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ABSTRACT

The thesis discusses the determinants of econonmic
cooperation and integration between Argentina and Brazil
since 1939. The work is organised in three parts. Part I
presents the theoretical framework. Drawing on international
relations and development theory, it is suggested that
perceptions on constraints and opportunities 'in the
international systenmn, along with the progress of
industrialisation, shaped the incentives for cooperation. In
addition, the role of ideas in shaping policies and
institutions is emphasised. Special consideration is given
to the ideas of the Economic Commission for Latin America
(ECLA), which were especially influential in the fifties.

Part II offers an account of economic cooperation and
integration between 1939 and 1960. It is suggested that
after 1955 there was a strong convergence of views in
Argentina and Brazil about the advantages of bilateral
cooperation. This was associated with the end of the
’special relationship’ Brazil-USA, growing friction in the
Inter-American system and dissatisfaction with the working
of the Bretton Woods institutions. In addition, structural
change in the industry increased the costs of protection and
the gains from trade. As a result, the proposal of a
regional free trade area became more attractive.

Part III concerns itself with the evolution of
cooperation after the creation of the Latin American Free
Trade Association (LAFTA) in 1960. It is argued that LAFTA
provided an outlet for industrial exports in a context
largely dominated by highly inward-looking trade and

industrialisation policies (import-substituting
industrialisation). The gradual maturation of the industrial
sector and growing industrial exports sustained the

interest in the regional market. Finally, the creation of
the Common Market of the South (MERCOSUR) is analyzed. The
challenge of the consolidation of the MERCOSUR is discussed
in the light of the new international context and the past
experience on economic integration in Latin America.
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INTRODUCTION

The project for Latin American economic integration was
revived in the mid-eighties and impressive progress has been
obtained since then. There is a sense of optimism which
contrasts with negative views of previous attempts at
integration. Past efforts for integration are now seen as an
archaic legacy out of which Latin America is now emerging,
in her quest for modernisation and a dynamic insertion in
the international economy.

However, if it is politically convenient and sometimes
necessary to stress the future raﬁher than the past in order

to encourage change !

, an understanding of recent progress in
regional integration would benefit from the adoption of an
historical perspective. This thesis analyses the variables
that shaped cooperation and integration in the 1939-1992
period. These variables will be examined within a
revolutionary’ framework that draws on recent theoretical
contributions from development economics and international
relations. There is a growing awareness among economists,
political scientists and historians that institutions and
ideas can provide a key missing link between the analytic
precision of formal models and actual decision making in
conditions of bounded rationality. These theories are

reviewed in Part I which sets out the research hypotheses.

Part II studies the evolution of cooperation and

! ¢f. M.V. Benevides, 'O Governo Kubitschek: A Esperanga
Como Fator de Desenvolvimento’, in A. de Castro Gomes (org.), O
Brasil de JK (Rio de Janeiro, 1991), p. 21.
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integration between Argentina and Brazil in the 1939-60
period. This period is significant as it witnessed the
creation of the Latin American Free Trade Association
(LAFTA), the first integration initiative that achieved some
progress, after the failure of the initiatives of 1939-40
(Pinedo-Aranha) and 1953-54 (Perdén-Vargas). It should be
observed that the systematic study of the Argentine-
Brazilian economic relations in the 1939-60 period, and
especially from 1939 to 1955, has been largely neglected in
the existing literature. While there are important works on
the political relations between Argentina and Brazil, and on
the economic and political relations of both countries with
the central economies, much less attention has so far been
given to the role of economic and political factors in
regional trade and to the frustrated attempts at integration
launched before 1960. This thesis aims to make a
contribution in this area. It will be argued that when
closer attention is given to trade relations in the 1939-55
period, a more qualified view of the role played by regional
rivalry emerges, as both countries sought to cooperate in
order to sécure the gains from trade and this cushioned the
impact of power éompetition and mutual suspicions. After
1955, structural change in the domestic economy increased
the gains from trade while the evolution of the
international economy fostered convergent views of
development in Argentina and Brazil. These factors woul&
lead to closer cooperation and the creation of LAFTA in

1960.
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Part III considers the rise and fall of LAFTA, and its
substitution by a new generation of bilateral agreements,
which culminated with the formation of the Southern Common
Market (MERCOSUR) in 1990. While changes in international
conditions favoured divergent perceptions and unilateral
development policies in Argentina and Brazil in the 1960-80
periocd, it will be demonstrated that the ‘maturation’ of the
industrial structure and the system of preferences provided
by LAFTA reinforced an interest in cooperation among policy-
makers and entrepreneurs in both countries. New evidence is
provided to show that LAFTA played a significant role in
sustaining regional trade in the 1960s and 1970s. The
feeling of failure that haunted LAFTA, stemming from its
inability to progress towards a free trade area, should not
obscure its contribution to the expansion of trade, the
intensification of regional contacts and the accumulation of
experience in trade negotiations. Additional evidence in
favour of this argument is presented in the shape of an
index of trade intensity. Finally, the factors underpinning.
the creation of the MERCOSUR are addressed and the prospects
for progress considered in the 1light of the 1long term

variables presented in previous chapters.
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CHAPTER I. A FRAMEWORK FOR THE STUDY OF EXTERNAL ECONOMIC

POLICY

INTRODUCTION

This chapter aims to offer a general theoretical
framework for the study of economic cooperation and
integration. Section I concerns itself with the determinants
of extgrnal economic policy. The recent debate on the role
of structures, ideas and institutions in international
relations theory is briefly reviewed in sub-section I.1. It
is suggested that the ’institutionalist’ or ‘’modified
structural’ school of thought offers significant
contributions to ’‘system-centred’ analysis. In sub-section
I.2 the modified structural approach is expanded into an
’evolutionary’ model in which structures, institutions and
performance/outcomes interact. The nature of these
interactions is analyzed in section sub-section I.3. The
concepts of ’‘learning’ and ’‘adaptation’ are used to describe
the links between structures and policy decisions.

Section II <concerns itself with the structural
variables that determine the costs and benefits of economic
cooperation and integration in peripheral economies and
particularly in Latin America. Sub-section II.1l. discusses
the conditions of the international system that can be

expected to lead to higher 1levels of cooperation and
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integration. Sub-section II.2. addresses the influence of
the domestic economic structure on integration. Sub-section

II.3 summarizes the conclusions of the chapter.

I. THE GENERAL FRAMEWORK: AN ’‘EVOLUTIONARY’ PERSPECTIVE

I.1. Structures, Actors and Institutions

A fruitful debate has been taking place in recent years
in the theory of international relations. The debate
addresses the role of structural and institutional variables
in shaping foreign economic policy !. From one side, the
system-centred or neo-realist approach suggests that state
decisions and international outcomes can be derived from the
structure of the international system, defined in terms of
the distribution of economic and military capabilities 2.
States are regarded as indivisible units capable of
delivering an unique, rational response to systemic

inducements. This offers a parsimonious, elegant framework

in which the distribution of power determines specific

1 A review of different schools of thought in

international relations can be found in R. Gilpin, The
Political Economy of International Relations (New Jersey,
1987), chapter 2 and J.G. Ikenberry et al, ’‘Introduction:
Approaches to Explaining American Foreign Economic Policy’,
in J.G. Ikenberry, D.A. Lake and M. Mastanduno (eds.), The
State and American Foreign Economic Policy (Ithaca, 1988),
pp. 3-7.

? The system-centred approach is rigorously presented by
K. Waltz, Theory of International Politics (Reading, 1979).
See also I. Wallerstein, The Modern World System (London,
1974) .
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patterns of behaviour and change !. But other authors argue
that system~centred approaches leave many relevant variables
outside the scope of analysis. It has been observed that
frequently states behave differently from ways predicted in
system-centred analysis 2. The same systemic conditions can
elicit different responses from national states 3. Systemic
constraints and opportunities are therefore considered to be
only a subset - although, clearly, a critical one - of the
relevant explanatory variables in foreign economic policy.
This has led to the search of a more encompassing
theoretical framework for the study of international
political economy. The so-called ’‘modified structural’

school has sought to fill in the gaps left by the system-

! From a neo-realist perspective, the structure of the
international system can be defined on the basis of three
elements: (i) the existence of "anarchy", in the sense that
in the international system there is no central authority
with the power to coordinate state decisions and establish
a hierarchy of states; (ii) the ‘functional equivalence’ of
states, in the sense that all sates play similar functions;
(iii) the specific distribution of power among the units
that form the international system. As the first two
elements are constant, it is the distribution of power that
can explain differences in behaviour and outcomes. Cf. K.
Waltz, ‘Reductionist and Systemic Theories’, in R. Keohane
(ed.), Neorealism and its Critics (New York, 1986 a), pp.
55-68.

2 ¢f. R. Keohane, ’'Realism, Neorealism and the Study of
World Politics’, in R. Keohane (ed.), Neorealism and its
Critics, pp. 1-26.

3 This point is convincingly made by Katzenstein and
supported by comparative studies on the foreign economic
policy of industrial countries. Cf. P.J. Katzenstein,
rIntroduction: Domestic and International Forces and
Strategies of Foreign Economic Policy’, in P.J. Katzenstein

(ed.), Between Power and Plenty: Foreign Economic Policies
of Advanced Industrial States (Wisconsin, 1978), p. 4.
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centred approach !. This school accepts the premise that
there are systemic constraints on actors’ behaviour and that
the position of the country in the international system
largely shapes its policy options. However, the modified
structural approach also reserves a significant place for
(a) the role of institutions, (b) the role of ideas and (c)
the role of ‘non-state’ actors in the international economy
2, In addition, this school also emphasizes the need of a
more disaggregated level of analysis in the study of the

relevant structural variables. These three dimensions of the

modified structural approach are now considered.

! The label "modified structuralism" was coined by S.D.
Krasner, ’‘Structural Causes and Regime Consequences: Regimes
as Intervening Variables’, in S.D. Krasner (ed.),
International Regimes (Ithaca, 1983), p. 6. The modified
structural approach has also been 1labelled ‘neo-liberal
institutionalism’ by R. Keohane, International Institutions
and State Power (Boulder, 1989), p. 10. Keohane uses this
designation in order to emphasise the importance of
political processes and human-created institutions in
affecting behaviour. However, the term ’neo-liberal’ has a
specific meaning in economics which is different from that
in international relations. Therefore, the term ‘modified
structuralism’ will be used for the sake of precision. A
pioneer discussion of the relations between institutions and
systemic theory is offered by E.B. Haas, Beyond the Nation

State: Functionalism and International Organisation
(Stanford, 1964), especially pp. 62-86.

2 If the concern with ideas and institutions is not a
new one among social scientists, only recently research in
this field has attracted more attention from mainstreanm
theorists. For an assessment of the revival of
institutionalism and a comparison of the ‘0ld’ and ‘new’
institutionalist schools see J. Harris, J. Hunter and C.M.
Lewis, ‘Introduction: Development and Significance of New
Institutional Economics’, unpubl. paper, Conference on
Public Choice and Development, University of London, London
16-18 September 1993.



(a) The Role of Institutions

Uncertainty is inherent to systems in which there exist
interdependence among actors’ decisions and in which these
decisions are not coordinated by any central mechanism. In
this context, institutions emerge as an instrument to
diminish uncertainty and provide a more controlled, stable
and predictable ©pattern of behaviour. They shape
interactions and facilitate decision-making !. Inétitutions
are defined as ‘’‘persistent and connected sets of rules
(formal and informal) that prescribe behavioral roles,
constrain activity and shape expectations’ 2. In doing so,
institutions help to reduce transactions costs and increase
the production of public goods 3. In same cases, they are
devised just to inhibit certain type of behaviour. For
instance, rules may be designed so as to avoid the
initiation of a trade war. In other cases, they consist of

an elaborated framework that facilitates the celebration of

agreements in several areas and establish positive norms of.

! In the words of D.C. North, ‘The New Institutional
Economics and Development’/, unpubl. paper, Conference on
Public Choice and Development, University of London, London
16-18 September 1993, p. 2, institutions ’impose constraints
on human interaction in order to structure exchange’.

2 ¢f. R. Keohane, International Institutions, p. 3.
3 ¢f. R. Keohane, ‘The Demand for International

Regimes’, in S.D. Krasner (ed.), International Regimes, pp.
153-54.
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behaviour !. In general, institutions are deeply embedded in
human transactions. Even systems that seem to work
"spontaneously", like a perfect competitive market, are
rooted in a set of elaborated institutional arrangements 2.

Clearly, institutions cannot be merely seen as a
"technical" solution for managing interdependence and even
less one that necessarily conforms to a certain criterium of
optimum. Institutions reflect the distribution of power
among actors and are value-laden, as has been convincingly
argued by Susan Strange 3. They are the result of past
negotiations in which power was exercised. They imply an
asymmetrical distribution of the costs and benefits of
interdependence. 1Institutions are deeply embedded in
politics and it is in this light that they should be studied
4. However, the relative autonomy of institutions does not

allow to directly derive behaviour and outcomes from power.

The mediation of institutions has to be considered for an

! ¢cf. R. Keohane, '‘The Demand for International
Regimes’, p. 155, and A.A. Stein, ‘Coordination and
Collaboration: Regimes in an Anarchic World’, in S.D.
Krasner (ed.), International Regimes, p. 125.

? cf. G.M. Hodgson, Economics and Institutions: A
manifesto for a Modern Institutional Economics (Oxford,
1988), p. 174.

3 ¢f. S. Strange, ’‘Cave! Hic Dragones: A Critique of
Regime Analysis’, in S.D. Krasner (ed.), International
Regimes, p. 344, and S. Strange, States and Markets: An

introduction to International Political Economy (London,
1988), p.22.

4 The argument has been developed by R.H. Bates, ’Social
Dilemmas and Institutions: An Assessment of the New
Institutionalism’, unpubl. paper, Conference on Public
Choice and Development, University of London, London 16-18
September 1993, pp. 27-28.
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adequate understanding of decision-making in foreign
economic policy.

This thesis concerns itself with a specific set of
institutions, namely international regimes. Regimes are
formally defined as ’principles, norms, rules and decision
making procedures around which actor expectations converge
in a given issue-area’ in international relations !.
International regimes set a framework for negotiations and
for the formulation of policies in certain areas of the
international economy, where they articulate the conflict of
interests. As institutions, regimes have a close association
with structural variables but also some degree of relative
autonomy. Regimes appear as both a ‘dependent’ and an
’intervening’ variable between structures and outcomes in
the international system 2. They reflect structures and at
the same time exert a specific, relatively autonomous

influence on actors’ behaviour.

