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By thy id-1065"s tho dissntizfaction of =overel i
Lovin Aserioal couath oos with the hotin Ansric.s irea y snzoci T

(LAYTA) beczre acute. Scm: complained that the three Lorin asmericen gpiants

ere reaning oot of the sdvoutanes o Pz

(Lrsanting, Lyaozil ans i
croup. Thal araument contared on trade barmmess vithin the zssociaticu,
Othors, cager for a fa SfGr.lntcﬂl ation pace, saw in a sub~reoiconal approach,
b;inging torether countries of roughly equal econcmic dimension, a useful
complement (znd goal) to LAFTA and a nccess"vy steppingstonc in the cenctruction
i a Latiu fucrican Coumon siacket.

The formai birth of the Andesn group as a sub-region of LAFTA mey
be dated with the Declaration of Bogotd of August 1966, signed by'Chile,
Colombia, Lcuador, Perd znd Venezucla. The treaty creating the Andean
. Coumon liarket was only signed nearly three years later, on liay 1969,
Laborious nepotizticns have failed to persuade Venezuela to accept the
final treaty; Bolivia, which had joined the Andean group during 1967
joined the other four countries in this "Treaty of Cartagena"

This paper will examine the gestation of the Andean Ccrumon larket
cduring 1966 through 1965, péying particular attentlion to issues generally
rglevant to the formation of custogs unions among developing countries.
'The outlook for the ecceonomnilc impact of Andean integration, as it 2ppears

during the first semester of 1970, will be discussed, ilost of the armunents



Vhoon will ba oveleped monnd anply, a fortiovi, to the analysis of the

ceonouic effects of & hyperhetieal vecin Anericzn Cenzon Maiket, This

js perticularly true for the ceatral thzsis of tais paper, viiich argues

10}

thet thie possible trade-creating effccts of Latin /smerican Integration
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are svbstantizl, and much larpger thzan comnonly assuned in the
2

en cuitens unicns emong devaleping countrics.

Berore tuuiing to those matters, it will be uscful to cuviline the

major charactewistics -of the five Andemn countries (Bolivia, Caile,

a

- e - ’ 7 . ¥ T} . 4 .
olo hia, Ecuvwdoy and Perid) and ccnrrast them with the rest of Latin Asoyvicw.
3

C

Some (aeractoris<ics of the Andeen TFive

AP e AR s T Y SR L 0

he Andocn Five in 1945 hed a population'of’49 nillicn, representin:
tuonty §IT ceﬁt cf the population cf the fwenty Latin Americen republiere -
and exceedine that of liexico, and by far thoce of Argentina and the.Central
Aaeefcan Comoon Harketas
| As showr in Table 1, the_Andéau popalation e#tends over sn area
covering 23 per cent of the Latin American domain. Total Andeaanrpss
Domestic Pfoduct is similaxr to‘that of Argentina; had Venezuela stayed in
the group the combined GU? weould hzwe beon roughly comparable to ﬁhose
of Brazil anﬁ Maxico,

VLatin Anerican mineral p?ciuction is dominated by Andean countries,

even without Venezusla, Of totzl reqicnal output, for exanple, they
sccount for 90 per cent of tin, 89 per cent cf copper, 52 per cent of zinc,

45 per cent of coal, 41 per ceat of lead, 22 per cent of iron (53 per cent

including Venerucla), and 7 per cent cf 01l (83 per cent including Venesznzla),
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cutpud of tuneatin, nalybdcaun, cotineuy, nitrate and bicwmesh aluo
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products. Joint policies ceould

tial bareaining power and contrel over the
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expleitation cnd marketins of their natural rezources, as for several nining

proeducts they veresent jr-ortant shares of vorld crade, Fwen where

of solidavity oo oxpond the opticns open
to iudividual countries uvien dealing vith nen-Audcan firms, &3 illugstrated
é Lbotirnen Bolivis and Gulf 01l -Cownany. Dul morve o
this below,

Per capite fndeen food and fiber production, on the othayr hand, is

1o that of the rest of Latin America tok:m as a whole, as susgasted Ia

[ve

G

st
N

Teble 1. Andesn cutput ef rice and viizat accounts for about 1) pex cent
of the Latip /merican totel, ~ad the propovtion is even less for moize,
sv and beef and veal, Althouzh the subregion has been a net exporter
of coffce, fruits and fish, it is a net importer of neat, cereals (especizlly
vheat) ond daify products. The help wiich Andean countries vill be able-
to give each other in making ﬁheir food and fiber supnly more flexible
willibg limited, althouzh not zero. For cxanple, Peru is an efficient>
producer and exporter of sugar, vhile Chile is an‘iuefficient producer
and iuporter cf that good. Riéh fishing along the Pacific coast, hardvood
forests in southérn Chile and tropical woods elscwhere also contribute to
the 4ndean naturdl resource base.

The Andcan Tive genernte 18 per cent of Latin American clectricity
and acecount for 21 per cent of cement output, figures roughly in line with

thoiy populaticn share. But the Andeun wanufacturing scctor clearly laps
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belilnd these ¢f yoentinag Drazil and iewico in "hoevy' branches, such

as uerallurgy, pwtrochemicals and machinery and equiprment. 1he Andean
cutput of ;ron anﬂ stecl, for example, represents only about 11 jper cent of
Latin American nroduction. The desire to overcome this lag is onc of the
mot.ivaiicns for Lhs crcatioﬂ of a subyeslon which allows for lavier marwets

(eu? ceoncmies of scegle), but still koens out the large Lavin duerican couniyaes

activities. Andean couvntries uwith

vhich are mor2 advenced in
" P . e aate
lusurLierent oyl

after they have b

larger subregions
The post wzi growth of /Andeen eccenomics, although not spectacolar,

has been respectable, licnvfecituring outpui lhias gywowm at an average

annual raie of 5.7 per cent cduring 195u~0d. Outpui of electriciiy nas

expanded at a yeaorly rate of 7.4 per cent during 1960~068., With the excrption

of Ecuador, the GDP of all Andean countries grew as fast ér faster thap

the Latin American average for 1960-66. ilerchandise imports and expor*s,

measured in current dollars, grew at a healthy 7.0 per cent per annum dﬁring

1959-68. In contrast with the bigger Latin American countries, the

ﬁartiéipatiom»of foreign trade in Andean GDP has risen since 1950. Intra-

Andean trade, howevef, remaing a tin; fraction (3 per ceﬁt) cf total Andcan

foreign.trade."The relative Andean dynanisn could be an important factdr

in smoothing the frictions and facilitating the adjustments uvhich rapid

trade liberalization prograns may generate and call for. llote that an annual

growth rate of 6 pér cent will double industrial output in less than 12 years,

roughly the period foreseen as transition to a full custons union,



/. 4 dovoicamont pretlous ave sinilar to these of many other
La S rinss 4 Victicen —~aicn 1oveor the 3 oo it
-3 ) S S (-4 RN ATUR VRAR SR RC - 2 e SR S 1 OTISLICN LN TIOT nan 3 o cehl

in vrimary.vréducticn (typically

at 1ot levzls of rroductivity), askewed inceme distribution and limited

svallrbility of cducetion, hoslth end ¢iober social gorvices, ecxvzcially In

i subresior i fay [won bosomencours, cresting ooy possibiiitiazs
R 4o -1 v ~ - e R
fricticns on the wey to & customs unica, Chile
evample,  (But controst

this viihi en Avpentine per czpita ONWP tes tizmes thot of Halti,)
t.eght protectionist measures

bLiought dovn the ratio ¢f liopets

of soodz and services in GUP to

a moye anan ECOner end has =n dpport cezfficlent ~vrovnd 21 per cent of

r

GNP, although it also has a substemntial nanufa cturing secter. ELcuador
and Belivia, the swallest and least developad members of the group,
have wesk manufecturing secters and import ceefficents far above those o~
Chile and Colombia, Reluctent Venézuela, with its oil resources, presents
many sharp structural contraéts vis—-a-vis the five Andeans. To differences
in per capita 1ncou~, manufacturing development and Lorcloﬁ trgdc participation
one should add the heterogeneity of Andean historical experiences mith
inflatlen and exchange rate stability., For example, during 1963-68, Chilean
consumex prices rose at an anuual rate of 28 per cent, those of Pery at
larper cent, in Colombia at 11 per cent, while smaller rates wvere registered

in Ecuzdor and Bolivia, Venezuela, of ccurse, has a long tradition of price

nd exchanse stability.



buring its carly years, the Andean croup had moxe "eonstitution.iive”

th American countrics, Presidonts

7y

political structures tnan st other S
Frei, of Chile, and Llerzs nustrepo, of Colembia, rrovided domenic leandership.
Electiénssto replace both ere takine pluce durirs 1970, vhile dlitary

governsonts ruls Yovu and Snlivie., Ca the whole, fumdean polirical leadew-

[ PR 4T T D S
sulictic than tha Lotin Jomorloal

ship tends to Lo mOLE rationnlistic and

averene Together with the (often exarucrated) fear of becciineg inddsirial

satellites of the three big Latin An count-iss, this ifict has boen

gn important foycs strengiaening the pclitical vilh to crecte en Andeorn
cormunity within LATTA,

The Teoad to

nte reached in the Dgclavation

The impiementation of broad agrcd
of Bogotélwag first held up vy postpenvmenis in the povlicicod wocting
of the Presidents of the American. In February 18067, Raul 52z, chief:
‘Chilean represcntative to the Andean group at that tine, visited the
Presidents of Colonbia, Pexs and Venezuela, trying‘to spéed up action ¢a
Andean matters. The meeting of the American Presidents, finally held
on April 1967, recognized the desirability of subresional agreements, like
that of the Andeszn countries.5 In gune 1967, a liixed Cormission was created
by personmal representatives of the Andean Presidents, in a meeting at
Vifia del ar, at which time a first draft for the Andean Corporation wvas
also prepared. ne second and third meetings of the lfixed Commission
were held in Quito (July 1967) and Caracas (August 1967), respectively.

In the latter mcoting, the entrance of Bolivia into the Andean aroup and
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thin bases for the subrericnzl treaty were approved,  Durins fuoust/Sente

.

the LAFTA fOLUan ministers approved suidelines for the creation of ghufl“l)'u
groups within LaTTA, following proposals by the Aundean groun. At the sane
meeting, LATTA rave new siens of weaknesses. At the fourth meeting of the

:
$:

, it was decided to cualte

~

tiived Commiscica, held in Lina in November 196

the Andean Corporaticn by public traaty, requiring legislative fatific;tion,
thus postponing the date vhen this institution could start owveratinp, The
(i7rh meetine, held in Dogota in Februnry 1908, produced a {inished tvealy
cfeating the sndean Corporation, and drafts fow tne treaty crenting thc
commen marketT

Wnile the trecaty crcating the Andean Dovelopment Corporation was foraaliy

- - 1

signed by the Andean five plus Venczuela in Bcgota, on Februsry 1968, dis-
aproapments oYuse Qver the draft customs culon treaty, During the Lisil

meeting of the liixed Commission, held in Cartagena durlng July 1968, only
Boliwvia, Colcwbia and Chile expressed willingness to sign that treaty as
drafted. Perd and Venmezuela objected to what they regarded as toorfast

a pace of trade liberalization. Nearly a year later, and after some dillustcs
of the trade-liberalizing provisions and a bit of Lorsetrf.dlnu,6 the treaty
cre;Lixt an Andean custoins union was signed in DBogota; on ilay 1969. Venezuel z,
however, could not be persuaded, and wés given until the end of 1970 to

join without the need of qpecial nesotiations, On July 1969 LAFTA forually

approved the treaty as compatible with that orpanization, and by October 1969

the Treaty of Cartagena had been ratified by enoush countries to be formzlly

in effect.



