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"Dead ends force one to look
" again to refrace one's steps"
Y. Blumenfeld. ' -

A profound crlsis has shaken “the world economy ‘since: the beglnnlng of the 19705,
even the’ recent improvements in the situation of a few ‘countries --by some too
eagerly ‘viewed as the light at the end of the tunnel-~- stress the extent of the
crisis and ‘the basic structural imbalances that characterize “the world economy.
As the world economy is not exper1enc1ng merely a cyclical downturn, to return
it to a stable and competltlve expansion of its various parts will require
compréhensive restructuring of the overall process: of capital accumulation and
redistribution of the relative roles each part w1ll have to play 1n the new
soc1o-econom1c order. ' : » -

A crisis like the present ‘one has no 51ngle cause; therefore, one " should
not be surprised by the endless ‘discussions concerning the relevance and
appropriateness of the various causes proposed and the respective packages of
remedies advanced,’ Interventions by governments -authorities as well as by
international agencies are meant to remove or limit the negative effects of these
causes and 1nd1rect1y to modify the terms of reference or the framework within
which prlvate economic actors, including the multlnatlonals, operate. This - ~
poses the difficult problem of co-ordinat1ng natlonal policies, though this
problem would not be so intractable if growing interdependence were less unbalanced
than is admitted by all thoge that utilize it to stress the mutuality of interests
prevailing within the world economy, and to minimize the need for structural
changes, at both the international'and subnational levels.

This paper is organlzed in fourpartséballng with the causes of the crisis,
its effects on Europe’ and Latln Amerlca, and flnally with Europe-Latln American
relatlonshlps . :

1,0 The first of the causes of the present world crisis to be analysed is that
relating to the fact that the socio-economic development model characterized by
"more-of-the-same" type of growth is no longer relevant;l/ a model that had
remained viable until it was applied within a limited area of the world economic
system. The strains. generated by its adoption by an increasing number of
countries made themselves felt in-the generalized inflation which exploded in
the 1970s and whlch remains latent éven “though the drastic recession imposed on
the world economy has cooled it down. In other. words, private -and public
consumption expectations have tended to rise faster than production possibilities
that are constrained by the simple fact that many- natural resources are .
non—renewable and exhaustible, Although: technologlcal progress has continuously
extended the limits of their availability, ‘these Iimits nevertheless exist and
to stretch them further, or to find altermative sources, requlres huge and
continual 1nvestment which in turn gets- squeézed by the ‘pressing demand for
consumptlon and by decllnlng prof1tab111ty.2/

The crlsls of the welfare State, 3/or better its extension outside the
developed world 'has called into questlon the Keynesian theory on which it was
based 31nce it has become 1ncrea81ngly apparent that the State cannot 1ndefin1tely
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sustain the aggregate demand without jeopardizing economic and monetary stability.
At the same time, the State's ability to cope has been strongly reduced by the
growing influence of all kinds of internal groups which often pursue conflicting
demands and are guided by short-term perspectives., The ever-changing politics

of "participation" impeded firm and stable policy choices, thus reducing the
grounds for co-operation among developed countries (DCs) and even. more between
DCs and developing countries (LDCs), as indicated by the "crisis of development"
and the "crisis of foreign assistance" analysed at length in the llterature of
the 1970s,

1.1 Growing 1nterdependence has enhanced the transm1531on of socio-economic- .
cultural stimuli across frontiers; in the DC-LDC context however, the negative
effects have on balance dominated, so that the relterated assertlons that the
North's recovery is a necessary precondition for that of the South require
qualification. In fact, the present recovery of the United States economy is
having some positive effects mainly on other DCs; for the LDCs the most visible
impact is that of rising interest rates. Although interdependence 'leapt out

of the textbooks and ... arrived on ministers" desks everywherej;l4/ it has reémained
"unbalanced".5/ Even when the concept has been questioned, it has been stressed
that "in spite of the increase in protectionist measures, the world economy has
remained highly integrated, and indeed, in one respect at least, this very
turbulence has led to. greater 1ntegratlon. This . is the rapid growth of inter-
national credit and capital markets in the 1970s", 6/

The close interdependence of the world economy is frequently used: i) to
maintain that the economic recovery of DCs is crucial to the solution of
international problems and that the development of LDCs depends on that recovery;
then, by emphasizing the latter, ii) to suggest that the current crisis is
essentially cyclical and consequently no basic structural reform of domestic
or international relations is needed; finally, iii) to minimize, if not to ignore,
"the potential contribution of a substantial strengthening of LDC economies,
with a corresponding increase in their purchasing power, to the current economic
problems of developed countries".7/ :

The reductlon of domestic economic soverelgnty which interdependence by
definition entails,8/ has helped to limit the role of the State and made it
more difficult to predict the effects of national policies. Considering the
traditional weaknesses of most LDCs, the dangers posed by growing interdependence
must - not be overlooked, IMF calculatlons show that a one percentage point
annual decline of DCs' GNP estimated growth rate until 1987 would increase the
projected current account deficit of non-oil-exporting LDCs from the currently
projected USS 60 billion to USS 80 billion. Yet there is a rather puzzling
aspect ‘of ‘interdependence: if DCs were hit by a recession, protectionist pressure
would grow and LDCs' exports to them would tend to decllne, if, on the other hand,
DCs enjoyed fast economic recovery, interest rates would rise and LDCs debt
servicing become more burdensome. ' Yet LDCs are not the only ones frequently to
find themselves at the receiving end of a rapid transmission of disruption and
instability caused by economic phenomena initiated somewhere else and over which
they have little or no control, .The best example of this immediate one-way
transmission is that of exchange rate movements. Furthermore, the lengthy and
painful process of adjustment to such influences can be voided at any time by
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another wave of.externally-generated changes.  Anyway, it is "only in time of
crisis,.,," that "the conflicting requlrements of national and collective purpose.
usually become obvious", 8/ : . S

That interdependence also.-has its positive aspects is demonstrated by the
successful fight .against: 1nflatlon resulting from-the synchronlzed policy response
by major OECD. countries, after the.secongd. 011 shock'--a response which caused yet
a severe and long reeess;on. : e , . -

1.2 The serlous attempt by the Unlted States to end the multlpolar world system
which had emerged in.the 1960s and to re-establish its economic and military
pre-emlnepce has. pesulted in that. Government's growing deficit in financing its
rearmament; and therefore in hlgher interest rates:which slow down productlve A
1nvestment and- cause . capltal 1nflows to-the. United States. If these inflows help
to finance some of the United States new investment »10/ they reduce the chances
of recovery in the.countries. that provide  them, again demonstrating the one-sided
dimension.of 1nterdependence.11/ . B ~

The apprec1atlon of the dollar 13 another aspect of a stronger United States
economy which, although it is costing overseas markets for United States
manufactures, is also helping to keep inflation down in the United States. However,
as a large share of world. trade and 1mportant commodltles are priced in dollars,
an increase of .the dollar.value causes. their relative cost for the 1mporters to
rise and therefore an. Anflatlonary pressure is tranSmltted to the world economy.12/
Countries then face the alternative, in the words of the Bank of England, "of
acceptlng either hlgh interest rate themselves, with harmful consequences for
economic growth, or a fall in their exchange rates with harmful effects on -
inflation",.. Fortunately for the . DCs; the prices of most primary commodltles,
including 011, have kept decllnang, thus limltlng the harmful effect of United .
States pollc;es on. 1ndustr1al countries.,-: e e .