(b) The Role of Ideas

Actors’ perceptions are a significant variable in
shaping institutions and behaviour. Actors’ bounded
rationality is grounded on a specific set of theories and
beliefs about how the real world functions. Interests are
only intelligible in the light of actors’ past experiences

and theoretical ideas - even if those are not explicitly

' ¢£. S.D. Krasner, ’Structural Causes’, p. 1.

2 Ipid., p. 359.
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articulated !. Therefore, understanding the evolution of
relevant ideas and their diffusion among policy-makers is a
necessary condition for understanding the formulation of
external economicv poiicy. This clearly challenges the
assumption of ‘instrumental rationality’, implicit in the

neo-realist approach 2.
(c) Relevant Actors in the International System

The modified structural approach emphasises that
interactions are not confined solely to the 1level of
national governments as in the system-centred approach. R.
Keohane and J. Nye have distinguished between two different
ways by which non-governmental actors can play a role in the
international system 3. One is by means of their
participation in domestic political coalitions that control

or influence governmental policies. In this case, non-

! E. Haas, When Knowledge is Power (Berkeley, 1989), p.
12, points that ’power is normally used to translate
knowledge-informed interests into policy and programs’. J.
Nye, ’Neorealism and Neoliberalism’, World Politics, vol.
XL, no. 2 (1988), p. 239, observes that ’‘to say that states
act in their self-interest is merely tautological (...)
unless we have a reasonable account of how such interests
are perceived and redefined’.

! For a critique of the ‘instrumental rationality’
assumption see D.C. North, 'The New Institutional
Economics’, p. 2. This assumption implies that the rational
behaviour of actors can be deduced from their contextual
conditions as observed by the analyst. For an earlier
critique see R. Nelson and S. Winter, An Evolutionary Theory
of Economic Change (Cambridge, Mass., 1982), p. 63-71.

3 ¢f. R. Keohane and J. Nye, Power and Interdependence
(New York, 1989), p. xiii.
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governmental actors interact through the mediation of inter-
state or inter-governmental agencies. These are called
’international interactions’. It should be observed that
domestic politics may influence foreign policy in directions
which cannot be directly deduced from the position of the
country in the international system. Conversely, non-
governmental actors may bypass national governments and
establish direct exchange with other governments or private
actors. When interactions involve at 1least one non-
governmental actor it 1is spoken of ‘transnational
interactions’. The growing importance of transnational
corporations, non-governmental organisations and the
international flow of information have in effect qualified
to a significant extent the capacity of states to determine
the shape and nature of international relations. Even though
the state remains a crucial protagonist of the internationai
system, analysts have become increasingly attentive to
reciprocal influences and ’‘bargaining networks’ that develop

outside the realm of traditional inter-state relations !.

(d) An Issue-Area Definition of Structures

Neorealism emphasizes the distribution of power as the
critical structure in international relations. Structures
are in turn defined in terms of the distribution of economic
and military capabilities. These capabilities are assumed to

be perfectly fungible so as to make up an unique, highly

! ¢f. S. Strange, States and Markets, p. 21.
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aggregated structure of power in international relations.
However, a definition too aggregate of power tends to miss
the fact that the relevant structures shaping actors’
behaviour are specific to the issue-area under
consideration. Modified structuralism emphasizes this
specific nature of the relevant structural variables !. This
school of thought argues that power resources cannot be
easily transferred from one issue-area to another 2. Thus, it
is necessary to adopt a more disaggregated level of analysis
and to identify the relevant structures shaping policy

decisions in a specific issue-area.
(e) Conclusions

The modified structural approach seeks to complement
the system-centred one by making room for the role of
institutions, a knowledge-based definition of interests and
policies (ideas), a broader set of actors (including
domestic | political coalitions and transnational
interactions) and an issue-specific definition of the
relevant structures (disaggregated analysis). It should be
emphasised, however, that this does not dismiss system-
centred analysis. It is admitted that some general, useful

insights on the behaviour of international actors can be

! ¢f. R. Keohane, International Institutions, pp. 53-59.

2 Ibid., pp. 56-57. For instance, despite of the key
role that the USA plays in the security structure of the
Western World, she has been unable to oblige Japan to adopt
expansionary macroeconomic policies in order to reduce
Japan’s trade surplus. '
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obtained from the analysis of systemic constraints and
opportunities. But these insights need to be subsequently
enriched with other variables which mediate between
struétures and performances. In the following section, this
approach to the study of the international political economy
is more formally developed in terms of an evolutionary model

of structural and institutional change.

I.2. An Evolutionary Model of Structural and Institutional

Change

Models in international relations have been frequently
inspired by the theory of oligopolistic competition and
industrial organisation. These have offered an attractive
metaphor and useful tools for the study of problems which
involve uncertainty, incomplete information, transactions
costs and multiple equilibria, within a setting of complex
interdependence. In its simplest form, the modified
structural approach can be compared to the conventional.
’structure - behaviour - performance’ model in indusﬁrial

organisation, as shown in figure 1:
Figure I. The Simple Modified Structural Model
Structural Variables = Regimes (Institutions) = Outcomes

Source: S.D. Krasner, Structural Causes and Regime
Consequences: Regimes as Intervening Variables’, in S.D.
Krasner, International Regimes (Itahaca, 1983), p.5.
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This model can be made more specific if the 1links
between structures and outcomes are more explicitly
presented, as in figure 2. The inclusion of feed-back among
the different variables permits to address policy change in

the analysis.
Figure 2. The Expanded Evolution&ry Model

Country’s Position in the International System
1
Systemic Constraints and Opportunities
{
Ideas = === | < & & & Political Coalitions
1
Adaptation and Learning
i
International Regime
i

Outcomes

In the expanded model of figure 2, systemic Qariables
define actors’ constraints and opportunities and hence the
boundaries of policy-making. Institutions contribute to
define the actual policy followed within the sub-set of
policies allowed by the structural context. Institutions
reflect past negotiations, the knowledge-based preferences
of actors and the domestic political alliances that

influence foreign policy making. In turn, actors modify
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ideas and institutions as they analyze new pieces of
information and the structural context is transformed '. An
evolutionary path in the way described by Nelson and Winter
and Axelrod then emerges from the feed-back between
structures and institutions 2. This feed-back is the subject

of the following section.

I.3. Learning, Adaptation and Regime Dynamics

(a) Adaptation and Learning

When the various feed-backs that shape the evolution of
structures, ideas, regimes and outcomes are considered it is
then necessary to study how they create tensions that
stimulate change. More specifically, the question is how

actors change their behaviour as a result of the signals

1 A similar proposal had been previously set forth by
Ernst Haas in his quest of an ‘useful’ systemic theory. In
Haas’ words: ‘(A)ny system that specifies a number of
components, in the context of transition, calling attention
to the conduct of certain actors, systemic feed-backs on the
actors, and actor feed-backs on the system, and manage to do
so without being platidinous or tautological will have gone
a long way towards satisfying our criterion of usefulness’.

Ccf. E. Haas, Beyond the Nation State, p. 62.

2 cf. R. Nelson and S. Winter, An Evolutionary Theory,
pp. 209-18 and R. Axelrod, The Evolution of Cooperation (New
York, 1984), pp. 10-24. The term ‘evolution’ will not be
used in this work in the sense of progress towards more
efficient or perfect institutions. It just imply a process
of change in successive time periods. For a critique of the
’'panglossian’ use of the term evolution in biology and
economics, see G.M. Hodgson, ‘Evolution and Institutional
Change: On the Nature of Selection in Biology and
Economics’, in U. Maki, B. Gustafsson and ¢C. Knusden,

Rationality, Institutions and Economic Methodology (London,
1993), pp. 225-28.
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sent by evolving structures (which constrain behaviour) and
outcomes (which provide information about actual
consequences of previous decisions). Haas suggests that
actors can react to changing external conditions through
adaptation and 1learning ' 2. Learning implies a broad
reformulation of the consensual basis upon which a systen
works. This leads to a new shared perception of the nature
of the problem and of the structure of the cause-effect
relationships among the variables that the regime intends to
affect or control. Adaptation, on the other hand, reflects
a gradual increase in experience and understanding which
does not involve a fully-fledged reformulation of problems
and instruments 3. Adaptation can take place in two different
settings. The first, labelled ’incremental growth’, is based
on the extension of the tasks handled by the international
regime in a relatively stable environment, characterised by
the convergence of actors’ demands. The second, labelled
’‘turbulent non-growth’, is characterised by a weakening of
coherence between means and ends, contradictory objectives
and the weakening of the internal consensus that sustain the

regime in a context of environmental instability.

! ¢f. E. Haas, When Knowledge is Power, chapter 2. These
concepts play the same role as the concepts of selection and
learning used by Nelson and Winter, namely 1linking
structural change and actors’ decisions.

2 I am grateful to José R. Chiappim, who suggested me
the idea of applying the concepts of adaptation and
learning, originally developed by Haas for international
organisations, to the study of the dynamics of international
regimes.

3 ¢f. E. Haas, When knowledge is Power, pp. 3-5.
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More formally, learning amounts to a change of regime
through the reformulation of the principles and norms
organising behaviour. Adaptation leads to changes within a
certain regime through the reformulation of rules énd
decision making procedures. These concepts are defined as
follows: !

(i) principles are ‘beliefs of facts, causation and
rectitude’;

(ii) norms refer to ’‘standards of behaviour‘defined in
terms of general rights and obligations’;

(iii) rules are ’‘more specific prescriptions and
proscriptions regarding behaviour’;

(iv) Decision-making procedures are ‘the prevailing
practices for making and implementing collective choices’.

This set of definitions goes from the general to the
particular. A change of regime 1is associated with
alterations in the general basis that informs actors’ views
and behaviour, namely learning. Changes within a regime are
related to the more specific, detailed application of this

basis, namely adaptation.
(b) Sources of Change
A change of regime can be provoked by external or

internal pressure. Structures and outcomes can be reshaped

by factors from outside the issue-area regulated by the

1 ¢c£f. J.A. Finlayson and M.W. Zacher, ‘The GATT and the
Regulation of Trade Barriers: Regime Dynamics and
Functions’, in S.D. Krasner, International Regimes, p. 275.
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regime, prompting a re-negotiation of the current regime.
Current regimes may no longer be compatible with
developments in other areas and will have to adjust. In
other cases, it is the very working of the regime that
undermines its foundations. Regimes may lead to outcomes
that challenge prevailing principles and norns.
Contradiction among the various components of a regime may
become apparent as the external environment changes !. 1In
addition, the generation of new theoretical ideas may also
represent a source of change if they become consensual
knowledge among relevant actors. Changes in shared
perspectives are very important in the formation and change
of regimes 2. An increase in the actors’ capacity to
formulate problems and policies makes easier to establish a
common basis for defining interests, to assess the impact of
decisions and to conduct negotiations. In this process,
’‘epistemic communities’ offering new ideas can play a
critical role.

The lack of a consensual basié for regime change may
imply a discontinuity in the process of adjusting behaviour
to changing structures. When the mismatch between expected
and actual outcomes and/or between regime and power become
too conspicuous, there will be a stimulus for a broad
redefinition of policies. But if actors do not share a

common perspective this stimulus for change may just lead

! see on this point 0.R. Young, ’‘Regime Dynamics: The

Rise and Fall of International Regimes’, in S.D. Krasner,
International Regimes, pp. 107-110.

2 ¢f. E. Haas, When Knowledge is Power, pp. 20-28.
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turbulent non-growth or declination. Moreover, if the
structure of incentives is such that dominant actors have a
significant interest in preserving the regime in its
original form, advances in knowledge may reinforce the
intensity of conflict rather than contribute to a change of
the regime !. In this case, 1links among institutions,
structures and outcomes will be reasserted in the long term
through the collapse or the regime or its progressive loss

of ability to restrain behaviour in the international

economy.
(c) Conclusions

In this section, the relationship between structural
change and institutional change was defined in terms of
learning and adaptation. These concepts describe the way in
which actors change their behaviour ‘as a result of
structural change and of the influence of new ideas.
Learning 1leads to a change in principles and norms.
underpinning an international regime and hence to a change
of regime. Adaptation 1leads to a change in rules and
decision-making procedures and hence modifies behaviour

within the same regime.

! ¢f. 1Ibid., p. 118. See also North, ‘The New
Institutional Economics’, p. 8.
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I.4. Conclusions: A Restatement of the Problem

The objective of the theses 1is to study the
determinants of economic cooperation between Argentina and
Brazil in the period 1939-93. This can be restated as a set
of questions framed in the theoretical approach presented
above:

- which structural variables are associated with a
change of regime, or more specifically, with a move towards
regimes of higher cooperation and economic integration
between the two countries;

- how has change in structural variables reshaped
actors’ patterns of behaviour - through 1learning and
adaptation - and which has been the role of ideas in the
move towards cooperation;

- which has been the influence of regimes, if any, on

the actual patterns of bilateral trade?

The modified structural approach in its dynamic form
provides an useful framework for the study of the evolution
of cooperation. This framework will be applied to the
economic relations between Argentina and Brazil in the past
fifty years. But nothing has yet been said about which
structural variables are relevant for the historical
research. A set of more specific hypotheses 1linking
structural and institutional variables is thus necessary.

This is the subject of the following section.
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II. The Political economy of Economic Cooperation

IT.1. Introduction

A group of countries can achieve different levels of
cooperation in their effort to manage econonic
interdependence !. The exchange of information on economic
policy is the simplest form of cooperation. Countries retain
full sovereignty but uncertainty is reduced by facilitating
the flow of information. In turn, higher 1levels of
cooperation demand some degree of ’shared sovereignty’, in
the sense that countries assume a commitment not to adopt
unilateral decisions in certain areas. This may adopt the
form of preferential arrangements in which reciprocal
imports are exempted from trade barriers . When preferences
embrace most of bilateral trade a free trade area (FTA)
results. When, in addition to trade 1liberalisation,
countries accept to adopt a common external barrier vis-a-
vis the rest of the world, a customs union (CU) is formed.
A common market (CM) represents a still higher level of

cooperation. Liberalisation is extended to factors of

production which will cross borders freely in search of

1 cf. Economic Commission for Latin America and the

Caribbean (ECLAC), Ensayos Sobre Coordinacién de Politicas
Macroecondémicas (Santiago, 1992e), pp. 159-67.