The as vltects of tha Ardean gyoun ceasidexyod that an efficient ond
raplad path tcoavd ceoreiin Amtenration hzad to 1w T uat only o autenntic
trade liberclization, but aiszo on inetetutions which c~uld rulde, smoott
and plan that preccess.  1hwus the key inporteace given to the andean Development

Corporation.

ARG
PER S

£y te ey PO,
Cartagena b 1

Venezuzliony rolunte

Andesn Develeruont Corperaticn (ADRC), #s erccoted in Februare 1268, in -

sonewhat aucmolous Arong cther thiqns,
long-term finencial dnscdiaticn whelly contrelled by Latin Znmericans de
suppésad to be located ‘n Caracce, On Januvzuy 1270 the renuirzed miniman

AT

of ratificzticns ef the /D3 trecaty hzd reached the commundiy's authoritics,

clearing legal caguirenerts for the beminning of operztions of that insiitution.

Whatever the {inzl ouztcome cf VYenezwolen ralations with the Andean Five,

however, the nature cf the AN is ualikaly to depart much from what was

h

fereszen in the t"O”Ty of Febrwary 1053, Inztitutlon is supposed to

2
N
»2

H

~

start with susczilbod cecsital of 825 nlll.-h, wholly suvpplied by the six

!
Andean countrics.’ The Cerporetion has the power to issue a wide varicty

of securitics, cad counte with grezat legal flexibility to cobtain creditc

end dssue guarantoes, if it co wizhed, TWhe ovganirers of thie Corporation

expect to tap rew private ond peblie ceveces of fuads, iluside and outside

thz region, Althcugh the instruaeat eornating the Corporaticn foresees the
possibili“y of hoving the private sector represented in its board of directors,

a po"“ibilit“ viiich aroused comeem in some parlisaents, majority control

’ ! .
is assured for the cix gsvernnents, Proddad by Ghile, the community authoritdies



toen epmhaniccd the desinsnt reole of the nu™lic cocter in ti ADC, and

..... - PN RSP | | I o SR PR FINE R NI By “., ~ .
Lovs gommiltoo taams s v 1imie R partilioniion of ¢+ foredlen ~{snte

sector in the eouitles of the corpovation.

The Andecn Develenw:at Corperaticn is supposzd to accolerate intogration

with its investment policr. Tt vill aive speeial attenticn to multinational

P R
[ SR b tho o

oA s . U R W
T eioets ana th

e

poiivia. (Tue [irst p%cs}dtnt of tire ADC wiil be & Bolivicn.) It will
fot have to wait for proiczis to be presented: for its considoration, as
1¢ Tras tho povey to study, pranere ond caryy oub nrojects cn its own
{nitiative. Ls in the case of some national development institutions, it

will be able to vromote the creaticn o modernization of cntewprises. In

one more f{inencial imstitution, it could act

ghoxt, indtesd I besomi:
as a dynanic engine of Intecraticn #nd developrent, with an impact fo
superior to that suggestaed by its criginal capital,

Together with the executive regional guthority, created by the Treaty
of Cartagena aur with whom it should have close coordinaticn, the ADC
sﬁould help plan regional growth. It w0u1d'help coordinate national invest-
ments in social overhead capital, expecially regarding ''physical integration",
and in key industrial branches vhere economies of scale are very prciounced.
'The corporétion conld also be used in some circumstances as the sole repre~
sentatlive of the Andezn community, as when negotiating vith foreien Investors .
and instituticons., DBy issuing Andean bonds iv world ccpital. markets 1t

could help diversify the external sources of funds to the repion, while in

all likelihood improving the credit terms:each country faces in isolation,

<>
’ . .
The ADC may also rcceive concessienal lozns (aid) from industnizlized countties
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(cast acnd wost) anu xauvsrnaticacl leuding inceitutions, to be deveircd
to encoutzning interrction. Whils non-iAndesn participaticen should remaln

limited in the creaticn of an Andecn common market, even under the nost

optimistic assumpticns regarding cternal willingness to help, such
foreien cocprration could playln redest posivive role 1f it serves to
strengthen ond partly finwice tho bedding fndean communliiy dnstitulicns,
such as the ANC and balance-oi-payuents cleart mechanisngs.,

Foleticns and dien-uviiibria croated by tiie trade liboralizatic: program
could be smoomhed by cpreial lowns from tho 00 for retraiuing of O TREYS

or to giva a new start for some entreprencuis. A wise distribution of
loans could zlso (tamsoerarily) offset politically dangevous regicnal trade
i -u]») dlr..n\.c,s ¢

e PRUU
VOO Cartanoua

rr

_ The Trea

Throurhout the nerotiations leading to tha Treaty of i artasena, the
xact role and speed of trade libarvalizaticu Lias been a soufce of disazree=
ment, althouzh few, il any, sav in such liberzlization the only instrument
of integration., Integration of ncw vs., establish cd‘lna:strles, planning
integration vs. trade 1ibera1iéation, etc., were some of the forms in which
the arguments took shan2. To an econcmist, the substance of much of
the debate could be summarized under the pro's and_con's of trade diversion

\

and creation.

The final versica of the Trcatykof Cartagena, wﬁile allouing
considerzble flexibility in the sroarem of trade liberalization and embodying
subatential concessions to those fearful of rapid reduction of intra-Andean

trade berriers, sets up a non-trival integraticn pace, so long as the



nueorous escase elauses ave used with nederatien.  Cemplete froedom

four moso o dnteo-Anleoon tirode i3 rehaduled for ne Jater than the end Qf

211 Borricrs to such trade, indloedine these under exchznoe contrel
and immort licuvsing, should be pernaneatly eliminated by then, Tt wmay

be noted that Colombia end Chile had advocated o shorter deadline for tetal

cumplerantaticn nlresments

(like ﬁe:rochemic:ls) vill he froed ceocouding te the pece vrooificd in
such acreements, typically involving new industriss. Trade in PoOds ol
nor preduced fnoeny of tho fadeen five cherld be frend totally by Februaorr
1971, Trade in ghout 85 products zlready ;ncludu@-in LAFTA's YCommon

KA § | . 2o LN N . R - * 1 .
-List nmany rural sroducts virth slisht procassing, bove been scheduled to
? : 5 - b >3

be freed totallv during Apyil 1970, Duties on the Intra-Andcon trade

w11l ve reducéd every vear by ten per cent of

P

o
4]

of all ct.uey commoditi
the starting duty, which will be the leowest duty fer ecach prodect now
found in Colombhia, CGhile or Perd, and in no case exceeding 100 per cent
ad valorem. Dy the end of 1970 211 dgties will be brought down for
each product, to the lowest duty found in Colorbia, Chile or Peruy;
tbe ten per cent cuts from that duty wiil start at the end of 1971, so
that by the end of 1980 ﬁhey will reach zero. 1In other wofds, contrary
to cumbersome LAFTA-procadures, trade liberalization could bt typically
automatic, irreversible and across~the=board,

The liberalization program also commits the countries to the "standw

still" principle, i.e., no new restrictions of any kind may be introduced

in iantra-Andean trade,
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These cxcape clauzes are leest penerous to Chiile and (Coleabia, tie champiens

of trada liberalization., Russal products huve their cim speciel cncape

N

clavses, Dolivie and Feuador vill not huve to stari cubtioe tarif{is by

[

it until the end oi Lu0l5,

[a B
[»]
~h
1=t
Loy
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DAY
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ten por cont unktil tre en

:r Andean countries will benecfit foen on

¥
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althougn thedr

acceleraied progran of liberalization, The production of seme ccods may

be Yyezorved" for Bevador end Iclivia,
of thelr trad: may be délayed. Aﬁd sononry clecarly, the pace of trade
liberalizaticn will depend on the use or abusc which vill be made of escare
clausos of va:ious kinds.

The Treaty of Cartacena foresees the znnroach teward a cornmon

external Andean tariff in two steps. By the end of 1875 a min
external tarisf should be established; by the end of 1¢350 the countries
should have ‘fmplpted the transition toward Lhe sane tariff, As in the
liberalization program, Bolivia and Ecuador are covered by specicl provisions
a;lowing them a more léisurely schedule. The Treaty says little about
the target level of the common external tariif.

The Yreaty also touches upon industrial and rural programming,
physical integration aﬁd social overhead capital, financial and moﬁetary
cooperation, and- the coordination of development.plans and of policies
toward local and forcign capitil. It stresses the need to distribute
fairly g¢ains from intenxatioq and reduce recional income inequalities

(spe cial provisions for Bolivia and Ecuador take a sood share of the Treaty).



~13-

Eut, povhinps viscely, nothipg vory concreta iz zaid on th
Razhcr, a geod deal of decision-maring porer is given to institutions
created vy the Treaty. The buiden of weori will fall on a techmical
body (the Junté), nade up of thwee membcrs'with their cwn staff,

charesd with acting only on behalf of Andeons community interests, and

who w31l yedeive no dnstructions
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each of the member governments, w03t of xﬂoss decisicns will veguive the
affirnative vete of 4 out of tha 5 Commisa:oners. Consultative groups
including representatives of centrepreneurs and trade unions, will advise
the Ccumissionr and the Junta.

fhese community zuthorities, togethey with those of the ADC, will
face the difricult tasx of deiining cleariy and tinding a workable
equilibrium among the several community geals, such as economic efficiency,
geographical balance, integration, a féir income distribution and greater
reglonal autonomy, while miniwizing the chereighty ezach éounﬁry yields
to the new decision makers. Community authorities will be supported in
th#kr efforts by specialized czgional zgencies, such as the United Nations'
Economic Commission for Latin America and the Latin American Institute
of Economic and Sr..=l Planning.

Ourlook for the Andesn customs vnion: Trade creation

Although it is commonly asserted that enalysis focusing on trade diversion.
and creation is irrelevant for integraticn among less developed. countries,
arguments gilven to support such assertions are unconvincing in a Latin

American context. At best they dndicate the need to suprlement the enalysis



with other coasideraticas regargineg econcrics of scale, baraainine pover,

etc,
It is also Immortont to swmecify the zltornztive to vhich a customs
! T b) ,

union outccnz is being compared. Ideally, trade diversion and creation

<3
should be measured with resvect to, not the pre-customs unicn sttvation,

vould Liave existoed dnczael

but the cenditicns

- Nur oy damay v
I CouATTY U

custems viien, It drezs not secn unr2ascazhls to suppose that din the

T+

stnative to a customs unden is the centinuvaticn

Andezy ca st rikely ald

in cach cowrry of prottctionist policies rat very different frem thoze

now in effact.