Internal tax cuts in the Unlted States (1n other words, the government
deficit) stimulate. a. sharp recovery largely.at the expense of most, LDCs and. Europe.
In this way other nations help to; finange. the rearmament of. the Unxted $tates via . .
its trade deficit and capltal 1nflow,13/ the .other. contrlbutors are., ‘the Amerlcan
poor, - The Summer 1984 removal .of- a §5§'w1thholdlng tax.on 1nterest and leldend
income earned by foreign 1nvestorsh;n thg. Uhlted States is expected to attract .
between US$ 15 billion and USS. 30. billion: from abroad: during, 1984, ,. This money,‘ L
by belng invested in United States Treasury securities, will strengthen the .
dollar in relation to other currencies, thus making the servicing of foreign
debts even more..difficult.as.debtors will face upward pressure on their capital
markets', lnterest -rates. to. offset the fllght of money to the, United States and
downward pressure on thelr commodlty prices. . o

It is merely: its pesition.within the. world system and its regained strength
whlch allows the Unlted States, and only the United States, effectlvely to, continue,
for the time being at.least, a. Keyne31an expansionary flscal pollcy --prlvate .
consumption and res;dentlal cconstruction have been the major sources of. its ' '_
recent recovery-slul with a restrlctlve monetary stance,. although the longer-run’
v1ab111ty -of such A, approach is’ doubtful, especially 1f 1ndustr1al investments .
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and the export sector do not come alive, Data relatlve to the second quarter of
1984 show that business investment, as a proportlon of GNP, was still slightly”
lower than the 1i.7% level reached four years earlier.

1.3 As a relevant aspect of the Unlted States attempt to re-establish its pre-
eminence that had been eroded by the alleged loss of even military parity with'
the Eastern bloc, detente had to be replaced by” confrontation., The result:.ng
intra~Eurcpean tensions have generated larger economic losses for Western Europe
by curtalllng its access to Eastern markets and therefore making its recovery
even more difficult. Furthermore, the confrontatlonal attitude of the United.
States, has divided Western Europe and has 1ntroduced greater incertainties in

its economic calculations, thus. reduc1ng 1ts ablllty to act in a co-ordinated

and coherent manner. The present "crisis of ‘Eurcpe" has some roots in this
unilateral Unlted States declslon to change its policy vis-a-vis the Eastern bloc.

1.4 Another important source of the erisis is to be found in the nature and -
direction of technological progress strongly influenced by the structure and
evolution of the United States socio-economic system. For our purpose, the impact
of technologlcal progress in the DCs has contrlbuted to the fOllOWlng aspects~

i) The well-known phenomenon of decllnlng employment in the manufacturlng .
sector, a tendency which has greatly. contributed to post-WWII income redistribution
in favour of labour in general and unskzlled labour in particular. This _ ‘
redistribution has favoured the rapld increase. of labour-sav1ng rather than
capacity-expanding 1nvestment while lowerlng the propensity to save.

ii) The 1ncrea31ng 1nc1dence of serv1ces 1n the overall final demand, a
sector characterlzed by . lower. product1v1ty and hlgher levels of ‘capital expendlture,
per unit of output. Because of ‘the comblnatlon of 1) and 11), unemployment is
difficult to eliminate and wages must decllne- ‘this is also neéessary to
re—establlsh,hlgher levels of profltablllty 1n order to,obtaln necessary 1nvestment.

111) The fast. pace of product and productlon mnovatlons has made convenient
the relocation. of more labour-1ntens1ve and pollutlng manufactures to LDCs, often
on the initiative ‘and/or under the control of-: some ‘b producers. Yet by the time
LDC exports of the products started to penetrate DC domestic markets, malnly in o
the late 1970s, the latter's high unemployment rates caused new protectionist _
measures to be _promulgated by DC governments in defence of the threatened domestic
sectors.

iv)'More recently, Ffurther technological ‘developments have made it possible
for some DCs to recapture formerly labour-intensiyve manufactures whose production
had been transferred to LDCs in the 1960s and early 1970s,

v) The early decomposztlon of complex productlon processes into elementary
parts or parcellng, and declining transport, communlcatlon and data proces51ng
costs, have greatly ‘contributed to the rapid expan81on of internallzatlon,

i.e., of multlnatlonal corporations' world~wide 1ntegrated activities which enhance
interdependence but also tend to reduce the autonomy of natlonal authorities.,
Furthermore, the market internationalization Ffostered by technologlcal and
organizational progress definitely undermines the price mechanism as the main
factor in the allocation of resources.
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Yet technological. and organizationmal: progress has-been.crucially important
in creating, i.e.,’rationalizing,.a). "a'world wide industrial reserve HYMY es..
along a world market for labour-power'; and b) "a world market for preduction
sites .,. in which the traditional industrial countries and the developing
countries:are forced to: compete against each other to retain.or attract world
market oriented manufacturlng industry". 15/ Both .developments.: contributed to . .-
that reorganization of world-wide productlon and  distribution which, by generatlng
a complex system: of: interrelatlonshlps, often referred to as 1ntermatlonallzatlon
and 1nterdependence, 15 shapxng the world order.* T :
1.5" The process of reorganlzatlon mentloned above 1s somehow faczlltated by
the present intermatiocnal monetary system, or -what gees. under: that; name, and
several international agencies., Yet its failure at the turn of the 1970s and
its 'subsequént instability, is -the:last cause of the world crisis to.be analysed
here. The shift to fluctuating exchange rates, the emergence of large private
liquid assets and the lack of co-ordination of national monetary policies, have
all incredsed the: fnstability ‘of‘the: internaticndl fonetary system and encouraged
speculdtive behaviour in:the’ cuyrency markets.:: Although it does not seem that
this instability has substantially: affected international trade flows, as had been
expected, large-scale disequilibria in' trade and payments..continue to characterize

the world" economy, with disruptive consequences.on economic growth 1nvestment
and unemployment in both DCs and LDCs. R Y AT . :

Placed at the centre of the monetary system created at Bretton Woods,g«
United States inability to adjust its exchange rate meant that the discipline of
the'balance of payments which has ‘so ofter :been . forced :on other :countries was.-
ineffective on the United States economy. Other'mndtions were left with the
alternatives of accumulating dollars in their reserves or of accepting the
United: States vate of -inflation, 1.e{, to inflate sufficiently to allow Amerlcan
producers to ‘earn back ‘thoseé dollars. :In effect,.this meant an "ampllc;t ,
underwriting of American investment in Europe. and of the- large dnerease in e
overseas expenditures associated with the Vietnam War'. 16/ G Lyt el

‘ To halt the erosion of its economic position:and defend its¢reser¥es,;thew
United States suspended. the.dollar convertibility in 1871 and shifted to.the.
floatlng ekchange rate, 17/ "In principle, .the:latter shéuld allow countries.
vapying inflation rates, but.in fact it has enabled "American- producers to expand
at the expense of others", and the United States to;retain the seignorage .over
the supply of the 1nstrument for 1nternatlonal payments.ie/

"fl‘ o & - .

If, under the convertibis’ dollar standard the Unzted States had earller
been able to supply the world with a common . good namely economic staplllty, the
- peduction.of its commercial:pre~-eminence-and the resulting commercial deficit.
nhot only cdurtailed United States;jgbility to-provide-that common- good, but made
it the direct cause of ‘troubled-international financial-relations which, in turn, :
generated econotiié imbalances-and world -stagnation, Free. of any:external constraint,
the United States started to reflate at the beginning of the., 19705, thus
contributing to the first acceleration’ of the inflationary process:at home. and
abroad. The subsequefit’devaluation.. of the dollar helped to contain: the”Unlted
States commercial dimbalance and to eliminate any potential monetary role of gold:
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in the late 1960s .the United States had accepted the creation of SDRs only to
prevent sufficient:support being given to. the French proposal for the
rehabllltatlon of: the role of gold.

