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-INTRODUCTION

The industrialization ptocess began in Latin America
as a way to promoté economic growth, and at the same ﬁime
to save foreign exchange. - Import substitution policies
were adopted in almost every Latin American country.l High
t&riffs and other import restrictions were adopted in order
to protect the infant industries. Tax exemptions and
other incentives were created in order to‘promote domestic
. and foreign investments.
- The industries were oriented towards the production

of commodities which were demanded by a high income class

that constitutes a very small part of the population.
While the procéss df import substitution continued,

there were increasing needs for the importation of inter-

mediary and capital goods.;’ﬁh the other hand, the export-

ing sector continued under the traditional patterns of

exporting primary products. By the mid 1950s Latin
America's terms of trade and share of the world market ”
deteriorated. Consequently, large deficits in the balance
of payments and slow economic growth rates began to appear.
Under the above circumstances, -the Latin American

countries initiated programs of regional integration. 1In

1958 the Central American Isthmian countries, except

4

viii




Panama, created the Central American Common Market (CACM).

In 1960 the Latin American Free Trade Association (LAFTA)

was founded and involves all South American countries plus
Mexico,

The main objectives of the above-mentioned groups
are: first, the expansion of n;tional markets in order to
achieve economies of scale and a more efficient utilization
of resources; second, the promotion of éompetition among

regional industries without exposing them to competition

from industries of developed countries; and third, to

reduce imports from outside the area in order to save

foreign exchange. _

The purpose of this paper is to analyze the ef-
fects of LAFTA on the economic growth of Colombia, based
on the main objectives of LAFTA. At the same time, this
paper will study the competitive situation of Colombia

within the area, especially with respect to the recently

- created "Andean Group."

The criteria for the analysis are the following:
If ﬁhe LAFTA agreement has had beneficial effects on
L
Colombia's economy, this should be reflected in (a) in-;.

creased amount of exports to LAFTA countries, (b) increasing

diversification of her exports, (c) increasing growth rates

in the sectors of the economy, (d4) balanced growth of her

trade with the other countries of the region, and {e) less

- dependence on outside imports.

The framework of this paper is as follows:

ix
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Chapter I summarizes the evolution of internaﬁional'
trade theories as well as the relationship between inter-
national trade and economic development. It also examines
the factors which led Latin America to adopt import sub-
stitution pélicies and later to promote regional integra-

tion.

Chapter II presents a general description of the

geographic and socio-economic conditions of Colombia. It
describes and analyzes, in some detail, the agricultural,
industrial and foreign sectors which are considered the
most relevant for the purpose of this stuay. Commerce and

construction, for example, are affected more indirectly

* than directly by the process of integration,.and the mea-

sure of the effects of integration on them is outside the
scope of this paper. Thus, special emphasis is placed on
the analysis of the previously mentioned sectors of the

economy.

Chapter III deals with LAFTA. It begins with a
P N
summary of the main provisions of the Montevideo Treaty

and then examines the progress and problems of the group
. : v

through the analysis of data from 1950-69. The last part

of this chapter is devoted to the analysis of Colombia's

trade with her main partners in the region.

Chapter IV deals with the Andean Group, created in

1969 by Bolivia, Colombia, Chile, Equador and Peru in order
to speed up the process of integration which did not progress

effectively under the LAFTA framework. This chapter also
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examines the competitive situation of Colombia within the
Andean Group and describes the éréblems and perspectives
. that may be faced by this group.rl .

Chapter V summarizes the results of the analysis
made during the first-chapters and provides suggeétions

that may help in the formulation of policies for Colombia's

integrative poliéies.

xi
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CHAPTER 1

International Trade and Economie Development

Theorles have been developed to analyze and expialn
the economic act1v1t1es related to economlc development.
Adam Smith developed the theory Division of Labor and
Specialization, to explain-the economic growth process.;

According to his theory, the key to increase productivity

is division of labor which leads to: (1) an increased

"sklllfullness among workers, (2) reduction of time in pro—

ducing commodities, and (3) invention of better machinery
and equipment. By the use of trade, all nations will
benefit by the exchange of products produced under special-

ization. Smith based his theory on principles of absolute

- advantage. Later, David Ricardo established the importance

of trade on the basis of comparative advantages.2 Accord-
ing to Ricardo's theory, nations'epecialize in the produc-
tion of the commodities for which they have the larger ..

comparative advantage, which he refers to as the less ’

comparative cost. He assumes free mobility of commodities

lAdam smith, An Inqulry into the Nature and Causes
of the Wealth of Nations, ed. Edwin Cannan (New York: The

. Modern Library, 1937).

2David Ricardo, The Principles of Political Economy
and Taxation (London: T. M. Dent and Sons, 1911).

1




between nations, no transportation costs and free mobility
of factors of prodﬁction within each country, but not
between countries. He also developed his theory in terms
of a siﬁgle_factor——labor, without considering qualities
or degrees of effectiveness. Several years later‘this

theory was restated by Eli F.. Heckscher and Bertil Ohlin3
in terms of factor proportions (or endowment) theory.
Trade appeared as a substitute to factor movements, the
tendency towards equalization of factor prices, and conse-
éuently, éarningé and income. | _
In the middle of the 1950s, Wassiiy Leontief de-
veloped the model "input-output tables" to show the inter-
" industry flow of goods and serviceé tﬁrough the production
'-wprocess into the final form. By this method, he ‘divided
American exports and imports into their labor and capital
components. He fbund that American exports embodied more
labor and less capital than American imports. The results
;,Of this study were unexpeggss, and clearly are in discord
with the factor proportioné theory, sfﬁce the United States
is the most capital abundant cougtry in the world. This

£inding came to be known as the "Leontief Scarce-Factor;.

4
Paradox." .

3Mordechai E. Kreinim, International Economics
(Chicago: Harcourt, Brace, Javanovich, .Inc., 1971).

d1piq.




In the last twenty years economists have been try-
ing to explain why the equalization of factor pricés as a
result of international trade has not occurred. Further-
more, they have been trying to explain the problems con-

nected with the transmission of development through trade.

- Gunnar Myrdal pbinted out that

contrary to what the equilibrium theory of inter-
national trade would seem to suggest, the play of the
market forces doesn't work towards equality in the
remunerations to factors of production and, conse-
quently, in incomes. If left to take its own course,
economic development is a process of circular and '
cumulative causation which tends to award its favors
to those which are already well endowed and even
thwart the efforts of those who happen to live in
regions that are lagging behind. The backsetting
efforts of economic expansion in other regions dom-
inate the more powerfully, the poorer a country is.

Raul Prebish pointed out that:

it is true that the reasoning on the economic advantage
of the international division of labor is theoretically
sound, but it is usually forgotten that it is based
upon an assumption which has been conclusively proven
false by facts. According to this assumption, the
benefits of technical progress tends to be distributed
alike over the whole community, either by lowering of
prices, or by the corresponding rising of incomes.®

He concludes that the enormous benefifs that derive from
increased productivity have not ;eached the "periphery"

(countries outside the industrialized ones). This explains

5Gunnar Myrdal, An International Economy, (New
York: Harper & Brothers Pbulishers, 1956).

6 .

Raul Prebish, "The Economic Development of Latin
America and Its Principal Problems," Economic Bulletin for
Latin America, Vol., 7, No. 1, United Nations: Economic
Commission for Latin America (1962), I.




the outstanding differences between the centers (indus-
trialized countfies} aﬁd the periphery. 1In both ievels of
living and abilities to accumulate capital, the margin of
savings depends primarily on increased productivity.

In summary, Myrdal and Prebish argue that the
accrual of gains of trade is bi;sed in favor of the indus-
trialized countfies, and that free trade, contrary to the
classical theory, hés accentﬁated international inequali-
ties.

. The explanation'fof the above—ﬁentioned ineguali-

ties, or in other words, why larger benefits from inter-

national trade have been accrued by centers, has constituted

" one of the most discussed themes in the last decades.

The theory based on the deterioration of the terms
of trade against the developing countries has been formula-
ted especially by the United Nations' Economic Commission

for Latin America (ECLA). According to this theory, terms

-of trade; the ratio of the export price index to the import

price index, has been deteriorating in the past for the

-

~developing countries. Such deter}oration has resulted

primarily dué to the following factors: _ f-
1. As world income grows, the demand for manufactured’
goods is increased more than the‘demand for primary
goods.
2. Primary goods aré marketed competitively, and any
improvement in productivity is pértially passed on

to the consumer in terms of lower prices. However,
4
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manufactured products are marketed under monopolis-
tic practices where price rigiditf is a common
denominator. Improvements in productivity are
. translated into profits for the enterprise and
higher wages for the labor force, and not in the
form of lower prices (ta foreign consumers).
i 3f The development of'synthetic substitutes lowers
the demand_for many primary materials, and thereby
deﬁresses their prices.r -
ECLA adds~thaﬁ the sluggish deménd for raw materials
and food in the centers goes hand in hand with the peri-

phery's marked prdpensity to import manufactured products.

" Thus, when demand for primary goods is increasing at a

lower rate than that of incomes, the demand for manufac-
tured imports in the developing countries is increasing
at a faster rate than income.7

As established in the introduction, the process of

_industrialization through import substitution policies was

intensified in the majority of Latin American countries
after World War II. New manufacturiné enterprises were

- ' -
protected by high import tariffs and other import restric-

tions., Tax reductions and other incentives were implemented

in order to encourage investments in the new industries.

7

Institute of Latin American Studies, Development Problems
in Latin America (Austin: " The University of Texas Press,
1970), Chapter I.