Even orenting this basic assumption, the precise econcuis impact
1% £ . ? b3 H

.

ng othzr things, on the actual speed

@]

of the custens union vwill depend, am

~

and naturc of trade liluie
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and of courscron the level ond structure o the new common tariff.
An optimistic scenerio would include across—the~board trade liberalizaticn,
wvith few excentions, with the Andean courtvies taking this opportunity
to reshape aﬁd rationalize their éystem of protection, A common external
tarlff with duties averaging, say, around 30 per cent ad valorem, and
the elimination of most quantitative restrictions over foreiﬁn trade
could be foreseen iﬁ this scenario.8 Under these circumstances, which
would also rearire a more flexille exchange rate policy, the Andean customs
union voold becore a politically feasible way to improve coverall foreign
trade policies, as trade would be liberalized not only among Andean

countries, but also, on balance, with the rest of the world.

T %
v £
5 v
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¢ is more likely that the subrceolenn ULl move faster in liberaliziug

“conmedities produced by G”L“ltlLo rcu to the zone (a5 alreody indicated

in the Treaty of Cartagena), and that the cvenfucl comuen tarifif will

be closer to an avercge of present direct cnd inditect levics on imports,

custens union vill be larece. The basic reosen is thoo these countries

in a nusber of "light"
manufacturing activities, such as food-nrocessing, textiles, leather prcducts
etc. liost of the trade on these gosds was long ago diverted frem foreirn

supplicrs toward domestic preducars; cach country c-rxricd out this proecss
on 1ts oun, =lthough with different degwcos of efficiency. Table I sncus
the cxtent to which import substitutine industrialization has advanced;
espec1ally in Colcubia, Chile and P erd, By 1970, the participatién of
imports in total manufactured supplies rmust be around 15 per cent for
the three countries taken as a whole, "It has beon estimaiéd that in 1968
the share of domestic manufacturing in the GDP of thke Andezn five reached
21 per cent, ranging from 27 per cent in Chile to 14 per cent in Bolivia.
Clearly, common market discussions which neglect the industrialization,
3lrecady accomplished are seriously flawed.

Sketchy data indicate that there exists a ereat variety from country
to country in the prices ond costs of many of the roods aiready produced
vithin the Andean community, suggestine that there is considerable room

- ' " , . 10
for a more efficient pattern of reglonal production and trade.™ In other

words, rerarding rost of monufactuving the Andean countries, especially the
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najoy ¢noes, are actunlly verv similar, but potentially very corcloentary.
As tyrde restricticns sometimes have shut out commletaly from once
Andean_country a commodity vhich it does not produce, but which 1is pr&duccd
in anothar copntry of the su§region, the liberalizaticn of repional' trade

will 2dco 2llew consumors vider choice. Celembians wm=y be able to enjoy

p—)

omhian temidles of o tooo

Chilcon wiine whila Chileans rav wurchase (o

not zvaoilzble in Chile. The sawme may be czid about tryade in scervicas,
from tourism to shipping and air freight,

Py 1080, then, the shere of imports #om non-fndean soufces in total
supplics of "lighit' manufacturing products is unlikely to be lower thin
it is not (excepting for Bolivia)., but the share of imports from Audead
partners in such supplies for each Andean natien is likely to be substar-
tially higher., This, of course, will Le z clear incication thhat trade
creation has taken place in these commodities. 1 This aspect of the
Andean customs union may be viewed as consolidating and rationalizing
the industrialization accomplisﬁed during the last thirty years, espec'ally
in "1ight" industries. It could signal that these activities and their
entrepreneurs are no longer infants, and that they are ready to face Latin
Anerican competition and are almest ready to face world markets. In some
lines the larger Andean base may induce larger exports to the rest of
the world.

It would,be‘a nistake to regard the present louw fipures of intra-
Andeear tradc12 as evidence of the low potential trade creatine ecffects
of the common market. That they reflect to a larsme extent past national
policies of import—substitutioﬁ, which have artificially deprc;scd intra-

Andear trade by inc{ficient duplication of production facilities, is



dracatically illustrated by nas hi§c ewveeeling along several Andoecn borders,
suéh as those between Colombia and Venezuela, Colombia and Ecuador, Colombia
and Perd, and Perd and Bolivia, Part of that snuepling deals with non-
Andean goods, but a substantial part handles Andean textiles and ofhcr

consuper goods. Iundced, market vressurcs along these borders have motivated

during t%: nost wer :chenes for “border inteszation', cspecially alene the
T ; . - . 13

Colombo~ﬁbnezuelan'&nd Colombo-Tcuadorisn frontiers., It may be noted
that theoe market prossures have been potont din gpite of the 1 £
econonic OV°”nead fa jties near frontier zcenas, a nogiict arisinsg frowm
o]d and potty susp picions and fears, If the troade liberalizatlon proprar
foreseen in the Treaty of Cartzgzens comes cff anyuhere near scheds :

. 2 Sy

off101all; recorded intra~Andeszn trade is very likely to witness phencrnrnal
growth xatest during the 1970's.
Trade liberalization is also likely to have other positive effects

on welfare, some, but not all, related to the static trade~creation gairs,
Greater competition among established "light activities, most of which
p;oduce aoods weighing heavily on working class budgets, should reducé
their relative prices, contfibutingvtoﬁard a bettexr income distribution.l
In more than one Andean country, iﬁportant vage—-g00ds are often produced
under near—monopoliétic conditions. The new competitive climate should
also induce entreprenecurs in these activities, who often have been lulled
into a fat ollgopolistic tranquility by excessive protection, to become
truly modern managers on the Lookout for cost reducing innovations, and
wﬂo will be able to operate successfully not only in large Latin Auwerican
m#rkets, Lut also in new export markets in the rest of the worid. The time
113

hag come for the Latin fArmerican entreprencur in V‘Pv'l‘i““ activitles
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to become a leader in the intorducticn of new tecunvlooy snd new managcenent
techniques, if necessary be creatiug new paq—hh lean multinaticnal fims,
1t way turn out that greater comch;Livg pressures may keep previcusly
overprotccted entrepreneurs and trade uniohs from capturing, as in the
past, most cf <he productivity acvantages ofjth; nmodern scolors of the
€Ccoaciny, thus 1Quding to s wider distributicn of tne cains {ron modern teche
nelocy, and higher empleoyrment-output growth elasticities,

In son» Andecn encreopreneurizl and acadenmic circles -the progran of
sutomatic and general liberalization of intwa-indcan trade ralses fears
:nd resistancas. llany perfer to limit the activities of the coumon riaihet

v regional import-substituting

0]

to asreements yegarding the establishment of n
(or trade~divarting) eactivities. Tt is feared that freeing tfade in gocds
produced vy Twegetative' and other culabliched activities could lead to
disorderly compesition and unemployrent and excess capacity in many branches

is the same type of tear which existed in France and

\

of producticn. Thi

italy when thz Furcpean Common llarket was proposed.l5 Often these fears

are inconsistent, as when all Andean producers of a given good claim to

be less cox pethlve than oLher producers in the Zone, and they are usually

é( ssly examgeruted. RBlatively ca »pital-rich countries complain ébout

cheap foreigﬁ labor, vhile labor-rich countries complain about cheap foreign

machinery. Relatively cpen economies complain that they are at a disadvantage

beceuze they started late in their industrialization, while entrepreneurs -

in rclétivcly closed ecconomies ask for more time to get used to competition. .
No doubt the ellmln .tion of barriers to Andean trade will increase |

competitive pressures on all producers, even if it also expands their markets,

4

But the transiticn toward a new situation will not be as violent and



destructive as it is oftcﬁ painted,  In the fivat place, the reductien of
tariffs will be eraduzal, nerhaps éoo smch so, ond eradizl enowch to allow
for the maturing of any "infant industries” which may rcnﬁin,-egoecially in
Peru, Lcuaccr and Bolivia.' Sgcondly, neither catreprencuars nor CONSUMCIS
chenge thedr plans q uicl:ly, either berause of cahacity 1inlts and marhketing

2nd incrtiz, Thus the early yacvs of the cotmon

delsys, or bocause of o

sarket will give entyeprencurs a chance to adapt ©O the newr conditicons
H 3

without the threat of an irmddiata c:_astlop Tinaily, as has beon notz
Andesn manufacturing has been expaunding at « fast rate, In this environrant

djostment is easier then in a context of stacnaticon; meny relatively

n

inefficient firms may simply have to reduce thoir expension and change cheir

ontvut mix, comstinmes vitheut having to facc v 41 their abhsclutd
ks ? (&3 PRostai g

a—

leval of arprepate output and employvment, increnments to
output will thus be produced by the more efficient plants, without necess arily
creating excess capacity. The threat of conpetition may often lead to geains

in efficlency without being accompanied by actuzl ineremcats in trede flows,.

In spite of these arguments, fears about trade liberaldzatilon will

ersist, Indeed, in some cases, and in spite of fast growth economic efficienc
P ? ’ P g s 1

may indicate the advisability of closing down plants and reallocating their

labor force. As the Andean authorities seea to be aware, it will be useful -
) S

. .
crrm et gn o e

to have generous programs set up by the ADC to grant credits and reolelnlag,

facilities to entreprencurs and workers severely hurt by intrz-Andean ccmpetition,

and willing to shift to other activitics.
This insurance against excessive adjustment costs to trede liberalization

and apainst an uncquitable distribution of that burden, ceems rerferable
i 1 ’

to the pleas for detailcd "planning" oiten heurd fycm crities of the trade
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liberalizaticn pro-ron. It is cnly superficizlly poavadoxical that ~fter

a decade characterized by the accentance of plannine in Latin America,

the Andeon group should propose a ravld and autenmatic liveralizatlon of

subregionzl trade in mony products. It is preciscly,bccanse in mixcd economics
planning, viether national or.rcgional, should conceutrate on priority
activitice vheore muvint forces copevrate either veakly or pervers2iv, that

the rarket ghoﬁld Lo siven a lavre share of the respensibility for ncccleratinﬁ
integrotion in activities, such as "lipght'" industyies, vhave narhoyn forces

can be erpected to wvork reasonably well. Onre of the surest ways of stoeering

econonic Integration is to insist that beforve each step is taken, o

1n most of‘thcse studices are likely to he obsolete by iz tlue they are
completed,) Given the difficulties Latin American countries have had
building up planning at the national level, the projact of.guiding each
step of intcgraticn from a master plan covering five countries is folibayidy,

It should 2lso be borne in mind that in most cases it is difficult to peadict

ex-ante=which country should specialize in which activity. Economic history

téacheé vs that often socially profitable specialization comes freci bold
initiatives of (private and public) entrepreneurs, wvhich may not have met
with the approval of central authorities. The executive regional authoriﬁy
directing the stéps of the Andean aroup would, therefore, do well toc

limit its regional plenning to a few critical sectors and policies,

establishing for the rest general "rules of the game.' This "medest"