More recently, the hlgher interest rates applled by the Federal Reserve
Banks have enhanced United-States ability to.obtain rescurces from the world
economy but, at the same time, by making the recovery.of most DCs increasingly
difficult, have perpetuated that economy's instability. Failing to ensure
stability of the world economy and.so to ]ustlfy United States seignorage,19/
this common good is increasingly rephrased in teyms of defense. The Cold War
has already proved a very useful instrument with which to establish United States
hegemony; 1t mlght now agaln be useful: to regaln that position.

To sum up, understandlng of the present international crlsls sSeems to rest
on two main elements, . : :

In the short run, DCs including the United States, which face persistent
balance~of~payments deficits and attempt.to limit their imports, cause a lowering
of their own income as well as that of the rest of the world. Contrary to what
happened in the 1930s, however, the United States can.easily finance its deficit
with dollars while some LDCs have had access to the private financial markets.
The financial constraint has therefore burdened European economies most of all.
Of course, world demand could be sustained by expanding official international
liquidity: but the sources for the creation of that liquidity (SDRs, enlargement
of IMF quotas; etc.) are controlled by the United States,20/ which is not :
necessarily interested in halting a crisis of which it is not only the principal
cause but.also the main- benef1c1ary.- ‘

Flnally, there is the problem of LDC 1ndebtedness, i4 e., thEIP 1nherent
inability to pay due interest, to say nothing.of: repaying the principal (see
section 3,2). “If something drastic is not done-socon. to .resolyve this situation,
the whole international monetary system as we khow it:could collapse.

2,0 Among the DCs, Europe is the area that has.fared most badly under the present
crlsls.21/ This has been due to its socio-economic structure, its persistent

and (since 1973) growing dlsunlty, its specific role in the 1nternatlonal division
of labour, and its ‘position in the world economic system 1nclud1ng its relatlonshlp
with both the LDCs and the Eastern bloc.

As was stated in the Albert-Ball report to the European Parliament in 1983,
in the early 1970s Western Europe found itself confronted with three challenges:
inflation, the o0il crisis and the. growing competitiveness of Japan's and the Newly
Industrializing Countries' (NICs) manufactures, to which Furope reacted by reducing
the percentage share of investment in GNP and increasing that of total consumption
between 1973 and 1983, Considering that during the same period real wages in
Europé grew.at’ 2.5% per annum,22/ while they stagnated in the United States and
rose less than the GNP rate in Japan, and that taxes and related charges added to
salaries were the highest in the world, it is not surprising that Europe lost
three million jobs while the United States created 15 million. In 1984 alone
three million jobs have been created in the United States, but weekly earnings in.
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real terms rose only by 1-.89 fron May 1982 to May 1984. Furthermore, ‘in 1980 net
profits (over capital) of non-oil manufacturing industries were 11,5% for Amerlcan
companies; 13,8% for Japanese, .and a negative 0. 1% for European companles, forclng
down. 1nvestment.to»about 3% in tha ear&y 19803. . The result is. that"

. 1) Only a. flew of the EEC countrles have been. able to reduce thelr rates of
inflation to levels comparable with those of the United States“andjgaRan- s

ii)-Unemployment has increased 2.5 times more than in the United States and
there -is no hope that this can seriously be reduced in the foreseeable future,
In fact, the latest estimates put the Six's. -average. unemployment rate of the work
force at 11.2% for 1983-1990 (ranging . from. 19 1% for Belgium to 8.5% for West
Germany), almost twice that .for -1975-1983, i.e.,.6.,8%. 23/ . For all Europe , official
unemployment presently stands at 19 million and is still rising, whlle for all '
OECD countries 1t totals 35 million,

iii). Investments decllned from an average percentage growth rate of 5 7%
annually to 1.6% in the 1970s to negatlve values in. the early. '1980s, Thls
decline also affects-the energy sector. The prevailing low price of oil has'
- lielped to reduce investment in.old and new sources of energy as well as in

energy-saving measures. so that a thlrd 01l.crlsls ‘towards the end of the 1980s
is not: unllkely.Zu/ et e " . : ,

.

1v) Publlc def1c1ts have 1ncreased from 0. 5% of the GDP for the perlod
1968-1973 to 3.7% for 1974-1978 and finally, to more than 5.0% for 1981-1983.
;Meanwhlle, . B Gn s o e 4

R e
i ‘-_ -

e v) Obllgatory 8001al securlty payments have 1ncreased and now are about 13
p01nts hlgher -than:in. the United. States 25/ Flnally,,-
| v1) Between 1973 and 1983 the Slx collectlvely lost 31x p01nts of thelr
share of the world market in manufactures, malnly to Japan and the United States. 26/
. To p01nt out that "some of the weakness in Europe is a consequence of the
unusual features:of the United States. recoverv",27/ does not minimize. Europe s f
‘predicament but: serves. to highlight some other dlfflcultles it faces in an )
1ncreaslng1y 1nterdependent system. :

2.1 Europe s more advanced welfare State --publlc expendlture constltuted 32%
of EEC's GDP in 1960 and 51% in 1982, 28% and 36% in the United States and 21%
and 35% in Japan-- meant large deflCItS when.the fall in economic growth caused
social expenditure, mainly unemployment compensatlon and debt serv1c1ng, to rise
and revenue to decline simultaneously. Given. the external constraints on Eurcpe's
monetary policy, attempts at deficit reductions could not succeed. Furthermore,
as these restrictive policies have been pursued. slmultaneously by various
governments, their negatlve effects have been confounded by the relatively close
integrdtion of the economigs. concerned. To. reduce these deficits 1nvestments
have been curtailed.- If Europe has so- far been able ‘to maintain its living
standards this has been achleved at. the enpense of new 1nvestment and therefore
of future growth. i . _
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. Furthermore, an advanced welfare State generates rlgldltle in the structure
and utilization of labour, thus helping to perpetuate unemployment forecasted at
11.2% of the workforce of the Six for the remaining part of this decade.28/ of-
course, the negative effects generated by this high rate of unemployment are

the protectionist drive and the slowdown of technological progress, both of which
reduce European competitiveness and the likelihood of faster economic recovery.

In other words, the high cost of labour helps to create unemployment whlch, in
its turn, reduces the incentives for technologlcal progress. S

-FleIf-government defzc;tsyhave reached levels which cannot beptolerated further
--from 0,6% of EEC's. GDP between 1968 and 1973 to more than 5% in the 1980s-- the
traditional co~ord1nated policy of stlmulatlng consumption, as practiced in the
years 1972-1975, is no longer viable; the only alternative is to finance new
investments out of non-public sources 29/ and to increase exports, 1nclud1ng
those to LDCs.

Therefbre, whlle under rapld economlc growth condltlons the f1nanc1ng of
welfare costs could easily be ensured by small variations in the share of GDP
of the compulsory, lev1es, under stagnant or -zero economic growth their costs
have continually increased due: i).to the growing number of retired elderly
people, health care, and of course more unemployment benefits; and ii) to declining
wage contributions, at a pace which has surpassed that of national wealth. To
finance the resulting and growing deficits, .investment has been reduced (the
crowding-out phenomenon), and a net capital outflow.to the United States has
lately appeared.,

2,2. Although Eurcope as a whole constitutes an.economic entity roughly . equivalent
to that of the United States, both in terms-of demand and supply, not even the

EEC represents one market for European products, services and factors of production.
Under the impact of the crisis, centrifugal tendencies. and nationalistic temptations

. .are seriously jeopardizing progress towards a common market that had been made: .-

’untll the early 1970s.