2 ¢cf. J. De Melo et al, ’The New Regionalism: A Country
Perspective’, in J. De Melo and A. Panagariya, New

Dimensions in Regional Integration (Cambridge, 1992), pp.
160-61. ‘
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higher rewards. When countries forming a CM adopt a common
currency then the agreement is an economic union. Finally,
the adoption of common political authorities in an economic
union brings about political wunion. Separate national
sovereignty disappears as the countries now form a new
single political entity !. In practice, these forms of
cooperation do not appear in pure form. A combination of
them is most frequently found in the real world. However, it
is useful to retain the pure models in order to assess the
political and economic costs and benefits associated with
different forms of cooperation.

From the point of view of policy-makers, the political
costs of cooperation are related to the loss of sovereignty
that cooperation entails. Moving towards higher 1levels of
cooperation means giving up the use of certain instruments
and transferring decisions to supra-national bodies.
Clearly, national states prefer to retain full control over
economic policy, which provides them with flexibility to
pursue internal and external goals. This will be
particularly important in a context of mutual suspicion,
namely when countries fear political or economic dominance
or when they are rivals in the quest for an hegemonic
position. In addition, some domestic groups will be hurt by

trade liberalisation and will demand protection. If these

! ¢f. B. Balassa, ’‘Hacia Una Teoria de la Integracién
Econbémica’, in M.S. Wyonczek, Integracién de la América
Latina: Experiencias y Perspectivas (Mexico, 1964), pp. 7-8
and El-Agraa, ’‘International Economic Integration’, in D.

Greenaway, Current Issues in International Trade: Theory and
Policy (London, 1985), pp. 183-84.
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groups influence policy, cooperation can be limited. On the
other hand, governments may accept sharing sovereignty if
this helps them to achieve certain political and economic
objectives, for example} higher rates of growth, higher
levels of industrialisation !, macroeconomic stability 2 and
a stronger ©position in international and domestic
negotiations 3. The conditions that can tilt the balance
either in favour or against cooperation will be briefly

considered now ‘.

II1.2. Structural Variables: Constraints and Opportunities in

the International Economy

(a) Integration and External Constraints on Growth

It is a well established point in standard economic
theory that an open, multilateral trading system is the most

favourable international environment for growth and trade °.

1 ¢£. C.A. Cooper and B.F. Massel, ’‘Towards a General
Theory of Customs Union for Developing Countries’, Journal
of Political Economy, vol. LXIII, no. 5 (1965), pp. 461-76.

2 ECLAC, Ensayos, p.161.

3 ¢cf. J. de Melo et al (1992), ‘The New Regionalism’, p.
177.

4 The presentation that follows is only referred to
cooperation and integration among periphery economies, that
occupy a subordinated position within the international
system. No references will thus be made to the determinants
of cooperation among advanced industrial states.

5 ¢f. J. Bhagwati, ‘Regionalism and Multilateralism: An
Overview’, in J. De Melo and J. Panagariya, New Dimensions
in Regional Integration, p. 29.
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In such a context, free trade areas and customs unions in
both developing and developed regions cannot find a proper
justification !. However, in practice, the international
context usually differs from this ideal. If A and B face
barriers to the expansion of their exports to C, a regional
trade agreement between A and B can lead to better outcomes
than unilateral liberalisation 2. The gains from integration
will be higher the greater the barriers in C against exports
from A and B. If the total amount of imports from C does not
fall after integration, economic integration will be
unambiguously welfare-enhancing. External constraints on
growth may also be associated with competitive asymmetries
that prevent A or B from exporting to C. Technology-based

trade models illustrate this type of constraint. A higher

rate of technological innovation in C than the rate of

! The place of economic integration in standard theory
is in the realm of ’second-best’ polices, only justifiable
when the ‘first best’ cannot be applied for political or
institutional reasons. See on this point W.M. Corden, ’‘The
Normative Theory of International Trade’, in R.W. Jones and
P.B. Kenen, Handbook of International Economics , vol. I
(North Holland, 1984), pp. '113-14. However, in two cases
economic integration can be considered a fist best policy
from an economic point of view. Firstly, when forming a
customs union leads to an improvement in the terms of trade.
In this case the ’small country’ assumption of standard
theory no 1longer applies. Secondly, when there exist
external economies that are not 1limited to national
boundaries and therefore unilateral polices cannot represent
an appropriate response. Economic integration is then an
adequate policy to produce these externalities. In both
cases, as what 1is being maximised is joint-welfare, the
willingness of the partners to reach distributive and
compensatory agreements becomes crucial to the success of
the union. cf. El Agraa, ’International Economic
Integration’, pp. 205-6.

? This point is formally demonstrated by de Melo et al,
’The New Regionalism’, pp. 168-69.
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technology diffusion in A and B, in association with
increasing returns, may lead to recurrent external

disequilibrium !

. This will provide an incentive for A and B
to grant each other preferences and restore equilibrium.

In sum, in an open, multilateral international economy
incentives for regional integration will be reduced.
Conversely, the further the actual system departs from this
ideal type the higher the stimulus for integration will be.
One of the hypotheses to be explored in the theses is that
economic cooperation between Argentina and Brazil increased
with the perception that the international system imposed
constraints on the rates of growth they could achieve.
Conversely, when the international economy was seen as
conducive for trade and growth, the incentive for
cooperation decreased.

The perception of the existence of external constraints
on growth can be reinforced by the presence of formal or
informal trading blocs. Trading blocs imply a 1loss of
bargaining power for countries that are not part of any of-
them. A fragmented international trade system then provides

an incentive to establish new regional trade agreements 2.

But it may happen that A or B can choose between forming a

! ¢f. for instance G. Amendola et al, ‘The Dynamics of
International Competitiveness’, Weltwirtschaftliches Archiv,
vol. 129, no. 1 (1993), pp. 453-57. A similar argument
(based on the social costs of idle resources) is proposed by
R. Ffrench-Davis, "Distorciones del Mercado y Teoria de las
Uniones Aduaneras", Integracién Econémica, vol. 14, no. 142
(1980), pp. 41-8. ’

? cf. Bhagwati, ’Regionalism and Multilateralism’, p.
30.
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bloc or participating in an extra-regional bloc (C). If the
externalities that A can obtain from integration with C are
higher than with B, A will seek an alliance with C. A
critical factor is therefore whether A and B share a common
perspective on opportunities and constraints in the
international system. It will be argued that divergent views
hindered cooperation between Argentina and Brazil in certain
periods. The nature of these countries’ relationship with
the USA played a large (but not exclusive) role in shaping
views of opportunities and constraints in the international
system. Another variable to be considered is the possibility
of retaliation from countries that do not belong to the FTA
or CU. Peripheral economies are particularly sensitive to
pressure from centre countries, with which they usually have
their most significant economic relations. The degree of
tolerance of the international system to preferential
arrangements and the international commitments regarding the
principle of the most favoured nation clause affected

Argentina and Brazil’s disposition to closer cooperation.

II.3. Structural Variables: The Transformation of the

Domestic Economy

In addition to international variables, domestic
economic structures shape the political economy of economic
cooperation and integration. Two set of variables are
especially relevant: (a) the degree in which the economies

are competitive or complementary; (b) the importance of
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increasing returns to scale and of intra-industry trade.

(a) Complementary and Competitive Domestic Structures

Economic complementarity between two countries favours
cooperation because it enhances trade. But this is not
enough for sustaining a process of economic integration.
From a standard economics’ point of view, the static effects
of economic integration depend on the relative importance of
trade creation and trade diversion !, Trade creation is the
substitution of cheaper imports from members countries for
more expensive local production and is therefore welfare-
enhancing. Trade diversion is the substitution of cheaper
imports from third countries by more expensive imports from
member countries and therefore reduces welfare 2. If in
balance trade creation outstrips trade diversion then
economic integration increases welfare and can be considered
a rational policy 3. The balance depends on certain features
of the economic and trade structures. Trade creation is more
likely to occur when (i) the economies of the member
countries are more competitive; (ii) the initial barriers to

trade are high; (iii) the final common barriers are low;

1 ¢f. J. Viner, The Customs Union Issue (New York,
1950), pp. 45-48.

2 cf. P. Robson, The Economics of International
Integration (London, 3rd edition, 1987), chapter 2.

? It has already been mentioned that the common external
tariff of a CU can be set at a 1level in which trade
diversion is avoided. If this condition is fulfilled,
economic integration is always welfare-enhancing.
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(iv) the initial volume of trade relative to production in
each country is small; and (v) the initial participation of
custom union members in total trade is low !. Condition (i)
suggests that economies highly specialised in primary
production will benefit less from integration than econonmies
that have achieved industrial diversification. Supply
constraints limit the scope of competition and hence the
gains from integration. Conditions (ii) and (iii) suggests
that economies that industrialise under high trade barriers
can obtain large benefits from integration if the FTA or CU
adopts low external tariffs.

It will be argued that the progress of
industrialisation in the forties and fifties created
conditions similar to those defined in points (i) to (iii)
above. Argentina and Brazil achieved industrial
diversification behind high barriers and therefore (from a
welfare point of view) a strong incentive existed to
integrate the economies, as duly observed by contemporary
analysts. But if gains from trade could be high, so was the
resistance posed by those favoured by protection. The
tension between gains from trade and vested interests was
qualified by the subsequent &iversification of exports and
the increase of intra-industry trade in regional trade. This

is analyzed in the following section.

' ¢cf. T.A. Jaber, '‘The Relevance of Traditional
Integration Theory for Less Developed Countries’, Journal of
Common Market Studies, vol. 9, no. 3 (1970), pp. 261-64; S.
Linder, Trade and Policy for Development (New York, 1967),
p- 128; P. Robson, The Economics of International
Integration, pp. 144-45.
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(b) Increasing Returns and Intra-Industry Trade

Gains- from trade are higher in the presence of
increasing returns ! and this makes the case for cooperation
and integration stronger 2. Moreover, when increasing returns
are associated with product differentiation, intra-industry
trade emerges and this carries key implications for the

3

political economy of integration °. Intra-industry trade

qualifies the 1link between gains from trade and the

! Increasing returns mean that productivity rises with
the expansion of production. Increasing returns are related
to static and dynamic economies of scale. Static economies
of scale arise from the dilution of fixed costs in
production and distribution and also from savings in the
purchase of inputs. Dynamic increasing returns result from
growing experience in production, research and investment.
Cf. H. Helpman, ’‘Increasing Returns, Imperfect Markets and
Trade Theory’, in R.W. Jones and P.K. Kenen, Handbook of
International Economics, vol. I, pp. 227-29.

2 J. De Melo et al, ’New Regionalism’, pp. 170-71.

3 Intra-industry trade is the international exchange of
goods that belong to the same industry, this defined at a
certain level of statistical aggregation. Intra-industry
trade is wusually measured through the Grubel and LLoyd
Index, defined as Bi = [(Xi + Mi) - |Xi + Mi|].100 / (Xi +
Mi), where Xi are Mi are exports and imports of the sector
i, respectively. The association between intra-industry
trade, increasing return and product differentiation is
discussed by D. Greenaway, ’Intra-Industry Trade, Intra-Firm
Trade and European Integration: Evidence, Gains and Policy
Aspects’, Journal of Common Market Studies, vol. 26, no. 2
(1987), p. 155. The presence of increasing returns boosts
the gains from trade, while political incentives to
liberalise depend on wether inter- or intra-industry trade
prevails. When increasing returns are associated with
product differentiation, intra-industry trade becomes more
significant and higher gains from trade are compatible with
less political friction. '
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political cost of trade liberalisation !. The reallocation of
factors will be 1less traumatic if trade  leads to
specialisation on different branches of the same industry
rather than on different industries. It is easier to
transfer labour and capital to activities that demand
similar skills and technical capabilities 2. The greater the
levels of intra-industry trade among a group of countries,
the 1lesser the political resistance that economic
integration will elicit from domestic interests.

Another implication of the type of adjustment to
economic integration has to do with the concern of the
military with regional hegemony. It is 1less 1likely that
intra-industry trade changes relative power. Trade within

the same industry implies that both countries will preserve

! see, for example, P. Krugman, ‘Trade in Differentiated
products and the Political Economy of Trade Liberalisation’,
in J. Bhagwati, Import Competition and Response (Chicago,
1982), for wvaluable insights on the theory of trade
liberalisation under imperfect competition. D. Greenaway and
R. Hine, ’Intra-Industry Specialisation, Trade Expansion and
Adjustment in the European Economic Space’, Journal of
Common Market Studies, vol. 29, no. 6 (1991), pp. 604-7,
offer a review of empirical research on intra-industry trade
and costs of adjustment in Europe. D. Tussie, The Less
Developed Countries and the World Trading System: A
Challenge to the GATT (London, 1987), provides a
comprehensive account of the impact of intra-industry and
inter-industry trade on the economic relations of peripheral
and central economies.

2 The costs of adjustment in terms of frictional

unemployment, retraining of labour and investment in new
physical capital will be lower in the case of intra-industry
trade. Theory indeed suggests that intra-industry trade does
not depend on different intensities in the use of factors of
production and therefore the impact of trade on factors’
income should be reduced. Cf. W.M. Corden, ’‘Intra-Industry
Trade and Factor Proportions Theory’, in H. Giersch, On the

Economics of Intra-Industry Trade: Symposium 1978 (Tubingen,
1978) .
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production in this industry, although they will specialise
on specific branches. For instance, producing either cars or
trucks will not make difference for a country which is
interested in preserving metal-mechanical production.
Conversely, inter-industry trade may lead to the suppression
of an industry envisaged as ’‘strategic’ by power concerned
actors in the Ggovernment. If inter-industry trade
predominates, opposition to liberalise trade will rise. In
competing for hegemony, what matters are relative
capabilities and power concerned actors will react to an
imbalance in industrial capabilities .

This argument can be presented through the concepts of
sensitivity and vulnerability, suggested by Keohane and Nye
2, Sensitivity is defined as a situation in which unilateral
decisions on trade taken by A can harm B. However, by
adopting new policies and reallocating resources, B can
overcome the consequences of a disruption of trade.
Vulnerability, on the other hand, implies that B will not be
able to replace the goods provided by A, except in the long:
term and at a heavy cost. Ceteris paribus, intra-industry
trade leads to high sensitivity but low vulnerability. This
occurs because if intra-industry trade is discontinued by A,
it would be easier for B to transfer resources and produce

the goods previously obtained from A. On the other hand,

! The pioneer, classical work on the role of trade in
the pursuit of political power is A. Hirschman, National

Power and the Structure of Foreign Trade (Berkeley, 1945),
especially pp. 17-33.