. N

agenda will keep them quite busy.
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As shon in Table Z, imnorts still veish heavily in the total Aucean

supply of poods produced vy industries, For the countries taken

individually, irport substituticn in these industries has been or could be

very expensivc, due to siallness of market, -The cffort will be less costly

1 new plantz preduce for the vhole Andean comnvaity; in sone cases,

the lorgey wovket may in fact mske vogional precuctlon competitive with foreign

.17 -

gools even without protection, fn ony case, 1t i3 to be oxpected that

vall

be given co these infznt inudstrizs by the common enternel
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from non-Andasudsources. Beczuse of the economies of scale vhich chavsctevize
maﬁy of these activities, a proliferation of plants would not be desivadle,
Joiut regional planning plus a common external tariftr which dees not wheliy
elininate foreign competitive pressures may be the best instrjménts avaitable
to avold excessive regional ccsts in those new industries. The presumption
“in favor of tihe central planning of nany of these "heavy"-activities(e.u.,
steel), is strengthened by the fact that already they are handled by pubiic
cntérprises in Andean countries,
Some trade diversion is bound to occcur in tﬁe dynamic branches of

manufacturing. Such trade divérsion, or reqional import substitution

going beyond that which would occur under ideal nco-classical assumptions
(free trade, equilibrium exchange rates,etc.), is a cost which the Andean
count%ies‘appear willing to pay for having a more diversificd industrial
structure and for achievinp non-economic goals. These tarpets are seldom

spelled out carefully, but they so beyond a naive "desire for industry'. They
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are rotivated nartly by a v1igh for arcatey autonorw vis—a-viw the notrerful
world econcmic centcrs, partly bf a desire to avoid the uncertanities of
internaticnal trade, and also by an intuitive nrefercnce for "heavy" inter-
mediate and capital nocds inductries, which are suppesed to accclcréte
capital fowmation, tecﬂnological chan~e and "pachvard linkaces". & [unda-
mental itash for suhreﬁion;l planuing vill be to spell out clearly what lone
run benefite ere expected to flow from differcnt kinds of trede diversion,

.

and to dnimize, for a given desired denrce of diversification end subrecicnal

autonomv, the costs of that trade diversion, by carazful selection of
industries to be riven special protection., This nev stage of inmmort sub-
stituticn at the reoional Jevel should avoid the mistales made in the a’.é

stage of import substitution at a national level., This is of narticuler

inmportance due to the nature of the econds subject tc the naw import supbstitution

As pointed out, they are internmediate and capital coods., Inefficienciec
in those activitics will also affect all other Andean industries relyine
on then for inputs, including exporters.

Impoxt éubstitution at the regiéﬂal level will be guided mainly by
complementationbagreements in key indusfrial areas, such as petrochemilcals,
sasic metals, automotive industry, etc. liost progress up vutil now has
been repistered in petréchemicals, electronics, and metals in eenecrall
The agreement on petrochemicais, alreédy sisned by Dolivia, Colorbia, Chile

and Perd, covers 23 important products, whose production is allocated arnong

n

3

the participating countries, Potrochenicals offered a promising area
for this type of arrannenent, as Andean countries had not yet invested heavy

sums in their nroduction, althou~h several vere at the verge of doine so,



As here thiz choice n:yoaré to be caly betiecn national oad resional inmport

substituticn, clauses of the agrcenent linitine entry are a small price

to pay to avoid proliferation of véry unecononical small plants, so long

aé the conmunitylauthoritieﬁ keen comnon tari:f.levels vhich meaintain some

foreiqn cowpetitive pressure, beyond a reascuchle marsin of nrotection.

Given the pciiticoF?csnowic dynosics of tarifif setting, it may turp out

that the sterting restrictiéns on fim cntry vill result in the lons run

in sualler tariffs; thé onen entry nelicy fclloved Ly nzav Latin Aaciican

countrics in the aukboaotive industry certainly does not p%ovide a «ccd model

to follow, meretyricious sloganeering about Yeree competition' notvithstarding.
An Andein sroup limited to prenotine subreeional trade only for new

industjies wouald rean exisucus qains from that.customs uniocn. Goins nay

atill oxret compared rhith a situation in waich each countrf carricd oui

that import substitution in isolation. But the growth of intra-Andean trade

and its impart on Andean overall exvansion would remain relatively ninof;

note that fo» the Andean Tive tzken as a whole imports are already only

" about 11 per cent of CDP, accordine to Table 1, and that only part of those

imports can '"reasonably" be substituted for local output durine the next

tén years., Brazil and ilexico, with GDP's 1érqer than that for thc-Andead

FiVe, have inport cocfficientq of sbout 5 per cent of GIP (also according

to Table 1), and even with their larere marlets import substitution has not

alvays yielded satisfactory results.l9 In short, it is difficult to visualize

significant Andean cconenic interration vithout trade liberalization across

the bbaxrd; without it the vhole inpetus toward the creation of an economic

and political comnunity i1l wither,



OQurinanie Tag ternred dntra-tadoan factor covomInts,
P
one 3

Discussici so fur uas boon lindted to conmadity crada,

. .

wonder uaccier it is desircile for the stsvesicon to libe

[oN

covements of labor and czoital within the area. The Trcaty of Cartancna
is vague on this noint, and doesimol set un & time table for factor wovement
1iberalizaticn comparszbla to that for trade. This is wisc.

(3

Dased on the histerical ewnzrience of Seulnern

- 8

States South scme 6bservers'point cut the cdangox thet a coomon marhot could
lead to the irmiscretion of a merhoy countyy, ut these cuornles refer

to situations where tihe coumnon variet vas ccommeanicd by & free floo of

labor and cayital, In a customs union includine only trads in rocds and
.services, mirdful of the danagers of oncessive trade-diversion, and vhere

the balance of péyments constrajint limits how much a country can dunert

from its poriners anﬁ ~n yost of the world, the possibility of imniseraticon
negligible. A flexible exchange rate can always insure balance in the
international accounts, and export taxes cin handle the danrer of unfavorable
terms bf tradé effects. But with comple.~ly free flows of labor and

capital, no such rapid adjustment mechanisns exist. This is why, «iven
preéent nationalisms and while political and social Andean solidavity is
still in its infancy, the flow of factors across frontiers should be limited
(and controlled). Hote the frictions which legal and illesel Colonbian
nigratt-..e into Venezuela have created. Other examples include Cﬁilean,
Belivian and Paraguayammigrations into Arpcntina, and Bolivian minration
into northern Chile. Even under those controls fearfdl of "disnenbernent"

(1n the scnse that with integration some resions of the country may becone

econcmically lihked nore closely with regicns of other couatries than uvith
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their own naticnal capiital as vell 2s fears of invasion c¢f chean forcinn
labor may persist., And indeed new ccononic patterns are likely té gnerae,
say along tue Chile-Peru and Colombié—Ecpador frontiers as a result of
trade -liberalization.

Community authoriui¢3 coulé ncverineless ﬁrofitably encouraee cortain
tyscs of intra;ﬁndean fceter moverrznts. 'Thile nene of the nefbcr countries
suffers from shortares of unskilled labor, specific bottlenocks in siilled
: moolinn Andean aveilebllitics

caterories often develop, and could be relieved

H

ments into Fhuman capitral

P

of such skills into oune common marhet. Tresh inves
could be jointly planncd, especially in the fields of hisher education

and scientific and technolozical wesearch, aid this vwill cell for some

labor mobility uvithin the zone, Renicnel "eeaters of excellcnce” for
research into nztters ol svecial Andean iutercst, sucihh ac geclic~y, coppar and
tin technology, etc., could be established with the help of the ADC, and

by pooling Andean talents,

P

The Treaty of Cartasena refers to the imvortance of crqétinq Andean—
owned nultinatlonal corporations, able to operate with sinilar ease in
the five counfries. These are likely to include nublic, nrivate and mixed
entérprises, and will of course require, as iﬁ the case of the ADC, some
intra—Andcan cafital movonents. In some cases, joint ventures could be
undertaken with non=Andcan Latin American companics, or with those of
industrialized countries (more on this belecw). Andean planners are conscious
of the fellure of the Luropcan cormon market authorities to provide lcadership
in the creation of all-Furopean firms; they do not want to rzpeat thelr

*weak perfornance. Before December 1971 the Commission, followine the advicd
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Table 2

Ioports oi lunufacturces oxpressed o5 rerconthnies of

Total Supnlice of Manufactuered Preducis

Bolivyia Colombila Chile Ecuddor Peru
1950 1965 1045 1460 1955
fetzl 58 10 Ee A R
I. Poodstuffa, beveragas
tobacceo, ciles,
clothinz, woed and
leather products. 40 1 8 11 - 10
3

YL, Paper and rubrer and
their products, chemicals,
non-metallic muwnerals,.

basde neltaln.e 66 22 . 11 65 27
II¥I., Petrochonicels 56 5 14 15 19

V. Machinowy and
equiprint, motat—
working. 79 46 51 95 70

V. Printiug and publishing, . i
other manufacturing, 65 10 26 51 33

-

. N
Source: Adapted from Edmar L. Bacha, “Venezuela y El Grupo Andino. E1 Problema y
las Alternativas", El Trinestre Econcmico, Vol. XXXVII (1), No. 145,
January-llarch 1970, P, 140, Table 1iI. ''Total Supplies" refer to
imports plus domestic outpui.
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of the Junta, is scheduled to zdoot a uniform reeirn for the creation of

Andesn multinational firms. As put by Paul il Noscnstein-Rodan:  ''One

measure of wealth is the waste one can afford. Latin Anerica is not as

rich as Lurope. In the ficld of multinaticnal cornorations it can and
n21 |

it should do beiter.

If trade liberzlization nyocceds &s scheduled, it will beo dosizable

ayt preparing the wav, durine the 1970's, for a closer pent-1230 econendc

or

to s

be an active & ineraatiuat

wnioun. An important element in such a union will
free Andean canital market, cven primarily to Andean public and private

A n

enterprises. It will also be desirable to create Andcan financiel assets
which vill be zble to attract funds frow madiu-and gnall-sizod savers,
thus offering alternatives to foreien aszz’e, such 2z rmutual funds, which
threaten to become an important drain of Andean invostable funds. Gradual
harmonizationuof fiscal, monetary, and socal security policies, as well
as ad hoc mechanisns, also vaguely pledred in the Treaty of Cartacgena,
will encourage such a trend.

