Economic Development (35):

(34) Livcor¥ Gorpow, “ Economic Regionalism Reconsidered ¥, p. 248.

(35) CED, Cooperation for Progress in Latin dmerica. A Statement on National Policy
by the Rescarch and Policy Committee of the Committee for Economic Development, New
York, April 1961, p. 3s. .
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“The United States should encourage the movements toward econ-
omic integration in Latin America... Many of the Latin Americans do
not subscribe to the General Agreement on Tariffs and Trade and we
should not expect their regional arrangements to conform to the provisions
of the GATT governing free trade areas and customs unions”.

At present the following propositions related to Latin American
integration cforts are mceting with a slowly growing acceptance
in U.S. intellectual circles:

1. The purpose of trade regionalism in less developed regions
is to foster economic growth,

2. Individual national markets are insufficient to support
many types of modern industry or to encourage the degree of
specialization necessary for increased output.

3. Recent trends in trade between primary products and
industrial countries would not appear to guarantee to the underde-
veloped countries, at least in the immediate future, sufficient
external revenue to finance individual industrialization efforts even
when such an endeavor is otherwise feasible, '

4. Neither can external financial aid in the form of credits
and grants under present international programs be expected to fill
the gap and provide resources for the development of these regions.

5. Common effort aimed at expanding present, and creating
new, regional trade can have an important development effect and
contribute to world welfare, since integration would diminish the
discrimination resulting from trade barriers and the domestic
cconomic policies of the countries participating in such regional
trade groupings.

0. Present GATT rules were set up for the advanced countries.
As far as customs unions and free trade areas are concerned, they
might possibly work also in the case of groupings of the extremely
underdeveloped nations on the opposite end of the scale; however,
they cannot be followed by the semi-developed regions.

7. In the case of groupings like LAFTA, the “infant eco-
nomy * argument cannot be lightly dismissed and, consequently,
there is need for a very gradual dismantling of individual protection
policies accompanied by the system of exemptions, escape clauses, etc,

8. The advanced countries, and cspecially the United States
should help regional trade composites achieve their growth objectives
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instead of insisting on their acceptance of standards and rules
pertaining to relations among the industrial centers of the world (36).

‘This slow change described recently by a U.S. scholar (37) as
a shift from the absolutist to the relativist approach towards world
trade problems -- has not as yet found clear expression in official
U.S. policy towards LAFTA (38), although soon after his inaugura-
tion President Kennedy expressed United States support of Latin
American efforts aiming at the ¢ establishment of common markets ™.
Recent debates in the U.S. Congress on the subject of the Social
Development Fund, announced at Bogota last year, and the Second
Annual Meeting of the Inter-American Development Bank held
at Rio de Janeiro in April, have not offered any clues either with
respect to present official U.S. thinking on regional payments and
credit plans, the financing of projects of regional scope, ways of
encouraging inter-Latin American trade, etc. It is trusted that
these issues will be clarified at the forthcoming Inter-American
Conference of T'reasury Ministers, scheduled in Montevideo in
mid-July. Regional integration is one of the three main topics on
the agenda of this new hemispheric economic meeting.

The future of the Montevideo Treaty

There are reasons to believe that before long the Latin Ameri-
can Free Trade Area will comprise all the republics located on the
mainland extending from the U.S. southern border to the Straits
of Magellan, with the exception of six small Central American
states, Colombia and Ecuador officially declared their readiness to
join LAFTA; Bolivia is reported considering doing likewise at an

(36) “ One can say of these regional trade arrangements only that they offer an oppor-
tunity for the speed-up of growth, but not an assurance that the speed-up will occur. If in
their development they offer wider markets, more opportunities for specialization, more
diversified sources of credit and a muldplication in sources of supply, the growth objective
will be closer at hand. 'The influence of the United States should be used to ensure that the
arrangements work in that direction ®. RawmoNp VEmnow, * A Trade Policy for the gbo’s ™,
Foreign Affairs (New York), April 1g61.

(37) Bera Batassa, “Towards a Theory of Economic Integration™, Kyklos (Basel),
Vol. XIV, 1961, pp. 1-17.

(38} The fact that the U.S, Delegation at the ECLA Trade Committee Conference at
Santiago, Chile in May 1961 did nct make any positive contribution to the long debate on
problems related to the implementation of the Montevideo Treaty is regarded as a reflection
of the lack of an officially redefined position.
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early date, and even Venezuela’s eventual adherence is much more
probable now than in the past in view of the unfavourable interna-
tional oil picture which may force that country to speed up diver-
sification of its economy or risk collapse (39). .