2 ¢f. R. Keohane and J. Nye, Power and Interdependence
(New York, 1989), pp. 11-19.
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when trade is based on different industries, the adjustment
to a fall in trade will be more difficult !. Inter-industry
trade thus implies higher wvulnerability. From the point of
view of power competition, this is bound to create more
concern than a situation of sensitivity .

The theses will argue that the implantation of ther
modern chemical and metal-mechanical industries in Argentina
and Brazil by the late fifties entailed a qualitative change
in the evolution of regional cooperation. Increasing returns
then became a significant feature in industrial growth 2.
From the late fifties the upgrading of industrial
capabilities led to growing industrial exports and intra-
industry trade. A process of gradual ‘maturation’ of the
industrial structure occurred, in which the scope for trade
and inter-dependence was enlarged. Although slow and
idiosyncratic, industrial learning reshaped regional trade

in Latin America 3. Moreover, the pattern of industrial

! It is assumed that it is difficult to transfer

resources between industries and that no convenient
alternative source of imports exists in the short term.

2 The importance acquired by increasing returns and
intra-industry trade are associated with the higher capital
and technological intensity displayed by the industries
established by the spurt of new foreign investment from
1955.

3 The idea of a gradual upgrading of industrial
capabilities - following a somewhat idiosyncratic path
associated with the specific conditions of the Latin
American markets - emerged from a series of case studies on
the export performance of Latin American firms from the mid-
seventies. See, in particular, J. Katz, ‘From Infant
Industry to Technology Exports: The Argentine Experience in
the International Sale of Industrial Plants and Engineering
Works’, Inter-American Development Bank (IDB)-ECLAC, Working
Paper no. 14 (1976); J.Katz and E. Ablin, Tecnologia y
Exportaciones Industriales: Un Anflisis Microeconbémico de la
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transformation converged in Argentina and Brazil and’this
enhanced common interests and perspectives. In this context,
the gains from trade increased and political resistance was
reduced (though clearly not eliminated). Industrial
convergence and the diversification of exports played a
relevant role in sustaining the interest in regional trade
in the sixties and seventies, despite the less favourable
conditions for integration that the international economy

and regional rivalry posed in this period.

II.4. Conclusions

1. This section reviewed the 1literature on the

structural variables shéping the political economy of

Experiencia Argentina Reciente (Buenos Aires, 1976); J.
Tavares de Araujo, ’‘Mudan¢a Tecnoldgica e a Competitividade
das Exportag¢des Brasileiras de Manufaturados’, Universidade
Federal de Rio de Janeiro-Instituto de Economia Industrial,
Texto para Discussao, no. 8 (1982); S. Teitel and F.C.
Sercovich, ’‘Exportacidén de Tecnologia Latinoamericana’, El
Trimestre Econémico, vol. LI, no. 204, pp. 811-41. The new
competitive advantages of the Latin American firms also
allowed them to invest in foreign countries, especially in
other peripheral countries, a phenomena which attracted the
attention of researchers in the early eighties. Cf. S. Lall
et al, Les Multinationals Multinationales Originaires du
Tiers Monde (Geneve: IRM/PUF, 1983) and L.T. Wells, Third
World Multinationals: The Rise of Foreign Direct Investment
From Developing Countries (cambridge, Mass: The MIT Press).
Empirical research was followed by an effort to rethink the
theory of industrial exports from the region. For a review
of this 1literature see F. Fransman, ‘Conceptualising
Technical Change in the Third World in the 1980s: An
Interpretative Survey’, Journal of Development Studies, vol.
21, no. 4 (1984), pp. 572-651; B. Herbert-Copley, ’‘Technical
Change in Latin America Manufacturing Firms: Review and
Syntheses’, World Development, vol. 18, no. 11 (1990), pp.
1457-69; and L. Haguenauer, ’‘Competitividade: Uma Resenha da
Bibliografia Recente Com Enfase no Caso Brasileiro’,
Pensamiento Iberoamericano, no. 17 (1990), pp. 327-336.
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cooperation and integration. At the international 1level,
stimuli for integration arise when governments consider that.
the international economy is moving away from the
theoretical ideal of a multilateral, open trade systen.
Shared perceptions on the existence of external constraints
on gfowth will trigger defensive responses and encourage
cooperation. Conversely, the perception that the
international system allows for sustained growth makes
governments less keen to share sovereignty and they will
therefore prefer flexibility. The move towards cooperation
can be either reinforced by the formation of other trading
blocs or curbed if retaliation by third countries is likely.

2. The diversification of the economy, industrial
convergence and dgrowing intra-industry trade boost the
interest in regional cooperation. They imply more trade and
(relatively) 1less resistance to integration from both,
entrepreneurs and military concerned with the vulnerability
that inter-industry trade provokes. Structural change in
Argentina and Brazil since the late fifties created more
favourable conditions for cooperation. The upgrading of
industrial capabilities and the diversification of
production and exports enhanced the role of increasing
returns and intra-industry trade.

3. These hypotheses 1linking institutional and
structural change give some guidance for the study of
cooperation between Argentina and Brazil. They will be
tested and re-elaborated in the historical research

presented in Part II. Still, the links between cooperation
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and structural change are mediated by ideas. It is thus
necessary to previously review the ideas that have been
influential in policy-making and economic integration in

Latin America. This is the subject of the next chapter.
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CHAPTER II. ECLA AND ECONOMIC INTEGRATION IN LATIN AMERICA

INTRODUCTION.

In chapter I it was suggested that actors’ perceptions
were a significant variable in shaping international
regimes. The generation of new theoretical insights on
certain problems can have a large influence on the design of
policies and institutions. This chapter offers an account of
the ideas associated with the Economic Commission for Latin
America (ECLA), and in particular with its first Executive
Secretary, the Argentine economist RaGl Prebisch. ECLA
proposals were very‘influential in Latin American economic
integration in the late fifties. ECLA played the role that
Haas attributes to ’epistemic communiti;s’ in international
organisationsrl. It acted as a catalyst in the first wave of
integration efforts. It was a source of technical
capabilities (at that time, a very scarce resource in Latin
America), studies and information on industrialisation and
regional trade.

In particular, ECLA’s centre =~ periphery conception
succeeded in setting up a new articulated framework to study
the specific problems of industrial development in backward
countries. Within this approach, proposals for regional

integration became coherent and gained more support from

! ¢f. E. Haas, When Knowledge is Power, pp. 40-46.
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policy-makers. However, some observers attribute to ECLA
ideas a negative influence on Latin American development for
being ’‘inward-looking’ and biased against international
trade. This chapter argues that this perception is invalid
and that there is little evidence to support it in the major
theoretical works of ECLA. Clearly, indiscriminate
protection in Latin America had a negative influence on
industrial efficiency and economic integration !. But it is
incorrect to attribute to ECLA the responsibility for these
policies. The analysis of ECLA ideas in this chapter will
permit a clearer distinction between the role of ideas and
the role of structural and political constraints on policy-
making.

Finally, ECLA ideas are revisited in the light of more
recent theories of international trade, growth and public
goods in the international system. It is suggested that
these theories offer some support to early ECLA concerns and
allows for a clearer identification of the problems at stake
in international negotiations than conventional trade

theory.

! Industrial and trade policies in the period are

briefly reviewed in Part II.
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I. THE CENTRE-PERTPHERY THEORY

I.1. Centre and Periphery

In the 1late forties RaGl Prebisch presented his
classical work about the international insertion of Latin
America and the specific characteristics assumed by
industrialisation in the Periphery !. This and other works
associated with ECLA (subsequently the Economic Commission
for Latin American and the Caribbean, ECLAC) would come to
have an enduring influence on Latin American economic

thought and on development economics. The key concern of the

! The reader can consult the vast literature produced by
ECLA and Prebisch himself. The 1949 Prebisch’s ’‘manifesto’
is a significant hallmark in the development of the centre -
periphery theory. The ’manifesto’ is reprinted in R.
Prebisch, ’‘The Economic Development of Latin America and its
Principal Problems’, Economic Bulletin for Latin America,
vol. VII, no. 1 (1962), pp. 1-51. Prebisch further developed
his ideas in subsequent works. See in particular R.
Prebisch, International Cooperation in Latin American
Development Policy (New York, 1954); R. Prebisch,
’Desarrollo Econémico, Planeamiento Y Cooperacién.
Internacional’, in ECLA, En Torno a las Ideas de la CEPAL:
Problemas de la Industrializacién en América Latina
(Santiago, 1977). ECLA, Economic Survey of Latin America
(Santiago, 1949), especially part I, pp. 3-85, remains a
classical early presentation of the theory. In a late work,
R. Prebisch, ’Notes on Trade From the Standpoint of the
Periphery’, CEPAL Review, no. 28 (April 1986), pp. 203-14,
summarised with clarity many of the basic tenets of the
original contributions. A penetrating account of the
beginnings of ECLA and the Centre - Periphery theory can be
found in C. Furtado, A Fantasia Organizada (Rio de Janeiro,
1985). O. Rodriguez, La Teoria del Subdesarrollo de la CEPAL
(Mexico, 1981) offers a highly rigorous presentation of ECLA
development theory. This section draws 1largely on
Rodriguez’s work. R. Bielschkowsky, Pensamento Econdémico
Brasileiro: O Ciclo Ideoldgico do Desenvolvimentismo (Rio de
Janeiro, 1988) analyzes in detail the impact of ECLA ideas
on the Brazilian debate on economic development in the
forties and fifties.
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theory is with the characteristics assumed by the diffusion
of technology in centre and periphery countries. Economic
development in the periphery is regarded as ’‘one more stage
in the worldwide spread of new forms of productive
techniques’ !. Yet development adopts different forms in
centre and periphery out of the specific features that
singularise their economic structures. That of the periphery
is specialised in primary production and heterogeneous - in
the sense that comprises sectors with contrasting 1labour
productivity, as technical progress is confined to the
export sector. Conversely, the economic structure of the
centre is diversified and homogeneous, i.e., more uniformly
permeated by technical change. These differences had their
origin in an earlier start of industrialisation in the
centre. The structural features of both types of economies
were forged during tﬁe period of ‘outward-looking growth’
(‘crecimiento hacia afuera’), and to a 1large extent
reproduced during the period of ‘inward-looking growth’

(‘crecimiento hacia adentro’) in the periphery. Centre and

periphery were thus two poles of a system that dynamically
tended to recreate, in relative terms, the original
asymmetry. This implies that technical progress and
productivity growth in the periphery will recurrently lag
behind the centre. The different characteristics of the
economic structures of centre and periphery generate three
basic trends which are specific to periphery: (a) the

tendency towards external imbalance; (b) the tendency

! ¢f. ECLA, Economic Survey, p. 3.
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towards structural unemployment; (c) the tendency towards
the deteriorétion of the terms of trade.

(a) External imbalance. The existence of a structural
tendency towards external disequilibrium is attached to
differing demand elasticities for primary and industrial
products and to the effectslof technical change upon the
demand for primary products. First, as income increases,
demand for industrial goods grows faster than that for
primary goods. Secondly, technical change in the centre
increasingly substitutes industrial for primary goods. As a
result, growth in the periphery expands imports from the
centre at higher rates than the centre expands its imports
of peripheral products. This imbalance places a limit to
economic growth in the periphery, which is proportional to
the difference in the elasticity of demand for primary and
industrial products - or between periphéral exports and
imports.

(b) Structural unemployment. A set of distinctive
features are suggested to be found in the periphery that are
responsible for the tendency towards structural
unemployment: (i) the large reserves of labour available in
low-productivity activities; (ii) the wuse of capital-
intensive technologies, that reduces demand for labour and
leads to technological unemployment, particularly in
backward agricultural sectors; (iii) the feeble capacity to
save and invest (see also sub-section c¢).

(c) Terms of trade. The divergent effects of the

diffusion of technical change in centre and periphery leads
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to the erosion of the peripheral terms of trade.
Productivity increases in the centre are not entirely
translated into lower prices. This is explained by (i) the
competition process, based on product differentiation and
not in lower prices and (ii) the power of labour unions
which capture a share of the gains from technical change.
Thus, the fruits of technical progress are retained in the
centre as oligopoly rents and/or higher wages. Conversely,
these mechanisms are not preseht in the periphery. Technical
change in the primary sector expands production but as this
faces an inelastic demand then prices fall. Moreover, as
workers displaced by technical progress in the primary
sector cannot find employment in the industry (given, as
mentioned, the specialised economic structure of the
periphery), wages fall as well and so do prices. Therefore,
neither oligopoly rents nor higher wages sustain the price
of primary goods and thereby contribute to retain the fruits
of technical progress in the periphery .

The deterioration of the terms of trade is suggested to
occur during different phases of international economic
cycles. In periods of recession the price of periphery goods

will fall more than that of industrial goods. In periods of

! ECLA’s conclusions reverse those suggested by David
Ricardo. This author expected an improvement in the terms of
trade for the agricultural sector as the expansion of
industrial demand would lead to cultivate less fertile land,
thereby raising the price of agriculture goods. The
hypotheses that the terms of trade for the periphery
deteriorated in the 1long term gave rise to a complex
"empirical debate. Cf. J. Spraos, ‘The Statistical Debate on
the Net Barter Terms of Trade Between Primary Commodities
and Manufactures’, Economic Journal, vol. XL, no. 1 (1980),
pp. 107-28.
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international expansion the price of periphery goods will
increase without achieving its former levels. This shapes a
long-term trend in which at the end of each successive cycle
the structure of relative prices has moved against the

periphery.
I.2. Investment and Growth

ECLA identified a set of forces constraining capital
accumulation and growth in the periphery. Some of them are
related to the tendencies already mentioned. If exports are
bound to increase at slower rates than imports, external
bottlenecks set a limit to economic growth. In turn, the
deterioration of the terms of trade reduces the surplus
available for investment. These factors are compounded by
payments of royalties, technology and interests to the
centre, which further contracts the investible surplus !. Yet
surplus losses are not confined only to the external sector.
Income distribution is heavily concentrated in the periphery
and this induces a premature imitation of the patterns of
consumption of the centre. Funds are thus diverted from
investment, the domestic market is contracted and effective
demand channelled towards expensive imported goods 2.

Problems of insufficient accumulation are aggravated by

the use of capital-intensive technologies. While the

! see Prebisch, ’Notes on Trade’, p. 205.