But harﬁonizatipn of sucﬁ policies need not receive the top priority
which_shouid be given to creatine Andean multinational firms and to coordinating
Andean policies toward f@reiqn traders and investors. In other vords,
it would be premature, and potential}y harmful, to attempt during the 1970's
to transform thé Andeén subregion into a single currency area, wvith free
factor movenments and common monctary and fiscal policies. In particuler,

it would be a mistake to try to freeze exchange rates, even if 211 countrics

in the recion had rates of inflation sinilarx to cach other and to those

of "the rest of the vorld". It is clear that, given unequal inflationaty

conditions in different countries, it would Le foolhardy to attempt making
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the recicn into a unificd currciacy area, vhile vaitin: for the ond of inflaticn,

in Chile, is liliely to oostnoﬁe indefinitely and uanecessarily the
integraticn cfforts. B3ut even without inflaotion, trade libecralizatien
and the ccnversence tovard a comnon external tariff ncv induce structural
cﬁangesIﬁmknrtnnadlvqr"ents in the real exchanee ratc of several countries.
At a tiic vhen these countries ere civing up national control over policy

jnstruncnts (i.e., ‘tariffs and irport contyols) much uced in the past for

balaice of payrents adjustrments, there will he a greatar necd, at least
éuring a transition period, for a more flerible exchanne rate policy

iq each country. It should be borne in nird that fhc Andean intecration
process will hoﬁefully>be acccmpanied, at .cast in cowntries such as

Chile and Colombia, by a rationalization avd lowerinn of vrotection vie-a-vic
¢he rest of the world. The Junta, of course, should adent ceneral guides

lines to reconcile national exchange rate flexibility with comnunity needs.

Outlook for Andean nolicies tcuard non-Andead traders and investor

One of the emuvected benefits from the creation of tl:e Andean subre~ion
15 typically summarized by the expre531on "increase in baroaining povex"
Yor example, in the commercial field 1t is to be expected that the Andean
Five acting in unison will be in a stronger position when dealine, way
with European Comnon Harket, than if each country necotiated in isolation.

A very innortant application of the principle of oreater barcaining
power by joint action is expected to take place in dealing with direct
foreien investors. lere the objectiﬁes are not only cconomic and

in the narrow sense, but also include obtaining egreater Andean control

over its economy.
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Hany ia the Andeon countries, ond in the veut of Latin Anerica, fear

that the crecation of a comnon market will lead to a massive inflew of forelen
multinational cofpor;tions, which are better cquipped than national fiims

and even Andean nultinctional fizas, to take advantage of the broader economlc
space, Suci a massive infléw, ¢ven when favoraple to eccaomic groﬁth,

23 ..,

. - K3 o -~ g
fants,. Tris fear hes noon

=N

111 have undesirsble nolicdcal ond coclal ¢

ortly recpeasible for delaying Latin Amerdcon integratien cfforts.

-
£

his jusue openly, aud establisihed that by the

re

Treaty of Cartagona mocts
end of 1975 the Community should cdopt a cummoan pollcey tavard divect

]

foreign invostment, as vell as toward forcign patents, licenses and royalty

Ccvpreh"nv*\e data on actual divect forzign investment in the &ndzed

. Tive are lguking, but it is clear that most of iv iz in poivolerm, wining
and smelfiua, continuing a tradition going back to the early days ol th:
Spanish conquast of the Andean hichlands. Of the total 1568 book
value of U.S. direct foreisn investrment in the three largest Andeen
countrics (Chile, Colexbia and Perd), at least 60 per cent vas in those-
activities.za Japanese investors have recently also shown keen interest
in thé mincral resourzses of these countyies, vwhich could be Ibhelled *acific
a8 well as Andean, U,S. DepartnenL éF Commerce data, however, indicate
that U.S. direct investment in manufacturing hes grown faster than other
itens; while such investments amounted to only 8 per cent of total

book value of U.S. direct investments in Chile, Colombia &nd Perd in 1950,
their share had reached 16 per cent by 1968, It is notcvorthy that in

spite of the qnaller nationzl markets in those ccuntries compared to
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Armaonting brazil znd exico, durine 1057-03 U.S, ﬁnnuf3Cturi5~ investnents
in thz weo srours of countries arawoab vournly the ssme averace annual
rates (2.5 per cent for Cille, Colerbia and Pery, and 2,0 veyr cent for
Armentina, brazil and I'exico). Tor both erouns 6f countrics, the rate
of cupansion in the book vzlue of those manufacturinn investrents vas

faster durine the 1969's than durine the 1350%s, in snite of the fears

Y - . - . Ce 4
provoked by tiic Cuuen Zevolution. Tecent enperience in Peru, rheve the

Southern Peru Cow ocr Corporation vas uilling to sion an arrcerent with
a governnont walch sahortly before had nationalized, a2lleredly withouf
"prempt and adoquata' compenaation, assets of the Iu“fluat~cuﬁl Petrolew.
Company algo indicates that in spite of the public diffidence shown by
foreien investors and thely demands for ”favorabic climate', the Andean
countries are reearded a2s ateractive nlaces vihere to invest, The barcaining
porer and roon to mapnenyre of thése countries is, therefeyns, eraater
than vhat one would think by readinr~ business and ponular journals,
That bargaining powef is pﬁcbnblyrstronqest in the field of

natur41 res» rees. It could be further strencthened by a closer coordinatlon
and cventual merper of the nationai public enterpricses wvhich now act in
minerals, oil, transport, communications and elzctricity. Programs such

"Chileanzation" and'Teruanization" of copper could probzbly ~ain in
bafgaining strength, as well as efficiency, by~their joint nianning,
The fact that several industrialized reqions, such as Janan, the Ug¢S,,
and Yestern and Iastern Europe are‘eacn interested in obtainin~ access to
1

raw materials naturally strengthened the Andean hand.
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Cey foyas of nsueciatiza viin foreism Investors in ranufscturic

ERSRG

‘and otiier calerprises can élso be dévcloﬁcd uider better conditicas 1
Andean countries act jointly and/or establish common "rules of the aame',
These are likelv tc be closer to those of, say, MYexico than the nore

liberal rosulaticns of Armentina ond central fnmerics, and they ere ziso
likely to include a closer lool. at the acccunctine arrancements on such
rattevrs of royalty and cther fee paymenés betveen suvsidiarvies and licad
officer. &huoad, T2 curicus pasnomenon of coitinued foreinn investiong

into brziches which show systematic accountineg losses has caused censiderable
interest din Andéau civcles., Tne Foreign miaisters of the Andean Fivé,
meetine in Liwma on Joveuber 1969, reaffirxi~d that ;t will be fAndean volicy

to encourzee preferentially Andean entremcnaeurs, and to control foreian

jnvestment. Lt ie likely thoat certal. [izids, such as most 'vesetative"

and key "dynamilc' branciies of manufacturine, as well as bankina, comnuﬁications’

efc., will Le increasingly reserved for public and »rivate Andean entre-

preneurs. This trend is already marked in Pery, Bolivia, Chile and Colonbiz.
As noted earlier, the trade field'also offers notential regards

té joint Andean nolicies, not only when-dealing with trade Llocs such as

those of llestern and Lastern Lurope, but also in dealine vith the larser

LATTA countries; and vith the rapidly expanding Japanese and Australian

markets, vhich share with the Andean countries the Pacific basin.26 One

may aslk whether Andean (and Latin American) barecaining pover should be

used to obtain resional trade preferences from the United States. On

th}s point Colombia and her partners anpear to have different views.

It should be noted that durine the 1260's Andean intcmmational trade has

become ~covraphically more diversified; schemes for U.S. regional preferences
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with divens fovrlen investors., It is difficult to visualize, for examnle,
the pclitié:l fecsibility of a situation vhere; sav, Italian invastors

tha Arndnos eroun vould expert to-the U.S. market taline advantane
of U.S. reeizrel prefervences,

- AP r~ .y e, . . -~ ot RSP St . ~y Y
A% fytaon forsita oenchon e yeceywno, eoniined vith cxoandad

by
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ccopoyation coony the -z Cenigral Danlis, could doc

to fluectvz:zious in Foreisn cxcilange earnines from the rest orf the worli,

A first step rav be the peoline of tha newlw croated Svecial Dravine Tichts,

Andean dc¢zvmonts and declarations hisve been carcful to ermhagize

1

that their zel wities and actions are cotpatible vith the mareh toward

a pri-Lotin focnlcen coonon narhet, and they often a=msert thut the creation

of tha cohrosien uill accelerate such march, Yet, it is clear that the

Andasn workine hooothesis is that no such a market is yet in gient, and
> G ’ 9

that LATTA will ccatinue developine azt a very clow pace. On the other

hend, the An‘zcon proup is often eyed with nisgivines by other LAFTA menbers,

WVhile it is unlikely that the Andezn eroup will be joined in th

pete
<)
i
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[
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future by other countries (excepting Venezuela), it is possible
that it vill dowvelen snecial links with Central Amcrica and the Caribbean

regicnsy Coicrbla has shoum particular interest in these areas, having

difficulti25 cmd dancere of the Andenn Groun.

Looked 2t Ziom tha vieupoint of cach varticipating country, expected
benofits froa the creation of the subresion are of tvo major tymes. One

groeup ¢of bew «fizrs vill arisa fron the Javoravle lone run efivets of trade

creaticn, graztor basnaininng power vis-a-vis the rest of the vorld, vossitble

<

e such eodns and vould also hommoy Andean frooion to brrealn
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ivorov soatg in osabrecien-sl enternal terors of tyode, cte. Thiose bonefits

ov-y tha lon~ o, are nar abtained at the expense of partnors in the-

stlrcgicen.  The othor type of berefits will, for a substantial period

of tine, be obtzined at tho expense of suvbregional partners. TVhen an

Retet! M -4 T . ~ - N ey . oy AV ~ io o« 1

industry, heavily protccted by the coumon euternzl toelff, dis sot up in
2 ; % - fee 1

o countyy, asuch ceountry mzy Lo ¢ from waving thet oolivity, but

culy ot the expinsce of eoncumers (and/or public vovenues)ol custen union

partnexrs. The benefit to that country, neglecting for a monent quid puo

quns, 48 equiviolent to an improvenent in its terms of trade ewnatly

matched by a w-rsening of partners' terms o trade. Unless such "infent
indusivies" mavure so as to make its regiopal protccti n supexflucus,
the sitvation jill persist indcfinitcly. |

Raturally, each country will be expected to return the favor regarding
the second type of benefit, and thus incur in corresponding costs to sub=
sidize the protectéd regionmal industries located in partner.countries._ Buc
there are likely to be otner costs, mainly of a short- or medium-run nature,
These can be summarized under the label of "burden of adjustment", and
are_usuallyrneglected in textbook discussions of long run econonic
mechanisms, Ihey include possible costs of resource reallocation arising
fron trade creation and balance of payments adjustments, as well as induced
changes in natiecngl tax and policy-making systems. Throughout history,
the politicrlly powerful have tended to thrust the'burden of adjusting
to chzuging world economic conditions onto the politically weak; when

supply and demand conditions favor the strong, the adjustnent burden is

proclaimed to be the inevitable price of progress exacted by a blind market,
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of the stronga. Inis arcunent, ratiher than vasue fears of cunmlative

tendoncics toward uneven deovelopment, prov des cubstance te the suspicious
b

of the politica?ly vealivst countrics within covon wariets.