United Nations Economic Commission for Latin America,
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Improvements in the terms of trade after World WarriI, plus
international financing, made possible the implementation |
of programs in the import substitution of many non-durable
consumer goods. Unfortunately, there were no policies
tending to encourage the production of commcdities for the
export seétor.r The majority of.?he.protected industries
were dedicated to the manufacture of non-essential commodi-
ties to supply the demands of the high income level group,
which constituted (and continﬁes to constituté) a smali
perceﬁtagé of the_population. Due to: (a) a small.market

in terms of effective demand, (b) high protection which

hampered competition, and (c) excessive subsidies, the new

"industries became inefficient in terms of high prices,

_under-utilization of the plant capacity, inferior quality'

pfoducts, lack of marketing aggressiveness, and in summary,
non-competitive products for the world market. |

While the process of import substitution continued,

. there were increasing needs for the importation of inter-

mediary and capital goods. At the samé time, the export

sector which was constituted by primary products continued
' r

to produce in traditional methods. As a consequence, the

balance of payments has been in constanht deficit and the

economies are highly dependent on the importation of inter-

mediary and consumer goods.
Under the above-stated circumstances, the Latin
American countries, by the mid-1%50s, began to promote

programs of integration. Using the framework of integration,
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the process of import substitution could continue ailowing
them to feducé, as‘much'as possibie,.their demand for goods
from outside Latin American countries, and at the same
time, to promote competition and obtain gains by special-

ization and economies of scale.
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acdording to the United Nations estimates from 1969,

a‘population growth of 3.2%"er vyear.

CHAPTER II

Description of Colombia .

General features. Colombia is located in the
northernmost paft of South America, bordeged by Panama and
the Atlantic Ocean to the north, Venezuela and Brazil to
the east, Peru-and Equador to the south, and the Pacific
Ocean to the west. The area of the countiy is 445,000

square miles. Given her position in the tropical zone,

" there are no seasconal variations:; however, due to her

* - topographic structure, being crossed by the Andes, there

are many sub-climates.

Population. Colombia has a population of 20,463,000

8 with

9;Colombia's popula-

tion growth rate is high in comparison with the data for
Latin America, Canada and the Uni%ted States which are 2.9%,

r-
1.5%, and 1.0% respectively.10 The distribution of

8kenneth Ruddle, Statistical Abstracts of Latin
America, p. 65.

9

ibid., p. 85.

107piq. .




population by urban-rural residents, according to the census
of 1964, is 52.8% urban and 47.2% rural. The urban growth
rate has a tendency to be higher than the rural. According
to data of DANE (Departamento Administrativo Nacional de
Estadistica*Coloﬁbia), the urban population growth rate
from 1951-64 wéé 8.3%,'while the rural growth rate during

11 There are 20 cities, from the

the same period was 1.5%.
estimates of 1969, "with more than 100,000 people, ranglng
£rom 111,727 (Neiva) to 2,037,904 (Bogota).l?

The structure of the economically active popula-

tion is shown in Table 1.

Table 1

Economic Activity (%) 1951 1964 : 1%67-
Total 100.0 100.0 100.0
A. Agriculture 53.9 ' 47.3 44.6
B. Non-Agriculture 46.1 52.7 - 55.4
1. Mining 1.6 1.6 1.4

2. Manufacturing 12.3 12.8 ' 12.3

3. Construction 3.5 -. 4.3 5.4

4, Utilities, : o

transport 3.7 - 4.0 4.0

5. Commerce 5.4 8.6 9.0

6. Services 19.6" ’ - 21.5 23.3

7

Source: DANE, Boletin Mensual de Estadistica, #227 (June,
1970), Table 8.8.8, p. 115,

llDANE Boletin Mensual de Estadlstlca, $226 (May,

1970), Table 1.1.1, p. 4.

12Ruddle, op. cit., p. 83.
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From the data in Table 1 it is apparent that the agricul-
tural sector hasrdecreased its participatioh in the absorp-
tion of the economically active population. On the other
hand, the mining and manufacturing sectors have maintained
their positiohs during the analyzed period (1951-67).
Commerce end services seem to be absorbing the released
population by the agricultural sector, and at tﬁe'same time,
the new active population which is eﬂtering the labor force.

The data seems to confirm the bellefs that there is large

'dlsgulsed unemployment in the- commerce and services sectors.

A more detailed analysis of unemployment will be discussed

in the description of the agricultural and industrial

" sectors.

Education. Colombia has a literate population of

- 72.9% (1964) which is low in .comparison with some Latin

American countries such as Argentina (91.0%), Costa Rica

(84.4%) and Chile (83.6%). Nevertheless, this percentage

is higher than the majority of the other Latin American

countries, such as Peru (61.1%), Brazil (60.5%), Guatamala

(37.9%), ete.l3 .

.{‘,
Health. There have been many improvements in the °
health field. The rate of mortality dropped from 14.2 per

thousand in 1950 to 9.4 per thousand in 1967.1% 1n spite

131pid., p. 122.

14DANE Boletin Mensual de Estadlstlca, #227 {(June
1870}, p. 1.
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of this, however, health facilities and personnel are-
scarce, especially'in_the rural areas. The levels of
nutrition, on the average, are under the minimum require-
ments, and food consumption is high in staple content and

low in animal proteins.

The Economy

Economic Growth. GNP rate of growth is shown in

‘the following table:

Table 2
: S Rate of Growth
" Year . of GNP
1960 4.3%
1961 5.1
1962 5.4
1963 3.3
1964 6.2
1965 3.6
1966 5.4
- 1967 4.2
1968 ‘ s e 5.8
1969 5.5

14

Source: DANE, Boletin Mensual de Estadistica, #226 (May.,
1970), Table 3, p. xxvi.

The average annual growth rate of the national product (GNP)
over the period 1960-69 was 4.9%. Considering that
Colombia's population gfowth rate for the period was 3.2%
(1960-69), the average per capita GNP growth rate was 1.6%

per yvear during the period. The corresponding data for the
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developed countries was 3.9% and for developing countries

2.8%.1°

Structure and growth of the economy. The struc-

ture (see Tables 3 and 4) reveals a relatively low propor-

tion of the total product generated by sectors producing
goocds. On the other hand, the category "other services"

contributes a relatively high proportion of the total

product. The explanation for this high proportion of

services within the economy may be explained either as a
result of high demand for services, which is doubtful given

the stage of economic development of the country, or be-

 cause they constitute the part of the economy which absorbs

a large proportion of disguised unemployment. . More details

will be presented in the section on wages, employment and

income distribution. o '
Another important factor to be pointed out is that

the structure of the economy has changed very little since

.1960. The agriculture-livestock sector reduced its parti-

cipatioﬁ in the economy from 32.5% in.1960 to 29.1l% in

1968. On the other hand, the marfufacturing sector increased
its participation in the total output from 17.9% to la.éé.
The construction sector also increased its participation .

from 3.0% to 3.7%. Transpoftation and commerce did not

lSAID, "Development Performance in the 1960s,"
Development Digest, Vol. 9, No. 2 (April, 1971), p. 94.

3
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change their participation in the economy during the noted
period. Finallf, other services increased its'participation'
from 21% to 23%.

' The agriculturé-livestock sector had an average
growth rate of 3.4% during the period (1960-68), élightly
higher than the growth rate of the population (3.2%). The
manufacturing sector'had.é growth rate of 5.8% over the |
périod,'and the construction éector.had an average -growth
rate of 6.4% during the period. Other services had an
average‘increased growth rate of 6;3%3 The explanation for
the differences in the growth rate of each sector will be

analyzed in the context dealing with each particular

" sector.

Sectors producing goods.

Agriculture-livestock: As shown in the previous
section, the agriculture livestock sector contributed 29%

to the GNP in 1969, employed approximately half of the

active population and contrfbuted to more than 80% of the

foreign exchange earnings (see foreign trade section).
Coffee is the major component of “the exporting sector, and
it alone constitutes more than 60% of the total exportsfég
Colombia._16

The average area and production of main agricultural

products during 1967 to 1969 was as follows:

16pANE, Boletin Mensual de Estadistica, #229 (1970),

p. 101.
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Average Area and Production of Main Agricultural Products

16
Table 5

(in thousands)

Crops Area Production
{Hectares) {Tons)
Wheat 83.0 96.7
Corn- 802.7 . 865.0
Rice - 258.9 698.1
Barley 58.3 96.3
Cereals . 1.202.9
Potatoes 80.7 833.3.
Cassava _ 148.7 883.3
Sweet Potatoes 12.3 143.3
Starchy Roots 241.7
Beans 69.7 39.3
Peas 48.1 27.6
Pulses 117.8 _
Sugar Cane 342.8 17.500.000
Onions 3.3 36.7
" Pomatoes 3.0 47.1
Vegetables 6.3 _
. Bananas 58.7 76.8
Fruit 58.7
Cotton (seed) 195.3 201.4
Sesame T 16.7 11.7
0il Seeds 212.0
Coffee 813.5 477.1
Cocoa NA 18.7
Tobacco 23.4 43.2
. Cotton Fiber - 117.2
Livestock
Beef and Veal 419.7
Pork 80.3
Mutton and Lamb 4.0
Meat r 504.0
Eggs 75.7 ,,
Milk 2.143.0

Source: United Nations, ECLA, "Agricultural Policy in the
Countries Signatory to the Andean Subregional
Integration Agreement," Economic Bulletin for

Latin America, Vol. 16, No. 2 (New York: 1972),

Table 4, p. 96.
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It is apparent from the above data that the.sector's
productivity is very ldw. Furthérmore, in a previous sec-
tion it was shown that the participation of the agricultural
sector in the economy is declining and that during the last
decade the growth rate was slightly above the growth rate
of the poéulatiqn. ‘This has le& to the slow expansion of
agricultural exports and to the need for importing séme
foodstuffs and raw materials. This also means that the food
per capita consumption continues to be low and that the food
share of the bﬁdget of the cOnsumer'in the low incomé levelé
is relétively high. According to a recent study conducted

by PIMUR in Colombia, it was shown that the poorest quartile

" of the population of Cali spent 80% of its income on food,

while the second poorest quartile spent 63%.17

Insufficient improvements in the agricultural sector
may be explained by the following factors:

(a} Over-concentration of ownership of land and agricultural

- income, which has contributed to the fact that a vast part

of the agriculturql population has a véfy low level of

-

- living; and under-utilization of land and labor contributing

L4
to unemployment and underemployment in the rural areas, and

at the same time inducing an exodus of rural people to the
cities. The lower 70% of the agricultural population has

a yearly income per capita of approximately $150, most of

) 17H. M. Riley, Kelly Harrison, et al.,"Market Coordi-
nation in the Development of the Cauca valley Region--Colombia,
Research Report No. 5 (East Lansing: Michigan State Univer-
sity, 1970), p. 5. .
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which is spent on foodstuffs., Consequently, they live at
subsistence levels outside of the market. The remainihg
part of the agricultural population receives an annual in-

come per capita of $400 and the majority of this group is

18

comprised of commercial farmers. It must be stressed

that 25%19

of the active population is unemployed or under-
employed. Probably a:large part of this group is formed

by rural population which has low levels Qf income and may

find it necessary to immigrate to the cities in search of

better standards of living.

