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"wren asked to dine with caviar and wine, the Lady of Kent knew well

what it meant, yet she went". Anonymous.

INTRODUCTION | - 5

The international environment since the 1970s has been one of
successive shocks. These have come forth while the Eurodollaf market .
consclidated as a system uncontrolled by the forces of the lenders of
lacst resort in the different countries. The international monetary
authorities delinked from gold and accepted the floating of currency
exchange rates, and inflation and interest rates were allowed to vary
widaly end attain the highest levels in two decades. Confronted with
such shocks, and facing the international conditions just outlined,
the Latin Americans decided not to slow the wheels of industry by con-

suming less o0il, but rather to increase their rates of growth.

Since the late forties the world has experienced an era of tre-
merdous economic expansion. The Latin American countries, as part of
tr.e developing world, have been growing at rates seldom paralleled in
history. Since 1950 the rates of economic growth of the developing
countries have been averaging 5.5% a year, in real terms, with Latin
America being slightly above tHe average. The ratios of investment

and saving to total expenditure have increased substantially. 1In

Latin America,gross domestic investment in the 1970s was close to




25% of gross domestic product. Of course, there was still
a savings gap, énd the usual need for capital inflows frém those
capital-rich countries. Thus, Latin America adjusted to the-shocks,
. given the environment, by applying the same strategy that had worked

bcfore; growing out of its problems.

But'in addition, the Latin American countries begarn to abandon
their older beliefs in the benefits of import substituting industrial-
ization as part of their adjustments té the momentous changes of the
seventies. They opened their economies significantiy. Export sur-
pluses in trade balances have not been infrequent in Latin Amefica
curing the seventies and early eighties. They are now only willing
to promote import substituting industry to the extent that it is
justifiable by dynamic comparative advantage within the various Latin
American integration areas. They are not so prone either to under-
take white-elephant type of investments or to grant types of pro-
tectiorn that will create difficulties downstream for their export in-

dustries,and even their primar roduct lines.
' P

However, as a result of this combination of environment and pol-
icy, the Latin American total foreign debt has reached $350 billion.
This debt is concentrated in the largest economies, and for those
countries the interest payments on the debt now represent close

to 50% of their export earnings. For 1982 and 1983, per capita income



has declined in these countries as they adjust their economies to heavy

debt repayment.

In the sections that follow an attempt is made to consider the
recert changes in the environment of interrnational trade and finance,

pa-ticulerly as they concern the Latin American nations. These are

These pieces are folléwed by an analysis of possible solutions
to short run dilemmas through international public lending, particu-
lerly exeamining the role of the InterAmerican Development Bank. In
closing some conclusions are derived for economic stabilization policy
ir. Letin America, and for international agreement on private debt

repayment schemes.

RECENT CHANGES IN INTERNATIONAL TRADE AND FINANCE 1

The apparent cornucopia brought about by an expanding world trade
has never been a totally unmixed blessing. For one thing, like all
cumulative growth mechanisms, it partakes of the "riding on a tiger"
logic. Once the race starts, it cannot stop. At increasingly higher

levels of activity the delicate mechanism of world trade can easily

get derailed by a host of difficulties, ranging from the misaliénment



of exchange rates to deflationary domestic policies, not to exclude
the occurrence of purely stochastic events. Once one or a few countries
gegin to react defensively to adverse happenings, the stagé is set for
successive rounds of mutually damaging beggar-thy-neighbor type of

galicies.

Recent events in the international system of trade and finance

e & good illustration. The system was thrown out of kilter by

0,

rrov:
the oil shock of 1974-1975, 'the 0il shock of 1979-1980, and the
subsegquent financial shock of 1980-1982. Heightened interdependence
hed accentuated the role imports played in determining domestic macro-
econoric eguilibrium, < particularly after the liberalization of trade
thet fclilowed the Kernnedy and Tokyo Rounds. However, the resulting
worlc of the early eighties led to a rising tide of protectionism.
Urntil 19284, interr.ztional trade had first stagnated and then declined.
hfter arn average annual gfowth rate of eight percent in merchandise
trade amongz industrial countries for the period 1950-1975, the real
volume of world commerce increased by 1.5 percent in 1980, was flat

in 1981, and actuslly declinad] iy 1982 and 1083, -

In order to exemplify the nature of the highly sensitive inter-
dependence between world economic activity'and trade, Bergsten and

