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Before describing the various integration efforts in Latin America it 
would be useful to establish what we mean by economic integration. 

Economic integration is the term used to cover a variety of different 
ways of tying the economies of two or more countries together. The two 
most common, and the only techniques attempted in Latin America a£e 
1) a free trade area and 2) a common market. 

A free trade area is established when several countries agree to lower 
trade barriers among themselves with the goal of achieving free trade 
in the area while maintaining their tariffs and trade restrictions 
against all countries outside the area. This gives the countries in 
the free trade area an advantage in exporting to the member countries. 

A common market not only calls for lowering trade barriers among ~ts 

members aiming at free trade but also provides for establishing a 
common external tariff on imports from countries not in the common 
market. This gives equal incentives and opportunities to people in 
each of the member countries to produce for the common market as a 
whole--everyone has equal protection under the law. 

The advantages of economic integration have been considered to be so 
ove~whelming that despite the quantity of material on specific aspects 
of the various integration efforts, there has been surprisingly little 
written on the pros and cons of integration per~. The tendency has 
been to assert a few general propositions which appear to be self evi­
dent, such as 1) a large market is preferable to a small market or 2) 
increased area trade increases area income or 3) increased trade binds 
the countries togehter in useful ways or 4) industrialization can be 
fostered by a larger protected market. 

Perhaps it would be useful to look at some of the things that can go 
wrong also--unless specific steps are taken to prevent their occurance. 
Economic integration can result in any or all of the following: 

1) higher prices 
2) poorer quality goods 
3) structural unemployment 
4) apparently diminished sovereignty 
5) gains by the rich at the expense of the poor 
6) uneconomic (hothouse) industry 
7) important revenue loss (from tariffs) 
8) some new investment drawn to other participating countries 

through artificial incentives for which losing country 
shares part of the burden 

9) less developed countries and areas suffer the most 
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vantages l~sced can pe avo~aed ~f care ~s usee ~n the spec~f~c form 
of integration undertaken. Also economic integration does have impor­
tant advantages such as the following: 

1) political gains 
2) economic advantages--larger market, etc. 
3) industrialization is promoted. 
4) the member's bargaining position vis ..§. vis larger countries 

is improved 
5) competition within the subgroup may be better than none 

at all 
6) wiser economic policies may be more acceptable if in the 

"common interest" when vested interests are difficult 
to overcome in a single country. 

Rather than attempting to discuss the pros and cons in the abstract, 
however, a look at the specific examples in Latin American would seem 
to be more productive. 

The Latin American Free Trade Area (LAFTA) 

Eleven countries (including the big three--Brazil, Mexico and 
Argentina)are members of LAFTA. Originally LAFTA was proposed by 
technicians as a means of providing a form of protection which was 
permissable under GATT regulations. The theoreticians jumped quickly 
on the bandwagon. The politicans saw political advantages and supported 
the idea. At first LAFTA made rapid progress but then some of the 
problems which.have plagued LAFTA ever since began to surface. LAFTA 
is just too large and diverse to achieve the solid political consensus 
or have the common interest essential to real progress. The large 
countries proved to be unwilling to give up anything significant 
to the smaller countries. Everyone wanted to export and no one wanted 
to import. Despite repeated efforts to breathe new life into LAFTA, 
the current status is something less than the dynamic vigorous organi­
zation and cooperative effort originally anticipated. LAFTA's current 
situation seems to reflect the desires of the big three countries. The 
main current activity is the negotiation of complementation agreements 
among the big three themselves. These do permit increased trade among 
the big three in the products covered by the agreements and also permit 
companies to rationalize production in these products among the big 
three. Progress toward further tariff reductions for LAFTA as a whole 
are stalled, however. A series of studies is underway taking another 
look at the basic questions. These studies are to be the basis for 
further discussions in 1974. Until then nothing much is likely to 
happen except for a few additional complementation agreements among 
the big three. 
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~ng success. L~, on tne otner hand, ~t ~s measured against what 
could have realistically been accomplished, particularly when politi­
cal support from the big three countries was lukewarm at best and the 
diversity of the eleven countries is taken into account, LAFTA appears 
to have been useful. It did fulfill the task assigned to it by the 
technicians who proposed it, i.e. it did permit a degree of protection 
for industry in Latin America which would have been difficult to main­
tain under GATT regulations otherwise. This alone in the opinion of 
several observers I talked with has made LAFTA worthwhile. Also LAFTA 
has provided a forum for discussions on trade and economic policies 
among the members. A number of technical studies have been developed 
which have added to knowledge of integration techniques. Finally, the 
Andean Group has drawn heavily on the LAFTA experience in an attempt 
to avoid repeating some of the mistakes and weaknesses of LAFTA. 

