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SUPHMARY

Latin dmerica’™s post WW-IT sconomic growth record is

reviswed, in comparison with Sootheast Asia and Suubhern Durope.

an evaluabtion is also made of the relative importance of external

bl policy actions and institutions to axplain

sientlos and dom

Latin America’ s economic stagnation in the 198¢s.

O desempenho econdtmico da América Latina no pos-guera
comparade com o do BSudeste asiatico & o do Sul da Europa. Procede-
s bambdm ® ouma avaliagio da importincia relsbtiva dos choyues

srrios 2 odas instituigtes e politicas domésticas para explicar a

ecotasnagio escomica da amdrica Latina na década de oitenta.



1. IWTRODUCTION

The confsrence organizers asked me to prepare a paper on
Latin America’ s (LAY sconomic development. This is unfortunately
an impossible task at the momant. For LA, but for a few spasms,
has ot grown since the beginning of this decade and, moreover,
its short term economic prospects do not suggest the end to
stagnation to be within sight. What follows is thus a paper on
LA s economic stagnation.

The paper is organized as follows. Section 2 reviews the
postwar sconomic record of the region, in comparison with both the
industrial countries and the obther major regions containing medium
incomes developing scononies ~ Southesast Asia and Southern Ewope.

Section 2 deals with the debt crisis and the ensuing
stagration of the LA economies. External shocks and domestic
adjustments are evaluated in this section.

Section 4 describes some of the structwal maladies of the
Lo sconomies, which seem to underlie both the lackluster economic
perfornance of the region in the postwar period, as well as its
lethargic response to the debt crisis.

The final section contains a brief dizscussion abouk
changes in economic policies and institutions, which seem to be
needed to prevent stagnation from becoming a permanent featwe of

LA s sconomlc DAanor ami.



2. FOSTWAR ECONOMIC RECORD

In many relevant dimensions, LA's economic development in
the postwar period was unsatisfactory, when compared with other
mediwn income developing economies. Thus, although national
savings rates have traditionally been relatively high i L&,
savings rates increased much faster in Southeast fisia LTable
1(47 1. Moreover, incremental capital-output ratios, although
somewhat lower than in Southern BEurope, have been much higher than
in Southeast Asia. That is, in spite of the relative abundance of
natural resources, for the same level of investment there results
a much lower GDF agrowth rate in LA than in Southeast Asia [Table
1{By3 L1171,

LA exports continue to be excessively concentrated on a
handful of primary products, in spite of the progress of
industrialization in the continent. In fact, manufacturing in 1931
was already responsible for the generation of 457 percent of GDOF
excluding services, but its share in total merchandise exports in
1980 was only 27.72 percent. Import substitution failed to blossom
into export oriented industrializaetion as markedly as i obher
medium income developing economies. For example, in East Asia and

Facific the share of manuwfactwing in material GDF was rnot much

1 The incremental capital output ratios in Table 1{(E) are much
higher in the industrial market economies than in the medium
income developing countries in general. This is as expected, given
their much higher capital-labor ratios.
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higher than LA's at 47.2 percent, but the share of manufactures in
merchandise exports was three times as large at 65,2 percent. In
Southern Europe, manufacturing share in material GDF was 50.5
percent, and its share in merchandise epuports was &5.7 percent. It
is the inward arientaticon of L& industry, rather than the degree
of industrialization or the overall degree of operess which is 1n
strong contrast with the experience of Southern Ewope and the
industrial market economies. It is as a conseqguence of this inward
arientation of industry, that the share of total exports in LA 's
GDF is the lowest of the four groups of countries in Table 1(C).

Furthermore, income distribution remained extremely
concentrated, particularly in countries with a long colonial
tradition, based on the subjugation of indian cultures or the
importation of slave labor, such as Feru, Brazil, or Merxico. What
i exceptional in LA ~ household income shares of the poorest 40
percent in the range of 19 percent — is the rule in Southeast Asia
and Southern Europs. Contrarywise, what is exceptional in these
two other regions — household income shares of the poorest 40
percent in the 17 percent range — is the rule in LA [Table 21.
Trickle down failed to work in the region as well as it seems to
nave done elsewhere.