The distribution of land and size of holdings is

shown in Table 6. From the data in Table 6 it may be

observed that 62.5% of the farm units holding less than 5

hectares occupy 4.5% of the total agricultural area of
Colombia, and that .3% of the total number of farm units
holding.over 1,000 hectares occupy 30i5% of the agricul-
tural land. | |

| Some land reform pgggrams.hévehbeen eétablished by
the government in order to implehent én agrarian refbrm,-but
the results have been minimal. The structure of economic
and political power, and the lack of reséurces have onl¥
permitted small advances, without achieving structural
changes.' Land reform has been used as a political weapon.

Delay in restructure of the land tenure system will be

18DANE,'Boletin Mensual de Estadistica, #227 (June,
1970), p. =xvii.

19

Ibid.
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expensive in economic and political terms. Agrariaﬁ reform
and other policies tending to have a more rétional distri-
bution of income will incorporate this large part of the
population into the economic system. This will enlarge

the market for the productive sectors, will promote employ-

-

ment, and finally, will provide a more peaceful environment.

- All of the above will promote a more steady and rapid

economic development.

(b) In Colombia, the retailing system is constituted by a
large number of small intermediaries. The combined whole-

saling and retailing margins of profit are relatively low

as compared to more advanced countries., Margins are low

due to the low returns to labor and the small amount of
services provided. Entrance to food retailing is easy,
the operatidn'size is small, and the rate of business
failure is high. Modernization of the system is very

slow due mainly to institutional barriers. An information

‘lystem is practically nonexistent. Credit is usually not

available from lending institutions. Governmental policies,

- such as subsidizing competition and arbitrary application

. . . . A 207~
of regulations discourage the private intermediaries.

Lack of a well-established marketing system to

coordinate production and consumption has inhibited the

0 .
2 Riley and Harrison, op. cit., p. 352.
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development Qf the agricultural sector. A strong fluctua-
tion of'priceé, uncertainty in the market and a poor dis-
tribution system are limiting factors fof the improvemént
of the agricultural sector. On the other hand, fragmentary
and poor'produétion, in terms of volume and quality, retard
the develbpment of an adeguate ﬁarketing system. The ap-
parent vicious cycle results in inertia in both £he produc-
tioh and distribution systéms.

Marketing improvements will causé great impacts
on both consumption and productioh. On the consumptioh side,
technological-and institutional changes Will bring about
.reductidn in cost (by increasing prbductivity ané gains by
" economies of scale) which will be transferred to the con-
“sumers in terms of lower prices, increasing the real income
of the population. The increase in income would permit the
expansion of consumption of foodstuffs, as well as £he con-
sumption of non-food commodities. On the production side,
. new demands, fair prices and less risk iﬁlﬁhe market would
generate greater and betﬁé;k:;tput, which would originate
higher incomes to be spent on more farm inputs and manufac-

: L4

tured products. Thus, marketing acts as a dynamic facter

in the process of economic development. .

(c) Traditional practices in the largest part of the agri-
cultural sector (subsistence) have continued as a result
of lack of resources, education, and technical assistance.

" A dual structure of production has been aeveloped. Modern

<
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commercial farming, based on the production of one or more
produéts for which there exist .é relatively stable market
and prices, has been déveloped. Modern technology is ap-
plied and credit and technical assistance are available.

Most of these farms produce commodities for exportation,

especially'coffée, bananas, cotton and sugar. On the

other hand, there exists the large amount of small farmers

who produce mainly.for self-consumption.

Manufacturing sector: The manufacturing sector
accounts for approximately 19% of the total output of the

economy. Its share in the GNP increased from 17.9% to

18.8% during the period of 1960-68, with an average growth

rate of 5.8% over the same period. The slow and stable

'growth rate of the manufacturing sector may be explained

py the following factors:
(a) It seems that the first stage of import substitution

(non-durable consumer goods) has been completed or is being

' complefed. Thus, the growth rate of the industry is subject

to the growth of the domestic market..

(b) Chronic deficits in the balarfce of payments have oc-—

r o
curred due to two main factors. First, there has been an

»

increasing need for the importation of intermediary and

'~ capital goods that are required for the import substitution

process. Secondly, the,foreign exchange availability con-

tinues to depend on the exportation of raw materials, mainly

'-agricﬁltural products (See Colombian Foreign Trade).
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In summary, it seems that the development of the

industrial sector depends on the expansion of the market
and the capacity of imports of the country.

 The structure of the manufacturing sector is reflec-
ted.in Table 7. From the daté in Table 7 it may be observed
thgt in 1968 the traditional inéustries (food, beverages,
tobacco, textiles, clothing and wood products) accounted
for 62% of the total added value of the industry. 1In 1967
this percentage declined to 40%. The figure for thé chemical
indusfry changed from 9% to 13%, whilé electrical mgchinery
and aﬁplianceg increased from 2% to 3.2%. These data

suggest that a change in the structure of the industry has

" occurred between 1958 and 1967.

The annual cumulative growth rates of the differeht
industrial groups during the period 1958-67 are shown in
Table 8. The highest rates of growth during the périod

were achieved by those industries producing intermediary,

_durable, consumer and capital goods. The paper industry

had an annual cumuiative growth rate of 17.21%, metallic
pro&ucts 12%, electric machinery'fnd éppliances 15%,
chemicals 14%. Moderate rates of growth were achieved by
traditional industries such as textiles 5.12%, beverages -
5.67%, food 6.97%, clothing 5.65%, and in géneral, those
industries producing non-durable consumer goods. A nega-
tive growth rate was achieved . (-0.98%) by the wood furniture
industry.

The above data, plus the information concerning

R
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Table 8

Annual Cumulative Growth Rate of Different Industrial Groups

Annual Cumulative

Industrial Growth Rate
Group %
Food 6.97
Beverages 5.67
Tobacco ] ~0.19
VTextiles 6.67
Clothing 5.12
Wood 5.65
- Wood Furniture -0.98
Paper 17.21
Printing 10.90
Leather Products 1.07
Rubber Products . 11.28
Chemicals 14.12
' Petroleum ) 11.10
Non-metallic Minerals ; 7.17
Basic Metals - ’ 8.17

Metallic Products (Except Machinery and 7~

Transportation Equipment 12.02 .

Non-electric Machinery 9.86
Electric Machinery and Appliances 15.14
Transportation Machinery 9.11
Other Machinery 12.77

Source: DANE, Boletin Mensual de Estadistica, $224 (March,

1970), Table 8.11, p. 140.
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the proportion of foreign inputs in the manufacturing of
different products, suggests that the first stage of im-
port substitution is completed and the counﬁry is moving
into the second stage, intermediary and capital goods.

An idea of the dependence of the importation of
intermediary products by groups.of_industries is given in
Table 9. Thershére of imported inputs in the pfoduction
of the different industrial products declined in‘all of
the products. 1In the period analyzed (1958-67), the decline
for food was from 10.2§ to 7.9%, for beverages from 10.4%
to 3.?%, for textiles froﬁ 19.7% to 5.9%, and for electri-

cal machinery and applianées from 44.3% to 27.6%. It may

'be concluded that the percentage of imported inputs in the

-production of traditional products is very small. However,

even though there has been a decline of such imports for
intermediary and dapital goods produétion, the percentage

continues to be high, and consequently, the development of

- these industries depends on the import capacity of the

country. It is obvious that a more advanced industry re-

-

- guires high technology which comes from developed coun-

tries. The increasing needs for the impértation of capital

goods depends on the import capacity. of the country.

Productivity and competitiveness of Colombian

industry. The situation of Colombia's industry is the same
as that which was described in Chapter I of this paper.

Although Colombia's industrial products, in general, are

T A LT 1 ST Y
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not competitive in the world market, there has been in-
creasing demand for some of her products in some Latin
American countries. However, increasing volume of exports

of some manufactured products to Colombia's neighboring

~ countries in Latin America {(see intra-regional LAFTA trade)

jmplies that some products are competitive in those coun--
tries. These Latin American countries have adopted similar
policies in the import substitution process, and it seems

that their economic structure and market conditions are

similar to those prevailing in Colombia.

Foreign Trade

In this section only the general features of the

“foreign trade of the country will be analyzed. Major

emphasis must be placed on the analysis of the dynamic
effects of trade between Colombia and those countries which

permit the expansion of the market for her industrial manu-

. factured products.