Provicing svon a eonzrol eccounring franmowora Lo Heep bvaci,
fer ecach participa Lln, yuniyy., of all these possible costs and benefiis
9

of & common rarhot is a most difficult tesk. Hence the hdeh nrobability

of frictions, cumplaints, ¢olays end arduous negotiations ia the formoiicn

of custom unicns, especially among developing countyies Strony political
leadexship and solidaritybis needed if the project ic to advance signiicantly;
it is not yet obvious that such leadcrship and solidarity vill be stead. Jy
arpliad in tix Arndean conte?f; It could be arguad thot most of vhe
leadersnip of participating countries has not yet fully realized the full
implicaticns of the Treaty of Cartagena, and they may back down vhen th

time cémes fof concrete actions, such as the louering of important

protective tariffs, Colombia and Chile will have different Presidents
aftér.l970, and the future Andean political picture and enthusiasn for
integration ﬁay look quite different from that at the time of the Declaration
of Bogota. Both LAFTA and ﬁhe Central American Common ilarket have shown,
unfortunéﬁely, the relative political weakness of signed and scaled

econonic pacts, which are no match for the furies of petty and archaic
chauvinism. Unfortunately, there are plenty of old quarrels and animosities
among Andean nations (to nane uut a feu, the borders between Chile and

Bolivia and Perd, and between Perd and Ecuador, can still arcuse strong
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ceations), vhich covld Lo nanionlnrod to ~onernte sevare fricticns. Furthermore,
it is possitle that soe of the countries vithin the sulreeion will take
a sharply rore leftuard course than their neichbores, especilally regerding

central planning of economic activity, In that case, the meshing tosrether

further tow regiconzl fo-cauity ol colddarity,
The’potcntial difficultics of the Andcan schene hove beca feore-

shadoved by the unsuccessiul negotiations to convince Venezuela to sinn

the Treaty of Cartazera. Venezuslan objections to that Treaty involve

fear of Loth trade creation and diversion, coupled with preoccupation

with the possibility of large and chronie aeficits of Venezueld X}Swa—vis

the Andean Five. This preoccupaticn is root:d in the peculiar price-

cost structure of the cil-rich Vgnézuelan cconony; indeed, caluuletions

using recent eﬁchange rates confirm across—the-board Venczuelan competiti-re

disadvantapes with respect to at least Cﬁile.zg. Sut even assuming-that

sonehou (perhaps using dual exchange rates, oY similar schenes), the

.Veﬁezuelan—Andean Five trade could be equilibriated,it is likely

that Venezuelan misgivinpgs would persist; Vig-a~vis the Andemn TFive,

Venezuela is likely to haﬁe comparative disadvantage in labor-intensive

activities, such as ﬁextiles, vhich have expanded behind import controls

only relatively recebtly, Firms in such industries, mnearly al; private,

take a dim view of the threat of Colombian aﬁd Chilean competition. But

many Venezuelan firms, public and pfivéte; also have a nore econoniically

leéitimate caée against the Cartagena progran. Traditionally, they have

jmported capital and intermediate aoods at prices prevailing in world
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ﬁ:nkcts (ivoios being gcﬁerally ior on those »nroducts); Loves toward a
cozson entarinal tariff ave almost ;ertain to raise those prices for

Venezuelan buyers, to induce diversion of their.purchascs'toward'Andean
prodﬁcers of those gocds, net all of which would be Venezuelan, Adcding

to the oppuosition of Venezuelan private entrepreneurs to the Treaty of

<1

Cartagenu is their estination that Venezuclen activities 1liliely to henefit

from trade diversion are partlyvor totally publicly owvned, such as in
petyochemicals and steel. Some Andean observars have‘aléo remarked that

the large infiuvcnce of foreign investors in the Venezuszlan econony presents
an additiona. reason for Andean-Venczuelan incompatibility, echoing British«
Continental ~ifficulties in Western EHurope.

The And :rn common external tariff is alsé likely to imply an increace
in maay Peruvien, Bolivian and LEcuadorian tariffs (or of import cony“ols
expressed as equivalent tariffs), even if they result in decreases in
tariffs or tariff-equivalencies for Chile and Colombia; Indeed, for a
while Peruvian agreement to the Treaty of Cartagena vas in doubt, for
reasons sinilar to those given by Venezuela for rejecting the Treaty.

Ihe two weakest countries, Lcuador and Bolivia, face potcntial.trade diversion
not only in products ofh"dyﬁgmic" or new industries, but also, as suggested

by Table 2 especially for Bolivia, in simpler manufactured products.

But these two countries, comprising only 19 per cent of the Andean Tive
population, have received asconsiderable number of theoretical safeguards

and assurances in both the Treaty of Cartagena and the ALC., Indeed, there

is a danger that the ADC amay neglect socially profitable actions clsevhere

for the sake of conccnﬁrating on projects benefitting 36livia and Lcuador.

Integration, as noted by C.P. Kindleberger, calls fox contributions =
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accordin~ te shility to pev (and nere olivia an? cuador have a smaller
burden), and investments according to some calculation of pay-off.

Offsettin

e

trade diversion costly to Lcuador and Bolivia with incfficlent

jnvestnonts in these countries will not encourago growth in the subregion,

‘Uhile it nav be difficult to be precise aboum all of tue costs and

.deen»ccuntry, certain astecis nay be
rovzhly qu;ntifivd; The real costs of regional trade diversiona, for
example, should be distrivuted in a conscious.fashion among tiie member
countries. reciprocity should not be defined with respect to an equal
expansion of regional imports and exports in each riermber country, nof
with ecual exsrmsion of trade in manufac tured gﬁods. R#ther, it should
réfer'partly Lo z fai distribution of the real ccsts arising from trade
diversion. For examplce, suppose that YcrnQian imports and exporis to
the Andean group increase by the same amount, but that its exports are
made up by goods which it could sell in world markets at the same prices
it receives from Andean customers (e.g., cotton), while its imports are
méde up by goods which Peru previouslf inported froo world matkets at

lover prices (e.g. machinery). Although its repional trade is balanced,

or that it is rcceivine reciprocity for its purchases of Andean products,
whose prices (at least for a while) are higher than those in world markets,

Reciprocity could be reestablished, ceteris paribus, if Peru exported

to the subregion poods whose prices vere also above those in vorld
markets, in an amount which compenstzed the real costs of diverting its

inports from world to Andecan exporters.
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lnine tule awpreach to fe:fprocity,-and cerbinine it with estinates
of adjustmoat coste, re~ional autherities could nake rourh calculations
of what cach countyy ohbtains, nct, fronm integration, Evén if roush-and-
ready, such calculaiions may help to foresee difficultics and avoid
frictions. In particuler, by kenning tabs on the costs of trade diversion,

incd fn Centrel Anerican Common
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it nay ovoid seme of taw situctiang oSt
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liarket, whore, for emample, ilicaragua has fel; victinizzd by subregional
inport subrtitution.
Indccd, the bicgest danger of the Andeen project is that,
under presture from vested interests, it may be tufned into a mercantilistic
gchanism to promote ewxclusivelwv dmport sﬁbstitution at the regioneal
-

leved, perba) s with die excuse of supporting overvalued exchange rates

under the arsument of clesing the foreign exchange gap)e. Although

economies of scale will help to reduce the real coéts of some new industries,
it may still leave unit costs in many activities way above world market
costs, Undz, these circumstances rapid and efficient Andean growth will
require an expanding volume of eprrts to the rest of the world, to
finance_growing imports of capital and internediate goods whose production

in the region may still be uneconomical. As the expcriencé of import
substitution at the-national level shows, the creation of incfficient
intermediate and capital gbods industries will have negative cost-push
effects throughout the éconony, and especially on non-traditional exports.
Countries vith a long tradition of export promotion, such as Pery, will

dé wall to lLeep a sharp eye on the level and structure of the common external

tariff,
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fvcessive énnhasis on inefficicut Andenn 3106YL substitntion will calso
create vorted interests which will later o»nwo~e a vidar Loatin fericen

ndean steel industvy dovelops without reaching

common arket, If zn An

the efficicncy of, say, that of Brazil, it will g hc:rto pTiSsures

opposing further integration. (Ceteris ﬁ::ibunf the ¢ 110‘ the cconomic

scace covercd by o ceommon marhel, the froctex
lead to costly trode diversion; thus the pity of not heving th2 rich

Venezuclen warket within the anrecaent.)  In the sa wor theot the old
. s,

<>

iapqrt svbotitution at the national level created vestel intevests ncw
opposing raglonal trade liberalizaticn, therxe i5 the risk thet the new
regional inport substitution will generate iuterestc which later on will
opposé o wider Latin \nerican intcgration. Tﬁc best way to guard against
tﬁ s yisl is to prowote regional inmport subTEd ituticn cnly in activities
where ono cail be reasonably sure that accepteble levols of efficiency
will be reached after a few years ol "Jearning by doing" 3

A quicl look at a map will show.that the Andeon groap is not,
prima EEEES’ the most reasonable cne which could huve been devised from
a viewpoint of economic efficiency. For example, it mn
sense to accelerate integration of the Chilcen avtomobile ind"‘trv with
that of Cordoba in Argentina, rather than with these cf Celozbla or
Venczuela. Only onc of the Andean countrice (Fardé) nos frcatiers with
all of its four partnerss As a group, the Arlecn Five have nere tiade
with othier LAFTA countries than with each other,

Besides these long run prcoceupations, the Andaen grewp faces difficult

adjustrent problems in the short and nedivm ruu. As tyade resttictions



cre lifted, thorse 16 no acsyrance that the re~icnal trade flews forthecning
vili Lo balenczd.  Scoe ccuntries vwill devilencd curpluses and other
deficits vis-~-wis the recion. This (very likely) possibility arousés
conciderable zavioty among tbe nember copntries. Scveral devices héve

been proposed to deal with dt: faster—than-scheduled duty recuvctions

in cuvplus counéries and the opposite {ox deficit countries, thoe creation
of a payments wiion with generous. suing credits, a systen of different

exchovse rateos for intrei and extre~recional trade, special lending:policizs
by the ALC, ctc. ilany of these devices vill be useful in decreasing the
negative political impact of sevérc regioral icblilances in trade flowus,
espeeially 1F ﬁhey also involve sharp disnarities in the expancion- of
intya~Andean manufactured exports. Dut nore fundamentally, it should

be vecalled that true reciprocity need not necessarily involve balancet
regional trade [lows (nor balanced trade in mznufactured goods), and

that so long as the overall global balance of payments of a country 1s
kept in equilibrium, a deficit with a repion-@ill be compensated by a
surplué with the rest of the world. Old-fashioned mercantilistic notions
shoﬁld be discarded when dealing with these issues, as attempts to forcde
strictly balanced regional flcws couldvlead to severe inefficienciles.