The Central American Common Market (CACM) 

Until the "soccer war" in 1969, the five countries in the central 
American Common Market were mak~ng what appeared to be exemplary 
progress. Trade within the common market had mushroomed. Development 
of industry was proceeding; several cooperative mechanisms and orga­
nizations were in operation. However, if there has ever been any doubt 
of the primacy of politics, the "soccer war" should dispel them. The 
economic advantages of the common market were not sufficient to prevent 
that war. On the other hand,even the disruption of the war has not 
torn the common market completely asunder. Honduras has in effect 
destroyed the free trade aspect of the common market by.establishing 
tariff restrictions against imports from the other four Central 
American countries equivalent to those against other countries. Never­
theless, Honduras continues to participate in the common market 
institutions--the secretariat (SIECA), the bank for economic integra­
tion (CABEI), and the stabilization arrangements. In fact, during 
my visit to Guatemala City, all five countries made additional 
$500,000 contributions to the stabilization fund. 

Honduras felt that it was not gaining as much from the common market 
arrangements as the other countries. Specifically, the Hondurans 
felt they were merely buying more expensive industrial goods from 
neighbors without any, or at least sufficient, offsetting benefits. 
Also Salvadorians were employed in Honduras at the expense of Hondurans 
who tended to have fewer skills. This points out sharply the problem 
that free trade in and of itself within a common market is not suffi­
cient to develop the less developed countries and areas. The 'bank 
(CABEI) has been giving preference to Honduras in "integration 
projects" but nevertheless the major increases in industrial production 
has taken place in Guatemala and El Salvador which were already more 
advanced economically.Honduras wants specific special concessions as 
part of the price of rejoining the common market. Whether the other 
cantries are willing to give Honduras special concessions remains to 
be seen, but it is interesting to note that the Andean Group has 
granted specia.1. ~cEissi"n~ ~. i~~ .e.s.~~v.e.lo~Ei~ mi~bers--in part as 
a result of tlle! exae(ienC:e: o:E H<tndU;U ir; tohe: CA<lM: : 
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The CACM is a. ~~t:c~lU~y: rt:\r,.ect?~n~·.ase: s.i~e!·1!hfi·=ains from the 
common market: $enfEtd:to·te)clf tl1e!ir:.;nit~--J:tac!t!i~a:ly complete eli­
mination of t\"..tJe.AaJ!riets:o"'.irfteJ;a:cemil~%l ~~t! edde and a four­
fold increase in such trade as a percent of total trade--just at the 
time of the war. What will happen now is anyone's guess, although it 
does look as though the common market has provided a force tending 
to pull the countries together. Whether this force is sufficient is 
the unanswered question. 

The Andean Group 

The countries of the Andean Group are: Columbia, Ecuador, Peru, 
Bolivia and Chile. Venezuela is a member of the bank only. 

The Andean Group was established in 1969 as a subregional group, 
within the framework of LAFTA. The impetus came in part from the 
feeling on the part of the Andean countries that they were not ga~ning 
enough from LAFTA. One of the reasons given was that such a group 
would permit its members to bargain more effectively with the big three 
than would be possible separately. 

The group drew heavily on the LAFTA experience and tried to structure 
their arrangements to try to avoid the weaknesses they saw in LAFTA. 
Therefore there are significant differences from LAFTA. The deadlines 
for specific changes are fixed and the group has taken particular pride 
in meeting its self imposed deadlines. (In the case of the investment 
code this insistence on meeting deadlines has had some unfortunate side 
effects, however.) Nevertheless, the importance placed on having dead­
lines and then meeting them is an indication of the activis m of the 
group. Also, the tariff reductions are scheduled to take place auto­
matically, with certain exceptions, rather than being handled on a more 
open case by case basis. Bolivia and Ecuador are granted specific con­
cessions as less developed countries. The secretariat is receiving 
budget support from the member governments--in fact the budget for the 
Andean Group secretariat is already larger than that for LAFTA. From 
a technical standpoint the arrangements appear to be excellent. The 
key question is how well will they work out in practice--particularly 
in the current political climate. It is too early to tell at this 
point. The example of the investment code is about all we have to go 
by so far and it remains to be seen how the code will actually be ap­
plied. 

The Carribean Free Trade ~ (CARIFTA) 

The members of CARIFTA are eleven English speaking members of the 
British Commonwealth in the Caribbean. This is also a very new develop­
ment. CARIFTA was initially established in 1968 and has just recently 
put its free trade arrangements into effect--with certain exceptions • 
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The proposed entry of the British into the European Common Market has 
given the m~ilbej;'''' o~ tlte COlllmor»-.llea:»t.h.i •• t.hE ~.~bean a real incentive . . ~. ... ... . ., .. .. . 
to ~ncrease.tile~ Q()op~rat"ofl ~«1 ec.on~m •• a91deetrc.d~ matters s~nce 