Firally, inflation rates in LA have traditionally been the
highest in the world [Table 1. Even when the tolerance for
irnflation may vary across regions, and Latin-americans are
certainly very tolerant towards it, this price level imnstability

dernotes & maior malformation in LAs sconomic system.
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In spite of these pitfalls, in terms of per capita income
growth, the LA economic performance trom the postwar to the early
gighties can be descuribed as adequate, both in absolute and
relative terms. Thus, per capita incomes in the reglon were in
1981 twice as high as in 1950. Moreover, since 1965, in sgpite of &
much higher rate of population growth, LA managed {(barslv) to
start closing the gap separating the region from the industrial
mar ket economies, although always failing to keep pace with the
high rates of expansion of the two other regions containing middle

income developing economies — Southeast fAsia and Southern Euwrope

[Table (D31 LZ1.

Z. DEBRT AND STAGFLATION

Girce the onset of the debt crisis in 1982, the adeguate
GDF growkh rates, which were the redeeming factor in LA s economloc
devel opment record, evaporated as thin air. LA countries not only
stopped growing in absolute terms, but started losing ground both
to other middle income developing economies, and to the industrial
market economies [Table 1{(D:1. Meanwhile, chronic inflation

climbed to three digit levels [Table 21. Not omly is & decade of

2 ofAccording to the World Bark data, from which Table 1(D) 13
derived, L& actually managed to grow faster than Southern Euwrope
from 1970 to 1981 - 5.2 percent against 5.0 percent, on the
average — but this was not nearly enough to compensate for its
higher rate of population growbh — 2.3 percent against 1.6 percent
[T YRAN .



growth been lost, but the perspective of secular stagnation today
looms large in the economic horizon of most countries in the
el O .

L8 's debt crisis esploded in August 1982, but at least 1n
the @il importing countries of the region, the need to adjiust was
set off by the il price hike of 1979 and the subsequent reaction
fraom the OECD countries L31. Considering that crisis to be
cyoclical, most of these countries borrowed heavily to finance
their mounting current account deficits. Inm some of them,
specially in the Southern Cone, borrowing was used to expand
imports to help lower inflation, thus leading to ever more
overvalueaed exchange rates.

For their part, oil exporters, butressed by forecasts of
ever growing energy prices in the future, also borrowed heavily.
In merely two vears, 1980 and 1981, the region’'s external debt
rose some F100 bhillion to rmearly #2290 bhillion, most financed by
commercial banks. This heady but unstable state of atfairs came to
a close in 1982, with the prolongation of the recession in the
DECD and the Mexican moratorium. Adiustment became mandatory in
all countries.

Stagflation was the consequence of LA's adiustment to the
debt crisis. This involved two sets of external shocks - esternal

fimancial strangulation and terms of trade deterioration.

% The following two paragraphs merely summarize the contents of
the section on the origins of the crisis and the need for
adiustment of the excellent paper on the debt crisis by Bianchi,

Devliin and Hamos.
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Financial strangulation resulted from the sharp cuwrtailment of
foreign finance at a time when interest payments were increasing
substantially. This forced L& not only to reduce abruptly its
current account deficit, but also to start generating a
substantial transfer of real resouwrces abroad — as measured by the
region’s trade surplus, inclusive of non—factor services. The
burden of this transfer was magnified by the fact that, at the
same time, the external terms of trade turned signiticantly
against the region’'s primary product exports, which meant that a
higher volume of exports became necessary to generate the same
trrade swwrplus.

The strength of these shocks is indicated in Tables 4 and
5. Table 4 measwes the impact of the net transfer of financial

wt o

resnurces, i.e., the difference between net capital inflows and
net factor services. This had a positive value of 2.3 percent of
LA's GDF in 1979/81, but then it became negative in 1982, to reach
an average value of -4.46 percent in 1983/85. This negative
rurnaround of & percent of GDF was aggravated by the concomitant
deterioration of LA's terms of trade, as measured in Table 3,
which chopped off an additional 1.8 per cent af LE's BDF in the
19817846 perioad.