At the same tlme tWo 1mportant structural constralnts clearly have emerged°
on the one hand, the interdependenice of European economies has reached such levels
that not even its largest countries can still hope to expand on their own (see..
the United Kingdom's attempt in 1973, West Germany's in the late 1370s and France's
in the early 1980s); on: the other hand, external dependence has grown so much as
to make ineffective any common or harmonized pollcy which would not explicitly:
and. carefully take it into account. : -

»-The‘flrst constralnt debunks the theory of the internal locomotive for .
European recovery, the second that of the United States locomotive, as without
internally co-ordinated efforts no external stimulus would suffice. :

Internal disunity has strengthened Europe's dependence on the United States
and has- fostered the former's hope that the latter would act as the locomotive,
for its recovery., This is not the case.for two reasons., First, even taking _
into account only the positive effect of the United States recovery, namely the
stimulus that "other OECD countries ... are receiving from the growth of exports
to the United States", it may amount to no more than "one-third of their GNP

/growth between



growth between last year and: thls", groyth that for Europe was 2% in the second.
half of 1983 and is expected to rise at ‘two to two and one-half per cent rates
from now on.30/ Second, United States recovery is not necessarily sustainable:
a) because the negative  impact. of the fiscal contraction that more likely sooner
than later must be implemented to curtail the government deficit may not be
compensated by .a .substantial and lasting reduction in real interest rates; and
b) because any relevant decline of the dollar would require stricter monetary
policy and therefore cause: interest rates to increase further. While the dollar
decline would improve United States international competitiveness (unless it is
more than compensated by inflationayy effects) and:therefore curtail-imports and .
foster exports, hlgher interest rates would attract more iforeign capztal.= On . -
both counts Europe s chances of recovery would be undermlned. st o
2, 3 Japan's aggre551ve penetratlon 1nto Europe, malnly transport equipment and
machinery, coincided with the onset of the general crisis dnd therefore found
the old continent even more:divided and less capable of :artidulating a common
response apart from crude protectionist reactions, Having prévicusly paid little
attention to the Japanese economic phenomenon, Europe was -ills=prepared to cope
with it. In fact, of the.trilateral relations:between the United-States, Europe
and Japan, those between the latter:two have long been considerdd-the weakest in
contrast with closer Japan-United.States ‘and Europe=United States relationms. 31/
Although Europe-Japan trade increased rapidly.in-the.13960s:=-between 1960 and
1970 Japanese exports -increased sixfold :(from, US$ .4 billion to US$:2.4 billion)
but its imports by slightly less. than fourfold (frem US$ .5 billion to US$ 1.9 -
billion), EEC-9 remaining roughly balanced-- the value of imports from Japan
accounted for less than 1% .of EEC's-industnidl consumptiorn.at the end-of the:
1970s. The increasing-imbalance in. Japan's- favour:in that decade (im.the 1970s. - :°
Japan's exports to EEC increased-eight times and dts imports from EEC four times.
as in the 1960s).was almost exclusively due to the: Community's deteriorating. trade
balance in-more.'sophisticated manufacturesy,32/ Europe -has clearly ‘goncentrated ©
on -the challenge posed by Japanese exports-and not sufficiently:on penetrating-
the- -Japanese market. -Notwithstanding the . excellent.trade performance, since .the-
beginning of 1981 the. coritinuous undervaluation of the yen --possibly caused by
huge capital outflows mainly towards:the United States resulting from the interest
rate differentials between these two countr;es—-thas helped to strengthen Japan s.
export capablllty.~~z.; : I SP ORI ; _
If it is true that "most of Japan s majcr export 1tems of machlnery and
equipment to the European Community have some claim to being associated with..
one of the Community's so-called problem sectors",33/ the inability of the 1atter
to mount a trade campaign aimed at Japan's ‘own market can only 'be .explained by
European disunity, even consideringvthathunlike>Japan—Unitedetates trdde,
"Japan's trade with the EEC is ba81cally horizontal ... and for this:reason the
trade imbalance is more structural “in nature". 34/ That disunity: has: favoured
Japan's strategy of penetrating Europe's passenger car market,. starting.from the
peripheral, small non-producer and the relatively more open minor producer ..
countries and then moving into the Yarger producer countries,-  Later, substantlally
different views among EEC member "on protection from Japanese:impdrts~and .
investment have made a common Community position.difficult .to obtain" for this
sector as well as for the television industry. - Japanese motor. car ‘and televisnon :

LT ", )
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investments in Europe, similar to most of the earlier American ones,35/ have been
directed at securing and expanding the share of Europe's market established by
international trade more than to fostering its export capacity. . European countries
have been unable to:elaborate a common stance so that, like exports, Japanese
investments. have ea81ly established a foothold in some countries (the United
Kingdom for cars and- even more for televisions) from where to supply the rest of
the continent. Consequently, "the different responses to the Japanese challenge
help threaten the cohesion of the Community's custom union, even though the larger
market is potentially part of the solution for this challenge".SG/

2.4  The profound changes, mostly irreversible, whlch are reshaping the world
economy and the growth mechanism on which the latter rests, necessitate major
restructuring. This is all the more difficult for Europe which has been badly
scarred by the worldwide crisis and is ‘apparently umable to regain the high growth
rates to which it had become accustomed or to reduce its vulnerability, exposed
so vividly by the two oil shocks, the American revival and Japanese competition.
As "structural change in a stagnant economy necessitates to a much higher degree
the absolute contraction of economic act1v1t1es",37/ Europe's socio-economic
rigidities further compllcate its 1ndustr1al restructurlng'w1th its underlying
need for greater accumulation, 38/ Nevertheless, the latter is crucial to reversing
the persistent decline of. flxed industrial 1nvestment as a percentage of GNP, and
thus to enable protectlve adaptatlons and the steerlng of investment into new
patterns. The latter, however, not .only have to increase mechanization and
accelerate the process of intensifying plant stock, but ‘should be capable to
extending production . capac1ty and creatlng new ]obs.'

In principle, therefore, Eurcpe faces three tasks ‘that not only are dlfflcult
but in the short run, at least, are also somewhat contradltory i) to move into
more advanced technologlcal sectors in order to compete ‘with the United States
and Japan, a task which requlres ‘not so much RED ‘as bettev co-ordination of
national affairs; ii) to develop the services necessary to’ control the process
of territorial and sectoral decentralization of important production in the NICs;
and iii) to generate some form of employment in order to reduce the number of the
19 million jobless people who on the hand threaten its socio-political stability
and on the other hand absorb some of the very resources needed to finance the
overall adjustment policy. The latter task is all the more urgent because of
the large and growing share of youths among the unemployed; consequently, it
also involves adjustment or adaptation of the present educational system which
does not necessarily help to match the effective supply of labour Wlth the
potential demand. ‘

The tackling of these tasks will neceSSarlly affect the role that governments
play in national and internmational economics, as well as the durability of the
open trade system on which the present world economic oxder has largely been
built. Thus, if Buropean governments, to say nothing of the European government,
are to become "developmental States",39/ i.e., if they are to design and implement
the adjustment pOllCleS meant to restructure théir economies and enable them to
overcome the present world}crlsls, then intermational trading must somehow be
1nternallzed, making agreements with other comparable territorial entities
necessary and even natural, Such agreements are the only conceivable instruments
with which activities of multihational ccrporatlons and Eurocurrency transactions
can effectively be regulated, Besides, it seems that the United States has already

/decided to
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decided to move along 51mllar llnes thus bypassing the GATT by developlng a
series of . separate agreements.on. Spec1flc issues with ind1v1dual countries or .
small groups of natlons.MO/ i e e e Lo L o
2.5 No one any longer doubts that such an adjustment pollcy, although necessary,
involves. an incalculable reallocation of capital and labour. And as this also
entails fears, govermments are often .imable to. overcome..the res1stance that the
latter generate. Postponement becomes the polltical fix, even if a planned
introduction of 1nev1table developments is the only way by which to limit their
negative 1mpact. , . : : . R L TUT S ,
s