Cline have recently postulated the following relatibnship: "When

economic activity in the OECD countries is growing at a rate above




1.5 percent per yearAin real terms, their non-oil imports tend to grow
about three times as fast; yet, when the growth of proauct and income

is below 1.5 percent, their imports flatten out or declineJ. 3 Thus, a
current bright note is that economic expansion has been vigorous in the
Y. S. curing the first, second, and third quaftérs of 1984 (at an annual
rate of growth of G:N.P.. of over 6 percent), following the strong re-

covery of the economy in 1983. Likewise, Western European economies

cpear to be showing an average growth rate of G.IN P. above two per-

v

cent fcr the first three quarters of 1984. These encouraging develop-
ments ray help to bring about an amelioration of the protectionist
syrniérome. In addition to the recent stagnation in international‘trade,
mes+ unfavorable occurrence which also significantly worsened the
atir Zmerican economies, was also the drastic contraction in the

flow cf cepital to less developed countries since 1982. To Latin
2-erice this had amounted to $38 billion in 1981, declining to half
thzt ficure in 1982; and Eo less than $4.5 billion in 1983. As a
result, there were larger flows of capital from Latin America to the
rest of the world of approximately $20 billion in 1982 and $29 billion
in 1983. The decrease in capital imports predictably led to a rapid

slow-down in the rate of growth of the external debt. -

According to the ECLA estimates, a successful rescheduling of the
external debt which would be compatible with thé maintenance of social

and political stability in the area, by holding £he line on per capita




income at the 1982 level, would require an annual flow of capitzl into
Latin America of about $35 billion, which would roughly cover upcoming
debt oblications for the next two to three years. 8 As noted by the
author in a recent publication: "I% the flow_of resources or its
accompanying conditions are such as to curtail or hgnder fhe normal
servicing of the debt and the developmental process itself, this will
tend to brinc about the very results which are often fearec by the

ecsimistic okservers. In that case, their inclination will be

)
m
ot
go

to attribute the - 'perienced reality to the operation of some inevitable
forces that precdetermined the outcome itself rather than to the very

szme policies which are adopted in order to forestall its occurrence."

PRESENT DEVELOPMENT STRATEGIES IN LATIN AMERICA

~fter the practical experiences of the post-war decades and the
thecretical advances in the field of development strategy, largely
bzsed on accumulated empirical evidence, a sensible and eclectic
position widely shared by many academians and policy makers seems to
be emerging. Extreme autarchic views and dependentist positions are
repidly receding as viable solutions to the complex problems of world
development and trade. Although it is apparent that institutional
and organizatiornal changes and adjustments in the econoﬁic relations

between developed and less deVélOped countries, leading to a more

balanced relationship among them, is clearly looming in the horizon




and gradually asserting itself as the wave 'of the future, it is egquzlly
evident that increasing interdependence and not de-linking is the only

answer to the needs anc aspirations of the people of the worla.

-

Obviously, each country and regional grouping will have to find

t

its own position, which in turn will probably have to change over time.

2

netheless, progress has been made insofar as the range of admissible -

O

ceviation from the interval of efficient solutions has been narrowec.
Ir this respect, it is interesting to refer in passing to the recent
wory of economists like Bela Balassa and Hollis Chenery as an example

of this tendency.

In Essay 1 of his recently published book, The Newly Industrizl-

izinc Courtries in the World Economy, Balassa

points cut that: “The experience of developing countries in the post-

-

war pericd leads to certain policy prescriptions. First, while infant

'

ircustry considerations call for the preferential treatment of manu-
facturing activities, this should be done on a moderaté scale, both

to aveid the establishment and the maintenance of inefficient incdus-
tries and to ensure the continued expansion of primary production for
domestic and for foreign markets. Second, one should provide equal
treatment to exports and to import substitution in the manufacturing
sector, in order to ensure allocation according to comparative advantage

and the exploitation of economies of scale." He goes on to indicate



that, "Arn outward-oriented development strategy should not be interpret-
ed to mean favoring exports over import substitution. Rather, it is
cheracterized by providing similar incentives to production for domes-

tic ané for export markets."