The success of the regional trade liberalization programme will
depend much more on its growth in depth, ie. increase in the .
number of commoditics covered, than on its further geographical
expansion. Data contained in Table II suggest that the expansion
of the existing trade which is highly concentrated in a few com-
modities offers limited opportunities even for the southernmost
republics. A Tew years ago, in the case of five out of the seven
initial signatories to the Montevideo Treaty, five products accounted

for zewo-thirds or more of imports from the present Free Trade
Arca (40).

COMPOSITION OF TRADE WITHIN LAFTA IN rgs57-1958 Tapes 11
BY MAJOR COMMODITIES

(fmports e.4.f.)

Percentage
) L of total Imports
Tive major imports in order of importance from the area,
average
B for 1957-1956
Argentina . . . ., . Semi processed wood, coffee, bananas, tim-
ber, mate . . . . . . . . . . . 74.8
Beazil . . . . . . Wheat, fresh froits, nitrate, barley, olive oil 82.8
Chile . . . . . . Sugar, cotton, livestock, coffee, mate . . . 1.5
Mexico . . . . . . Tannin extracts, fertilizers, chemicals, books,
fishmea! . . . . . . . ., . .. 50.0
Paraguay . . . ., . Wheat, wheat flour, edible oils, edible fats,
livestock e e e 32.0
Peru . . . . . . Wheat, meat, edible fats, butter, fertilizers . 64.0
Urnguay . . . . . Sugar, mate, timber, coffee, cotton . . . . 65.1

Source: Based on data presented in BCLA, Composicidn de importaciones desde la Zona de Libre
Camercio, por pafres.

(39) Venezuela represents a special case hecause of its completely artificial domestic cost
and price structure, making any Venezuelan manufactures highly non-competitive, The argu-
meat that joining LAFTA at this time would open that country to a devasting competition
from other Latin American producers without offering it any expart outlets is very convincing.

(40) A recent ECLA compilation of the intra-regional trade based on national import
statistics of LAFTA members lists 160 tariff items. The ten leading ones — wheat, semi-
processed wood, coffee, sugar, mate, bananas, timber, cotton, fresh fruits and crude ofl —
represenited in 1057-1958 71,7% of the zonal trade, and the first three (wheat, semipracessed

-wood and coffee) 47%.
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In addition, although substantial in regard to some commodities
the existing trade is of marginal impostance when compared with
the total value of imports in the case of all the LAFTA members
except Paraguay, where it represents about one-third of the external
merchandise purchases. In the extreme case of Mexico, it is of no
importance whatsoever, accounting for 0.25%, of the total import
trade.

R TasLe III

TRADE AMONG LAFTA MEMBERS AND THEIR WORLD IMFORT TRADE

AVERAGE FOR 1957-1958

{imports ¢.i.f. in million of dollars)

I;“rﬁﬁfszﬂgf cg:,itl:{;c Imports from the world

Argentina . . . . . . o . - 173.60 1.271.5
Brazil . . . . . . . . . 109.9 1.420.5
Chile . . . . . . . o 50.0 428.0
Mexico v . v v v 0 e e e s 2.8 1.141.0
Paraguay . . - « . .« . o . . 10.5 35.0
Poru . . . o 21.9 367.6
Urnguay . . . . .+ - . .« . . 33.5 203.0

Totval . . . . . . . 402.2 4.867.2

Sotiree: BCLA and IMF, Imternaional Financial Statistics.

Opinions have been recently expressed in some quarters that
by making a distinction between the existing and the potential trade
and by committing firmly the participating countries to liberalize

only the first, the Montevideo Treaty seriously limits the possibi-

lities of overall trade liberalization,

“The fact that goods that are not actually traded between the seven
countries — the Federal Reserve Bank of New York declared in late
1960 (41) — need not enter into the annual negotiations may permit the
exclusion from the free trade area of the most highly protected products
— those on which existing tariffs arc so high as to shut out imports
completely ~— and of goods that have not entered into trade by the end
of the twelve-years period because they are still not manufactured in suf-
ficient quantity in the region. The participating countries’ intention of

(41) © The Emerging Common Markets in Latin America ', Federal Rescrve Bank of
New York Monthly Review, Vol. 42, No, 9, September 1660, pp. 154-160.

e
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including products not already traded within the area in the liberalization
program is stated in the treaty, but since the implementation of this goal
is left entirely to future negotiations, the Montevideo Treaty could fall
short of its major goal of clearing the way for new trade”.