An 1dea of the changes to Lcome can,be obtalned by con81demng recent trends
in the United States,as seen by 'the Bureau of Labor Statlstlcs._ Whether Wwe llke
it or not this perspectlye strongly suggests what Europe sAfuture may be.,;v

TSl Y .

i) Nearly 75% of: all new ]obs expected unt11 1995 w;ll come from serv1ce-.
produclng industries, - Only wedical.:care business (i.e., qonsultants personnel
servides, public relations, security “systems -angd computer‘and data‘proce351ng )
serv1ces), recreation and hotels -will. provzde one: of every. three new, Jobs in the
decade’ ahead, so that by 1995 .these :gervices; will: account . for- 31 mllllon Jobs,,f:

a quarter of expected total employment.-; .%_%a»a ._;‘,; R v

11) OnIy one: of every 31x new.jobs w1ll be from‘manufacturlng, so that .
althiough “the present -share -of manufacturing in-total employment may remain rather ff
stablel(ig dincluding mining -andiconstruction. from:25% at the end of the419503), .
its. grow1ng séctér: will ‘be -riew:and -bighstechnology production. _3/ Durlng the
recession manufactur1ng lost:24+3: mxllaon jobs but generated 1.5 million: mostly .
new ones. R N F LGN TN L T -

L s S e O
N s PR SR

111) At present 25 mllllon people are employed in: goodSaproduc1ng 1ndustr1es,
manufacturlng plus mlnlng and construction; the remaining 75% are in services.
While ‘traditional-services:(kretailing:.utilities, transpart, hotels and restaurants)
have not grown and may now be declining, the information.sector (clerks teachers,
accountants, bankers, insurance brokers, lawyers, bureaucrats computer programmers
and data processors) has.been .expanding rapidly and. 1s,expected to: keep grqw1ng,
at the moment absorbing 65% of the United States work force and. generatlng more
than one~half of its personal income.42/ In 1982 banking employed the same number
of people as the transport equipment sector (1.6 million); restaurants and other
retailing employed:more :than ten times that number., . Wlthln a decade or so, all
the manufactured products needed by the United States are expected to be produced
by less than 10% of its: labour force. cmd e e 4

iv) As the sectors that grow faster in general generate low-productivity
jobs and-consequently pay. lower:wages- than. the. decllnlng‘ones 43/ this. process
of "de-industrialization". of -the economy 44/.poses.a serious cballenge tothe .
standard of living of a:significant portion. of the labour force. The fast A
spreading: of part-~time, part-year,: flexible schedule, adult and/or contlnuous
education 'and'early-retirement practices may further contrzbute to the stagnatlon
of monetary personal.ihcome, but not necessarily of famlly 1ncome, 1f one cons;ders
the growing number of :spouses active in the labour. market. . .”e e

/v) A T e
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v) A likely and highly interesting result. connected with the .information
sector is that in it "capital and labour may stay together ,.,. as they did in
farming; it looks as it a lot of our children may have a chance to work in small
firms as’ entrepreneurlal partners, rather than as resentful employees".u5/ If
in principle capital gains could then: compensate labour losses, the absorption
into the information sector requires expensive training or retraining programmes.,
Under these conditions unionization becomes: more  difficult and labour organlzatlons
must rethink their role and reshape their strategies..

vi) The expansion of LDC (namely, NIC) exports of manufactured products to
other LDCs (this South-South trade amounted to 36% of LDC total exports of
manufactures in 1979) 46/ and to DCs' (North-South trade), clearly represents
another aspect of de-industrialization (for some it is even the cause of the
latter) and certainly the most threatening one. Yet between 1960 and 1979 NICs'
share of world exports increased only:from:8% to 8.7%, growing at an average
annual rate of 14,8%, slightly higher than that relative to world exports,47/ In
the 1970s OECD imports of manufactured consumer goods increased in nominal value
almost 15 times and those from LDCs almost 11:times; the latter market penetration
thus increased from 15.5% to 19.1%, at a rate of 2.u4% per year between 1970 and =
1980, The share of LDC exports in the apparent consumption -of manufactured goods
in all DCs averaged 3.4% in 1980 (up from 1.7% in 1970), namely 4.6% in the EEC,
2.5% in Japan, 2.9% in the United States, . In 1982:the value of LDC manufactures
exported to DCs amounted to US$ 40,3 billion-out of a total of USS 108.7 billion.u8/
Among LDCs, the markét penetration by "Far Eastern NIC exporters" grew fastest
(8.0% per year) while that of Latin America was the:smallest (.4%).49/ Hong Kong,
Taiwan ‘and‘Korea-accounted for 'slightly over half of .the  manufactured goods exported
from LDCs to OECD countries in 1980 (Latin America barely 16%), and 72% of mainly
consumer goods (Latin America almost 7%).50/ Of these goods exported by LDCs,
46%. were ‘bought by the’ ‘United States 'and '36% by ‘the EBEC.51/ Yet these imports
seem to have caused a very small job dlsplacement'effect apparently less than
.25% of total labour force in the late: 1970s.52/ Vet e

" The pr1nc1pal condltlons that enable this revolutlonary tvansformatlon of
the Unlted States economy are, in brief: : Co .

i) hlgh mobility of factors of productlon 1nclud1ng labour, both sectorally
" and spatially; S :
ii) wage flexibility and modest unlonlzatlon,

'i ) a relatively high level of education; "L

iv) a responsive institutional environment, like abundant venture capltal,

deregulation, etc.j; and
'v) the availability ‘of minorities and illegal workers to- absorb a-large
part of the costs of transformatlon. : o

2.6 Europe is not-in the most favourable position to accept this 1nev1table
process of de-lndustrlallzatlon or to utiliféait to regenerate its economic life
and to advance its 1ntegratlon. Both theseidihs are necessarlly Interwoven-and
their achieévement requires the reorganization of Europe's priorities also.as .
regards its external relations. In fact, if de-industrialization is the. result
of the growing competitive industrialization of part of the Third World, then
mutually beneficial activities must clearly be expanded within a managed system
of interrelationships (see last section).

/Anyway, if



- 13 =

Anyway, if Europe's past reaction is any indication of its ability to meet
this challenge, there is little scope for optimism unless one strongly believes in
the learning capacity of smaller as well as larger systems. A good example of
how not to meet the challenge may be found in the approach pursued in trying to
keep today's obsolete mixture of plant temporarily in operation., ~More than 100
steel corporations operate in Europe, of which only one or two were making profits
at the :beginning of this decade., Increasingly unable to compete with foreign
production and operating at half of their capacity, they have obtained no less
than US$ 70 billion of .subsidies, enough to finance the complete restructuring of
the sector.53/ By utilizing the most up~dated technology, management of surplus
capacity would no longer be required and the sector could have produced the 100
million tons of steel needed at competltlve cost, but employing 150 000 1nstead of
the half-million of 1970,

Like subsidies, protectionism and devaluation are means with which to export
unemployment and maintain profits,54/ and protectionism has been Europe's reaction
to NIC textile and apparel. exports.- As a result, EEC non-tariff barriers relative
to "textiles and textile articles" in 1982 were the highest imposed on LDCs'
manufactured exports by DCs, Apart from "arms and ammunitions", the second highest
barriers were those on "footwear, headgear, prepared feathers'" by the United
States,55/ therefore allowing West Germany, Japan and Italy to remain the top three
exporters in 1982, These exports are directed mainly towards other DCs, from
which cheaper LDC products are kept out by the multifibre arrangements. Meanwhile,
the introduction of new technologies in this sector in many DCs has almost W1ped
out the cheap labour advantage of the LDCs.