, . .. .... ... ..... .. .. . 
there ~s a JOe.l. pOSl6.i1b.l~t" t.hat. ~m~~t~nt «lat:'ket!lS .for the~r exports 

.~ ... . .. ~.... .~ .. . ..... 
in the unitea K~ngdom w~~l be lost unless the British can negotiate 
successfully with the EEC for the retention of these special arrangements. 
The loss of the UK markets for sugar, citrus and bananas would be a 
blow to the CARIFTA members. If the EEC price for retention of the 
special arrangements is reverse preferences i.e. preferences for EEC 
products in CARIFTA then this would present very real problems vis ~ 
vis the United States. Therefore the CARIFTA members feel caught in 
the middle and are trying to do what they can to broaden their economic 
strength within CARIFTA. This is far from an easy task, however. The 
Free Trade Area is small both in population and buying power. Also to 
date the more developed members such as Jamaica and Trinidad/Tobago 
seem to have benefited more from the free trade area than the others. 
CARIFTA has tried to take account of this by providing special measures 
to help the less developed smaller islands. (For example, only t~e 
smaller islands will receive loans on concessional terms from the 
bank). The CARIFTA members British experience does seem to tend to 
draw them together while the great distances separating the islands tends 
to draw them apart. Whether there will be enough cohesive force remains 
to be seen. Both the CARIFTA secretariat (actually the Commonwealth 
secretariat) and the bank staff are working to demonstrate the practi­
cal advantages of continued cooperation. So far the bank has been in 
existence only long enough to make its first loan but is beginning to 
show promise of becoming an important development institution. The 
bank can be particularly helpful in improving transportation and infra­
structure which are vital to the development of the area. 

CONCLUSIONS 

The brief review of four Latin American free trade or common market 
arrangements suggests that there are some lessons to be drawn from 
their experience. Perhaps the most important is that economic inte­
gration in the form of a free trade area or a common market in and of 
itself is not sufficient for satisfactory economic development. It is 
an instrument of development but is not enough by itself. Unfortunately 
some of the more extreme "integrationists" and sloganeers have done a 
considerable disservice by claiming more than could be delivered. Also 
it is clear that a free trade area or a common market is successful 
where and to the extent that it is in the political interest of members 
to make it successful. Common economic interests act in the direction 
of drawing the members together but when any member sees enough politi­
cal advantage to itself, it acts to obtain this advantage even if this 
will weaken (or even partially destroy) the free trade area or common 
market. The chances for progress tend to increase as political cohe­
sion increases and decreases with diversity. It also looks as if large 
scale arrangements such as LAFTA have considerably less possibility 
for success than smaller groupings based on closer political and 
economic ties. Also while a common market or free trade area can 
provide a larger market for members' exports within the area through 
import substitution, this can only be carried so far and for the major 
gains necessary for continued rapid development, exports must be 
increased outsi~ ~lii .rea.- eTh~.hai~ j,a.t.J..s ieha~.~n *,.fder to obtain 
the resources rG:cless:r~ f~ ~~vel~pme~i:: a :=c1u4try:rnl14 export to the 
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developed countr\~s.'i'Ws"ef~:V~.to.~he VS, t~e iEC.ilild/.,.- Japan. Therefore, 
to the extent trtat; t~~ :o~r: m¢e~·ot ::re~ t!r4de.;rta: permits improved 
efficiency throttlt% ec~n~mie:> ~( sc;Sle Zt~ d$~l<:ps Ox~o::-ts that are competi­
tive outside the ~r!~~ !t i" ~sr!ful!- ~o· ~ e~te~t·th~· common market or 
free trade area merely permits the substitution of higher cost goods for 
low cost goods without increased productivity and efficiency, it is counter­
productive. Profits for individual enterprises may be increased in the 
latter case but the consumer gains nothing and there is no development pay­
off. Finally, the size of the market appears to be less important than the 
quality of the market--in terms of the political situation, levels of 
income, skills of the people, institutional environment, availability of 
infrastructure, government policies and practices, and the degree of risk. 

The prospects for success for a common market or free trade area seem t.o be 
significantly improved if the trade aspects are complemented by the following: 

1) a development bank 

a) as a conduit for external and internal financing 
b) as a source of technical assistance 

2) arrangements to coordinate and rationalize fiscal and monetary policies 

3) means to improve and coordinate planning for development (including 
complimentary sector planning) 

4) steps to improve physical integration (especially infrastructure and 
transporta tion) 

Economic integration can make a useful contribution to economic development. 
It can be particularly valuable in focusing the attention of the members 
on what they can do for themselves and each other. 

•• ••• • .... • • •• •• • • • ••• • • 
• • • • • • • • • • • • • • • • 
• • • • • ••• • • • • • • • • 
• • •• • • • • • • • •• • •• • • 
• • • • • • • • • • • • • • • • 
•• ••• • • • •• •• • ••• • ••• •• 

-6-