Although it is true that the language of the Treaty in this
respect leaves room for various interpretations (42), unquestionably
its basic premise is that subsequent negotiations will result in an
enlargement of the number of commodities or tariff items to appear
on both national schedules and the common schedule, without
distinction between the existing and new trade. Article 10 of the

‘Treaty declares that the purpose of annual negotiations “shall be

to expand and diversify trade” (italics added) and Article g states
that the percentages governing periodical liberalization goals “ shall
be calculated on the basis of the average annual value of trade
during the three years preceeding the year in which each negotiation
is effected ”. Furthermore, it is known that the interested govern-
ments included in their first lists of products to be negotiated this
summer not only goods presently traded but all the domestically
produced offering prospects for exports to the area. It is to be
expected that later on negotiators will submit additional lists of
commodities whose production might be initiated in the interim
and will be willing to consider import concessions on goods the
demand for which was previously non-existent. In short, the stress
being put in some non-Latin American quarters on the Treaty’s
possible limitations rather than its possibilities, seems to originate
from a belief that the countries which joined LAFTA are only
interested in getting out of this arrangement all possible unilateral
advantages. It is difficult to envisage how any international trade
arrangement, however perfectly worded, could function under such
circumstances. Besides, this pessimistic attitude does not take into
account a long history of negotiations preceding the establishment
of the free trade zone in which a considerable amount of good will
and common sense was demonstrated by all participants. '
The possibilities of the new trade are not limited to industrial
goods. Although the existing agricultural trade among the LAFTA
members could hardly be expanded significantly, the inclusion in

(42) Sce, particularly, a series of comments published in Irter-American Economic
Affairs (Washington), Vol. 14, No. 1, 2 and 3, Summer, Autumn and Winter, 1960.
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the zonal trade of the mew agricultural commodities presently
imported from third countries would considerably increase its total
volume. In recent years, only 609, of agricultural imports of the
seven countries originated in Latin America. Their imports for the
rest of the world include, among others, livestock and meat, dairy
products, wheat and flour, other grains, tea, edible oils and fats,
oilseeds, raw tobacco, raw cotton, wool, hides and skins (43). All
these commodities are produced in very large quantities within the
Association, and substantial exports of some of them are made to
the outside world. The question, however, is not — as pointed out
by a recent ECLA-FAO study — to 1cplace simply outside imports
by supplies from within the area but rather that of taking advant-
age of the existing natural possibilities for complementary produc-
tion, and of the facilities accorded in the Treaty, to develop
additional production for coping with the expected increases in
demand ” (44). The special regime afforded agriculture by the
Montevideo Trcaty, clearly envisages such trade, although permit-
ting its members “to limit agricultural imports to the amount
required to meet the deficit in internal production ”

All these arguments do not dispose, however, of the real
obstacles which the Treaty’s implementation is facing. With respect
to the trade liberalization programme, they arise from the policies
of undiscriminating protection followed in the past by the Latin
American countries, on the one hand, and from their present
extremely complicated structure of trade controls and restrictions,
on the other, There is a clear danger, known to all who watched
the meager progress of the Central American integration programine,
that powerful vested interests will try to block concessions on
important groups of commodities produced in their respective
countrics. Attitudes of agricultural producers in Chile and certain

(43) They should be considered as new products not from the viewpoint of intra-zonal
trade as a whole (all of them cnter the flow of trade among some LAFTA members), but
from that of trade of individual countries, Mexice, for example, still imports certain agricul-
tural commodities but its agricultural imports from Latin America are practically non-existent,
In this sense, Mexico's purchases of some foodstuffs and raw materials from LAFTA would
clearly constitute the new trade.