It remains true, hovever, that the Andean countries will have to rely

on exchénge rate varidtions as a tool to maintain global balance of
payrmer.s equilibrium, to a much greater extent.than it was done in the
past. In the future, each Andean country will lose independent contrél
over tariffs and other trade restricticns, whicn in the past were often

used as tools to secure balance of payments equilibrium. Leaving aside
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painful incexzz vuchonicos of 3é.u:tr:nt, enly exchirne rate pelicy is

leff to bring about a desired glébal tareet in the balancedof trade.

It .4s-to’'be.hopcd that exchznze rate nrvements will be pfeferred to a
slowdown in the trade liberzlization agreements, or to extren and sustaincd

efforts to force repional trade balance., At any rate, Iintra-regicnal

trede starte at guch a lew fvactlen of tetzl Interwaticnal trede of these
countrinsg, that cvin (proportioaally) very large dcflicits or surpiuses

with thu region will have a zmzll impact o the overall balance of paymenic of
éach countyry, at losst during the early yewré of th:: common inavket,
Trade liberalization aud the movement toward é commonexternal tart i

is 1likely to have a negative iupact oi pub.ic revennes, at least in soar

of the 4ndean countries. But this developront should not be difficult

to handle, aad could motivate much necled fiscal reforws. A Fedr

division of funds collected under the common external teriff, a subject

on vhich the Treaty of Cartagens is silent, should not be difficult to
devise.

t The low present figures for intra~Andean trade indicate that great
efforts will have to be made in establishing new trade and commercialization
contacts and chamels. .Thc transportation, fimancial and.pgychologiCal
Yoverhead'" of tradelwill have to be built almost from scratch, often

with the helprof the ADC. On the other hand, intra-Andean ﬁransport should
be facilitated by a wide "road" formed between them by the Pacific, the
Panama Canal and the Caribbean. Most of the Andean population centers

arce located on or near onc of those bodies of watcer.



Some conelusions

Because of their journalistic wisibility and glamour, thers is a

tendency to expect too wuch from integration efforts. Even wiih Vonezuco o

the Andean group wculd only come to abeut the econcsic size of Moo

1 1!

and Brazil. One must remember that the great "comson uarkets 0f slwadl
and Irdia hzve contributed enly modestly to solving tho develo: .t
problens of those vountries. In particular, the Anlenn integwat® i efiic=n

is unlikely to change significantly the welfare of tho poorest bl of

the Andean population, whether located in the bigper ov smaliler countyi o

It may lower the prices 6f scme wage-goods, but it may also, by dteclf,
tend to concentrate income in come new sectors, Hatdonzl plannin~ offlios,

rather than subregicnal authorities, will *eméin rGSponsible for soultesiorn
wﬁat is happaning to the incomes of thn lowest half within.eazch. SOTATYS
and of trying to improve them. The less jmportant target of xodveing
lthe income gaps among the Andean countrics will of course remain a
preoccupafion of subregional bodies.

While ﬁot a panacea for all of the cconomic and social 1lls of the
subreglon, a properly handled Andean customs undon can raise the growtb
rate of each of the pérticipant countrics éignific:ntly above vat thosea

rates wvould be 1f each cocuntry followed in isolation zn import substituticn

&5
o]

policy similar to those of the 1950's and early 1960's. It could this
be increasing the efficiency of already established iddustries, by taking
advantage of larger scale in selected ncw import sulstituting eiforts,

by increasing Andean bargaining power in world commcrce and fingnce, and
8 g S P ’

by creating a climate conducive to faster technolopical change, improved



2=

panagenment and a boldcr atgitude toward fercion markets.

It is difficult at this stage to be precise about the addition to
the growth rate which the Andecan plans couldrbring about. It may bec guessed
that it couid be as hich as one percentage point, on average, throughout
tihe next_fiftéen years, aithdugh its benefici.l cffects will be felt
most stronely during the latter port of thzt period. But even if the
per capita growth rate with intesration is only 2.7 per cent per annux,
compared vith a 2.0 pur cent rats without iutegration, by 1985 that <ifference
would mean a per capita GDP of $530 rather frhan one of $585. Contrary
to the situation in most of Africa and Asis, the Latin American per capita
jucome base i. such that apparently small changes in per capita growth
rates can make the difference betucen brecking into the income category of,
say, Ttalv, within a rersonable tiwe span, oF remainine in the semi—indUJ-
trialized stage Argentina has been for the last forty years. It should
also be remembered that the Andean scheme should bring these countries
closer to their non-economic goals, such a< greater regional autoﬁomy
vis-a~vis the rest of the world.

- So with.all of its limitations and dangcrs,'the Andean program appears
aé ; worthwhile and exciting undertaking? which should be politically'
feasible. One can apply to it what Paul N. Rosenstéin~nodan has written
about Latin American integration:

It is an idea that once launched,wili not and
cannot perish. It may suffer agonizing delays, create
many difficulties, but it offers such obvious advantages

to all that we should despair of human reason if narrow
nationalistic instincts were to stop it .32



% Earlicr drafts of this peper huye benefitted from comnments by Charles P.
Kindleberper, Osvaldo Sunkel and Raul Saez, >Paul . Rosenstein-ﬁodan firsc
urged'ﬁa to study the eyolving Andean‘group. Several of the ideas
prescnted in this paper were . sketclied in mwy "E1l Grupo.Andino en cl

roceso de intecracicn latinoamericana', Lstudies Ingernacicnale
A ’ ’

Yeor 2, MHo. 2, July-Soptegbor 1968, pp. 242-57.
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1. TPy a discunci Wionczek, Editor,
Feonciie Cocoperavicy in Latin Anerica, Afvica and Aeiar A Handbook cf
e A — L 3 -

Docurents, (Cambridge: The t;1.T. Press, 156%), Chapter One.

2. Sece, for exawple, C.A, Cooper and B.T. lia ssell, "Towards a General

" The Journal of

Theory of Custoems Undons for Deve xloping "Countries,
P

Political Econemyv, Vol. LEXTII, Fo. 5, Ocrober 1965, pp. 461-76; and

-Donald C. M2ade "The Distributionasof Geiﬁs in Custo~e T'nigns Dreuveeu
Developing Countries", Kyklos, Vol. XXI, Fase, &, 1968, pp. 713f36°
As Ueadéputs it: "...we would agree with the appraisal cf R.L. Allen
that customs unions among developing countries 'are all fundamentally
iprotectionist', in the sense that théy are designed to facilitate

the expansion of output in lines where money costs of production

are now and are likely to remain above vorld prices”. (p. 718). It
:should be noted that Neade writes on the basis of African experiences
3. Coapare also with the 1966 populations of the proposed HHaghrel
group (32 Million, 4ncluding llorocco, Algeria, Tunisia and Lybia),
‘that for Last Africa (29 Hillion; including Kenya, Uganda and Tanzania),
‘Nordek (17 Million, indluding Denmark, Iceland, Norway and Swaden),
‘and the Caribbean Free Trade Association (CARIFTA, including'scveral

‘of the swmaller Antilles, about 5 1illicn).



L, Tnita in this parzersch obtainod frow sevaral lasuca of Teonorlc
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Commissicon Iatin Americz (72TR), l'otas sobre la Tconoria y =1 Tesarrollo

teynaticnsl Tinaneinl Siatistics, Turing 197

de Aroricz Talinn, and

and 1952 Andcan erowth szonis to have declin?d relztive to that of the
rest of lLatin Arerica

5. Ths meetiny of th~ “rosidents o2lso solemnly vledred that ~ Lati
American Tormon  arked sould be created within no more than 15 years,
et?rting in 1970, Heither then nor nou mas that pledge.tnkcn seriously

nybody clse., The Alice-in-.ondurlz
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by elthnr the sizn
atmosphere of ﬁanamerican rneetings reachcd ar all time at thosc sessicno.
6. Tor example, it is said that Feru finally doeided to sign only aftér
Lima was choscn as the hiadquartors for the i?saﬁy-secretariat. Coleosbin
had very much hoped Togoia would be chosen,

?. The shares 6f wlivia and Teuador are smaller than the (equa 21 )
shares of Colombia, thile, Teru and enezuela, An earlier proposal
9stablishing shares according to coniributions to the. Interamsrican
Development Ba aink, which would have meant that Venezusla provided the -
largest share, was dropned at thé requast of feru, vhich 3n the ID3
hns a smaller contrlbuLJon. _arllor proposals to spsed up the creation
_of the ADC by cl“cunv rtins the: nced to obtain Congressionzl approvals.
‘were also shclved, ‘
®. The following arc simple arithmotic means of the appr xirate irnc¢idence

n ad valoren teras of duties and charges applied by Andean countrics (excopt
" 2plivia) to dmrerts during the early 1960's:

Chile Zolorhia Teuador Feru

Frivary comnedit ies and canital
2005

A&,

9 g 35¢ 15"



Chite, Omto ia Voo R

Qo oifiml v Tantuvad et ST T o e
Consumer paods 96 48 55 25
Current censumer prnufactures 328 247 117 72

Overall Averase 1337 1127 - 627 347

Pata obtained from Santiagl lincario, "Protectiondsn end Industriolization

in Latin Anerice," T

March 10¢4, p. 75, Teble 5.0 In yeconl yesis Veneczuota has relicd boavily

on quantitative rostrictions to prouote import substitution,

.. In the petrochonical ceuplemontaticn agreenent, signed in Avsust 1900
by Bolivia, (oloivbic, Chile and Peru, mindfuoes preference narging via~a-vis

third countrlied of 15%, ZSZ‘and 50% were agrecd upon foi primary, intex-
mediate znd final petrochenical producté, respectivaly. -

9. Tﬁc Central Amcrican Comon ilarket has ended up with a taxiff Liphe=
than tlin average of fhe individual countries' pre-integration dutdar,
10, Somg exanples of price disparities within the Andean proup may be
given. The following indices refer to Rrices'for different goods in

the Andean countries where the Chilean price is set cqu2} to 100 for
each product. The indices are based on dollarvprices, obtained by
applyirg a purchasing power parity exchange rate to the prices ewpressed
in local currencics. The prices refer.to 1962.

- Bolivia Colombia Ecuador Peru
: . e — e

Beer | 202 64 11 98
Footvear C 85 77 i 88 134
Cotton Cloth 55 48 53 88
Woolen Cloth 195 100 175 114
Soap 154 . 49 127 76



Lolivic Col-iona Ecuador Teru

Light bulbs i23 119 70 107

Vas hlnﬁ nachines 94 77 . 100 56

Radio B 71 50 121 . 80

Aspirin 18 194 24/, 581

These data do net necassarily reflect costs a3 they may be biased by
diffovent tax systems and parkeuds; fusthermore, using other exchange rates,
different results will be oheaineds Dut together with other bits of

inforwation, they suggest & rich pey-off to specializ ation and increased

O

trade vithin the Anceen group. Indices conputed fren United iations,

E1l Proceso @ Tn*ust:ialfzzciéﬁ ea Audrica Latina, Statistical Appendix,

pp. §9-92. The main body of that prlLC““JOl 2lso rotes nrice and cost

differences among Latin Anericen ‘countrics: see its pp. 107, 121 ana )33.
See alss Edmar L. Bacha, "Veaczuela y E1l Grupo Andino", op. cit.,

-2 also marked in such basie inputs

I

Table I, p. 157, Price dispar -ities a
as stecl aru chemicals. - - .