From a macroeconomic perspective, these shocks were
absorbed by the LA sconomies almost entirely through a contraction
of real investment rates. Table & pictures the conseguence ot the
suternal strangulation processz. This table shows the behavior in

the 1979-8& period of the ratio of investment to GDF, and of 1ts
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sources of financing, namely the net transfer from abroad and
internal savings. The net transfer is equal to forelign savings
(i.8., the current account deficit) minus rnet factor services to
abraad [41. Internal savings is equal to the difference between
GDF and consumption . As indicated in the table, internal savings
did not rise to compensate for the sharp negative movement of the
net resource transfer to abroad, from the 1979/81 to the 198%/85
periad, and, as a consegquence, investment ratios dropped sharply,
from over 27 to close to 17 per cent of GDF [51.

Table & indicates the hehavior of the ratio of nominal
investment to nominal GDF. In real terms, investment must have
dropped even more, in view of the terms of trade decline — as this
decline artificially raises the nominal value of investment in
comparison to nominal GDF, because of the figh import component of
the former [51.

The previous discussion suggests that there was not  any
significant deterioration of the "internal” savings rate in LA
during the 1980s. This is contrary to the perception of some

ohservers. For example, Balassa et al assert that:

4 The difference between the net finarcial transfer in Table 4 and
the net resource transfer in Table & corresponds to net foreign
reserves accumulation in L.A.

5 Different sources were used to construct Table %, as indicated
in the nates to the table. In particular, the investment ratio and
the net transfer ratio were calculated using different
methodnlogies; this may distort the {figures for internal savings —
which are calculated as the difference between investment and the
ret transfer to abroad ~ but the bias of these calculations, if
any, could not be determined.

s This presumes that non-traded goods prices, which must welght
more heavily im the implicit price deflator of GDF than in that ot
investment, follow more closely the prices of exports than those
of imports,
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"This decline [of the investment ratiol reflected large
decreases in the inflow of capital...and a fall in domestic
savings ratios in most countries... Domestic savings ratios
deciined in conjunction with the near stagnation of Latin American
sronomies in the first half of the 1980 (p. 97).7

There seems to be an error in this evaluation, stemming
from the adoption of an innapropriate concept of savings to
analyre whether or not domestic economic behavior aggravated the
impact of the external shocks. In the first place, one clearly
wants the increasze in international interest rates to show as an
evternal shock and not as a domestic maladjustment. However, if
output does not expand and/or consumption does rnot contract, this
increase in dollar interest rates will be accounted ftor as a
decline of national savings, wher this concept is conventionally
measured, as the differsnce betwsen GNF (which is now lower
hecause of the higher interest outflows) and consumption. It is
this peculiarity which justifies the replacement of "national”
savings by "internal” savings, as a more adequate concept to
measure the relative importance of external shocks and domestic
goonomic actions in altering the financing of domestic
investment7. This substitution also implies that the foreign
contribution to domestic investment financing should be measured,

not by the current account deficit, but by the eventual trade—cum-

non—factor-services deficit, also known s the nel rescouwrces gap.

7 In order to avoid terminological confusion, Andrés Bianchi has
suggested to me that it would be better to abandon the term
"domestic savings" altogether. For it is cwrently used to denote
owr concept of "mational savings", while containing the word
"domestic", which would tend to associate it with GDF rather than
with GRF, that is, with ow proposed concept of "internal
zavings'.
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A terms of trade deterioration may also lead to & decline
af the nominal savings rate, because nominal consumption tends to
inerease relative to GDF when import prices rise in relation to
evport prices [(81. For this reason, an appropriate accounting
framework must be able to isolate the impact of terms of trade
changes from alterations in "real” domestic economic magnitudes.
When bthese methodeological precauntions are taken, the available
data seem to confirm that domestic actions cannot be faulted for
an aggravation of the negative impact of the external shocks in
the region’ s @COnomies.