? This point is already made by Prebisch in the 1949
‘manifesto’. See R. Prebisch, ’‘The Economic Development of
Latin America’, p. 7.
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development of these technologies accompanied the gradual
growth of incomes and savings in the centre, the periphery
had to adopt them in a much shorter period of time, mobilise
resources out of smaller income levels, and use large scale
technologies to serve reduced internal markets. Henée,
financial constraints are particularly stringent for
industrial investment in the periphery. This factor
reinforces the negative consequences of the misallocation of

resources in the process of capital accumulation.

I.3. Policy Implications: Industrialisation and

Planning

Industrialisation emerges as the core strategy to
spread technology and retain the fruits of technical
progress in the Periphery. Only industry can internalise the
stimulus for growth and provide employment for the labour
force released from the agricultural sector and thereby
prevent the deterioration of the terms of trade '. In turn,
the existence of marked differences in productivity levels

with respect to the centre makes protection a necessary

! ECLA, The latin American Common Market (New York,
1959), p. 9, observes that ‘first and foremost it should be
recalled that, from the standpoint of the labour force,
industry, 1like other urban activities, has the dynamic
function of absorbing the manpower which technical progress
releases from agriculture and other primary activities, from
artisan industries and from pre-capitalist occupations with
very low productivity’.
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condition for industrial growth in the periphery .
Alternative policies, 1like the reduction of wages and
devaluations, are not supported by ECLA. Besides its social
and political implications, ECLA points out that falling
wages will bring about a fall in the terms of trade by
reducing the price of exports 2. Protection is thus seen as
more adequate to promote industrial growth in the periphery.

Moreover, planning is deemed necessary to assure steady
growth in the industry. There is an ideal pattern of
reference to which industrialisation should conform in order
to avoid domestic and external disequilibrium 3. In this
pattern, the rates of investment and growth in different
sectors (export and imports, agriculture and industry) and
in different industrial branches (capital, intermediate and
consuner goods) should keep a certain technical
proportionality. Otherwise, industrial growth would be
hindered. The role of planning is to channel investment so

as to conform to this pattern of balanced growth *.

! In Prebisch’s words: ’‘the principal justification for
protection lays on the differences in productivity between
the centre and periphery. These differences are basically
explained by the great disparity of capital per worker and
technical capabilities’. Cf. Prebisch, International
Cooperation, p. 16.

2 Ibid., p. 1s6.

3 c¢f. 0. Rodriguez, La Teoria del Subdesarrollo, p.
271. A significant contribution to this argument was made by
R. Nurkse, Equilibrium and Growth in the World Economy
(Cambridge, Mass., 1961), especially pp. 241-258, who
proposed a strategy of ’‘balanced growth’.

4 cf. ECLA, ’Desarrollo Econdmico, Planeamiento’, p. 35.
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While highlighting the role of the state in periphery
industrialisation, ECLA gave little attention to the study
of the state itself and to whether the institutional
capabilities and the political will required by the
ambitious ECLA programme were in place. In the early sixties
ECLA became increasingly involved in the promotion of social
and economic reform in Latin America, a move away from the
industrialist emphases of the fifties. This revealed a
concern by ECLA in more directly assessing the so called
’structural obstacles’ to development !. However, the change
in the political climate with the rise of military
governments in Argentina and Brazil and the heyday of
counter-insurgency ? would lead to the steady 1loss of
influence of ECLA ideas and the reverse of the timid efforts
at economic and political reform. Concurrently, ECLA was
challenged in the theoretical field as well, and lost its
intellectual appeal. Criticisms took shape in both
dependency and neoclassical theories. While dependency
gained momentum in the sixties by placing politics in the

centre of the development debate 3, neoclassical critics

1 cf. 0. Rodriguez, La Teoria del Subdesarrollo, p. 280.

2 At the beginning of the sixties, the idea of planning
and the emphases on the solution of social problems
benefited from the support received by the Alliance for
Progress and by the fact that democratic governments were
still in power. But these objectives were set aside in the
second half of the sixties as the Cold War strategy
predominated and the military governments sought legitimacy
in rapid growth. Cf. J.S. Tulchin, Argentina and the United
States: A Conflicted Relationship (Boston, 1990), p. 123.

3 To a certain extent, dependency was an outgrowth of
ECLA. The work of F.H. Cardoso and E. Faletto, Dependencia
y Desarrollo en América Latina (Mexico, 1967), was written
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offered a more articulated challenge in economics by
pointing out the distortions generated by interventionist

policies !

. By the mid-sixties ECLA no longer offered a bases
for ’shared knowledge’ to Latin American técnicos nor did it

play an active role in shaping policy=-making.

T.4. Export pessimism, Import Substitution and The

Political Economy of International Trade

ECLA’s basic objective was industrialisation and this
could be attained through import substitution or the
diversification of exports. Both alternatives are compatible

with ECLA theory %. This view can be easily found in ECLA

in the early sixties with a view to providing political
content to ECLA periodisation of Latin American development.
Ccf. F.H. cCardoso, ’‘The Originality of the Copy: CEPAL and
the Idea of Development’, Cepal Review, no. 4 (1977), pp. 7-
41. But dependency literature quickly moved to challenge the
idea that the periphery could develop within the
international capitalist system. Thereby, dependency
challenged the reformist hopes of ECLA. For an analysis of
the dependency debate, see G. Palma, ’‘Dependency: A Formal
Theory of Underdevelopment or a Methodology for the Analysis
of Concrete Situations of Dependency’, World Development,
vol. 6, no. 7-8 (1978), pp. 881-924.

! ¢f. I.M.D. Little, Economic Development: Theory,
Policies and International Relations (New York, 1982), and

J. Bhagwati, Foreign Trade Regimes and Economic Development
(Cambridge, Mass., 1978). Although many of ECLA ideas are
somehow now incorporated to the new mainstream theories of
trade and growth (see section III), these ’‘new wave’ of
economic thinking arrived when the influence of ECLA in
Latin America had been buried a long time ago.

2 Norberto Gonzilez observed that in ECLA formative
years the term ’‘import-substitution’ was in fact used as an
euphemism for industrialisation, since the deliberate
promotion of industry faced strong opposition at that time.
Industrialisation, and not import substitution, was the core
of ECLA ideas. Cf. Norberto Gonzdlez, former Executive
Secretary of ECLA, interview, Buenos Aires, 27 October 1993.
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works !. ECLA acknowledged that import-substitution implied
a cost in terms of efficiency and that this policy was only
justifiable to the extent that exports could not be expanded

2, Efforts to expand industrial exports were preferable to

import-substitution 3?. However, ECLA and other authors *
adopted a rather pessimistic view regarding opportunities
for Latin American exports in the post-war period. ECLA

assumed that trade could no longer represent the ’‘engine of

1 . It is interesting to recall how Prebisch (1961),
’Desarrollo Econémico, Planeamiento’, p. 5, criticised
indiscriminate protection: ’(T)he need for import
substitution and, consequently, for the protection of
substitutive activities, has been unavoidable. But there has
been a failure to boost exports to the same extent. There
has been a discrimination in favour of industrial
substitution and against exports, particularly the
industrial ones. The ideal policy would have been to promote
exports in order to place them on an equal footing with
substitution activities’ (author’s translation).

2 cf. R. Prebisch, International Cooperation, pp. 20-22.

3 Prebisch called attention to the fact that industrial
exports could sustain growth at a much lower cost in terms
of public support than import substitution. Cf. R. Prebisch,
’'Desarrollo Econdémico, Planeamiento’, p. 28. In a similar
vein, ECLA, The Latin American Common Market, p. 9,
observes that ’‘given a specific rate of economic growth in
Latin America, the development of industrial exports would
reduce the scale on which import-substitution had to be
promoted’.

4 cf., for example, R. Nurkse, Equilibrium and Growth in
the World Economy, pp. 304-24. In promoting development in
Latin America, Prebisch, ’‘The Economic Development of Latin
America’, p. 50, observed that ’the most obvious possibility
would have been to increase export earnings. The difficulty
was that, in each period, the total sales of primary
products depended on the needs of the industrial countries
(and) discrimination by France and the UK in favour of
suppliers in the franc and sterling areas, together with the
heavy subsidies and protection given by the industrial
countries to their own primary producers limited what could
be done in this respect.’
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growth’ that it had represented in the past. This was
related to the change of principal cyclical centre of the
international economy in the inter-war period, with the rise
of the United States of America (UsA) and the decline of the
United Kingdom (UK). As the USA displayed a more reduced
import coefficient than the UK, it was suggested that she
would not be able to impart enough dynamism to the rest of
the world. Stimulus to growth coming from higher exports by
the centre would be retransmitted to the Periphery with a
too large temporal lag, straining the international trade
and payments system !. This, in combination with the lack of
external financing for Latin America ?, implied that 1little
stimulus for growth would come from the international
economy. These negative trends had imposed, as a matter of
facts rather than options, import-substituting policies in
order to sustain high rates of growth in the periphery.

Clearly, the assessment of the prospects of
international trade in the late forties and fifties proved
not to be valid for the sixties. However, this does not
represent an anti-trade bias implicit in ECLA theory. A
virtuous 1link with centre technology, investments and
markets was regarded as a fundamental factor in peripheral
development. But for ECLA this convergence of interests was
not spontaneous. ECLA understood that international trade

involved complex issues of political economy as the

! This argument has been recently revisited by C.

Furtado, ’‘The Nature of the Principal Centre’, CEPAL Review,
no. 42 (1990), pp. 11-15.

2 This will be analyzed in the next chapter.
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industrialisation of the periphery entailed a complementary
change in the economic structure of the. centre. Mutual
adjustments in both poles of the system were required. The
subcessful management of this transformation would have to
be negotiated and agreed, demanding new institutions to
promote structural change and adjustment. This can be seen
as the international counterpart of ECLA favourable view on
domestic planning and industrialisation. Deliberate inter-
governmental action was deemed necessary at the
international level in order to correct the disequilibria
arising from a purely market-led process. In both the
domestic and international economy an ideal pattern of
transformation was conceived, based on a balanced or
complementary growth with which the actual patterns were
compared !.

In sum, ECLA considered that a convergence of interests
of centre and periphery existed in the long term. But this
convergence would not automatically emerge from free trade.
it had to be constructed through international cooperation
with a view to promote mutual adjustments in the economic
structure of the poles of the system. ECLA established a
link between structural change and the politics of
international cooperation, a 1link at that time absent in

mainstream theory.

! fThere was an implicit idea of ‘articulated

industrialisation’ in centre and periphery
(‘industrializacién mancomunada’), in the sense that
structural change had to be complementary in the poles of
the system. Cf. Octavio Rodriguez, former ECLA economist,
interview, Montevideo, June 1993.
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IT. ECLA AND THE ROLE OF ECONOMIC INTEGRATION

In ECLA’s perspective, economic integration appears as
a significant instrument for fostering industrialisation !.
Economic integration was expected to increase the scope and
efficiency of import-substitution, based on economies of
scale. Increased efficiency would subsequently permit the
expansion of exports of industrial goods to the centre 2.
This would reshape the form in which policy-makers view the
costs and benefits of integration.

First, static gains in efficiency were considered a
significant but not exclusive objective of regional
integration. The emphasis was on expected effects on rates
of growth, investment and technological diffusion. Secondly,
trade diversion was not considered always negative. In some
cases this could be an objective to be pursued. Trade

diversion would result in foreign exchange savings that

! The principal work summarising ECLA ideas on economic
integration is ECLA, The Latin American Common Market,
especially pp.5-9. Important contributions within a similar
approach can be found in S. Dell, Problemas de un Mercado
ComGn en América Latina (Mexico, 1959) and V. Urquidi, ‘The
Common Market as a Tool of Latin American Economic
Development: A Comment’, in A. Hirschman, Latin American
Issues: Essays and Comments (New York, sixth edition 1967).

2 In Prebisch’s words: ’‘The development of industrial
exports among LA countries will lead to a reduction in the
costs of production and provide certain industries with the
possibility of exporting to the rest of the world. A policy
of encouragement and cooperation in the centres would permit
to accelerate this movement’. Cf. R. Prebisch, ‘Economic
Development and Monetary Stability: The False Dilemma’,
Economic Bulletin For ILatin America, vol. 6, no. 1 (1961),
p. 34.
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could be used to sustain capital goods imports and hence
growth. The meaning of ’‘trade diversion’ was blurred in this
context, since total trade with the rest of the world would
increase, now made up of different goods. Thirdly, lower
protective barriers at regional level did not need to
constitute an objective for all sectors, although a fall in
average barriers was expected. In certain cases, integration
would permit to establish import-substituting industries
that were not feasible before and tariffs would persist in
these emerging industries. But gains in efficiency would
allow to reduce protection in established industries !.
Fourthly, improving the efficiency of ISI and expanding
exports to the rest of the world were complementary and

mutually reinforcing strategies 2. In turn, more regional

1 As will be discussed in Part II, indiscriminate

protectionism was rampant in the early fifties. ECLA indeed
compared the welfare consequences of integration with the
actual situation at that time and not with the ideal
situation of multilateral free trade.

2 This point is forcefully argued in ECLA (1959), The
Latin American Common Market, pp. 8-9: ‘It must be
acknowledged that hitherto domestic markets facilities
created by import substitution policy have not given rise to
any impressive undertakings in the field of industrial
exports to the rest of the world. Moreover, since in many
cases protectionist policy, in the shape of very severe
import restrictions, if not bans, has been carried too far,
the atmosphere of competition in the internal market has
become appreciable less intense. The return to the customs
tariff as an instrument of protection, the 1lowering of
intra-regional duties in some cases and their abolition in
others would do much to restore the spirit of competition,
greatly to the benefit of industrialisation policy. In this
new environment, the gradual development of a flow of
industrial exports to the rest of the world might be one of
the objectives of Latin American trade policy’.
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competition would permit to increase exports to centre

markets and reduce the stimulus for import-substitution !

ITI. TRADE, GROWTH AND PUBLIC GOODS: A RETROSPECTIVE VIEW OF
ECLA

From the 1late seventies, new developments in trade
theory have identified technology and imperfect competition
as a key variable shaping trade flows and gains from trade.
Increasing returns, product differentiation and ’strategic’
policies have increasingly attracted the attention of
economic theorists 2. Something similar has happened in
growth theory, where ’‘endogenous Qrowth’ and externalities
associated with technology form a growing field of
theoretical and applied research 3. The significant role
attributed to technological learning in the new trade and

growth theories have 1large implications for thinking

! Ibid., p. 10.