Exports, volume and composition. Table 10 and

- Figure 2 show the volume and composition of Colombian

|

exports. Coffee carried remarkable weighﬁ in the total’
exports of the country during the period of 1958-69. It
accounted-for more than 80% of the total exports in the
beginning of the sixties and 65% at the end of the decade.

Furthermore, a high percentage of the remaining exports were

" constituted by other agricultural products: bananas, cotton,
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600

Total Exports _i/”f///
tExclEiifiviiE;o eun

| Coffee
200 C .
1) Traditional minor exports
2} Dynamic minor exports
0

1961 1962 1963 1964 ‘1965 1966 1967 1968 1969

" (1) Including bananas, cotton, sugar,'tobacco, and shrimp.

(2) Other exports (except petrolaum)..

Figure 2
value of Main Exports (Excluding Petroleum)
(thousands pf dollars)

source: DANE, Boletin Mensual de Estadistica, $229 (August,
1970}, Table 6.2.1, p. 101. .
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sugar and tobacco.. This fact explains the irregular trend
of the exports, caused By strong priée flucutations of the
agricultural products in the world market.  Colombia loses
approximately 8 million dollars for each penny fall inp

the price ofrcoffee.21

The volume of total exports had an
annual avéfage increase of-3.3%: From 1964-67 there was a
steady decline of the total value of exports. After this
period it seems that £he export sector had recuperated, in
part due to an increasing volume of traditional minor éx—
ports (banénas, cotton, tobacco and shrimp} as well as non-

traditional exports (other exports excluding petroleum).

It seems that the price of coffeé imbroved in the late

" sixties.

In the late 1950s the governmént bégan to establish
programs in order to promote greater diversification of ex-
ports. Tax incentives and financial'aids were given to the

pfivate sector involved in the production of ‘export products.

. It seems that successful results have been achieved with

such programs. Figufe.3 shows the differences in growth
of the three groups of export producté. The index number
of coffee exports was very ciose'to ldO during the whole
period (1960-69). On the other hahd, the index number for
minor exports was steadily increasing, and reached 522 in
1969. The annual average growth rate was 38%. In compari-
son, the figure for the'growth rate for total exports of
the country was 3.3%, and for coffee was almost nil,

It is important to point out that some of the

2 1pi4.
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source: DANE, Boletin Mensual de Estadistica, $#228 (July,
1970), Grapn 8.1.l1A, P. 112.
' La

Terms of trade r

In 1958 Colombia exported 1.3 million tons of physi-

cal products, 1.7 million tons in 1964, and 3.7 million tons

in 1969. The imports in million tons were 1.03 in 1958,
1.5 in 1964 and 1.7 in 1969. This means.that Colombia has

had to increase her physical volume of exports almost three
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Figure 4
Value Index for Imported and Exported Tons
{Base 1958 = 100) .

Source: DANE, Boletin Mensual de Estadistica, #228 (July,
1970), Graph 8.1.4a, p. l15..

_times'in order to maint&in more or_less the same level of
foreign ekchange earnings. . e |

The index for the value of exported tons (base 1958)
: declined from 90 by the beginnind of the 60s to 55 by 1969.

. f-
The index for the value of imported tons has been above 100

during all the period except for 1961 and 1966 (range
between 96 and 112). '
The direction of the terms of trade have been de-

clining for Colombia and it seems that the trend will con-

- tinue to .be downward in the future.
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~

Destination of exports: . The geographic deséination '
of Colombian exports is shown in Table 11. The main market
for Colombian exports is the United States, even though its
participation has declined from 65% in 1960 to' 38% in 1969.
The second main market is the European Economic Community
whose share had been increasing.from 18% in 1960 to 24% in
1966-68 and 23% in 1969 TWO other 1mportant changes have
occurred in the last decade. Flrst, the increasing import-
ance of the Eastern European countries (included in "rest
of the world") who have increased their 1mportat10n of

Colomblan products from 8.4% in 1960 to 20% in 1963%. Sec-

ondly, . the increasing importance of LAFTA, whose partici-

" pation changed from 1.6% to 9.0% during the period noted.

- Further analysis of LAFTA will deal with product composi-

tion and country of destination.

Imports, volume and compos1tlon. The variability

. of the total value of Colomblan exports was previously

discussed. Furthermore, the 1nternatlpnal financing funds
have also been variable during the different years. This
explains the varying trends of tHe Colombian imports.
Table 12 shows the volume and composition of Colombian. )
imports during the period 1958-68.

The importation of consumer goods was approximately

6% of the total imports .of the country during the period

1958-68. The importation of thlS group of products was

characterlzed by the wide fluctuations from year to vear.

-!7
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Table 12

Import Composition (CIF Value)

Dy
H
P
o
) B ~ 3
o £ £4 P 0
" X ng g g 33
@ 0, 4 =N} <40 2,0 <0
Q g O 00 a4 © O P K
> - e SYY) H Ay LY oA
1958 399.932 21.599 173.056 82.805 122.472
1959 415.588 27.160 207.034 114.860 66.534
1960  518.585 37.850 233.604 169.94¢6 77.185
1961 557.129 59.971 250.153 161.319 85.686
1962 540.351 32.751 260.516 166.232 . 80.852
1963 506.023 28.075 258.505 157.432 62.011
1964 586.291 26.522 303.915 195.804 60.050
1965 453.502 21.032 182,315 177.164 72.991
1966 674.146 47.359 350.097 207.932 68.758
- 1967 496.862 35.376 219,956 186.540 54.990
1968 643.260 32.213 231.500 233.723 145.823
1969 686.047 70.758 301.941 305.600 7.748
Source: DANE, Boletin Mensual de E

stadistica, #229 (August,
1970), Table 6.3.1, p. 103.

~ Intermediary goods constituted approximately 45% of the total

imports, and this group had less variation than the imports

of consumer and capital goods.

This may be explained in

'
terms of the inflexibility of such imports for the normal

-f“

development of the industry. The capital goods constitutgd
approximately 32% of the total imports.

Considering that more than 80% of the available
foreign exchange is spent in the importing of intermediary
and capital goods, there is little flexibility in the im-

porting sector of Colombia. This emphasizes the importance

of the exporting sector which must provide the foreign
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exchange necessary to maintain and iﬁcrease the impor£
capacity indispensible for the development of the indus-
trial sector, and consequently, the economic development

of the cbuntry.

Origin of imports: The+«volume and geographical
origin of Colombian imports is shown in Table 13. These
data suggest that the U, §. continues to be the main sup-
Plier of imports to Colombia. Contrary to the trends ob-
sefved for the U. S, share of Colombian exports, the trend
for iméorts is increasing. This is pProbably due to finan-
cial arrangements between Colombia and the U. S. Imports

. from the EEC appear very irregular. Imports from the CcaM
~are declining. Eastern Europe is increasing in importance
as a supplier of Colombia aé ére Japan and LAFTA. The
imports from LAFTA have been steadily increasing from
10.5 million dollars in 1958 to 74.3 million dollars in
1969. More detail on this will be found in Chapters ITI

and IV. R -

1
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CHAPTER III

Latin American Free Trade Assoclation (LAFTA)

After many attempts to create a union among Latin
American countries, on February 18, 1960 a‘treaty creating
the Latin American Free Trade Association was signed by
the following countries: Argentina, Brazil, Chile, Mexico,
Paraguay, Peru and Uruguay. The treaty is considered as
an instrument which directs the liberalization of trade
.between parties with the ultimate goal of establishing a
~Latin American Common Market. In 1961 Colombia and
Equador joined LAFTA, followed by Bolivia in 1967 and
Venezuela in 1968. All Létin American nétions can become
members of the "area" upon acceptance of the provisions of
* the treaty. The major objective of LAFTA is to Ccreate a
common market in order to foster the camplementary diver-
sification and integration of the economies of all Latin
American nations. ‘ | [

The liberalization process stipulates the elimina-
tion of custom duties and charges on all imports of goods
originating in the territory of the contracting parties,
within a period of 12 yéars from the date of entry into

- the association. Some of the instruments established to

39




40

achieve the main goals are: 22
1. A general liberalization program, consisting

of two schedules. The first, the "National Schedule, "

'should be conducted in order to reduce duties and charges

by no less than 8% per annum of the weighted average appli-
cable to countries outside of the area (current tariffs).
The second, the "Common Schedule," should include products

whose tariffs would be eliminated over a period-of 12

years. This schedule should represent 25% of the value of

trade between parties by the end of the third year, 50%
by the end of the sixth, 75% of value by the end of the

ninth, and essentially all the trade between parties at

" the end of the twelfth year. The concession of the National

Schedule may be withdrawn by negotiation and on the basis
of adequate compensations, but the concessions given in
the Common Schedule are irrevocable..

One of the biggest difficulties of LAFTA has been
the accomplishment of the above schedules, especially for
new industrial products due to the iafge differences in
custom duties and charges in the various countries. Com-
plaints about over-valued and unéer-valued currencies q§ve
been made, as well as differences ip the development of the

different countries. It is important to stress that the

negotiations have been made on a product-by-product basis

. 22Asociacion Latino Americana, ALALC, Tratado de
Montevideo, Resoluciones de 1la Conferencia, Montevideo,
1963.

4
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rather than automatic and linéar settlement.

2. A special fegime for less developed countries.
This regime lends special attention to countries which are
considered less developed within the association in order
to protect the balance of payments and products considered
essential to the development of.those less developed nations.