A very illuminating illustration of Balassa's views is their ap-
plication tq the experience of Latin American countries within the
framework of first-stage and second-stage import substitution in the
post-war period; His discussion of the experiences of Argentina, Brazil,
Colombia, and Mexico, with initially heavily inward oriented strategies,
followec by moderation of same after the beginning of the second stace,
would seem to accord well with the actual performance of the countries

in guestion.

2long the same lines, the most recent work of Hollis Chenery

Structural Chance and Development Policy,

which recapitulates and supplements his earlier investigatiornrs
with Watanabe and Syrquin, fundamentally confirms the basic outline of
Bzlassa's findings and his policy implication§ and prescriptions. After
discussing various patterns of development based on empirical evi-
cdence regarding the strategies and policies adopted on the one hand
and the actual economic performance of the countries involved on the
other, Chenery indicates the advantages, shoftébmings and limitations

of these fundamental patterns: (a) primary oriented, (b) balanced and



(c) industry oriented. One overall conclusion of direct relevance
to our concerns 1is that excessive protection, or its slanted appli-
cation for the purpose of pursuing a strongly oriented import-sub-
stitution strategy, always proves very costly in the end in terﬁs

of a reduced rate of growth of the economy. -

lLatirn American leaders and policy makers are very much aware
of these realities. 1In this context, there are three other related
considerations regarding the nature of the development process about
which there is very little dispute nowadays and which serve to further

narrow the area of divergence over the choice of strategy.

The first, directly tied to the notion of dynamic comparative
acvantage, reinforces a coordinated drive to bring about import sub-
stitution, along with the enlargement of the domestic market for the
sake oI exploiting economies of scale, and a simultaneous promotion
of menufactured exports, without detriment to the cost structure of

traditional exports.

The second point has to do with schemes of economic integration
and regional trade. It is obvious that a sound and minimally balanced
development process has to make use of the great internal possibilities
of larger integration areas for real external efonomies of many differ-

-

ent kinds. Not only would regional integration and cooperation serve
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to greatly rationalize resource allocation patterns, but would also
help tc decrease the risks attendant on strictly subscribing to the
interrational division of labor model. Latin America is large and
diverse enough to fruitfully take aévantage in seeking optimal patterns

of regional and sub-regional specialization.

Tfe third issue deals with the need to maintain socio-political
stebility. It is in this connection, that-it must be insisted that
any successful development strategy in Latin America must not lose
sicht of the necessity to pay heed to the basic needs approach. 1In
the effort to meet short-run difficulties, one - .st not be oblivious

tc the fundamental requirements for stabi’<+v and continuity, and of

+

he true long term interests of the area.

lL=tin America does qpt need any radical revision of its develop-
mertel strategy. At this point, there are no longer any great theo-
reticzl debates on this topic. What is required is the necessary
uncerstanding and support to successfully negotiate short-term ob-
stacles, imbalances and maladjustments which will inevitably take
place both in the world and regional economy in the normal course

of events.

PUBLIC INTERNATIONAL FINANCING

One of the major strands of the scenario that dawned upon the
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cromy in the 1970s was the decline in the participatior of
sources in supplying the financial needs of the develorping
The effcrts devoted to @iéd and concessional lending by the
rations, as part of their G.N.P., began to drop noticeably

the end of the developmernt decade of ‘the 1960s. The decace

ew international economic order that followed was one of

inc confrontations at the North/South dialogues and the UNCTZD

The stage was set for a substantial vacuum to develop re-

the financizl needs of the developing world.

in Amgrice, elready ascribed as the middle class of the world,
mecre from the ebbing of development lending and aid. As the
craduation emerged in the mid 1970s, to complement the in-

corncentration of development funding on low income countries,

segments of the population, and the basic needs approach, the

s of Latin America were forced to search for new sources of

first oil shock added a new dimension to international lend-
cycling provided new sources of funds, but a new borrowing

se for the developing world over and above the long-standing
formation requirements. Oil being 'perhaps thei:aroduct of intermediate

1 demand par_ excellence, it was essential to ensure a certain

oil imports to keep the wheels turning, transportation running




-

zarnd housing supplied with power for cooking and lighting. Again af-
fected the most were the Latin American nations, which had greater
ir.termed:iate andé finel consumption uses for what has been adroitly

termed "black golcé". . -

When international private banking began to increasingly utilize
the liguidity aveilable in the world money centers to recycle the
rzliznce of trede surpluses of the oil exporters, developing nations,
escecizlly the Latin American countries, welcomed the move. Sharply
rcreezsel loan volumes by the money-center banks in the U. S., Europe
=< Szrzn gave rise to an unparalleled decade of international pri-
vete lerding. Xlthouch the new lending was at higher rates of inter-
an the ccncessional financing previously available, all things
consicered, the cost differences were not that great,_because of tﬁe