? ¢f. P. Krugman, Rethinking International Trade
(Cambridge Mass., 1991), especially chapter 1. For an
’evolutionary’ approach to technology and trade see G. Dosi,

K. Pavitt and L. Soete, The Economics of Technical Change
and International Trade (Hemel Hampstead, 1990), pp. 3-20.

3 Cf.- P. Romer, ‘Increasing Returns and Long-run
Growth’, Journal of Political Economy, vVvol. 94, no. 5
(1986), pp.1002-37. Recently, this author has observed that
’the economics profession is undergoing a substantial change
in how we think about international trade, development,
economic growth and economic geography. In each of these
areas we have gone from a progression that starts with
models based on perfect competition, moves to price taking
with external increasing returns and finishes with explicit
models of imperfect competition’. Cf. P. Romer, ‘The Origins

of Endogenous Growth’, Journal of Economic Perspectives,
vol. 8, no. 1 (1994), p. 20.
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international cooperation. The potential scope for state
intervention is expanded in these theories. ’Strategic’
sectors can be targeted by governments in order to increase
market shares in industries that generate 1larger
externalities and oligopoly profits !. Subsidies to R&D may
constitute in certain cases an adequate policy to promote
competitiveness and growth. In a world of increasing returns
and imperfect competition, in which market shares are
affected by strategic decisions of governments and oligopoly
firms, trade friction can be very large. Thus, as one moves
away from perfect competition towards strategic
interactions, political economy cannot be ignored.

In a pure Hecksher-Ohlin world countries are
receptacles of different factor endowments. Any intervention
on trade - given the small country assumptioh - harms the
country that applies it. Political economy is confined to
the control of vested domestic interests that resist free
trade within each country. No friction can arise in the
international systen, since all will gain from
specialisation in accordance with the principle of
comparative advantages. However, when specialisation is
somewhat arbitrary (i.e., it can be affected by state

policies and history ?) and adjustments are not automatic

! ¢f. J.A. Brander, ’Rationale for Strategic Trade and
Industrial Policy’, in P. Krugman (ed.), Strateqic Trade

Policy and the New International Economics (Cambridge,
Mass., 1986), pp. 23-46.

2 If there are economies of scale in an industry,
initial state subsidies or 3Jjust an earlier start in
production may lead to oligopoly positions which are not
based in comparative advantages. Trade is in this sense
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(i.e., resources can remain unemployed for a long period,
particularly if patterns of trade are rapidly changing)
international political economy asserts its relevance !. The
new trade theory shows that gains from trade are still
higher in the presence of increasing return, but relative
gains can be critically affected by policy. The world now
resembles that described by early ECLA ideas and by the
modified structuralist school of international relations.
Room needs to be made for institutions and negotiations in
order to constrain behaviour and make policy decisions
compatible. ’‘Governance’ and the production of public goods
in the international trade system become major themes in
foreign economic policy 2.

In this respect, ECLA early insights seem to have been
confirmed by 1later theoretical developments. Imperfect
competition and interactions among non atomistic actors
describe the context in which international efforts for
coordination take place. Policy coordination can be seen as
a public good'that contributes to sustain trade by avoiding
a war of subsidies and protection. ECLA proposals for
internatiopal cooperation can be interpreted in the light of
Kindleberger’s concern with the production of public goods

in the international system. International coordination, for

path-dependent and ‘history matters’/’. Cf. P. Krugman,
Geography and Trade (Leuven, 1993).

! on this point see Kindleberger, Government and
International Trade (New Jersey, 1978). '

2 ¢f. C.P. Kindleberger, ’‘International Public Goods
Without International Government’, American Economic Review,
vol. 76, no, 1 (1986), pp. 1-12.
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ECLA, is required to promote mutual adjustment in centre and
periphery as industrialisation advances in the periphery.
Clearly, the fact that there is room for government
coordination in order to provide a public good does not
imply that governments will act accordingly !. But a clearer
identification of the problems at stake - as that provided
in the fifties/early sixties by ECLA and more recently by
the new theories - can contribute to guide political

analysis.

IV. CONCLUSIONS

1. By offering a new theoretical framework which put
together industrialisation, international trade and economic
integration, ECLA contributed to shape economic policies in
Latin America and played the role of a catalyst in the move

towards economic integration of the late fifties.

! This remits the discussion to the analysis of the
state and state policies which have received growing
attention by theorists. If frequently public choice theories
are highly sceptical about the role of the state, a more
balanced view seems to be emerging, as argued by Evans,
based on the concept of relative autonomy of the state and
on the analysis of the type of relation that state and civil
society maintain. Cf. P. Evans, ’‘The State as a Problem and
Solution: Predation, Embedded Autonomy and Structural
Change’, in S. Haggard and R. Kaufman (ed.), The Politics of
Economic Adjustment: International Constraints, Distributive
Conflicts and the State (Princeton, 1992), pp. 139-181. See
also C. Anglade and C. Fortin, ‘The State and Capital
Accumulation in Latin America: A Conceptual and Historical
Introduction’, in C. Anglade and C. Fortin, The State and
Capital Accumulation in latin America, vol. I (London,
1989). For a recent review and critique of public choice
theories, see H. Streeton and L. Orchard, Public Goods,

Public Enterprises and Public Choice: Theoretical

Foundations of the Contemporary Attack on Government (New
York, 1994). '
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2. Industrialisation in the periphery was seen by ECLA
as driven by external constraints on growth. But
’spontaneous’ import-substitution in the past was plagued
with inefficiency and disequilibrium. These problems could
be reduced through planning, economic integration and
international cooperation.

3. Planning would permit to adjust the actual pattern
of structural change to an ideal pattern of balanced growth
and thereby avoid disequilibrium. Regional economic
integration, in turn, would raise the efficiency of import
substitution, curb the move towards indiscriminate
protection and encourage industrial exports to regional and
world markets. Last but not least, internationalléooperation
would assure that the transformation of the structure of
exports and imports in the periphery was matched by a
corresponding transformation in the centre.

4. ECLA theory made room for the role of the state and
policy cooperation although ECLA itself did not analyze
which factors actually shaped state policies. In the early.
sixties ECLA became more concerned with political' and
economic reform. But this move was cut by the polarisation
of the political and intellectual climate in the mid-
sixties. Still, some of ECLA insights were confirmed and
developed in more recent theories. They contribute to
explain why actors’ interests can diverge and when
international cooperation is required. In doing so, more
rigorous questions can be addressed in the study of the

international political economy.
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PART ITI. FROM BIIATERAL AGREEMENTS TO LAFTA, 1939-60
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CHAPTER IIT. STRUCTURAL CHANGE AND ECONOMIC COOPERATION

BETWEEN ARGENTINA AND BRAZIL, 1939-55-

INTRODUCTION

This part of the thesis discusses the determinants of
cooperation and integration between Argentina and Brazil in
the period 1939-60. In previous chapters a general framework
for studying economic cooperation was proposed and a set of
hypotheses 1linking structural variables and economic
integration suggested. The relevance of these hypotheses
will now be examined through an historical study of the
origins of the Latin American Free Trade Association
(LAFTA). This chapter will discuss the impact on regional
cooperation of structural change in the international system
and in the domestic economy in the period 1939-55. Chapter
IV will address these variables in the period 1955-60.
Finally, Chapter V studies the change in the bilateral trade
regime, namely the shift from ‘restrained bilateralism’
towards the attempt at creation of a free trade area
(LAFTA) .

Economic relations between Argentina and Brazil in the
period 1939-55 combined cooperation and rivalry. On the one
hand, these countries competed for a more influential

position in Latin America. Brazil’s foreign policy in most
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of the period was based on a ’‘special relationship’ with the
United States of America (USA), stemming in part from a
common interest in counterbalancing the Argentine influence
in Latin America. On the other hand, there also existed
significant forces fostering cooperation between Argentina
and Brazil, despite the 1limits posed by geopolitical
suspicions. The major stimulus for closer cooperation
stemmed from both the benefits that the two countries could
derive from trade and the possibility of strengthening their
position in international affairs. In the case of Argentina,
the situation of relative international isolation in which
the country was placed in the period prompted her to seek
closer relations with her Latin American neighbours, and
Brazil in particular. From the Brazilian point of view,
Argentina was more than a valuable commercial partner. A
larger role for Brazil in regional and hemispheric affairs
was deemed to require some support from her Southern
neighbour. This encouraged the quest for cooperation and
qualified the influence of rivalry in regional foreign
policy.

The variables that shaped these contending forces of
cooperation and rivalry will be addressed in this chapter.
Section I discusses the impact of <change in the
international system upon Argentine policy towards Brazil.
Section II analyzes this impact in the case of Brazil'’s
policy towards Argentina. Section III addresses the

influence of trade and industrialisation on regional
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cooperation. Section IV presents the conclusions of the

chapter.

I. ARGENTINA: IN SEARCH OF A PIACE IN THE INTERNATIONAL

ECONOMY, 1939-55

The consequences of the inter-war World Depression in
Latin America should be briefly recalled in order to assess
the context in which the bilateral economic relations of
Argentina and Brazil developed in 1939-55. The crisis had a
large impact on the objectives and instruments of foreign
economic policy. Far-reaching disequilibrium in the external
front encouraged the promotion of industry and a larger
economic role for the state. Protection in the central
economies was matched with the expansion of controls over
the external sector in the periphery !. State activism in
Argentina and Brazil was not confined to defensive measures
aimed at stopping the drain of foreign exchange. Governments
also set out to negotiate bilateral agreements with a view

to preserve export markets and diversify their international

trade partners. In this respect, Argentina and Brazil were

! These trends had indeed significant antecedents before
1930, but they were reinforced in the thirties and gained
momentum in the forties. Cf. C. Diaz-Alejandro ‘Latin
America in the Thirties’, in R. Thorp, Latin America in_ the
Thirties: The Role of the Periphery in World Crisis (Oxford,
1984), pp. 17-49; C.M. Lewis, ‘Industry in Latin America
Before 1930/, in L. Bethel (ed.), Cambridge History of Latin
America, vol. IV (Cambridge, 1986), pPpP. 269-319; W. Suzigan,

Industrlallzagao Brasileira: Origem e Desenvolv1mento (Sao
Paulo, 1986).
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placed in different positions by the end of the thirties.
This would play a significant role in shaping Argentina and

Brazil’s views of bilateral cooperation.

I.1. Looking for New Partners: From the ‘Roca-Runciman

Agreement’ to the ’Pinedo Plan’

The international front looked particularly gloomy in
the case of Argentina. The advantages of Argentina’s
traditional close economic and political ties with the UK
shrank in the thirties as the UK sought to reduce the impact
of the crisis on the British economy !. In May 1933 Argentina
signed the ’‘Roca-Runciman Agreement’ with the UK by which
she sought to protect her position in the British market,
then threatened by the preferences that the UK had granted
to the British Dominions by the Ottawa Treaty of 1932.
Argentina agreed to offer preferential treatment to UK

exports and investments in exchange for an import quota for

! ¢f. M.P. Abreu, ’‘Argentina and Brazil During the
Thirties: The Impact of British and American International
Economic Policies’, R. Thorp (ed.), Latin America in the
Thirties, pp. 144-62; M.P. Abreu, ‘Anglo-Brazilian Economic
Relations and the Consolidation of American Pre-eminence in
Brazil, 1930-45’, in C. Abel and C.M. Lewis (eds.), Latin
America, Economic Imperialism and the Sate: The Political

Economy of the External Connection from the Independence to
the Present (london, 1985), pp. 379-93; R. Gravil, ‘A Time

of Acute Dependence: Argentina in the Thirties’, The Journal

of European Economic History, vol. 7, no. 2 and 3 (1978),
pp. 337-378.
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Argentine meat and other tariff concessions !. However, the
terms of the agreement meant only a partial relief for
Argentine difficulties 2. Argentina’s position in the
international system‘had become remarkably weak. Argentina

had no promising substitute as regards the UK place in her

foreign trade. This can be seen in table III.1l.A.

! The UK promised to consult Argentina in case she

needed to apply further restrictions on imports from this
country. UK restrictions on imports of chilled beef from
Argentina should not exceed 10% of the imports of the period
June 1931 - July 1932. For frozen meat and mutton,
progressive restrictions would be imposed, from 10% to 35%.
In turn, Argentina was expected to apply the sterling gains
in buying British goods and paying dividends and interests
to British capital in the country - after the deduction of
debt charges owed to other governments. Further concessions
to the UK were granted at the moment of renewal of the
Treaty in 1936.

2 The Roca-Runciman Agreement aroused strong criticisms
in Argentina. It was considered that too many concessions
had been given to the UK in order to defend a group of.
exporters (basically, the exporters of chilled beef) which
in practice accounted for a relatively small part of
Argentine total exports. Some authors have pointed out that
the Agreement was the price that the government had to pay
for preserving the so-called ’‘concordancia’, the political
coalition that backed the conservative governments of the
thirties. Cf. J. Fodor and A. O’Connell, ’‘La Argentina y la
Economia Atlantica en 1la Primera Mitad del Siglo XX’,
Desarrollo Econémico, vol. 13, no. 49 (1973), pp. 3-65. See
also Gravil, ‘A Time of Acute Dependence’. Conversely,
Alhadeff has argued that the Agreement was instrumental for
economic recovery after 1933, as the Roca Funding Loan made
it possible to finance a price support programme for the
agricultural sector. The expansion of public debt also had
an stimulating effect while the fund boosted consumers and
business confidence by reducing interest rates. Cf. P
Alhadeff, ’‘Dependency, Historiography and Objections to the
Roca Runciman Pact’, in C. Abel and C.M. lewis (eds.), Latin
America, Economic Imperialism and the State, pp. 367-93.
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TABLE ITITI.1.2

ARGENTINA: MAIN TRADE PARTNERS, 1934-55
(In percentage)

Period S.A. Brazil UsSA Europe UK Germ Fran

"1934-39

Average X 8.6 5.4 10.5 76.5 34.3 7.5 5.0
M 10 5.7 15.2 62.0 22.9 9.5 4.8

1940-45 :

Average X 17.8 7.1 25.3 48.3 34.5 - -
M 28.7 20.2 24.1 31.3 16.6 0.3 0.5

1946-50

Average X 13.1 6.4 13.1 66.4 24.1 2.4 6.8
M 15.9 9.7 28.4 43.1 12.3 0.5 6.2

1951-55

Average X 18.5 11.2 17.0 56.6 18.1 6.5 5.4
M 21.7 10.4 16.5 43.0 6.8 8.4 5.9

X = Exports to country or region of destination/total

exports.