However , the available data also suggests that the
region’s reaction to the external shocks was entirely passive -
when these shocks hit, investment rates simply shrank, both
through a direct contraction of government capital formation and
crowding out of private investment. This demand contraction
provided the necessary room to allow other demarnd switching
measures — such as import controls and real exchange rate
devaluations — to be effective in expanding the trade surpluses.

This is not whole story, however. Adiustment through
recession rather than through demand switching was widespread in
the region, particularly in the 1981/82 period, and in those
couritries which weres more strongly hit by the external shocks or

lacked the necessary structural flexibility to expand exports or

8 The importance of this effect depends on the weight of imports
in consumption, and also on the behavior of the prices of non-
traded goods and services entering both the GDF and the domestic
consunption detlators.



substitute imports — even because they had failed to keep up
investment after the first oil shock. In these circumstances,
declines in output and employment became inevitable, 1n view of

the sharpness of the external shocks.

4, ECONOMIC MALADJUSTHMENTS

The L& pattern of adjustment to the external shocks was,
thus, not conducive to the sustenance of economic growth in face

af external adversity. In contrast to the experience of other

fy

medium income developing countries, the available data indicate
that LA countries did Aot succeed in expanding their capacity to
invest, through increases sither in productivity or matioral
SHRVITMOS.

Moreover , although extermal financial strangulation was by
and large a consequence of foreign economic actions, capital
flight was an important part of the story in some LA countries.
This was particularly the case in Argentina, Mexico, and Venezuela
e whichk, wntil 19683, practiced disequilibrium exchange rates and
domestic interest rates, while maintaining free conversibility in
the capital account. Brazil and Colombla, by contrast, which
combined the adoption of more nearly eguilibrated exchanage rates
and domestic interest rates with strict outward capital controls,

were by and large successful in avoiding significant capital

Flight.
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Eoth the comparative record of LA economic development 1n
the postwar period, and its lethargilc reaction to the external
chorks of the 1980s, are clear indications of the deep seated
weakenesses of the region’ s economic system.

Bianchi, Devlin and Ramos identify four features of the
region’s economies which magnified the impact of the shocks and
limited the speed and capacity of response. Firet was a high level
of ewternal debt. The debt—led strategies of the 1970s raised the
debt /export ratio from 1.4 in 1970 to 2.3 in 1979 ~ which
constrasts with a ratio of 1.0 in South Korea, for erxample. The
second was the high proportion of debt at fleating interest rates
- /T of it, in constrast to Asia in general - 1Z2% — and South
Forea, in particular — 33%. The third was the low level of exwports
relative to GDP. Exports averaged 13% of GDF in 1979, as apposed
o South Korea's S8%. Fourthly, the region was very highly
dependent on the export of primary commoadities. Some 75% of LA
exports were made up of & relatively few, natuwral resowce
internsive commodities. This contrasts with South Horea, where F0%
of exports were represented by manufactured products, with far
more responsive supply and demand schedules. They concluded that,
when interest rates shoot up and capital inflows collapsed,
marnufactured exparts could not possibly expand as tast as in
Kores. Thus, adiuvstment could not have been expansionary.

The deht crisis also revealed other structuwral rigidities

of the LA'e economies. Most of the LA external debt was contracted

by these countries’ governments, elther directly or through their
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state enterprises. Moreover, when the debt crisis erupted, under
the pressure of sexternal creditors and private domestic debtors,
the L& governments ended up by nationalizing =2 good part of the
external debt originally contracted by the local private sector.
Nowadays, nearly all medium and long term LA debt is the
responsibility of the governments of the region. Thus, the
evternal financial strangulatiorn provoked not only a balance af
payments crisis, but also - and perhaps more importantly, when
viewed in retrospect — a major fiscal crisis.

irn the circumstances, a domestic transfer needed to be
made, from the private to the public sector, as A counterpart to
the sharp and sudden increase in the transter of resources to
abroad. In principle, the resources could have come from
additional taxes, contraction of other government expenditures,
the printing press, or from public sector borrowing in the
domestic capital market.

fAe a general rule, LA goverments failed to raised
additional taxes or to contract their consumption expenditures.
Adiustment was dorne by reducing public sector investment - both in
infrastructure and social services — and by borrowing more heavily
gither from the banking sector or the local capital markets.
fidditional domestic government borrowing tended to crowd private
sector investment out, thus completing the stagflationary pattern
af LAs adjiustment to the debt crisis.