‘flex:ikility, lack of conditionality and untied nature of the private

-

% different world would be upon us nowadays if official assis-
tance and lending had complied with the responsibilities that lay
ahead in the decade of thei{70s, rather than shrink away from the
firancial needs of the less developed nations. 9 It is true that the
word of the day put forth by the advanced countries was that trade,
not aid, would cure the ills of the developing world. Yet, the

apparent dilemma between trade and aid was clearly a moot point.
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with the mezn relative levels of living of the developing countries
beir¢c ebout one tenth of those of the developed world, clearly both

sources of growth had to complement each other for some time yet.

More than a decade later the world has édﬁe full circle, ard
ncw is light years away from the failure of the 0Oil Facility et the
INT, aiter the first cil shock. The IMF, together with the Worlc
3zr: ari the cadre of regional banks and special lending agencies,
ere viccrously expanding their inteénational lencding and asserting
trhoxr leadershit in the field. They are filling the vacuum that

ey hz2 orce contrattted to create. With international private

lending to Letirn Ancrica being mostly of an involuntary nature,

.......

-

countries probakly have the most to gain. It is clear that the
rumber one priority at th= moment is to ensure the renewed growth

cf world trade and finance. To attain these objectives, the best
prcspects lie in the expansion of the activities of the internationel
public lending agencies and official donors._ The stability and
growth of the world economy and the finaqcial requirements of the

developing world have become common cause.

With respect to Latin America however, there is an especially
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treacherous road to traverse. The higher levels of income in the
Western Hemisphere will make the international lending agencies
hesitant tc provide much increased resource flows to this part of
the developing world over the longer_future. It is here that the
role of regional financial organizations, liké}the InterAmerican
Development Bank, can become of utmost importance. This institu-
ticn wes designed for aiding in the developing process of Latin
ernd will not shy away from such responsibility despite

pressures from the issue of graduation. Yet it must attract in-

crezsing sources of finance so as to funnel the capital availatle

~—- ST D adiw

ko
(0]
<

vcrld marxets and the advanced countries towards the miadle-
class netions of Latin Ameriéa. To better ponder the performance
thzt can be expectec from the InterAmerican Development Bank in

the future, the recent trajectory of its financial operatiors

shoeulcd be reviewec.

RECENT FINANCIAL ACTIVITIES OF THE INTERAMERICAN DEVELOPMENT BANK

Irn 1983, the InterAmerican Development Bank increased its lencd-
ing to Latin America to a total of $3.05 billion dollars a year. al-
though this was the authorized volume, loan disbursements were much
less, amounting to $1.73 billion. This represented a 14% increase

.-

over the 1982 disbursements.

Cognizant of the predicament described above, the Bank has just

finished a replenishment operation that would boost its capital



subscription to $30.81 billion in total resources at the end of
1983. At the same time, the Bank has increased its borrowings irn
the world's capital markets, having borrowed $1.41 billion in 1983,
anc has been placing several issues, amounting to $1.70 billion dol-

lers, in 1984.

Since most of the subscriptions constitute callable capitel,
tho Ea2nk uses the paid subscriptions, the borrowings, its level of
reserves (which stood at $2.23 biliion dollars at the end of 1983)
nc lcan repayments to conduct ordinary business. However, the new
sulscriptions constitute an impressive backing for the operations cf

the IDE, and represent a very solid leveraging of all the loans

-=2¢ bv the Bank.