M = Imports form country or region of origin/total imports.
SA = South America.

Source: Repiblica Argentina. Direccién General de

Estadisticas y Censos, Anuario de Comercio Exterior (Buenos
Aires, various years).

Table III.l1.A shows that exports to the UK represented
more than one third of total Argentina exports in 1934-39.
The USA, on the other hand, absorbed 1less than 10 %.
Moreover, Argentina’s trade balance with the USA was
chronically unbalanced. This became a central problem when
the European currencies in general and sterling in
particular became inconvertible and hence triangular frade
was no longer possible. Between 1918 and 1940 Argentina

obtained a surplus with the USA in only three years: 1935,
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1936 and 1937. This changed during Second World War, but the
dollar shortage was severely felt in the post-war years.
Table III.2.A shows the substantial strain that trade with

the USA placed on the Argentine total trade balance.

TABLE IYIT.2.A

ARGENTINA: TRADE BALANCE, SELECTED YEARS
(In Thousands of Argentine pesos)

Year SA Usa Europe Total

1937 52.2 44.3 743.8 753.3
1938 6.5 -136.1 213.5 -60.4

1942 10.5 113.1 399.7 514.6
1943 127.2 353.3 590.9 1250.2
1947 81.3 -1883.7 2168.3 156.4
1948 =110.3 -1749.4 1613.4 -647.9

Sources: Cf. Table III.1.A

Table III.2.A reflects the fact that the USA had
reached a key position in the thirties as a source of
manufactured goods and capital for Latin America but
remained a closed market for Argentine exports, which were
competitive with US domestic agricultural production !. Trade

friction with the USA compelled the Argentines to cultivate

! In September 1927 the US prohibited imports of meat
from countries affected by the foot-and-mouth disease, among
which Argentina was included. The 1930 Howley-Smoot Act
consolidated the protectionist stance of the US agricultural
policy. Competing agricultural imports were all but
completely banned by 1935. Cf. D. Rock, ‘Argentina 1930-46',

in L. Bethell, Cambridge History of latin America, vol. VIII
(Cambridge, 1991), p. 45.
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the UK connection. This policy displayed a singular
continuity throughout the twenties and thirties, reflecting
the narrow space in which the Argentine options were
confined. This space was defined by her close but asymmetric
association with the UK and by the ’closeﬁess’-éf éhe‘US
market to Argentina’s main exports.

The outbreak of Second World War and the subsequent
disruption of trade with Europe made it still more urgent
for Argentina to develop and diversify her external
relations. One obvious course of action was to reach a more
favourable modus vivendi in trade matters with the USA.
Another was to intensify trade links with neighbouring Latin
American countries and in particular with Brazil. Both
avenues were in fact considered in the ’Pinedo Plan’, an
innovative set of proposals presented to the Argentine
Congress on the 14th of November of 1940 !. The Pinedo Plan

distinguished three main areas of exchange: (a) the sterling

1 ¢f. ’El Plan de Desarrollo Econdémico Ante el Honorable
Senado’, reprinted in Desarrollo Econémico, vol. 19, no. 75
(1979), pp. 403-26. An assessment of the challenges faced by
the Argentine economy at that time was provided by Federico
Pinedo in a lecture delivered in June 1942. He observed that
it is unfounded the belief that a hungry and destroyed
Europe means great prospects to countries which can produce
the basic goods she would urgently need, since one cannot
see how Europe can obtain in the short term the means of
payments necessary to buy them’ (author’s translation). Cf.
F. Pinedo, ‘Relaciones Econémicas Inter-Americanas’, Revista
de Economia Argentina, vol. 41, no. 290 (1942), p. 236. He
also observed that after the war the international market
would not be entirely open and this would harm Argentina if
she had no connections ‘with the big conglomerates of
countries (...) whose economic prevalence in tomorrow’s
world is certain’. Ccf. ibidem., p. 237.
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area, where Argentina obtained trade surpluses in non-
convertible currency; (b) the US or dollar area, in which
Argentina held a significant deficit in convertible
currency; (c) the area comprised by neighbouring Latin
America countries, regulated by various systems of exchange
controls. The central concern of the Pinedo Plan was the
expansion of trade with the USA and Latin America areas in
order to compensate for the fall of Argentine exports to
Europe. Regarding the USA, the Plan contemplated both
selective import-substitution and the exploitation of
potential export opportunities to be found in the US market
!, Interestingly enough, the creation of a special body in
charge of promoting industrial rather than agricultural
exports to the USA was proposed - as it was assumed that
imports of agricultural goods would continue to be
restricted. Such industrial exports should come from the
’natural industries’, i.e., those related to the processing
of agricultural goods.

As regards Latin America, emphasis was placed on
increasing the then relatively modest levels of trade. The
creation of a free trade area (FTA) would be the best way of
attaining this objective. The Plan emphasized the role to be
played by a FTA in achieving the economies of scale required

by the process of industrialisation. The FTA should progress

' ¢cf. L. Llach, ‘El Plan Pinedo, Su Significado
Histdérico y 1los Origenes de la Economia Politica del
Peronismo’, Desarrollo Econdmico, vol. 23, no. 92 (1984),
pp. 515-57 and D. Rock, ’‘Argentina 1930-46’, p. 43.
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in a context of openness with the aim of encouraging intra-
regional trade rather than hindering extra-regional imports
!, When the Pinedo Plan was presented, negotiations were
already taking place with Brazil in order to liberalise
bilateral trade. These negotiations continued after Pinedo’s
resignation (see below) and culminated with the signing of
the November 1941 Agreement for Progressive Free Trade. This
agreement represented a high point in bilateral cooperation
and committed Argentina and Brazil not to apply trade
barriers to activities yet not established in either
country. As the process of industrialisation was at an early

stage in both countries, the agreement was intended to

forestall protectionist demands in the future. By assuring

! This clearly distinguishes this first attempt to

economic integration from that of the late fifties, when
import-substituting industrialisation became the dominant
strategy. F. Pinedo, ’‘Relaciones Econbémicas’, p. 238,
emphasised that the efforts to form a custom union with
Brazil should be seen as a step towards the integration of
Argentina within the new international economy. He concluded
that ‘an economic union among few or many Latin American
countries (...), to be fruitful, has to be aimed to the
elimination of barriers in the region, and not to the
exclusion of what is extra-continental’ (author’s
translation). British observers in Buenos Aires, however,
did not feel reassured by the promise of keeping the
regional market open: ’‘the advantages which Brazil and
Argentina agree to afford to each other are also left open
(...) for inclusion in similar treaties with other
neighbours. An extending area of Latin American free trade,
coupled with preferences, if not tariffs, behind which are
to built up local manufacturing industry, is the clearly
envisaged aim of both parties to the present treaty. Such,
at least, has been the interpretation placed upon the treaty
by the Argentine press, which has welcomed it also from the
standpoint of Argentina’s need of industrial development and
increased self-sufficiency in the post-war period’. Cf. FO
461 1, ’‘Correspondence respecting America, Part I, January
to March 1942’, A 381/298/2, 10 January 1942.
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a regional market for new industries, it was expected to
have a 1large impact on trade. It sought to 1liberalise
bilateral trade at the very moment in which international
trade collapsed because of the war.

The proposal for a Latin American free trade area in
the Pinedo Plan has received 1little attention in the
literature. The Plan, however, suggests that policy-makers
already understood the role of the regional market in
industfialisation and the 1941 treaty represented a
significant antecedent to the initiatives of the 1late
fifties. Two arguments in favour of a free trade area were
then set forth which would reappear 1later, namely the
importance of economies of scale and the problem of the Most
Favoured Nation Clause (MFN) 1.

(i) Economies of scale and parallel industrialisation
in Argentina and Brazil. During early negotiations with

Brazil, Economic Minister Federico Pinedo observed that

’I have always understood that it would be ideal to progress
towards a customs ﬁnion - open, of course, to other
neighbouring countries (...). Let’s suppose that a policy in
this direction would have been initiated many years ago.
Instead of having 1in Brazil and Argentina parallel

industries producing at high costs in different and all but

! The leading role of Raiil Prebisch in the formulation
of both the Pinedo Plan and ECLA ideas may contribute to
explain this continuity.
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closed markets, we could have arrived at a profitable
division of industrial work between the two nations (...) I
am prepared to make most efforts in order to reach an

understanding with Brazil as ample as possible"’!.

A similar point of view was held on the Brazilian side,
where it was obserired that a customs union ‘will allow
industrial development in one country to be supported by
that in the other, instead of competing in identical and
artificial manufactures’ 2. Thus, policy makers in both
countries realised the importance of the process of
industrialisation taking place and sought to ehcourage
specialisation in an early stage 3.

(ii) The problem of the Most Favoured Nation Clause.

The initiative for progressive free trade between Argentina

and Brazil could not ignore previous agreements in which the

! pinedo to Berger, Archives of the Centro de Pesquisa
e Documentacdo of Rio de Janeiro (therefrom CPDOC), Archive
Souza Costa (therefrom SC) 4.09.12, Buenos Aires, 12
September 1940 (author’s translation). Similar emphasis on
the diversification of the structure of trade can be found
in Pinedo’s letter to the Brazilian Foreign Minister Osvaldo
Aranha, CPDOC, Osvaldo Aranha Archive (therefrom 034),
40.01.23, Buenos Aires, 5 March 1940, in which he
acknowledged the full-hearted support that the initiative
received from Aranha.

? Letter from the Brazilian Ambassador in Buenos Aires,
Rodrigues Alves, to Foreign Minister Osvaldo Aranha, CPDOC,
Archive Osvaldo Aranha (therefrom OA), 40.01.23, Buenos
Aires, 27 September 1940 (author’s translation).

3 Clearly, the soundness of this proposal for taming
sooner than later indiscriminate protection would be
confirmed by the difficulties faced by trade liberalisation
in the sixties.
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MFN clause had been conceded to third parties. It was
necessary to adopt an institutional framework allowing for
an exemption to this clause. A way out was found in the
creation of a free trade area or customs union !. This was a
response to the pressure exerted by the USA and the UK,
which tried to avoid discrimination in the markets of
Argentina and Brazil 2. Moreoevr, between 1939 and 1941 the
international system became more permissive as regards trade
arrangements 3. The war made it more difficult for the UK to
place effective pressure on her partners. The USA, in turn,
adopted a more positive outlook on import substitution and
regional trade during the war, as she expected that this

would contribute to ease supply constraints associated with

1 A customs union was deemed to represent ’‘the way of
avoiding that other countries, making use of the clauses of
the Most Favoured Nation, take advantage of the benefits
granted to neighbouring and friendly countries’ (author’s
translation). Cf. Rodrigues Alves to Aranha, CPDOC OA
40.01.23, Buenos Aires, 27 September 1940.

? The Brazilian Ambassador in Buenos Aires reported
that, in relation with UK pressures against the treaty with
Brazil, the Argentine Foreign Minister Torriani was prepared
to ’denounce the treaties with England if they compromise
Argentine objectives in a moment in which the country goes
through so great difficulties’ (author’s translation). Cf.
letter from Rodrigues Alves to Aranha, CPDOC OA 40.01.23,
Buenos Aires, 29 January 1941. Clearly, it is unlikely that
Argentina would have taken such a bold step at that time.
But Torriani’s reaction is indicative of the interest in
achieving a free trade agreement with Brazil.

3 In 1941 the 1Inter-American Economic Consultive
Committee of Washington recognised the 1legitimacy of
establishing preferential agreements among neighbouring
countries. This possibility was explicitly mentioned in the
trade agreements signed then by Argentina with the USA. Cf.
Rodrigues Alves to Aranha, CPDOC OA 40.01.23, Buenos Aires,
25 October 1941, p. 3.
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the war effort.

The move towards closer cooperation in 1939-41 was
probably negatively affected by the decision of the
Argentine congress, at the beginning of 1941, of not to
ratify the Pinedo Plan. However, this seems not to have had
a decisive effect in bilateral cooperation as far as
negotiations with Brazil continued and the Treaty for
Progressive Free Trade signed after Pinedo’s resignation !.
In effect, the conduction of the economic and foreign policy
was not the main issue at stake in the Argentine political
debate. During the discussions of the Pinedo Plan in
congress the policy alternatives offered by the opposition
were much similar to Pinedo’s proposals. The reason why the
Pinedo Plan was turned down by the Argentine Congress seems
to have been essentially one of domestic politics 2.
Argentina faced in 1940 the challenge of political and

economic reform 3. Political reform, aimed at liberalising

! The Pinedo Plan was ratified by the Senate Chamber but
turned down by the Deputy Chamber, in which the opposition
held majority. Still, some of the measures included in the
Plan were implemented through executive decrees. cf. D.
Rock, ’‘Argentina, 1930-46’, p. 43.

2 This convergence of proposals was emphasised by
Pinedo during the debates in the Senate Chamber on the 17
December 1940: ’‘either our plan is in the right direction to
work out the problems or our adversaries have no imagination
at all, because they have not raised alternative proposals.
They have 3just 1limited themselves to offer the same
proposals’ (author’s translation). The debate is reprinted
in F. Pinedo, En Tiempos de 1la ReplGblica (Buenos Aires,
1947), especially p. 270.

3 ¢f. L. LLach, ’El Plan Pinedo’, pp. 516-17.
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the political regime, was necessary to obtain support for
economic reform. Pinedo himself had previously set out to
negotiate with the Radical Party a new political
understanding which should create conditions for applying
his policies !. This was frustrated by rigged elections in
the provinces .of Santa Fé and Mendoza which further strained
the political climate in Argentina. As a result, the Plan
was not ratified, prompting Pinedo’s resignation.

Thus, the evidence suggests that the failure of
congress to ratify the Pinedo Plan was not due to a hostile
attitude in Argentina as regards cooperation with Brazil.
Geopolitical rivalry had not yet become a dominant issue in
regional relations nor a significant one in domestic
politics 2. On the other hand, the failure to reach a
political agreement in Argentina, which could have permitted

a more coherent and sustained approach towards regional and

! pPinedo started conversations with the opposition

leader Marcelo de Alvear with the objective of reaching an
agreement on economic and political reform, as expressed by
Pinedo in an interview to the newspaper La Nacién, 12
January 1941. In the interview, Pinedo argued that ’‘the
objective is not only to reach an understanding so as to
take care of these problems (the economic and financial
problems of the country). Many of the measures waiting for
Parliamentary decision are obviously of urgent necessity
(...) But it is not a truce (...) what should be looked
after, but a definitive peace’ (author’s translation).