The problems caused by the awhkwardness of the public

sector adjiustment were compounded by the negative impact of the
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widespread inderation mechanisms which developed in LA, as a means
of maintaing an approximate parity among relative prices, in face
of chronic inflation. It was such automatic and retrospective
indexation mechanisms — applying to wages, exchange rates, public
sector tariffs and prices, government controlled prices in the
private sector, and interest rates - which allowed countries like
FBrazil to maintain relatively high rates of sconomic growth in
spite of extremely high rates of inflation.

But the existence of such rigid indexation mechanisms
tended to provoke a substantial acceleration of inflation rates,
when LA economies were hit by the external shocks and,
additionally, had to devalue their currencies to compensate for
these shocks. A& simple model helps to understand why.

Let prices be formed on the basis of a fived mark-up over
pirimary costs, which consist of labor costs and imported input

costss

Fos= FiW + EF%®) (13

where  is the final output price: M, is 1 plus the fixed mark-up
rate: W, the wage rate; E, the exchange rate; F¥*, the imported
input price in foreign currency; and where the labor and material
input coefficients are normalized at unity.

Let small letters stand for the rate of change of the
variable in the period. Then, the following expression obtains

friom (1) $or the rate of inflation:



1&

p o= aw + (i-a)ie -+ p*) (2

where a is the labor share in primary costs. Assume that wage
changes are indexed to the change of output prices in the previous
period, the same happenning with the exchange rate, except that
this may change by more, reflecting a maxidevaluation. The rates
af change of wages and of the exchange rate are then given

respectively by:

W= (-1 (3
and bvya:

@ = pi-1} + u {4
where u reflects a maxidevaluation in a given time period. Aatter

simplification, substitution of {3 arnd (4) into (2) leads to:

i

p o= pl(-1) + (l-a){p* + uj ¢

This shows that an external price shoock or a
maxidevaluation leads to an acceleration of the rate of inflation
~ proportionally to the share of imported inputs in primary costs
-, and not only to a jump in the price level, as might be the case
in non-indesed economies. Obviously, this acceleration of

inflation would have to be validated by & guickening of monetary

expansion, but this was certain to come, in view of the added
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budgetary difficulties of the central government, caused by the

external shocks, as previously described [71.

5. TOWARDS NEW FOLICIES AND INBTITUTIONS

The previous section reviewed a number of structural
problems of LA economies, which are Felpful to explain both the
insatisfactory economic performance of the region in the postwar
period and the stagflationary phasis which it has beean
experiencing since the beginning of the 1780s. Three groups of
interrelated factors were identifieds:

(i) the high level of public sector external debh
contracted at floating interest rates;

{(ii: the low level of industrial exports and the high
dependence on a handful of primary commodities; and

(iii) the lack of flexibility of the public sector and the
rigid indexation mechanisms.

A& fouwrth component should be added, which is the exntreme
degree of concentration of income and wealth. Inward orientation,
an inoperative public sector, and a high concentration of land
ownership and educational levels, seem to be important erxplanatory
factors for the region’'s economic maladjustments, as revealed in

its high incremental capital output ratios.

g Mote, also, that a maxidevaluation increases the public sector
domestic borrowing reguirements, when foreign interest payments
are higher than the net loans to the government from abiroad, which
was the case evervwhere in LA after 1982.
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Debt and inflation, which were the scape valves of LA in
the 70z, became its major problems in the Bls. It is not clear
that the region will be able to pull i1tself out from its present
calamitous state without a maior international debt relief
initiative, but clearly the region’s economic problems run deeper
tharm its external debt.