3. Complémentary and reciprocity agreements. This

mechanism was established in order to promote closer coor-

dination between two or more countries in their industrial

policies.
4. Coordination and harmonization policies. These

were established to coordinate and harmonize policies of

" industrial and agricultural development, and policies con-

- cerning goods, services and capital imports. Special treat-

ment is given to the agricultural sector in order to obtain
diversification, complementarity and the best utilization

of natural resources, When the domestic output of one of

- the parties is inadequate to meet the requirements, other

LAFTA members are to give priority in furnishing the neces-

sary supplies according to competitive conditions within
« r] .

the area. ' [

International Trade

In this section, given the difficulty of finding

specific data on international trade for LAFTA countries,

- it will be necessary to use data for all of Latin America.

Nevertheless, LAFTA countries contribute to more than 70%
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of the international trade of Latin America and the trade

of the remaining countries is similar to that of LAFTA,

- Thus the analysis of the data given in this section will be

a good indicator for LAFTA international trade trends.
Latin American countries continue to be net exporters

of primary goods and importers of manufactured goods. The

- growth rate of Latin American exports during the period

1950-69 was lower than that of developed countries, as well
as that for other developing countries. Table 14 shows the
annual cumulative rates of growth for different export

regions of the world.

Table 14

World Exports--Annual Cumulative Rate of Growth
of Exports of Some Regions

Region 1950-60 1960-68 1969
 World 7.6 8.1 13.9
Developed Countries 8.7 - -. 8.8 15.8
Developing Countries 3.5 - 6.0 : 9.2
Latin America 2.3 ’ 4.5 7.5

r .

»

Source: ECLA, Estudio Economico de.America-Latina, (1969),
Table 8, p. 58.

The above differences in growth rates of exports
in part shows the declining share of Latin America in

world exports. The Latin American share declined from 11.1%

1
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-

in 1950 to 4.8% in 1969 (see Table 15).

T Table 15

World Exports by Region

-_—_—

Region | 1950 1960 1965 1968 1969
World Total 100.0 100.0 100.0 100.0 100.0
Developed Countries 60.4 66.8 68.8 70.2 71.3

Developing Countries 31.6 21.4 19.5 18.5 17.7

Planned Economies 8.0 11.8 11.7 11.3 10.8
United States 16.5 le.0 14.6 14.3 13.8
Latin America 11.1 6.7 5.9 5.1 4.8

Source: United Nations, ECLA, Estudio Economico de America
Latina (1969), Table 9, p. 59.

The following factors may explain Latin America's declining share
of world exports: '

-‘(é) The elasticity of demand for primary_goods is low when
compared with that for manufactured prgducts. The share of
priﬁary products in world éxport% deciined from 50% in 1955
to 35.4% in 1968, while the share for manufactured prodncts
increased from 49.0% to 62.8% during the same period (see -

Table 16). |
(b) The substitution for primary products fér syntheties; the
participation of chemicéls and machinery in the total world

- exports increased from 23.1% to 33.3% (1955-68). The figure

corresponding to primary products declined from 18.7% to
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11.5% (see Table 16).

(c) The low growth rate of Latin America's physical volume
of exports in comparison to developed and other developing
countries.

(d) The effects of restrictive measures and discriminatory

policies in international trade, both domestic and inter-

national, are apparent.

Table 16

Trends and Structure of World Trade

“Annual Cumulative

Groups of ' ’ ' Rates

Goods )
1955 1960 1968 1955-60 1960-68

- Food (0 and 1) '
: Mill. dollars 18,400 22,310 34,200

Percentage 19.7 17.4 14.3 3.9 5.5
Raw Materials (2 & 4)

Mill. dollars 17,480 21,320 27,330

Percentage 18.7 l6.7 11.5 4.1 3.2
Petroleum (3) , - |

MiI1. dollars 10,270 12,640 22,950 .

Percentage 11.0 9.9 " 9.6 4.3 7.6
Machinery (7) . o

Mill. dollars 16,920 27,770 65,530

Percentage 18.1 21.7 ° 27.2 10.4 11.2
Other Manufacturing (6 & 8) g ‘

Mill. dollars 24,200 34,860 68,120 g

Percentage 25.9 27.3  28.5 7.6 8.7
Chemical Products ’ . ‘

Mill. dellars 4,270 7,520 17,030

Percentage 5.0 5.9 7.1 9.8 10.7

Total (mill. dollars) 93,540 127,870 238,680

Source: ECLA, Estudio Economico de America Latina (1969),
Table 10, p. 60.
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Terms of Trade

The Latin American terms of trade have continually
been deteriorating since the middle of the 1950s, and the
likelihood for improvement seems grim. Figure 5 shows the
terms of trade for developing cbuntries which in general are
exporters of primary products and importers of capital and
intermediary goods; thus it may be used as a good indicator

for Latin America.

Export Composition

Latin American exports continue to be constituted

" mainly by primary products. 1In 1968,83% of total exports

were constituted by food, raw materials, and petroleum,
while only 17% were constituted by manufactured products.
Among the manufactured products there were some metals

that contained only a small amount of added value by the

. industry. If the percentage corresponding to those metals

is subtracted from the total percentage of manufactured

products it will change the participation of manufactured

[
products to only 7%. Thus Latin America, even with he;{

industrialization process, continues to be a net exporter

of raw materials.

Import Composition

Latin American imports of manufactured products

increased from 67-75% during the period 1955-68. The

L)
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corresponding increase for chemicals was 9-12%, and mach-
inery 31-41%. This may be explained by the import substi-

tution process employed in all Latin American countries.

Intra-regional Trade (LAFTA)

I£ was explained at the beginning of this chapter
that LAFTA created two schedules for the trade liberaliza-
tion program. Given the product-bprroduct character of
the negotiation, the expansion has been slow. Table 17
shows the LAFTA tariff concessions from 1962-68. At the
end of this period there had been 10,382 tariff concessions
between the parties, but a detailed énalysis of such con-

" cessions reveals that most of them are given to products

23 The

which are not produced in the granting countries.
liberalization of industrial products is virtually at a

standstill.

" Intra-LAFTA Trade

Although there were imperfectigns in the Montevedio
. Treaty, Intra-LAFTA trade shqwed‘}argé increases during the
period 1%61-68, Intra-regional trade increased from 637.

to 1,971 million dollars, which corresponds to an increase

of 210% (see Tables 18 and 19). Exports increased from 278

to 747 million dollars, which corresponds to an increase

- 23Nino Maritano, A Latin American Economic Community
" London: University of Notre Dame Press, 1970), p. 109.

4
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of 168%. Table 18 shows the volume of exports of each
LAFTA country to other members during the period under
consideration. Data in Table 18 show that Mexico in-
creased her exports by 533% in a relatively steady
manner; the saﬁe was observed in the case of Colombia,
whose eprrts increased by 353%1 It must be noted that
both Colombia and Mexico had a relatively low level of
exports at the beginning of the period. Argentina in-
creased her exports from 100 to 318 million dollars;
Brazil's increase was from 95 to‘186 million dollars.
Peru, Paraguay, and Uruguay showed relatively low
increases in their exports, aﬁd at the same time shéwed
" greater variations from year to year than those observed
. in the former countries. Finally, Eqﬁador increased her
exports by 314%.

| The import behavior is somewhat different than
that observed in exports. Argentina showed a relatively
- low increase in imports (90%); this is reflected in
her sufplus trade (see Tables 19 and id).' Mexico had
the largest increase of imports from the area (900%).

’
However, given her relatively low level of imports, her

[~
trade balance showed surpluses during the whole period.
Brazil showed a deficit in the total balance, although small
in comparison with Peru and Chile. Colombia increased her

imports; even though théy are lower than exports, her trade

balance showed deficits during the whole period (see Table 20).
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"y

This is due to the high levels of imports during the whole
period. Chile increased her imports by the same percentage
as her exports (147%). Due to herlhigh levels of imports,
her trade balance showed large deficits throughout the
period. Peru also showed appro§imately the same increase
in impofts.as in exports. However, her trade balance was
variable from year to year. This may be explained in terms
of more flexibility to adjust imports to the level of.gx-
borts than was seen in the cases of Colombia and Chile.
Equador showed a low increase in imports in contrast to
increased exports. Thus, her trade balance was positive
during the period, except for 1968.

Table 20 shows the trade balance of each country with

the rest of the area. Argentina and Mexico showed a sur-

plus in the total trade balance from 1961-68. This may be
explained in terms of their more advanced industries, which

provide them with a more diversified export mix, and at the

" same time make them less dependent on food and intermediary

imports from the area. Brazil, which also belongs to the
"more developed"24 sub-group (Argentina, Brazil and Mexico)
showed a trade deficit in the period. However, in three- of

the seven analyzed years surpluses were shown in her balarice

. 0f trade.

The LAFTA sub-region classified as "insufficient

- 24papTA classifications: "more developed," "insuffi-
cient markets," and "relatively less developed."
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markets,” (Chile, Coldmbia, Peru and Uruguay) showed the
highest deficits for the balance of trade. The figures in
million dollars were -529.5 for Chile, -119.3 for Colombia,
-183.2 for Peru and -182.8 for Uruguay. Given their in-
sufficient markets, these countfies do not have a well
developed industry capable of competing in the area with
products of the "more developed" countries in LAFTA. Their’
dependence on intermediary and food imports may be very
high in comparison with Argentina, Brazil and Mexico.

The "relatively less developed" countries, Equador
and Paraguay, showed the following ;esults; Equado; had

surplus trade during the whole period, except for 1968.

Her total balance was +23.7. Paraguay had surplus trade

during the first five years and deficits in the last two

years. Her total trade balance was -18.1. This may be

- explained in terms of their flexibility to match level of

imports and exports. Their imports consist chiefly of

" consumer goods and their import mix does not have the

rigidity seen in the "insufficient market" group.