(44) ECLA-FAO; The Role of dgriculture in Latin American Common Market and Free-
Trade Area Arrangements, E.CN. 12/55, January 1961, p. 16; also Vieror L, Urquint, © Bl
mercado comfin y el desarrollo econdmico nacional », Cemercio Exterior (Mexico), Vol. IX,
No. 11, November 1959, pp. 048-650,
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industrial groups in Uruguay, hostile to LAFTA, points in that
direction, The outcome is far from certain (45), but it may be not
too naive to expect that soon will emerge countervailing forces
both in the public and private sectors of the Montevideo Treaty
sighatories to exert pressure in the opposite direction. A wvalid
question is whether the timing of the establishment of LAFTA is
correct and if its postponment for a few yeats would have made its
implementation less difficult. In that respect there is a consensus
of opinion in Latin America that any delay in the formation of a
free trade zone would have only compounded difficulties, as with
the increasing diversification of domestic industrial production the
strength of national vested interests would grow rather than diminish,

No doubt, the complicated structure of trade policies in the
region will offer also an extremely serious challenge to the nego-
tiators. In most Latin American countries, import regimes include
in addition. to customs tariffs a series of other charges and controls
complementcd by a wide use of various administrative restrictions.
Only in Peru is the import tariff a principal commercial policy
which determines the import compomtlon In various republics
customs tariffs are clearly of secondary importance when compared
with other measures, including exchange controls. To complicate
the matter further, the practice of full or partial exemptions from
import taxes and other restrictions is widely extended in Latin
America, especially in the case of the public sector imports.

Under these conditions, unless the contracting parties — as
provided by Article 15 of the Montevideo Treaty — “ make every
effort... to reconcile their import and export regime” and abstain
from changing them continuously through administrative measures,

(45) “ We should not be seduced by prematurs illusions in respect to the Free Trade
Arca ** Executive Secretary, Dr. Ravr Presisc declared at the last ECLA Conference, in May
1961. “ The governments made an all important step, but it is only the first step on a long
road, They have now in their hands efficient instruments which make it possible to establish
4 common market... But the progress towards this objective will be difficult. My worry is that,
if these decisions get bogged down into a long seties of negotiations, it will be impossible to
achjeve the basic objective — expansion of trade in industrial commeodities — and consequently
the incentive to create a common market will he lost. For these reasons, I consider it essential
that from the very beginning we define clearly and concretely cbjectives in regard te progressive
reduction of tariffs on broad groups of industrial goods so that we know where we want
to go ™. Translated from the Spanish text of Prebisch’ opening statement at the first plenary
session of the ECLA Conference, Santlago, May 5, 1961, reproduced in Comercie Exterior
{Mexico), vol. XI, No, 5, May 1961, pp. 276-248.



238 Banca Nazionale del Lavaore

negotiators may be impeded by technical difficulties from establishing -

the magnitude of concessions to be offered or granted (46).

“Additional obstacles will emerge from the absence in the Mon-
tevideo Treaty of any provisions regarding monectary and financial
aspects of the trade liberalization programme. LAFTA sponsors
do not have any responsibility for this serious deficiency, but the
most recent developments prove that they continue to be aware of
the necessity for further exploration on the regional level, not only
of payments and credit aspects of the arrangement but also its
implications for domestic financial policies linked with exterpal
trade. The idea persists that although the recent progress towards
convertibility and payments multilateralization in South American
republics (47) might make it unnecessary to revert to earlier plans
for multilateral compensation of balances originating in the intra-
zonal trade, the need for some multilateral payments scheme still
persists. On a recent occasion an ECLA document recalled that even
in Western Europe such a mechanism exists, namely the European
Monetary Agreement, and suggested that it might be worthwhile
to consider it as a useful precedent for the Latin American free
trade zone.

Lately, the attention of LAFTA members was drawn also to
the fact that some other important elements are missing in the
regional structure. One of them is a provision for a development
fund, similar to the European Development Bank, which would take
care of financing some projects of regional interest, involving more
than one country and/or extending economic assistance for develop-
ment of the countries “at less advanced stage of development”.
It has been observed that if the problem of underdeveloped zones in
Italy and France is jointly considered as important by the Six in
Europe the same issue is of much more urgent pature in Latin
America. In consequence, plans are being discussed in an informal
way in various capitals, looking towards the possible establishment

{46} Following the signature of the Treaty, ECLA experts completed a detailed com-
parative study of import regimes in eleven Latin American countries including all the LAFTA
members. The study, covering a field never previously investigated, was presented to the
ECLA Trade Committee meeting at Santiago in May 1961. See, ECLA, Derechos aduaneros
y oiros gravdmeties y restricciones o lg imporiacidn en palses latinoamericanos y sus niveles
promedios de ineidencie, E.CN. 12/554, 13 de Febrero de 1961, 12 Vol

(47) Payments between Brazil and three neighboring countries: Argentina, Uruguay and
Chile, and between Argentina and Urugnay were still covered by bilateral accounts in the
spring of 1961.
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of a regional development corporation whose functions would be
similar to these of the European Bank and the Development Fuad
for territories associated with the European Economic Community.