fis Bianchi, Devlin and Ramos point out, to grow out of the
debt problem would require a structural transtformation in two
senses: the growth strategy needs to be outward oriented and
largely based on domestic efforts to raise savings and
productivity. Fublic sector reform - involving privatization of
public enterprises, an administrative overhaul , tax simplification
and universalization, and a modernization of the state’s
regul atory framework - should be an important ingredient of this
process. A broad consensus on the needed astructuwral changes seem

to be taking shape in LA, as expressed by Bianchi, Devlin and

Ramoss

"It is likely that there will be much agreement as to the
impartance of a less inward oriented, more export led growth; of
far greater domestic savings; of & more focused distributive
effort; of far improved productivity and efficiency; and af the
need for a firmer, more coherent and stable macroeconomic

policy™.

Agreement on such general principles is a first important
step, =ven though the means to achieve them are not very much in
sight in the region. For, as Fishlow points out, despite signs o
convergence in theorstical approaches, ultimately, the strategy
chosen for policy implementation will depend upon political

considerations rather than economic consistency.
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Folicy making, in turn, as observed by Amadeo and Banuri,
should be seen not as the autonomouws actions of an omnipotent
state, but rather as the constrained decisions of one actor among
many operating in a situation of conflict and tension. The nature
and intensity of social divisiveness and polarity historically
abserved in LA have traditionally constrained the awtonomy of
governments to pursus agreed upon macroeconomic ohisctives.

Now that inflation and debt ceased to be temporary
solutions to these internal social conflicts, LA countries — with
their high levels of political tension and their long history of
political mobilization and organization along functional lines -
are fared with & major challenge to put their acts together and
pull themselves out of their current trend towards secul ar
stagnation. Effective policy changes may require new institutions,
capable of coping with social conflict in a more productive manner
than in the past. Amadeo and Banuri suggest, for example, that
labor conflicte and wage rigidities could be dealt with, by
adaptation to LA conditions of the social corporatist model of
Northern Europe, rather than following the "weak labor” model of
Fast fAsia, favored by Balassa et al.

It is & high order, but we may perhaps take comfort in
Lord Heynes' dictum, that today’'s politicians are the slaves ot
the thoughts of some defunct esconomist. And thern hope that history
will accelerate sufficiently fast to guarantee that the needed

institutional and policy changes will be effected before we find

ouwrselves underground.
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LATIN AMERICA AND OTHER REGIUONS:
COMFARATIVE MACROECONOMIC RECORD

() AVERAGE NATIONA&L SAVINGS
Reglons (%) 19260
Latin America and

the Caribbear 19.4
Sputhern EBEuwrope 18.6
Fast fAsia and

Facific 10,35
Industrial market
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LTable 1,

continuedl

(C) EXPORTS AND MANUFACTURING RATIOE,

Region

Latin America and

the Caribbean

Southern Euwrope

Fast fisia and

Facitfic

Industrial market

eConcml es

(D) COMPARATIVE GDF GROWTH RATES,

Share of

{average annual real growth rates)

Regions

lLatin fAmerica
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Southern
Europe

East Asia and
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market =Con.
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[Table 1 continued]
NOTES TO TABLE 1:
(¥} Gross natiornal savings (excluding net current transfers from
abroad), expressed as a percentage of gross national produact at
current market prices.
(%%) The following are the countries included in each reglon:
Latin America and the Caribbean: Antigua and Barbuda,
argentina, Bahamas, Barbados, Eelize, Bermuda, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Cuba, Dominica, Dominican Republioc,
Ecuador, El Salvador, French Guilana, Grenada, Guadeloupe,
Guatemala, Guyana, Haiti, Honduras, Jamaica, Martinigque, Mexico,
Netherlands Antiles, Nicaragua, Fanama, Faraguay, Feru, Fuerto
Rico, St. Hitts-Nevis, 3t. Lucia, St. Vicent and the Grenadines,
Suriname, Trinidad and Tobago, Uruguay, Venezuela, Virgin Islands

(U.5.0.
Southern Europe: Cyprus, Gilbratar, Greece, lerael, Malta,

Fortugal, Turkey, Yugoslavia.