’
Trade Composition

g
Export composition is noﬁ encoﬁraging (see Table 21),
In 1963 the participation of manufactured products (data for
intra-Latin America) was as follows: food, raw materials
and petroleum accounted for 89.5%, whilerchemicals, mach-
inery and other manufactured products accounted for 10.5%.

In 1967 the former products accounted for 61.6%, while the
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. figure for the latter products was 38.4%. If one subtracts
the figure for non-metallic products (which have very little
added value) the percentage of manufactured products in

the total trade is very low.

Table 21
Intra-Latin American Trade Composition
(Percentage) -
| === v

e

g O
o - n
M 4 0
o &
) 0 5 ) By 4 =
T 0 — — Moo o
g o o @ . Q0o U 3]
o o - — 0 o oE @
— . N N o) - OB M
M « g O o v E g gHd 09
s 5 8% 3: i g §i% 5%
> 3] m M -0 A 3] SEHM[A OF
1960 100 38.0 13.5 38.0 2.2 8.9 7.4
1965 100 33.5 16.2 19.5 5.8 4.6 20.4
1968 100 30.4 15.2 16.0 7.5 6.0 22.9

. Bource: ECLA, Estudio Economico de America Latina (1969), -

Trade Concentration of Intra-LAFTA Tréde
. = . : =

Table 22 shows the concentration of intra-LAFTA'"
trade. It shows that Argentina and Brazil account for
67,5% of‘total exports; the figure for imports was 54.5%.
If the data for Chile are added, the concentration of ex-
ports and imports for the three countries would be 79.0%

“and 72.4% respectively.
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Table 22 _
Trade Concentration in LAFTA, 1968%*
{(Percentages)

Country Exports Imports
Argentina : 42.5 . 29.0
Brazil o 25.0 - 25.5

- Chile : i1.5 . 17.9
Colombia 3.3 4.4
Egquador 2.5 2.0
Mexico 6.7 5.0
Paraguay 2.2 2.0
Peru - 5.8 11.9
Uruguay 0.5 2.3
Total o 100.0 - o 100.0

‘ *Excluding Venezuela and Bolivia.

Sourcei Taken from data in Tables 11 and 12 above.

The fact that the three countries whose share of

intra-regional trade was more than 60% of the total are

- geographically close suggests that "bordering trade"

(trade among neighboring countries) iéra pattern of LAFTA
trade. This may be confirmed whgn ob;erving £he trade
among the countries in the northernmost part of South g
America--Colombia, Egquador, Peru and Venezuela. The .
"bordering trade" among Latin American countries may sug-
gest high economic distance (in terms of underdeveloped
transportation, informafion and marketing networks)

separating non-bordering countries in the region. Donald

S. Henley expresses this problem during his analysis of
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the Central American Common Market where he points out
that: "Our research indicated that marketing barriers to’
intra-union trade were a major factor at any given point

in time between any pair of countries.“25

Colombia's Position Among LAFTA.Countries

Colombia's position amohg LAFTA countries may be
deduced from her balance of trade with th% area. Comﬁents
were made in the balance of trade section that the "insuf-
ficient market" countries had largé deficits in their
balances of trade. Colombia's déficits iﬁcreased from

-4.1 to -61.7 million dollars from 1961-67. Her total

" balance amounted to -119.3 million dollars dufing the

period in consideration. The causes for such deficits are
mainly due to the previously described factors: (a) the
lack of a compétitive mix to face competition from "more

developed" countries, and (b) increasing need for importing

. intermediary products and some food products to supply

e
rigid domestic needs.

A more detailed analysis of Colombia's trade trends
¢
with other LAFTA countries reveals that Colombia has hagd,
along with some of the countries, positive gains in terms

of expansion of the market, diversification of her exports

23ponald s. Henley, "Regional Trade and Market
Performance: A Study of the Central American Common Market.”
Unpublished Ph. D. Thesis, Harvard University, 1967,
p. 215.

-
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and a more balanced trade growth. Table 23 shows the
trends of Colombia's exports to, imports froﬁ, énd balance
of trade with all LAFTA countries. These data show that
Colombia's trade with Argentina, Brazil and Mexico had
large expansions in exports as well as imports. However,
imports gfew faster, and as a cénsequence Colombia's trade
with the three above-~mentioned countries presented def1c1ts
during the whole perlod, except in 1968 with Brazil and
1969 with Argentina.

Colombia's trade with Bolivia and. Paraguay was .
negligible, while her trade with Uruguay was one-sided.
Although Colombia's exports were maiﬁtained at a low level
‘during the period, exporté did increase from .3, which was
the average between 1957-61, to 4.3 million dollars in
1969,

Tﬁe trade between golombia and Chilé, Equador,
Pefu and Venezuela was dynamic, as well as balanced:
.Colombia’s trade with Chile grow from 1.7 million dollars
(1957—61 average) to 9.3 million dollafé in 1969.  The -

- balance of trade showed surplusesfin éﬁo years and small
deficits during the remaining part of the analyzed perigd.
Trade with Equador followed similaf trends. _The total
trade grew from $5.2 to $11.1 million during the period in
consideration. Exports increased from $1.5 million to $2.8
million, while imports héd a small increase. The balance

.of trade showed small deficits until 1968, and then a

relatively large surplus in 1969 (8.4 million dollars).

4
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-

Trade with Peru showed expansion in both exports and im-
ports. Exports grew from 2.2 million dollars_(1957f61
avefagef to 13.3 million dollars in 1969. Imports grew
from $1.2 million to $7.9 million in the periocd. The
balance of trade with Peru showed small deficits in 1963
and 1966,-whi1e relatively larg; surpluses existed during
the remainder of the period. Venézﬁela (which éntered
LAFTA in 1968) also was well balanced and showed large
rates of growth. Colombian exports during the period grew
from él.ﬁ million to $5.8 million. Imports were more

variabie and increased from $2.0 million to $9.0 million.

The balance of trade of Colombia showed alternating sur-

"pluses and deficits.

In summary, Colombia's trade with LAFTA had posi-
tive expansion with almost all of the countries. ﬁowever,
trade with Argentina, Brazil and Mexico did not represent

a substantial increase for Colombian exports. Colombian

.imports were much higher, and her trade balance showed

increasing deficits after 1966. On thérother hand,
Colombia's trade with “insufficie?t ma;ket" paftners and
Venezuela, which may be classified in the same group, .
showed large increases. Furthermore, trade was well :
balanced showing reciprocal benefits. |

Data on a commodity by commodity basis was not

available for all LAFTA countries. However a table showing

~imports from Mexico and another table containing data on

Colombia's exports to Andean Group partners (see Tables 24

4
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and 25) may give one insight into the situation and confirm

the findings in the ahalysis based on the balance of trade.

Table.24

Colombia's Main Imports From Mexico, 1966.

%

Item ‘ CIF Value ($)
Steel Pipe for 0Oil Pipelines ' 1,535,000
"Raw Zinc * 1,274,000
Chemicals and Resins _ "~ 1,024,000
Refined Copper and Copper Alloys : 438,000
Aluminum (Raw and Ingots) 354,000
Raw Lead . 318,000
Glass Products , _ 304,000
Raisins 256,000
Raw Cotton ) _ | . 158,000

Source: J. Kamal Dow, Colombia's Foreign Trade and Economic
Integration in Latin America (University of Florida
- Press, 1971), Table 40, p. 67.

The above data sho& that Colombia's main imports
from Mexico are composed of intermediary products.' It may
.bélinferred from the above G#ta that Colombia’'s imports from
the "more developed" countries are constituted mainly.by
intermediary and light capital godds. Other imports from
LAFTA are raw materials not produced or inéufficiently -
produced within the country, such as wool, which is importéd
from Argentina and Uruguay, cacao which is imported from
Equador and Brazil, and wheat which is jimported from Argentina

and Chile. Colombian exports to Mexico are constituted

mainly of petroleum and lumber, which account for more than
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80% of such exports. The low level of exports to Brazil
{see Table 23) suggests that Colombian products are not
competitive or that Colombian exporters have not devéloped
- adequate marketing channels in that area. Exports to Argen-
tina have been increasing more rapidly than in the case of
Brazil and:Mexicb which may be d;e to complementarity of
products {due to climatic differences) or that there are
some manufactured products that are competitive in the
Argentinian market.

The main exports of Colombia to the Andean Group
are presented in Table 25, A large part of the main exports
to Chile in 1966 were constituted of ﬁanufactured products
(71.5%). This clearly shows the difference of trade patterns
between Colombia and Chile. The percenfage of manufactured
producﬁs in Colombian exports to Equador were 100% and were
constituted by.a wide varie;y of manufactured products. The
participation of manufactured products in exports to Peru
accounted for 35% of such exports and 90% of the remainder
was constituted by one import item--caﬁéieL-which is becoming

-

a very important product on the lift of main exports of
:Colombia. The exports to Venezuela include products such.as
‘cement, asbestos manufactured produéts, iron gnd steel joints,
bolts, etc. and water pumps. Manufactured products accounted
- for approximately 90% of total.exports to Venezuela.