1t is at first sight breathtaking that the Andecan five have plungcd

ahead with their plans in spitc of the lack of exact data on cost differences,

eifﬂctivn rates of protectias, .egonomies of scale, etc. The not-unreasonable
counter to ﬁhis Li‘ dicy is that the flexib ility of the Traaty coupled
with strong policy-mcling couzaunity JnQLLtu'lons are more efficient wn.pons
in handling uncertainty tnan timo—consuming studies.

It may be noted thet while tha friccs of most Andecan "light" industrics
éomparc unfavorably with vorld prices at going cuchange rates, it is not
clear how they would perfora vader cxchznge rates corresponding to

frce trade conditions, wiich would also allew thom access to thedy inputs
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at world prices. In other words, scze of these activities ney be quite
evea ot vorld rar-et prices, but several domestic price

distortiocas may then appear otherwise.

11. See Eduwin i, Truman, "The Europezn Economic Communitys: Trade Crecation

Leoncnic Essays, Voltume 9, ilo. 1, Spring 1969,

and Trade Divesyica", Yale
espaclally pp. 207-208, Exfsting data dossnot warrniat a precise quantificzstlioa

ade—-creation. but to the agrumeﬁt
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that quantificaticn of such gains inevitably has yieidedrmeagrc raﬁults the
folluuring Obscyvations can be made: (&) differcncos ;n effoctiva

rates of protection among Andean countries afe large, and suggest
différenécs in costs greater than these found.elscwhere; and (b) 1t sheould

be recalled that expressions approximating these welfare gains have as one

e

hoir terms the squaxed voluce of tne taues removed as a vesult of thn

Fn

©

creation of the conwon market. As already noted, these taxes are quite high
in mwost Andean countries, In the case of the total removal of a tax on
goods already jnported from a country in the common narket, the welfaur

gain can be approximated by:

2.,y

1/2 [ (pq) * t7 * E]

vhere t represents the ad valorem tax removed, [ the absolute valuc of the

price elasticity of demand, and (pq) the value of expenditurcs on the

.

imported good.

12. According to data obtained from the International ilonetary Fund,

Dirccticn of Trede (eeveral issues), the following are the preccntages
of intra-Andean trade (excluding Venezuela) in the total merchendise trade

of cach country:



Exnoves : Jimorts
10£1.-63 1054-65 Y 1962-53  1C44-65H

Bolivia 0.5 . 1.2 ' 4,3 3.1
Chile ' 1,1 1.2 5.2 4,6
Coloibia 1.2 T 2.1 ‘ 1,3 2.6
Ecuador 7.6 6.2 2,3 3.7
Peru ' 4.6 4.0 ' 1.9 2.0

Total fudean 2.8% 2. 7% - 2.8%  3.3%

Thossomezl value of intra-indesnd traae (exports plus inports) was about
$160'ﬁillion during 1604-66, These data do not attenpt an estimation of
smgggling.
13, These schemes have been éctivcly discussed since the late 19507s.
But it hins proved very Aifficult to plan fer “border intepration' in
jsolation from a full customs union among participating countres.

\

14, But the net effecct of integration on incone distribution is ambiguous. -
15. See Fela Balassa, "Integration and lesource Allocation in Latin

Awerica," (forthcoming). This paper also stresses the gains to be achizved

by greater competition among &lread established Latin American industries.

} > 1

* 1

Sce also Tibor Scitovsky, Economic Theory and Vestern Curopean Integration

(London: Unwin University Books, 1962), for an analysis stressing the gains
to be achieved by greater defifece of competition within a Yestern Buropean

context. While t

1

hat experience is not divectly applicable td Latin America,
iﬁ is not irrelevant to the arce either. The Chilean and Colombian industryies
of 1070 are not far behind. thene of Italy in 1957. It is curious that, witiin
a pan-Latin American context, ehe small countrics foar that the big three

will reap most bopefils from intogration, while Argentina,and Brozil also



show teluclance to press fon o ocovnon markot, gonetlngs arguing thie prinacy
of 'hational integratien”, a label waich at best refers to a geopolitical

concept, at worst is a meeninglens scmantic trick.

e erd cests disteurtions arce so great

[
(¢}

16, It could be argued that pri

within Andean econoizies tnat partial tyade liberalization nny leead to

intra-Andean trade flows uarelated to ceat advanteges and disadvantage:

e
o]
Hh

This arcument can be uscd to propsce cithar strict contral plann
o l’)

integration or its postpeoncment until arter the distortions are reduced
or eliminated, fThe copiriceol uvndzrpinuing ¢f this thesis, hovever, is
Sh%ky. Hévertheloss, tradd filows arising {vom chlo“Lly rounds of
tariff-cuttiry should be ccuanned by the ccomunity's éecretullqt for evi~
dence on tthis point,

17. It rray be argued that in thﬂt cesa any coe country could have
started producing the commo2ity in large scale, exvorting the surplus to

world markets, without the necd for a vegional group. . But this argument

neglects the smeller risk dinvolved in'prﬁuucing for a regional group in

-

contrast with precducing for the world markizt. On the other hand, one

should be on guaxd against overly optinistic ex-ante cnvlneerlng studies,

o ————e ——

vhibh almost leays turn oaf, Cx-pesé, o have undérestimated the competitive

narket, or to have

disadventage of domecstic output viec-o-vis tlhe world

overcstimated the ahility of ncy setivitics to kesp up with productivity

intreases in the rest of the world.
18. For details of the pefrochcmicel ezreonent sca banco Nacional de

$ E

CODGICLO Exterio?, Cq:cr;:o Pvtericr (ilaxicc, D.F.), Jenvary 1968, pp. 10-1



19, Ci. Fdnar L. Beche, "Venezuela y el Gruop Andino...", op. cit.,
pp. 159-162. Bacha also stresses the difficulties to be cxpected 1n
negotiating complementation agreements for new industries, noting the expe-

xiﬁﬁﬁ&?of“tﬁé Centrd) Lrorican Coomion Market on this ratter, and the

inflationory cost-push arising fronm JnuffLC1Cu; innort substitutien, .
ional cloctyonics industry (maiuly

in radios aznd television sets) ave reported to include a joing ventuve

with the lewican liajestic group, which in return for a minority lutplfst

-/

131 supply the technical backing., See Buuiness ileck,

»
v

Parch’ 21, 14973,

p. 49, The wultiplication of contracts ameng Andean entrepreneurs during

the last few years, it may be obrorved, has been remarkable. -

21. Paul . Roscistein~Rodan, "Hultinationel Investment in the Frarmevo X

of Latin American THtesration', in Inter-Amorican Development RXanl,

Multinationz) Investrnent in the Economic Development and InfovrarLLu of

s

Latin Ancrica (Round Teble, Inter-imerican Development Bank, Bogota,

‘Colombia, April 1968, p. 87%
22. There was tallk of joint Ancean participation in the 1970 World Valr
at Osaka, Japan. This idea, however,iwas abandoned.

23, For a mo{e detailed discussion of the issues raiscd by direct foreign

investnent in Latin American development sce my "Jl1cct Toreigqn Investment

in Latin America", in Charles P. ¥indleberger, Editor, The Internctional
Corporation (Cambridge: Tne ¥.1.T. Press, 1970).

24, Data obtained fron U, S Dapartment of Commerce, Survey of Curvent

Business, October 1969, The 1968 book value of all U.S. direct investments

in those thred countrics is put at $2.3 billicn. 0f 211 U.S. direct investiounts
(bool value) in liining and Smeliang in Latin America, 72 per cent are in

K

Chile and Ycru.
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25, Tac beodl valuc ol taresl duvesteents in Chila, Celo bdia

and Peru grow during 1950-68 at wn annual rate of 5.5 per coent,

26, Accordirg to the Internationzl llonetary Fuad, Dircctica of Trode,

the recent geographical percentage structure of Andean foreign trade

has been as follows (oxcluding Vaunezuela):

¥ :
1051~63 2554-85  1060-07  1841-07

U.S.A. - 41,7 38.3 35.3 43.2

United Kingdon 10.4 8.9 9.7 6.5
Javan 5.1 6.7 7.4 3.9
European Coszwzon Market 25,6 27.5 28,3 21.8 12,5 20,7 X

Latin America 7,1 7.7 7.4 11.7 14.2 14.9
Others . 10.1 11.0 10.9 13.0 13.6 13.3

The figures £6r Y"Latin America'include intra~Andecan trade; compered vuiih those
given eariinr for that trade they indicate greater flows between fudean’

and other LAPTA countries than within the group. But they also révcal

the large and growing deficit betuween the Andeans and the rest of LATTx,

which has troubled the subregion.

. . , . ) °
27. See Rodrigo Botero, La Comunidad Economica Caribe & Andina (Bogotas

Ediciones Tercer ifundo, 1%67)., Secc also liarcos Kaplan E., Problernes

del Desarrollo y de la Integ‘acién qae América Lztina (Ediforial de la
Universidad.de Chile, Iscucla de Derecho de Valparaiso,  1967).

Z%. Considery iﬁ this light the asymmetrical rcactions of the United
States and Uestern Europe to increases and decrecases in the prices of

coffece, copper, textiles, cte. Aid flows from the strong to the weak

can then be viewed as partial compensation for trade asyractrics.,
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. Y 1. sy, P . T, "
20, C.o Nlnar Lo Broehz, TWenzavela y El Gruno Andieot) 00 i
-~ e\ - "‘v. .
copo]d “.1.1.‘,- Teble 1T,

3%, Tiiz way of vicuing.reciprocity ey also be found in R, Froach-davis

’
and Y. B, Griffin, Conercio Internscional vy Politica

- 5 ~ L)
Tondo de Culturae Econiidca,

i Lp se tho dififerncice batueen Andean.prices and those
{aasu !d to be a posdtivo amount), then:

TS ST R
is the condition for true reciprocity, where the q's rcﬁresént guzntifl.s
iurcrted from the region (Quboc pt 1) and quantities exported to the
regicn (sulscript 2), for any country in the group. See also D.C.
lieade, "Tne nistribution of Gains in Co.icms Unions betveon Developing
Countiies", Xuklos, Vol. XXI, 1968, Fasc. &, pp. 713-734, vhere the canme
formu;a is proposed as a guide for tyue reciprocity. |
31. 1t has been suggested, especially by Paul H, Rosenstein- ROOun. ghat
the Adean countries at their first iﬁfegration cfforts-avoid 2 cormon
eftcrrzl tariff, essentially creating a free trade zone coupled with |
.ad hoc corplomentation egreerents. If the latter are well planned,
.this ﬁropasal gquld'avoid fany of the dangers of trade divorsion, espacially
for Pflﬁ and Venezuela. ) ' :
32, Poul . Rosen#tcinfnodan, “ijltinational Investment iu fhe Frama=

vork of Latin American Iitegration," Op. Cit., p. 33.