Nevertheless, European unemployment remains at levels considered unacceptable
only a few years ago and the EEC countries can only agree to further restrictions
and limitations which, in turn, inevitably repress growth and transformation.

The original sin rests with the Common Agricultural Policy, whose fundamental
revision is generally recognized as a must which only the shortsightedness of some
governments and part of the Eurobureaucracy keeps postpon1ng.56/

As outlined in the Albert and Ball plan, EEC members must agree on a concerted
increase of public investment such as to raise their GNP by 1% for:three years.57/
The amount needed is in the order of 15 billion ECUs, equivalent to-3% of EEC gross
fixed investments, for the first year, rapidly declining in the following years
because for each percentage point of GNP increase public deficits tend to decline
to an amount equivalent to .2%-,3% of the GNP, The main features of the plan are
the following: S

i) Co-ordination of efforts; there is clearly a community efficiency A
multiplier which simulations with the EEC Comet III estimate at 2-4 points for .
the rate of growth and at 20%-66% for improvement of the net external balance.58/

ii) Recognition that a recovery based on a structural transformation can no
longer result from demand management but must rest on an increase of investment,
not financed by deficit spending. This can be achieved by a Community supplementary
loan, mainly through the European Investment Bank, and by taxing non-regenerable
raw materials, as suggested by Geldens.53/ Higher prices of raw materials would

/force users
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force users to save them and part. of tax revenue could be returned to LDC producers
to help them to dlversify - » -

111) Dlrectlon of 1nvestment towards common pro:ects which: 1nvolve advanced
technology}and require ‘co~operation among enterprises from different European
countries (see.the ‘recently established project Esprit). Although EEC:countries’
expenditure on RED is not-much lower than.that of the United States and dlnost
twice that of Japan;;ituis made-ineffective'by'internal divisions, As a Yesult,
Europe starts to show serious lags in many sectors,60/ Moreover, comparable laws
and institutional infrastructure must be established which will generate an
environment more. conduc;ve to co—operatzve efforts and act1v1t1es.

C

1v) Establlshment by favourlng economic development and intra-European
interdependence, of the necessary conditions for the European Monetary System (EMS)
to. achieve its main objectlve, namely "a .zone of .monetary stabllity in Europe"
as: a basis .for further economic integration.61/ --Although" it is agreed that EMS
operatjons have:-sq. far had a moderating effect. on the exchange rate variability of
the participating. .currencies and on prewventing greater divergence of their economic
developments, new impetus: must be given to Europe's monetary unity rather than
wait for a spontaneous and significant- canvergence of .sconomic policies, of member
States, of which there are no clear. signs anyway. The "strengthening of EMS ‘would:
also result from the adoption: of Albert and Ball's "Marshall Plan" for the energy
sector and for-a, regional policy, the first: to.reduce dependence on foreign S
sources and.therefore ease balance-~of-payments constraints, and the second to-
distribute better the costs of adjustment. policiés. By helping the weakest areas
and by generating significant financial flows, probably in the form of prOJect
flnancang, these. pollcles would also help to reanforce the EMS 62/ "

Thls approach presents the fblIOW1ng 1mp11catlons‘
i) Contalnment of purcha31ng power of most Europeans in- order:

a) to cope Wlth lower product1v1ty levels by de-lndustrlal1zatlon~
. b) to contribute to the reduction of unemployment; and R
. ¢) to liberaté resources for financing new :investment, 1nclud1ng R&D,
and for helping to service LDC debt, the 1/3x3 scheme prOposed under
3 2 below. s B TR 3

Thls contalnment is. compensated by ‘more’ lelsure, moxre flexzble worklng arrangements,
better environment and stock ownership or boardroom representation.

ii) Eplargement of the State role in:setting'new rules.of the game -and in
structuring.market outcomes --"the developmental‘State"-- but curtallment of its
welfare. functions. : A : :

iii) Explicit -replacement. of the open trade system with a managed exchange
system:that will make it-easier to cope with the adjustment process, and rejection
of the notion that social and economic structures should be left to the 1nternatlonal
market to determlne 63/ G a . o C

/iv) Blending
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iv) Blending of the various national economies into a continental system
which, by internalizing most the variables relevant to the process of transformation
that the countries must undergo, will make control of the variables possible and
therefore minimize the costs and dlsruptlons brought about by the process and
guarantee its direction more ea31ly. : :

. v) Some form of understandlng must be reached with Eastern ‘Europe as Western
Buropean integration undoubtedly evokes their hopes and fears, politically as well
as economically. Therefore, all efforts should be made to avoid that Europe's
process of transformation cum integration is seen in Eastern Europe as destabilizing.
At the same time, relatlons with the United States should be restructured. However,
there is that dangerous dream of a united Germany, namely that "if /West7'Germany
looks eastward, it weakens the whole basis of the European - Community". 6#/

3.0 The crisis that has battered. Europe most of all DCs is the breaking of the
fragile economies of Latin Amerlca, turning it into the South's worst affected
ared. .

What is now recognized as the worst economic crisis since independence has
paralyzed Latin American growth (GNP declined by 3.8% in 1983) and has dangerously
depressed standards of living; between 1980 and 1983 per capita incomes declined
by more than 10% thus creating potentially explosive situations in many countries
of the region. Poverty has increased as a result both of growing unemployment
and of declining fiscal resources for social support programmes and in some
countries the situation is.far-graver than is depicted by regional averages. This
crisis naturally has more than one cause -but. indebtedness is increasingly perceived
as the most relevant, so much so.that in 1982 an influential weekly felt compelled

to title an extensive reporting from that region, "Latin America goes into a slump

to pay -its debts",65/ a topic that since then has been extensively analysed, in;
and out of the regigh, by academics as well as by governmental and international
organizations.: It may thus be more fruitful to explore the positive influence and
opportunities caused by the crisis and other recent events in the region outside
the economic sphere and on the evolution of inter-Latin American and external

-pelations. -

3.1 = The first and most visible trend is that of the slow but steady movement .
towards representative political systems, a trend that is all the more astonishing
in view of the growing sacrifices that the stabilization programmes required by
the crisis are exacting from large sectors of the population. In countries where
military rule does not apply involutive tendencies have not surfaced, as had been
expected by some, and even Mexican institutions are managing the brunt of the
crisis. This demonstrates the stability that has been achieved by Latin American
States and the maturity reached by their populatlons.

A second development concerns the apparent common response which the
Falkland/Malvinas war and the debt problem have elicited from the Latin American
polity. Whether these instances constitute a real: trend towards that long~-dreamt-of
continental unity it is too early and too risky to say; but they are too important
to be dismissed. - Furthermore, the process of Latin America's integration cannot
be dissociated from its relationship with the United States, and it is the state

/of this
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of this relationship which tends to support the:idea that conditions for
-co~ordinated Latin American action are. finally being established. . In: fact,:
Washington's role in the Falkland/Malvinas war.was "largely an:expression or -
reflection of a pre-existing severe deterioration in United States-Latin American
ties", and in that Inter-American Military System which had constituted the
backbone of this relationship since 1938,66/ The establishment of SELA (Sistema
Econdmico Latinoamericano) was another sign' of this process of deterioration, as
has-been "the Contadora Group, and lately. the Cartagena meeting for co-ordinating
a common posture with respect to the debt problem. : All these underline the
possibility of creating an exclusively Latin American :gystem of security if the
United States Government continues to overlook this:vast region, except "when the
financial crisis threatened to boil over", The United.'States "low profile or-
the absentminded neglect of the: continent is surely shortsighted",67/ and many’-
recent American studies share the view that United States influence in Latin America
though still significant, is clearly declining, :The séense’of unity in Latin’
America is growing: the Malvinas buried the Monroe Doctrine and ‘the United States.
role in guaranteeing the region's security. The debt problem is the first o
occasion on which Latin American countries can step into this vacuum by acting
together, as some have proved by a331st1ng Argentlna to serV1ce its debt last
Spring.. : . .o R o
Third, as the security aspects of the United‘States&Latin American -
relationship recede into backstage and the economic dimension acquires more
relevance,:Latin America is becoming increasingly conscious that its interests
and those of: the United States diverge quité basicallys. ‘The'war in’ the Southern'"
Atlantic exploded the myth:of Pan~-Americanism and-the increasing attention that.
the United ‘States now pays! to’the Pacifi¢ Basin makes ‘its priorities clear.
Besides, while the United States Govermment's concern. for the Latin- American debt.
problems is due mainly to the danger it treates for.the" international financial
system and to the:American banks, each point added to United States interest rates
means ‘more' than USS 1.5 billion of extra. foreign revenues needed by Latln Amerlca
to finance the serv1c1ng of its debt.68/ : . :