The above findinés confirm the importance of "bor-

dering trade" in LAFTA, and most important, that positive

improvements in expansion of the markets, diversification

4
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Table 25

Colombia's Main Exports to Other
Andean Group Countrles, 1966

Country Item FOB Value (5)
Bolivial
Dry batteries 138,200
Earth-moving machinery 69,200
Chile Concrete mixers 47,500
Electric cables 30,100
Cement - asbestos products 1,027,200
Paper products . 846,900
Medicines . 797,200
Synthetic Yarn 501,600
_ Glass products 353,100
" Equador Copper wire o 254,000
Iron and steel manufactures 251,800
Cotton textiles 122,100
Ceramic manufactures 114,200
Aluminum manufactures 93,000
Plastic cables 88,800
Cattle (live) 5,210,000
Fuel oil 2,301,700
Beef (frozen, fresh, chllled) 371,000
Cement .. 231,800
Paper products : 192,351
_ Ceramic¢ manufactures . 164,800
Peru Grain mills 162,600
Medicines ’ 156,000
Vegetable cakes 134, 900,
Cotton textiles 121, 700
Small machinery (pumps, cement
} mixers) : -100,000
Rubber products 45,000
Fiberglass 22,000
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Table 25
Continued
=
Country Item FOB Value ($)
Cement - asbestos panufactures 722,700
Grain mills 297,200
Sugar cane 267,500
" Iron and steel joints, nuts,

Venezuela bolts 242,200
Water pumps : 155,900
Steel pipes ’ 113,900
Automobile springs 111,100
Raw zinc 61,800
Plastic products 60,000
Bulls for bullfighting 43,000

Trade with Bolivia is negligible.

Source:

Integration in Latin America (Universit

At this time Venezuela was not a formal member of the Group,
but was part of the Advisory Committee, and her entrance into
the Group seemed imminent in the near future.

J. Kamal Dow, Colombia's Foréign Trade and Economic

Press, 1971), pp. 69-74.

y of Florida
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of exports.and feciprocal benefits have been achieved in
some subgroups of LAFTA. It is difficult to evaluate to
what extent such gains have been achieved because of LAFTA's
trade liberalization and complementary agreements, but it

ig improbable that such impressive advances would have been

achieved without multi-national cooperation and organization.




,,,,,

CHAPTER IV

The Andean Group .

The Andean Group was created in May 1969 by the
following countries: Bolivia, Colombia, Eguador, Peru
and Chile. Venezuela officially asked for membership in
January 1972, The sub-regional group had the approval of
LAFTA ﬁnd was created in order to attempt a more accelera-

ted process of integration. This came as a response to

" the slow growth of integration within the framework of

LAFTA, especially during the late sixties. The agreement
calls for an elimination of all trade barriers between the
signatory countries and effective common external tariffs

before December 31, 1980. The tariff reductions will be

. automatic and irrevocable (10% per year). Products in-

cluded in a LAFTA common list were combletely freed and

. goods not produced within the area were to be freed by 1971.

The pact includes not only the elimination of trade barriers,
but also the establishment of a common external tariff, -
harmonization of the members' economic and social policies,
establishment of joint industrial development programs,

acceleration of agricultural development, in addition to

- channeling of domestic and foreign resources to finance

investments necessary for integration and physical coordi-

67
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nation of the communications and transportation systeﬁs.
The Cartagena Agreement (Andean Group Pact) also

provides for special treatmeﬁt to Equador and Bolivia,

the lesstdéveloped countries within the group. Special

treatment permits them to lower their import dutiés over a

ionger period of time, and gives them some preferences in

the allocation of sectorial development plans..

One of the most novel codes attempted in the précess

of integration was made by the Commission of the Cartagena

{the government instrument of the Andean Group), when it
established common rules for foreign investors. Public

utilities (watér, electricity, telephone, tele-communications,

etc.) and inland transportation, insurance, commercial

banks and other financial institutions, commercial radio,
television, newspapers and magazines are reserved for
local capital only. Foreign companies operating in these

fields must transfer 80% of their capital to local investors

- within three years. Other existing foreign investments

it -~ S
must become 51% owned by nationals of the country in con-

sideration within 10 years. (In'the éases of Bolivia and
Equador the period is 15 years.) Speciai‘concessions up.
to 20 years may be granted for mineral and petroleum de-
velopments which are joint ventures with state enterprises.
The joint ventures are glven incentive by permitting them
to remit profits and pr1n01pal in forelgn currency subject

to the approval of each respective natlonal authority.

Compensation for expropriation, which can only be carried
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out in the public interest, will be subject to the laws
of each country. Investment of profits will be treated
as new investments. While the Andean Group welcomes
foreign private enterprise, its rules are probably more
strict than those of almost any of the other Latin
American éountries. )

Another step taken by the Commission was the
establishment of the Andean Development Corporation to
function as a sub-regional development bank. The capiéal
stock authorized for the corporation is $100 million and
will be contributed‘by Colombia, Chile, Peru and Vene-
guela, $5.5 million each, and Bolivié and.Eduador 1.5
"million each. The Corporatibn will distribute investments
among the member countries favoring the lesé developed.

‘Another agreement was the integration of the
petro-chemical industry within the Andean Group since
1968 (80% of the output of petroleum of Latin America
,Jig produced within the sub-region). It also was agreed
to set up a payments unioﬁ, eliminate ‘double taxation,
and promote technical cooperation, inéluding research

'
and post-graduate training institutions.

f-
The sub-group, including Venezuela, accounts for
approximately 25% of Latin America's gross national

product, population, and area. The data for 1968 are

shown in Table 26.
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Table 26

Gross National Product, Population and Area
of Latin American Sub-groups, 1968

Area Gross National Product
Group (mill. . Population Total Per Capita
sg. km.) (millions) (mill. §) ($)

LAFTA - 19.3 226.7 . 95.3 ' 421
Andean Group
(including :
Venezugla) 5.4 62.2 26.7 429
CACM .4 14 4.5 322
Latin America 19.9 250.8 102.2 407
Other Latin )
American
‘Regions .4 : 5.9 : 2.7 418

Source: Joseph Grunwald, et al., Latin American Economic
Integration and U. S. Policy (washington, D. C.:
The Brookings Institution, 1972), Table 4, p. 59.

The Andean Group in 1968 (excluding Venezuela) had

"4.3 billion dollars industrial output,rgompared with a 29

billion dollar total gross industriél froduct of Latin
America (see Table 27). The participation of the manu-
facturing sector in the gross national pfoduct was 20.9%;
the figure for Latin American was.23:6§. The manufacturing
sector represents 15% of the total of Latin America, 64% of
Mexico, 60% of Argentina.and 62% of Brazil. However, the

size of the market is proportionally smaller than any of

" the above-mentioned countries. Argentina, for example,
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has 23.6 million people with an average per capita income
of $851, while the Andean Group has 52.8 million people and
a  $379 per capita income (excluding Venezuela). This is
without eonsidering income distribution which is very un-
equal w1th1n the Andean Group. According to ECLA-studies
in 1968, 50% of the Andean Group population received 15.4%
of_the total income, which corresponds to less than $100
per year; 40% received $300 dollars, and Ehe remaining 10%
received 45% of the total income ($1,400 per year).2® The
unequal distribution of income results in a relatively
ineffective market, and this factor may offset the bene-
fits of integration.
- The above may explain the slow development of the
windustries producing capital goods when compared with those
of "more developed countries" in Latin America. The metal
machinery industry represents 14% of the manufacturing sec-
tor in the Andean Group, 30% in Brazii, 29% in Argentina

. and 20% in Mexico. Industries produc1ng intermediary

=
products are relatively more developed than those for

capital goods. The figures are: Andean Group, 30%;
Argentina, 20%; Brazil, 28%; and Mexico,'34% {(see Tables27).
Table 28 provides additional information on industry and

transportation for the Andean Group and some other Latin

American countries.

. 26Quoted in DANE, Boletin Mensual de Estadistica,
$228 {(July, 1970), p. xv.
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The above data show that there exist large differ-
enees among the Andean Group countries. The per capita GNP
ranges from $186 in Bolivia to $600 in Chile. The degree
of industrialization and the structure of industries are
relatively similar in Peru and Colombia. Chile presents the
highest rate of industrialization (25.8%); however her in-
dustrial structure is very similar to that of Equador and
Belivia.

The industrial growth rate between 1960-68 was
8,3% in Peru, 6.7% in Bolivia, 6.2% in Chile and 5.5% in

Colombia and Equaddr (see Table 29).

Table 29

Growth Rates of Industry and GNP

Growth Rates

GNP Industrial Gross Product

ggygtry 1950-68 1960-68 1950-68 1960-68
Colembia 4.6 4.9 6.1 5.5

. Belivia 2.5 5.3 3.3 6.7
€hile 3.7 4.8 4.7 6.2
Eguador 4.7 4.5 5.1 5.5
Peru 5.4 5.5 . 7.7 . 8.3

f

Tetal Andean Group 4.4 5.0 5.7 6.4 4,
Argentina 3.1 3.1 4.1 4.2
Brazil 5.0 5.1 7.6 5.7
Mexico 6.3 6.9 7.9 8.5

Latin America -— -— -—- -—=

Source: Information from ECLA presented in DANE, Boletin
Mensual de Estadistica, #228 (July 1970), pp. Xiv-
XV1,

4
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The production of electrical energy is relatively high in
Colombia and Chile and very low in Bolivia and Equador.
Colombia shows a large production of cement (2 million

tons) in comparison with Equador and Bolivia (.3 and .06
million tons resﬁectively). Th? air transport is higher in
Colombia than iﬁ the other countries. However, the railrocad

framework is much more developed in Chile than in Colombia
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_problems which may impede the process of integration. For
example, large differences in per capita income between
_____ Colombia and Venezuela have led to large migration from

the former to the latter. This has been a problem for
many years and it is doubtful whether there is a soluﬁion
for the near future. One of the basic articles of the
Ag;eement deals with harmonizatiqn of eéonomic and social
policies. The achievement of such harmonization, when con-
'sidering the different political trends--socialism under
democratic guidance in Chile, socialism under dictatorship
in Pefu, political instability in Bolivia, and capitalism
in Colombia and Eguador--seems to be one of the most com-

' pliéated and difficult tasks to be accomplished by the
Andean Group. However, any attempt to go ahead in this
program would have immeasurable repercussions, especially
in the social field. Financial institutions, besides the
payments union, must be promoted to expand infra—regional

- trade, and provide credit to any of the group members when
its balance of payments is suffering t}ansitory deficits.
Besides the expansion of iﬁtra—r%gion;l trade,'the finan-
cial institutions must provide credit so that the country
with a trade deficit need not cut the foreign exchange '
reserves necessary for extra-regional tradel(for the importa-
tion of intermediary and capital goods which are not pro-
duced in the area). .