Cer.centreting on the replenishment agreed upon in 1983, it will

-

cornstaitute an increase of $15.70 billion dollars'in the Bank's re-
sources during the 1983-€6 period, or an almost 50%increase by 1586.
s.lthouch operations will not expand that quickly as long as the paid-
in portion of the capital expansion remains small, the 1984 contribu-

tione ($1.275 billion) represent important additions to the paid-in

capital of the Bank ,which at the end of 1983 amounted to $2.10 billion

dollars.

a

The Bank adopted in 1983 a special program of interest rate de-

cuctions, financed from its capital resources. This would mean that
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rd-pressed countries were charged below normal rates of
interest for some lozns. At the same time, it began undertzking a

guelitative program to provide special lending to countries experi-

encirg crave balance-of-payment problems and debt repayment strin-
serncies. It should be noted that the IDB has. been entrusted with
coLriinzting, at the internstional level, the public and private

csslictence to Central America, which is carrying an unusual burcen
1m terms of ite political crisis, over and above the afflictions

cernerzlliv effecting the rest of Latin America.

i3ccerplishment of the Bank in 1983 was the creation of the
rzorimericen Investmant Corporation, which will act like the Worla

tior2l Finance Corporation (IFC). It will operate

rn
1
=
ct
®
H
b |
o

with eguity capitel ceared to help small and medium-sized enterprises
with cepitel infusiorns that ‘would help promote private investmert in

ta2tin. Americe. -

This irnitiative will complement the co-financing that the IDB
hes beer conducting for some years without much success. Such comple--
rerntary financing only raised $30 million in the world's private
capital markets during 1983. In contrast with the usual IDB terms,
co-financing loans charge the prevailing rates in the credit markets,
cenerally a fixed spread over LIBOR or the prime rate. This is in
contrast with "loans extended directly by the Bank....which may vary

from 1% to 4% on concessionary rescurces to the 11% rate in effect



will have to provide for Latin American nations a respite of severzal

years in making amortization and interest payments on their foreign

Cebts.

If export earnings continue to revive, and if voluntary private
lercirng resumes, the greatly expanded contribution that international
putliec lencers and rich country donors wiil have to provide (as bridge
icurns, emercency short-term lending, larger quotas in internatiorneal
retitutions, increasecé aid flows, etc.) in these long-range re-
heculings may sﬁbstantially diminish. Nonetheless, the healﬁhy
rcoovery end continued expansion in the world's economy over the
2520s and 1990s, require a cl=ar leadership role on the part of the
industrial rations, which must be accompanied by the acceptance of
r responsibility in providing ample development financing for

their less fortunate partners in the international economic network.
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CONCLUSION

The trade surpluses that have been created in the short-rur, and
which hzve resulted in the servicing and repayment of over 30 billion

mericar, debt in 1983, have been the result of sharply tight-

58 & result, procductiorn began disintegrating in Latin America,
vvith scarcities of basic inputs providing the spark. Clearly the
rzzctivation of the Latin American economies has to go hand in hard

their export earnings. Actually the volume of

Fh

with tho expansion o

2tir America has increased significantly over the past

m
sy
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% |
et
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hree vezrs, but their value has not. 1In terms of total
ectivity, the per cepita gross national product of these countries
‘zuffered a steep decline since 1981.

To allow this positive-sum-game solution to take hold in the
Latin American economies, it is essential that rescheduling of their
external debts be accomplished following a long-run general plan of )
action, agreecd upon between private and public lenders, and the borrow
ing nations. Such overall solution would be applied to each individ-’

ual country in accordance with the casuistic demand made by the par-

ticular circumstances characterizing them. . It is obvious such a scher
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ements made orn new conventional loans in 1983." 10

,
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Fir.ally, a new program that should alsc be highlighted is the

)
(9]

specizl lending provided for experts and industrial reactivatiorn.

V]
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program, iritiated in 1982, is predicated upon the need of the

L
o
ot
}J

1
17
A
m
o
[
n
m
ln]

courtries to increase exports, so as to generate the

n
)
]

surpluses reguireé to service their external debt. Such ef-
fcrts cannot be expected to succeed unless their internal economic
activity rebounds from the cyclical trouéhs experienced in 19E3. 1In-
Gu tricl loens have been earmarked for countries where capacity util-
- has bee:r guite low, mainly as a result of scarcities of in-

¢ from abroad.

()]

()]

term=diate irnputs impert
From the ebove it is clear that the IDB, even with the recent
"replerishment, cannot be expected to soon attract the rescurces re-
guired to come close to serving the annual loan requirements of

lztirn Zmerica. 1In the next few years, the Bank will at best be
Gisbursing streams of funds that may approach the $£3 billion a

vear mark. However, if the rich donor countries and ipternational
lending institutions would expand their activities at rates of growth
similar to those of the InterAmerican Development Bank (about 15% &
year) an important dent will be made in the overall problems of fi-

nancing investment and economic development in Latin America.
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