East Asia and Facific: American Samoa, Fiji, French
Folynesia, Guam, Hong Kong, Indonesia, kKampuchea Democratic,
Kiribati, Korea Democratic Republic, korea fepublic, Lao Feople's
Democratic Republic, Macao, Malaysia, Mongolia, New Caledonia,
Fapua Mew Guinea, Fhilippines, Singapore, Solomon Islands,
Thailand, Tonga, Trust Territory of the Facific Islands, Yanuatu,
Viet Nam, Western Samoa.

Industrial Market Economies: fustralia, Austria, Helgium,
Canada, Denmark, Finland, France, Germany Fedaeral Republic,
Ireland, Ireland, Italy, Japan, Luxembourg, Netherlands, New
Zealand, Norway, Spain, Sweden, Switzerland, United Kingdom,

United States.

(x%%) Calculated as the sum of the gross domestic fixed investment
from the first vear of the period to the year preceding the ending
yvaar, divided by the change in GOF over the period (both at
constant prices). Since the total of fixed investment prior to
1970 is not available for the Latin American countries, Qross
domestic investment was used for 1960/65 and 19&65/70.

SOURCE: WE (1984) and by private communicatiorn.



TABLE 2

LATIN AMERICAN COUNTRIES AND OTHERS:

SHARE OF THE LOWEST 40 PERCENT

FRegion and
Country

lLatin America and
the Caribbean

El Salvador

Feru

Costa Rica

Brazil

Mexico

Argentina

Venezuel a

Trinidad and Tobago

Southeast Asia and
FPacific

Indonesia
Frilippines
Thailand
Malaysia

Rep. of Forea
Homg HKong

Southern Ewrope

Turkey
Fortugal
Yugoslavia
ITerael

IN HOUSEHOLD INCOME

Yealr

197677
1972
1971
1972
1977
1970
1970

19 75-

w4
i

b

1976
1985
1975-7 4
1975
1976
1980

1973
19732~74
1978
197980

l.owest 40

percent

income share

15.5
T
12.0
.0
9.9
14.1
10.3

12,53

14.4
i4.1
15.2
1.2
16.9
b2

11.5
15.2
9.7
169.0



TABLE =

LATIN AMERICA AND OTHER REGIONS:
COMEARATIVE INFLATION RATES, 196983
(average compound annual rates of change of consumer prices)

Region 126979 1980-82 1983585

Latin America and the
Caribbean [il EELE & 4 126.9

fAsialdeveloping .5 10,0
countries) [iil

Furope (developing i1.8 29.9 24.5
countries) [itil

Industrial market
economies Livl A 9.8 4,

NOTES: [ild As in Table 1, excluding Bermuda, Cuba, French Guyana,
Guadeloupe, Martinique, Fuerto Rico, and Virgin Islands{lU.5.7.

[iil Afghanistan, Bangladesh, Burma, China, Fiji, India,
Indoresia, Korea Republic, Lao F.D. Rep., Malaysia, Maldives,
Nepal, Fakistan, Fapua New Guinea, Fhilippines, Singapore, Salomon
Islands, 8ri Lanka, Thailand, Vanuatu, Viet Nam, Western Samoa.

Friiil Cyprus, Greece, Hungary, Malta, Foland, Fortugal,
Fomania, Turkey, Yugoslavia.

Civl As in Table 1.

GOURCE: IMF (19873, Tables A% and All, pp. 48 and 30.