Another problem facing the LAFTA member countries is that
of the lack of facilities for financing capital goods exports or, for.
that matter any commercial exchange within the area. There is a
growing realization that cost disadvantages do not represent the
only potential obstacle to the expansion of the intra-zonal trade in
new products, mainly manufactures. Latin American producers do
not have access to facilities offered to their counter-parts in the
industrial centers both by private banking systems and governments,
Medium-term export credits, government guarantees for exporters
and similar measures are practically unknown in Latin America,
and they are badly needed. It is unlikely that.individual republics
would be able to solve these problems by their own efforts. Thus,
it is felt in many circles that joint regional action may be needed (48)
in this respect too, provided support is forthcoming from the
United States and international organizations, including the recently-
established Inter-American Development Bank,

Not only these immediate problems but many others continue
to attract the attention of Latin American opinion, problems which
some five years ago would not preoccupy even the most enthusiastic
supporters of the idea of regional cooperation. The first intellectual
explorations are being made into such obvicusly remote fields as the
practical implications of the coordination of economic and monetary
policies to be applied when LAFTA becomes a common merket (49).
Anyone following Latin American developments closely must be
impressed by the speed with which the idea of regional integration
is taking hold in one country after another.

{48) In his speech at the last BCLA Conference at Santiago, the President of the Inter-
American Bank, Felipe Herrera, acknowledged that such inquiries are reaching the institution
and informally suggested that the idea of a fund for promoting regional trade be investigated.
Such an institution would use “not the Bank’s resources, which fall short of needs, but
additional resources which logically should be sought in countries jnterested in premoting
Tatin American regional integration ™, “ This idea may sound utcpian now ® — added
Herrera — “ but the idea of the Inter-American Bank was zlso considered completely imprac-
tical during some o years ® (Translated from the Spanish text of the statement made by the
President of the Inter-American Bank at the plepary meeting of the ECLA Cenference, on
May 13, 1961, at Santiage).

(49) See, Carros Massap y Jormn Straswia, La zona de Libre comercio en América Latina.
Algunos problemas por resolper, Institute de Fconomfs de la Universidad de Chile, Santago,
1961, pp. VI +39.
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LAFTA was established less than two years ago in the face of
serious political odds and general indifference of the masses in the
region itself and despite the lack of interest or outright hostility in
the industrial countries. - Today its basic premises and objectives
belong firmly to the mainstream of Latin American political and
economic thought and slowly find acceptance in the outside world.
But the future of economic integration does not depend in the final
analysis either upon adequate solutions of many institutional pro-
blems left for future negotiations or the wording of the Treaty,
which is of such concern to some outside observers. It depends to
a much larger extent on the outcome of the present search of the
underdeveloped regions for a new role in the world economy and
on their willingness to introduce internally many basic reforms
badly needed.

) _ MicueL S. WioNczEk
Mexico City

N. B, Literature on Latin American economic integration is by now very
voluminous, but unfortunately little of it is known outside of the region. Any
student of the subject should consult abundant ECLA documentation starting
with Study of the Prospects of Inter-Latin American Trade (U.N. Department

- of Economic Affairs, New York 1954) and including the Latin American Com-
mon Market (UN. Dept, of Economic Affairs, New York, 1959). Most of the
ECLA documents and studies, submitted to a series of international and inter.
regional conferences held in 1957-1961, are available in mimeographed form only
from ECLA Secretariat in Santiago, Chile.

Two independent detailed studies of the subject appeared until mid-rg6x:
Siongy S, Derv, Problemas de un mercadp comdn en América Latina, CEMLA,
Mexico, 1959, and Vicror L. Unouint, Trayectoria del mercado comin latino-
americano, CEMLA, Mexico, 1960. The English revised edition of Urquidi's
book will be published in the United States by the California University Press,
later this year,

Further valuable insight in the regional integration problems can be had
by consulting recent volumes of the following Latin American economic maga.
zines: ECLA’s Boletin Econdmico de América Lating (semi-annual, Santiago),
El Trimestre Econdmico (quarterly, Mexico), Comercie Exterior (monthly,
Mexico), Econdmica Brastleira (quarterly, Rio de Janeiro), Panorama Econémico
(monthly, Santiago) and Mercado Comin-América Latina (monthly, Monte-
video).