Fourth, there is the grow1ng competltlon that Southeastern A81an countrles
represent for Latin American manufactured exports which on a per capita basis,
remain well below those:from. the former countries.69/ ~Japanese involvement in
some of these productibns further contributes to:the Asian export drive, while
American investment in‘equivalent activities im Latin' America tends to.be more
directly in the acqulsatlbn of. the domestic or reglcnal market, Europe is also
closely following developments in Southeast Asia;’ since. 1980 the EEC has a wide-
ranging ‘co-operation. agireement with ASEAN, trade promotlon being an important
part of ‘it., Furthérmore, after the Latin Americanm’ experience, 'the Pacific region
provides one of the few secure lending opportunities left to Western bankers" who
soon may have to compete there with the Japanese banks 70/ The flnanc1ng of
Asian NICs thus seems assured. o Coe T :

Flfth the cri81s 1s fOrclng most Latln Amerlcan countries to: recons1der
the development strategies’ utilized, For some time now it has been generally.
agreed that import 'substitution and export promotion are not necessarily antithetic

policies and accumulated: evidence shows that domestic markets more than external -

/markets, have
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markets; have -assured LDC industrialization. 71/ At present, for many LDCs and
certainly for several in Latin America,:the need to export is made more dramatic
by the growing debt servicing, while the persistent unemployment in DCs does.not
make imports welcome, Any reduction of the debt burden would necessarily lessen
the LDC urgency to export and would interest them more in regional trade and
therefore in regional integration. If stagnation and protectionism in DCs were
to become chronic, regional. integration could be combined with a reorientation of
development policies enabling greater emphasis on import substitution, including
"import postponement and investments intensively using non-traded goods (such as
housing)".72/ As "the expectation that United States recovery will spread
southward looks less and less conv1nc1ng", Latin American countries may come to
the conclusion that they have to find a new locomotive among themselves.73/

Flnally, there is the recent reassuring evidence that even in the worst hit
economies like Mexico and Brazil growth has after all. reassumed; visible trade
surpluses there and in Argentina are all increasing; 74/ and the social fabric has
not been crushed under the strain of the debt and related problems. Financial
experts are even detecting the beginnings of a return to Mexico of some of the
capital that has flown out since 1982, 75/ Latin America is seriously reordering
its econony --“austerlty without recession" was.the theme of ECLAC's twentieth
session in Lima in early April 1984~ and is struggling hard to cope with.its.
obligations as the positive results of the efforts it has endured start to show.
Yet the region's future would be more reassuring if these results did not ultimately
depend on external factors over which Latin America has little control: the most
important factors being the interest rates prevailing in the international market,
which really means the United States rate, and the evolution of the United States
recovery, with the eventual improvement of Europe. But Latin America cannot long
remain a net exporter of capital.76/ Its debt burden must somehow be reduced so
that Latin America can "begin to grow" again.77/

3.2 Given the gravity of the situation in Latin America and the.constant threat
that its indebtedness poses to the international financial system, several proposals
have been put forward to solve the debt problem or at least to mitigate some of its
worst effects,78/ :

On the basis of the analysis developed above, the follow1no sketchy proposal
is presented, which rests on four almost self-evident considerations:

i) the payment of interest on commercial borrowing has become unbearable
for most LDCs, while the principal can always be rescheduled;

ii) the present debt crisis is the LDCs' making as much as that of DC
banks; 79/

iii) credltors' _governments cannot remain passive and "must step in ... and
handle interest payments as a political and not a technlcal -economic
problem''s 80/

iv) the solution of the debt problem must be connected with LDC development 81/
and DC adjustment policies,

Thefefore, as "the relationship between'ienders and debtors has created an
unusual degree of interdependence",82/ the lending banks will have to accept only
two~thirds of the interest due, half of which will be paid by the debtor country

/and the
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and the other half by the creditor government, - Both the debtor country.and the -

creditor government will-constitute a special fund to which will contrlbute the o

equivalent of what they pay to the banksa More spec1f1cally‘ B : '”
i) The debtor country pays two-thirds of the interest due one-thlrd to

the ‘banks in foreign currency and another to its speclal fund to finance a) the-

productive investment needed to ‘revive its economlc development- or; eventually,

b)- the amortlzatlon of the prlnc1pal-‘ ' . ST

11) The DC' government c0ntr1butes one-thlrd of the 1nterest due dlrectly
to its banks and another thlrd to its spec1al fund to finance its adjustment
policies;. : :

111) The two spec1a1 ‘funds- ‘Wi¥l rest completely under control of- their
respectlve governments but their activities will be co-ordinated in order to-
av01d ‘in future the 1mba1ances.that have now caused the debt problem.

. ThlS proposal 1s characterlzed by the follow;ng advantageS°

- i) It does not interfere with-the market determlnatlon of the 1nterest rate
levels nor does it requlre repudlatlon of previous obllgatlons herefore,

s ii) Fresh capital can flow into those LDCs’that can-‘make optlmal use of
the relief offered by thlS scheme and of the flnanclng available through the
spec1al fund, ' :

©dii) It can ‘be agreed bllatenally between one - LDC and one DC and the latter s
banks; other LDCs and DCs can' thef join the scheme' thls 1mp11es co-ordlnatlon,
if not integration, among the two groups; - :

. " iv) It does not réquire the creation of an- 1nternatlonal agency and even
'IMF does not necessarlly have to be 1nvolved ' R .

v) It generates pressure in the DCs to find means by whlch to stop 1nterest
rate escalatlon' and flnally,

vi) It spreads the’ necessary sacrlflces equally.

" The prlnclpal dlsadvantage of this proposal is the political will needed to
start 1mplement1ng ity a dlsadvantage common 6 .all proposals made 80 far and
- about which 1little can be 'said in this context. : :

Wlth a ‘45% shave of the Latin ‘American’ commercial -debt,83/ i. e., two-thirds
of the more than US$ 300 billioh total debt, the initiative clearly belongs to
the United States, but the EEC, whose share is probably not much smaller, could
ea51ly take it if the United States fails to Show the needed statesmanship’ so
rightly demanded by Kissinger., With Latin America's interest payments presently
estimated at more than US$ 40 billion per year, commercial banks can expect to
net about US$ 30 bllilon, something less ‘than one-half of which goes to the
European banks. ° An EEC-Latln American agreement to 1mp1ement this proposal would
save Latin America US$'5 billion and forceé EEC to use an' equivalent amount to

/adjust itself



™

»

- 19 -

adjust itself to the changing international environment. Part of these sums could
be used to finance the promotlon and co-ordlnatlon of mutually beneflclal trade,
services, and investment flows between the two contlnentsc :