ToHBLE 4

LATIMN AMERICA: IMFPACT OF THE NET TRANSFER
OF FINANCIAL RESOURCES, 1979-8B6

Year et Net Transfer of
capital factor financial resources
intlows services from abroad
(LS5F0i (LISEDi ) UsSEhi as a %

of GOF

1979 29.1 ~-1Z.6 135.5 el

1980 2e.7 ~-18.2 11.5 2.2

1981 BT b ~27. 2 10.4 i.8

1982 2.4 R ~-18.4 ~E.0

1983 2.0 ~54, 4 R |

1984 P.5 ~Ad .3 —-27 .0 i}, 1

1985 ELE ~54.8 ~-Z1.5 i, 5

1986 8.7 ~Ti. 5 -21.8 -2 G

NOTE: The transfer of financial rescuwrces from abroad is equal to
the difference between net capital inflows and net factor
Services.

SOURCE: ECLA (1987), Table 1%, p. 233 except for the GBLF figures
which are as in HNote B of Table 6.



TaplLE 5

LATIN AMERICA: IMPACT OF THE TERMS OF TRADE
DETERIORATION, 1980-86

Yeaar Merchandise Terms Furchasing Difference between
exports at ot power of FFRE and exports at
constant L ade exports constant 1980 US
1980 dollar {1980= (FFE) dollar prices
prices 1.8

as a %
(USFblins.) (USEblins. ) Un¥bins. to GDF
in 1980
prices

1980 87.1 1.0G0 27.1 e e

1981 PE.9 . G40 F0.1 - 5.8 -1.1

1982 87.4 I 7405 -12.9 —2.5

1983 87.5 . 856 T4.9 -12.6 2.5

1784 PTT . PEO PO, T - 6.8 -1.2

1985 F2.0 710 8%.7 - 8.3 1.3

1986 783 . 840 65,8 -12.5 —2.2

NOTE: The purchasing power of exports 1s equal to the product of
the constant dollar value of exports by the terms of trade.

SOURCES: ECLA(L®87), Tables 12 and 15, pp. 20 and 2% and Bianchi,
Devlin, and Ramos, Table Z; except tor the GDF in 1980 dollars,
fhe sources for which are as in Note B to Table &, with the
following values in WUS# billions: 1980 (F524.5), 1981 (5E8.15,
1982 (521.8), 1983 (508.2), 1984 (927.6), 1985 (m45. 41 , 198648

(ZB6HT. 4.



TaBELE &

LATIN AMERICA:
FINOGNDING OF CaFITal FORMATIOR
{in percent of GDF)

Year Gross Faoreign Factor Net Internal
capital zavings services transter savings
formation trom

abroad
{17 (23 {3 {45 {5

1979 PRI 4.7 —Z. 4 Zes 21.1

1980 2EL3E 5.8 —Ee 0 “.8 20.5

1981 2E.2 7.4 R .2 20.0

1982 20.5 7.0 5.7 1.3 19.2

198= 17.4 1.8 ~ e A 5.5 20,7

1984 17.4 0.4 =535 4.9 2RI

1985 17.4 O —4. & S PR 21.4

1984 18.8 2.3 —~%.9 —l.b Z0. 4

SOURCES AND NOTES: (A) Gross capital formation is as in IMF
(1987), Table A7, p.4é6, and represents arithmetic averages of
country ratios, weighted by the average Us dollar value of GDPs
over the precesding three vears.

(B) Foreign savings is equal to the current
account balance and factor services is equal to the net investment
income, as they appear in US dollar terms in IMF (1987), Table
AZhL, p. 79. The US dollar value of LA GDF was calculated as
follows: the basis was an estimate of the GDF value for 1984 in
IDE (198&3, Table 3, p. 408; the other numbers were constructed by
applying the US GDF price deflator (i IMF, 1987) to the real
product series in ECLA (1987). The estimated series for LA's GDF
in USE billion is as follows: 1979(4352.0), 1980(524.7),

1981 (578.8), 1982(408.5), 1983{&14.9), 1984 (&662.75) , 1985 (706.8) ,
19846 (7351.9) .

(C)y The values for net transfers from abroad
were cbtained as a residual, from the identity: (4) = (I) + (23 .

(D) The values for internal savings were
obtained as & residual, from the identity: (5 = (1) - 43 .
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