The Andean Development Corporation constitutes a

very important tool for the planning and implementation of
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policies such as: creation of multi-national. enterprises
directed to the production of commodities or services,
.financing industries which are facing difficulties due to
the new competition in order to permit them to adapt and
avoid disinvestments, and the training of people who may be
displaced‘by the reallocation o% resources. The Corpora-
tion also may play a very important role in avoiding unem-
ployment caused by labor-saving oriented thhnologies. A
rational selection of technologies to be applied in the
productive sector, as well as selection of goods to be
produced, wquld avoid unemployment, one of thé biggest
problems of the Andean Group couﬂtries.

If the Andean Group succeeds in its attempts,
‘this undoubtedly will have a large impact on the Latin

American process of integration towards a Latin American

common market, as was established by the "Declaration of

the Presidents” at Punta del Este, April, 1967.




CHAPTER V

Conclusions and Recommendations*

Chapter I showeﬁ-the main reaéoné for Latin
America’'s adoption of import substitution‘policies, and
later promotion of integration on the basis of common markets
and free trade areas. The basic factor was the deteriora-
tion of the terms ofltrade as a consequenée of low elasti-
city of demand for primary goods, development of synthetics
) ﬁhich replaced some raw materials, and unequal marketing
'-ﬂpractices for primary goods which are marketed competitively
and manufactured products which are marketed under monopolis-
tic practices. |
Due to the deterioration of térms of trade and de-~
. ¢lining participation in-ﬁge world-mafket, the Latin American

ime .
countries began to have slow economic growth rates. In

order to accelerate their econom%c ra&es of growth, they
initiated import substitution practices,'protecting thedr
jnfant industries with high tariffs and other import res-:
trictions. Due to the small markets and lack of competi-
tion, high cost and inefficient industries were developed.
At the same time the exﬁort sectors continued to be consti-

tuted by primary products. Low growth rates of exports and

increasing imports of intermediary and capital goods to
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sustain the industries caused chronic deficits in their
balance of payments.

Under the above circumstances, Latin American coun-
tries began the process of integration in order to enlarge
their domesﬁic markets, and at the same time save foreign
exchange. The ultimate goal wa; the achievement of faster
economic growth. -

Chapter II described Colombia and analyzed the most
relevant characteristics of her social and economic struc-
ture. It was shown that the structure of the economy changed
l1ittle during the period 1960-68. The agricultural sector
changed its participation in the GNP‘from 32~29%, and manu-
" facturing from 17.9-18.8%, However, some changes in the
structure of each of the aboveﬂmentioﬁed sectors occurred,
such as a declining importance of coffee in the agricul-
tural sector and a declining importance of the traditional
industrieslin the manufacturing sector. The changes in
- the sfructure of the agricultural and industrial sectors
apparently did not affect the distrib&éion of.income of the
population. The agricultural acgive éopulation decreased
from 47-44% during the period 1964f67. The manufacturing
active population was 12% during the whole period. Con-
sidering the rates of growth of the population (3.2%), the
growth of the agricultural sector {3.6%) and the growth of
the industrial sector (5.8%), it may be concluded that high
rates of unemployment exist. Furthermore, it was shown that

62% of the farming units consist of less than five hectares.
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Thus, a large part of the population lives at subsiétence
ljevels. It was inferred that a lack of effective demand
has hampered the efforts of industrialization. The indus-
trial sector is facing the same problems that the majority
of the Latin American countries are encountering.

It was pointed out that‘an_inefficient marketing
system is also retarding the development of the agricultural
sector. Improvements in thishsystem will break up the
vicious circle that was explained in Chapter II. Agrarian
reforﬁ is probably the most urgent necessity in order to
incorporate a large part of the population into the-market,

facilitate the development of the pfoductiﬁe sectors, gene-

- rate employment and accomplish the main goal of any society--

to give a decent standard of living to its population.
Chapter III described the problems and achievements
of the Latin American Free Trade Association. It was shown

that intra-regional trade expanded at a rate of approximately

~ 12% per year between 1961-69. The achievement of the diver-

sification of exports was not as sucéeésful as that of
expansion of trade. A large part of intra—regional trade
continued to be constituted by r;; materials. Another jin-
teresting factor is that even though intra-regional trade.
expanded, it continued to constitute a low percéntage of
the total trade of the region (11% in 1969). At the same
time, it was pointed out that there was a large concentra-
tion of intra-regional trade in two countries, Argentina
and Brazil. These countries éccoﬁnted for 67% of total

exports and 55% of the imports of the region. "Bordering
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trade" was observed among LAFTA countries; this may.héve
been caused by large economic distances between non-
bordering couﬁtries. This factor confirmed the findings of
a study of the Central American Common Market where it was
noted that ﬁarketing“barriers impede the expansioh of trade
and that iiberalization of trad; by itself is not enough to
expand trade between countries. Marketing facilities,
institutions promoting exports, information systems and a
payments union should be established parallel to a more
efficient tariff reduction'system. Tariff reduction must
be changed from a product—by-product systém to an automatic
linear system.® It must be stressed that the Central Ameri-

* can Common Market and the Andean Group were set up with
“the approval of LAFTA and these two groups will disappear
when the proposed Latin American Common Market is fully
structured and completed. |

Chapter IV dealt with the structure of the Andean

. Group, the main articles of the agreemenﬁ, and its position
in relation to LAFTA. Une&ZZl benefits from expansion of
trade of LAFTA, in terms of voluTe ané composition, led the
five countries to integrate in order to face competitiop,
from the "more developed" countries--Argentina, Brazil and
Mexico.

Colombia seems to have a predominant position within

the Group and her trade with the Group's members was shown

as beneficial to her economic development. Colombia's

trade with the group expanded, but more important, the
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composition of the trade changed greatly; more than 70%

of her exports were constituted by manufactured products.
At the same time, trade bétween Colombia and the Group waé
more balanced. .

The differences which exist among the member coun-
tries may'facilitate regional i;dustrial programming based
on. complementary agreements which are the key point in the
Cartagena Agreement. Political factors_may retard the
harmonization of economic and social policies considered
in the main agreement. However, economic and social common
problems may break down political barriers and may force
the governments to éct in terms of mﬁtual cooperation.

If the Andean Group succeeds in its attempts, un-
doubtedly this will influence all Latih American countries
to act in a more cooperative way in order to achieve the
establishment of a Latin American Common Market, which was
the main goal of the Montavideo Treaty.

In summary, it seems that Colombia made a good
decisionlwhen_she adopted integfation ﬁblicies with LAFTA
and later with the Andean Group. 'Theée exist large pos-
sibilities for the expansion of Colombia's agricultural,,
and industrial exports, especially.to the An@ean Group.
Industrial products, such as textiles, cement, appliances
and light capital goods seem to be competitive in the sub-
regional market, accordihg to last year's trends of trade.

Emphasis must be placed on the expansion of these indus-

tries in the short run. Studies concerning additional
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-

export goods,.such as fertilizers, chemicals, etc. ﬁust
be conduc;ed in order to evaluate their competitive situ-
ation within the area, and possibilities for expofting
these products to third countries. Beef, coffee and other
agficultural products seem to have large_possibilitiés for
expansion.to countries such as &hile and Peru, due to the
differences in the actual production patterns (climatic
differences). |

The expansion of the market will permit Colombian
indusﬁries to achieve large economies of scale and full
utiliiation of plant capacity. At the same time, the ex-

posure of her industries to competition from other firms

" within the Andean Group will generate improvements in

product quality, marketing practices and reduction of
production costs, which will allow Colombia's industries
to be competitive, not only with the Andean Group, but
also with third countries.

The creation of institutions dealing with the co-

.ordination of national firms, the estdblishment of channels

-

of distribution in foreign'countiies, financial arrange-

ments to facilitate trade, the furnishing of adequate ip;

formation on foreign market needs, prices, competition, .

commercial regulations, etc. are necessary when implementing

policies for the diversification and expansion of exports

to the Andean Group, as well as to third countries.
Considering the high rate of unemployment, under-

utilization of plant capacity and scarcity of capital




84

which exist in Colombia, stress must be placed on better
utilization of rescurces, rather than igdiscriminatory
investments to promote productivity and expansion of
cutput. -

StudiesAconcerning coﬁparative cost of the indus-
tries within the Andean Group must be conducted in order
to find out the real situation of Colombia and prqvide the
basic information needed for adoptiné policies of integra-.
tion._ At the same time studies dealing with foreign
investment,; impacts on employment, economic growth and
the cfeation of externalities must be undertaken in order
to establish policies on thisrsubject. It.seems that the
" size of the market and stage of economic development are
more important than tax reductions and other incentives
to foreign investors. Furthermore, incentives may attract
foreign investments, which frequently.do not match the main
goal of the country, such as employment, tranéfer of know-
- how, export expansion and economié g;owth.

Fihally, the common market wifi provide conditions
for-the unification of effdrts w%en bargaining'with other
countries or other groups of countries. ' In other woxdsy,. %
the Andean Group countries will improve their bargaining
power, which is one of the main objectives of integration.
Their bargaining position is important when negotiating
with other LAFTA countries, as well as when dealing with

developed countries in regard to trade preferences and

commodity agreements.
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