The DCs' "special fund" could also be used to flnance the creatlon of the
kind of factory extension service proposed by Zysman and Cohen, i.ecy @ complex '
infrastructure to prov1de technology, flnanc1al and marketing support to small and
medium-sized manufactures in order to help them to-increase product1v1ty and to
bring high: technology into ‘the. productlon of traditienal products 84/ By fostering
productivity, domestic and foreign investmént and 1ntra-1ndustry trade,
protectlonlsm can more easily be-kept at bay. Unlike the resources conceived of
in the Albert and Ball plan, DC resources necessary for the 1mplementatlon of this
proposal should be obtained nationally by extra taxes and budget cuts, in order
to redistribute the cost of the salvage operation according to the responsibility
of each country's banking system in the debt creation. Utilization of the
resources of both schemes should be closely co-ordinated so that the European
adjustment facilitates Latin American development instead of causing the imbalance
and tensions that DCs! evolution has generally tended to project on the rest of
the world, Debt servicing must no longer halt economic development and endanger
the social and political fabric of the most promising developing countries.
Moreover, the DCs do not seem to have the ability to cope with the demands and
burdens of being rentier nations on the scale that would be involved.85/

Present debt crisis management is already.a.case of international
co-ordination. .To transform it into an effective. plan:we need longer~term .
perspectives, the explicit involvement.of the governments concerned, and sacrifices
by credltor as well as by debtor countrles, in other words, courageous statesmanshlp

b, 0 Hlstorlcally, relatlons between Europe and Latln Amerlca have been qu1te
intensive, even though the recent American hegemony has. reduced them somewhat,86/
Since World War II, however, Europe has neglected this important "subsystem! of
the world economy 87/ and each time that Latin America has looked to Europe for
help, to. say nothlng of the times when it has tried to use Europe against. the
United States, its expectations have been shattered worse, it has seen Europe
side with the United States.

" Two points of view have thus grown up around EEC-Latin American relations:

i) Latin America resents, and violently criticizes, the policies of theVEEC.
more so than of any individual European country; :

ii) Europe, and certainly the EEC, shows a "benign neglect", officially
motivated by the lack of concrete common proposals from Latin American countries.
Fortunately, these two positions are usually softened by feelings of friendship
and the will to collaborate, which inspire certain countries and certain European

groups.

‘ On the whole, however, economic co-operation between the two has not been
particularly close.since 1945, Short-term economic interests have gained the
upper hand, even though economic relationships, especially concerning investments,
have developed, always on the basis of bilateral exchange and contact. The

/principal obstacles
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pr1nc1pal obstacles to co-operatlon wzth Latin Amerlca on’ the side of the EEC can
be identified in the Common Agrlcultural Pollcy, in the varlous Lomé treaties,

and in the economic crisis., So far, the EEC has been more 1mportant for Latin’
America than vice versa; while the EEC constitutes the second most important
market for‘Latln America, the latter's capacity for penetratlng the EEC since’

1974 has, shown itself inferior to that of other areas.‘ In fact, 60% of ‘its
eyports to—the EEC are of. agrlcultural orlgln, making it the largest ‘food suppller9
supplying 10% of the extra—EEC imports of food products. Furthermore Latin |
America supplies 11% of EEC mineral 1mports, such as’ tungsten, ‘copper, iron and
iron ore, manganese and zinc. During the last, decade it has been the main suppller
of five raw materials which are essentlal to EEC 1ndustry.{ ,

Latin Amerlca has also been a good market for Buropean manufactured goods,
which make up 88% of EEC exports, for an annual average of USS 8 b1lllon. Brazil
and Argentina are by far. the most important partners of the EEC in Latln Amerlca';
in 1978, 30% of Brazilian and 34% of Argentlne éxports went to the EEC, while
19% and 31% of their respective 1mports came from ‘the EEC.88/

It is 1mportant to note that whlle the EBC has shown llttle 1nterest in -
commercial relations with Latln Amerlca, direct prlvate investment and European
financial flows towards that reglon have greatly ircredsed. In 1976 Latin America
absorbed 15% of total European direct private investment, directed mainly towards
manufacturing for internal or regional, markets, thus substituting tradltlonal .
European exports. European 1nvestments in. Latln America in the same year o
represented 26% of - forelgn 1nvestments “{n the area (from 23% in 1967), whlle_‘;'
American.investments fell from 56% to 51% in the same '1967-1976 periods; European
dirvect private investment in Braz:.l for ‘example, surpassed the American; This "
expansion -of European 1nvestment is not .only welcome, but it is considered that
"some European companles have’ shown themselves to ‘be more flexible - than ‘those
of North America in. certaln dases, concernlng thelr modallty of functlonlng in'
Latin American countr1es".89/ ’ . '

4,1 Closer co-operatlon w1th Latln Amerlca would be justlfled for EEC for ‘the
following reasons:

i) Economic reasons: the need for a) markets for its own manufactured goods,
espec1ally the more technologically sophisticated, for capltal goods and for
services; b) .the import of mass-gonsumer goods at convenient prlces, so as to,
reduce inflation within the EEC and-control the wage spiraly ¢) the import of’
minerals and energy, even if only to counterbalance the growing dependence on
Africa and the-Middle East. Latin America with a market of almost 400 million
people whose 1ncome averages about UsS 1 300, with 70% llterate adults, whose
average life espectancy of 63 years and a manufacturlng sector which contributes’
no less than 30% of GIP, clearly constitutes the greatest commerc1al outlet for
the EEC in the Third wOrld. ‘The complementarlty with the EEC is potentially very
high, as is shown by the strong demand for European capltal goods by Argentina
and Brazil and by the commercial and finangial expansion of Germany in the
contlnent.go/ To. allow this complementarlty to emerge it is necessary to abandon
present protectlonast tendenc1es or to use them selectlvely in such a- way as to
spare Latin Amerlcan exports and thus to start a serlous 1ndustr1al restructuring

/agreed upon
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agreed upon within the Community together with:-a closer co-ordination between
industrial policy, European investments in Latin America, and aid to the region.
The debt proposal presented under 3,2 above would serve excellently for these
purposes, In short, this opening-up to Latin .America could help Europe to escape
from the present crisis and could be the ba51s on which to formulate and execute
a real common economic policy. S .

ii) Political reasons: Spain!s_entny into the EEC will reinforce the :demand
for a Latin American policy, one in which the EEC would be interested in
strengthening Latin American democratic tendencies, as shown by the:action
undertaken by the Social-Democrat and Christian-Democrat internationals. Such a
policy should help to avoid possible authoritarian revivals and to reduce -
North-South tensions since Latin America constitutes the most developed and
aggressive part of the Third World. Finally, an - "outstretched hand" policy by -
the EEC would support Latin America's détermination to.reduce its dependence on
the United States, thus dlver31fy1ng its economic and polltlcal relations. In
fact, the two areas have a comblned 1nterest 1n opp031ng the plans of the
superpowers. T . T

iii) Political and economic reasong: "diagonal rélaticﬁs with Latin America
could help the EEC to reinforce and avoid the: alternative of Amerlcan-Japanese
domination; to balance. the increasing movement of the economic axis towards the
Pacific; and flnally, to participate more. actlvely in that reorganization of the
world economy imposed by the present crigis, a crisis which so fare the EEC has
passively accepted. S : ~

The conception and execution ¢f an integrated EEC policy towards Latin
America, with the necessary distinction and articulation to capture its complex
and heterogeneous reality, would constitute a historical occasion for the EEC to
develop a "global" approach in its international .relations and thus to maintain,
without American protectlon, the role it hHas’ already conquered within the world
economy. . A :

Both regions~have reached a crossroads and face a. great challenge: Europe
can be helped by, and in turn can help, Latin America, because if "Latin American
hope for independence today passes ... through Europe", 91/ the economic future
of Europe also passes through Latin America. :
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