2 This situation was at variance with what would happen
in 1953-54, when Perén launched his economic union
proposals, to be discussed later. In the early fifties
bilateral relations between Argentina and Brazil became a
hotly debated and conflictive issue in Brazil’s domestic
politics which decisively contributed to curb economic
cooperation.
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hemispheric cooperation, was not inconsequential. This
probably increased uncertainty over the implementation of
the agreement in 1941 and certainly contributed to the
reversal of cooperation in 1942. In particular, the
deterioration of Argentina-USA relations and its impact on
regional and hemispheric affairs contributed decisively to
redefine interests in a centrifugal direction. This point is
addressed in the following section.

In sum, the structural conditions of the period 1939-41
were particularly favourable for cooperation between
Argentina and Brazil. The war had led to a convergence of
perspectives on the need to increase regional trade.
Hegemonic powers were less willing or less able to resist
preferential arrangements. Geopolitical rivalry was not a
stumbling block in the way to closer cooperation. In this
context an agreement for ‘progressive free trade’ was
possible. It represented a bold move to foster efficiency
and growth which acknowledged the importance that industrial

production had acquired.
I.2. Cconflict With the USA

Reshaping commercial relations with the USA, as
proposed in the Pinedo Plan, proved to be a sluggish,
complicated process. Political and trade friction were a
recurrent feature in Argentine-US relations. In effect,

Argentina played a leading role at several Pan-American
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Cconferences in resisting the attempts of the USA to
consolidate her political 1leadership in Latin America.
Argentina’s privileged association with Europe, and
especially the UK, made for a position of strength and
independence in hemispheric affairs, jealously defended by
Argentine diplomacy !. In addition, the competitive nature of
agricultural production was a stumbling block in trade
negotiations. If the proximity of war led the USA to seek a
trade agreement with Argentina, the negotiations carried
between June 1939 and January 1940 failed and this outcome
was very much resented by the Argentines 2. This raised
serious concerns in Argentina about the evolution of her
foreign trade and contributed to set apart this country from

the UsA 3. At the beginning of Second World War a

! ¢f. A.C. Paz and G. Ferrari, Politica Exterior
Argentina, 1930-62 (Buenos Aires, 1964), pp. 57-63.

2 president Cantilo severely condemned US protectionism
as the USA only offered to reduce tariffs on meat and.
linseed up to a restricted quota. The British, whose
bilateral practices were usually criticized by the USA,
observed that ’‘negotiations (...) broke down because America
was prepared to give away very little and wanted too much.
Despite these lofty ideals about unhampered development of
world trade they insisted upon a system of quotas with a
corresponding obligation of Argentina to buy American
goods’. Cf. FO 371 2416, 22 January 1940.

3 Reporting on a conversation with Pinedo, Ambassador
Armour suggested that the basic point in Argentina-UsSA
relationship was to open the US market to Argentine
products. He pointed out that ‘what Argentina needs is a
minimum of economic security and an opportunity to sell more
in the Western hemisphere.(...) The greater problem that
will have to be faced eventually is the question of markets
for wheat, meat and other products that the USA cannot
absorb’. Cf. Armour to the Secretary of State, 611.531/1538
in Foreign Relations of the United States, 1940, vol. V
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rapprochement eventually occurred between Argentina and the
USA and a trade agreement signed in October 1941, the first
since 1853. But this more cooperative disposition would not
last. Bilateral relations steadily eroded after the
hemispheric conference of Rio de Janeiro, where Argentina
opposed the US initiative of severing diplomatic relations
with the Axis powers !. From February 1942 the USA adopted a
straightforward hostile approach towards Argentina, in the
shape of an extensive economic boycott on the supply of
intermediate and capital goods 2. The USA also endeavoured to
sever trade 1links between Argentina and her partners in
Europe and Latin America. In effect, the economic boycott
included the prohibition of using Marshall Plan dollars in
Europe for buying Argentine goods until mid-1949 3. In 1944
the USA made insistent demands on the UK asking for the
cancellation of the 1latter’s commercial agreement with
Argentina, which provided for the importation of 1large
quotas of Argentine meat. Between 1942-44 the USA tried to

obstruct Argentine imports of rubber from Bolivia and

(Washington, 1961), pp. 462-3.

! ¢f. J.S. Tulchin, Argentina and the United States: A
Conflicted Relationship (Boston, 1990), p. 82.

2 ¢f. C. Escudé, Gran Bretafia, Los Estados Unidos y la
Declinacién Argentina (Buenos Aires, 1986), pp. 322-29; A.

Lanis, De Chapultpec al Beagle: Politica Exterior Argentina
(Buenos Aires, 1984), pp. 24-32.

3 ¢f. C. Escudé, Gran Bretafia, especially pp. 322-29.
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Brazil, copper from Chile and tin from Bolivia !. Therefore,
Argentine difficulties in the external front, already made
acute by the war, were heavily reinforced by her conflict
with the USA. Only in the early fifties did bilateral
Argentine-US relations begin to normalize. The Eisenhower
government privileged a Cold War strategy in which the re-
incorporation of Argentina in the system of hemispheric
security was crucial 2. In addition, the economic policy
adopted by Perdén after 1952, and especially his favourable
attitude towards US investments in the o0il sector in
Argentina, encouraged the rapprochement between this country
and the USA 3. At the end of 1954 the Export-Import Bank

(Eximbank) provided to Argentina a loan of US$ 60 millions

! ¢f. In January 1944 a Brazilian Commercial mission
arrived at Buenos Aires in order to negotiate the supply of
rubber tires to Argentina. The USA were reported ’‘to place
every obstacle in the way of Argentina acquiring rubber
supplies from Brazil’. Cf. FO 371 37723: AS 144, 7 January
1944. Commenting on the US-Chilean copper 1limitation
agreement, Corden Hull stated that ’perhaps the greatest
advantage of the agreement from our point of view has been
a voice in the control of copper exports to Argentina’. Cf.
Secretary of State to Ambassador Bowens, Chile -

835.24/2445, Telegram, in Foreign Relations of the United
States, 1944 , V. VII (Washington, 1964), p. 706.

2 On the foreign policy of the Eisenhower administration
see S.G. Rabe, Eisenhower and Latin America: The Foreign
Policy of Anti-Communism (London, 1988). The change in
foreign policy already began in the late forties, when the
objective of promoting democracy was gradually abandoned in
favour of a policy based on security concerns. Cf. L.
Bethell, ‘From the Second World War to the Cold War’, in A.

Lowenthal (ed.), Exporting Democracy: The United States and
Latin America (London, 1991), pp. 41-70.

3 ¢f. 'Argentina Crisis: US Officials Favor Perén - But
Largely for Business Reasons’, The Wall Street Journal, 27
June 1955.
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to build a new steel mill and the USA began to consider this
country in her programmes of military assistance !. still,
for most of the period it was the conflict with the USA
which dictated, to a significant degree, the evolution of

Argentina’s foreign policy.
I.3. Post-War Bilateralism and Regional Agreements

Post-war Argentine international and regional policies
were dominated by her conflict with the USA and difficulties
in sustaining essential imports. The experience of the
forties reinforced this Argentine drive for autonomy and the
diversification of trade. Moreover, the international
context continued to look unpromising. Bilateral agreements
were the basic instrument used by most countries to regulate
trade and the ’‘dollar shortage’ remained a central problem
for Argentina and many Latin American countries, since most
imports could only be supplied by the USA during the period
of European reconstruction. The failure to return to full
convertibility in Europe (and particularly in the UK)
continued to pose the question of how to finance critical
imports of capital and intermediate goods from the dollar
area. The Argentine response to the constraints posed by the

world’s ‘dollar shortage’ was to deploy an intense

! ¢f. S.G. Rabe, Eisenhower and Latin America, p. 38.
See also J.C. Torre and L. de Riz, ’‘Argentina Since 1946/,
in L. Bethell (ed.), Cambridge History of Latin America,
vol. VIII (Cambridge, 1991), p. 89.
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diplomatic activity aimed at reaching bilateral trade and
payments agreements with European and Latin America
countries !'. In this strategy, as in the Pinedo Plan, Latin
America and particularly Brazil received considerable
attention. Argentina thus played a leading role in
encouraging regional trade in this period. Regional
agreements were seen as a form of increasing trade without
having to use hard currency. In addition, it was expected
that they would provide for Argentina an instrument to
extend her political influence in the region, and hence
reduce her vulnerability in the international system.
Argentine comparative higher development nourished
aspirations of regional leadership 2. The first half of the

fifties witnessed several initiatives launched by President

! For a review of the ‘dollar shortage’ debate of the

period see L.B. Yeager, International Monetary Relations:

Theory, History and Policy (New York, 1966), especially the
appendix to chapter 25). By the end of 1953 60 % of

Argentine trade was covered by bilateral agreements. Cf.
Bank of London and South America, Fortnightly Review, vol.
18, no. 448 (1953), p.789.

2 Oon the Argentine aspiration to increase her influence
in the region see FO 371 108793 AA 1021/1, 4 January 1954.
US observers pointed out that ‘Argentina’s international
aspiration includes a dominant position in Southern South
America, a position of leadership in Latin America and a
place in the word corresponding to somewhat inflated views
of national capabilities. To reach these goals, Perén
requires internal economic expansion, a free hand to assert
Argentine influence over neighbouring countries and foreign
support for Argentine pretensions in word affairs’. Cf. NIE-
91-54, 9 March 1954, Secret, in Foreign Relations of the
United States, 1952-55, vol IV (washington, 1983), p. 462.
See also section II for an analysis of the reactions
generated by the Argentine initiatives for ‘economic union’
with smaller neighbours.
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Perén with a view to promote economic integration with
neighbouring countries, for which he sought to obtain the
support of Brazil. Perén also expected to cooperate with
Brazil in the defence of the price of common primary
exports, like wool and leather !. Thus, a series of ’economic
union’ treaties with smaller neighbours were signed by
Argentina in 1953-4. In February 1953 the ’Santiago Act’
between Chile and Argentina was signed, aimed at
establishing a customs union 2. Subsequently, ‘economic
union’ treaties were signed with Paraguay (August 1953),
Ecuador (August 1953) and Bolivia (September 1954). These
agreements represented an attempt by Argentina at

diversifying economic and political relations in a context

! ¢f. letter from Luzardo to Vargas, CPDOC, Archive
Getilio Vargas (therefrom GV) 52.01.14, ‘Cartas’ (8), Buenos
Aires, 27 March 1952, pp. 4-5.

2 The 1953 treaty was expected to (i) stimulate trade
and industrialisation in both economies; (ii) gradually
reduce tariffs and other trade barriers; (iii) simplify
bilateral exchange controls; (iv) provide for the free
transit of goods towards third countries; (v) develop the
transport infrastructure. Cf. US State Department Central
Files, ’Economic and Financial Review, Second Quarter of
1953/, 855.00/7-1453, Desp. no. 38, 14 July 1953, in
Argentina: Internal Affairs, Microfilm, Decimal Numbers 735,
835 and 935 (Maryland, 1987). Although the composition of
trade between Chile and Argentina was basically made of
primary products, some modest steps were given in order to
promote industrial trade. A subsequent agreement signed on
19 July 1954 between metallurgic producers of Argentina and
Brazil were elevated to the Commissions of the Economic
Union Treaty with a view to including metallurgic products
in the exchanges 1list. The results were 1largely
disappointing, however, because obstacles remained in the
concession of import permits. Cf. ECLA, Estudio del Comercio
Inter-lLatinoamericano en 1954 y 1955: Situacién y
Perspectivas en 1956 (New York, 1956b), pp. 16-17.
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marked by geopolitical rivalry and the fragmentation of

international trade.

II. BRAZIL IN THE INTERNATIONAL ECONOMY, 1939-55

IT.1. The ’Special Relationship’

The situation of Brazil in the international system was
in relativer terms much more comfortable than that of
Argentina. First, Brazil held her most intensive commercial
links with the USA, which was the main market for coffee !,
Brazil’s principal export commodity. Tables III.1.B and

III.2.B show this more favourable position of Brazil.

1 A 1935 commercial agreement allowed Brazilian coffee
exports to enter free of taxes in the US market. Cf. ECLA,
Estudio del comercio Inter-Latinoamericano (New York,
1956a), p. 76.
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TABLE I11TY.1.B
BRAZIL,: MATN TRADE PARTNERS, 1934-55

Period S.A. Arg us Europe UK Germ Fran

1934-39

Average M 7.2 4.7 37.4 49.3 10.1 15.2 6.9
X 14.6 12.7 25 52.9 12.1 21 3.1

1940-45 .

Average M 18.1 10.8 49.7 23.4 14.3 - -
X 21.7 16.7 56.1 12.5 5.9 - -

1946-50 ’

Average M 11.6 7.9 45.8 34.4 8.6 0.8 3
X 11.4 8.4 49.7 28.6 10 0.5 2.4

1951-55

Average M 8.9 6.3 45.4 38.3 5.4 7.9 5.1
X 14.1 6.9 34.9 37.6 4.6 8.1 5.6

X = Exports to country or region of destination/total

exports.,

M = Imports from country or region of origin/total imports.
SA = South America.

Average = Arithmetic average for the period .

Source: Ministério da Fazenda. Diretoria de Estatistica
Econdémica e Financeira, Comércio Exterior do Brasil, Janeiro
a_Dezembro, 1934-38 (Rio de Janeiro, 1939); Instituto
Brasileiro de Geografia e Estatistica, Anu&rio Estatistico
do Brasil (Rio de Janeiro, various years).

Clearly, in comparison with Argentina, the distribution
of Brazil’s exports and imports was favouraﬁle. Considering
that between 1939 and 1955 the USA was the basic source of
capital goods supplies, the fact that Brazil undertook most
of her trade with the USA implied a higher potential for
acquiring the equipment she needed to sustain investment and
growth. The USA absorbed and supplied more than 40 % of

total Brazil’s exports and imports, respectively, since
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1940. This percentage was less than 20 % in the case of
Argentina. On the other hand, Table III.2.B shows that
Brazil suffered too as a result of the post-war ‘dollar
shortage’. If this deficit was set at a relatively higher
levels of imports from the USA than Argentina, they would
still be regarded as a source of external disequilibrium and

constraint on growth in post-war years.

TABLE III.2.B
BRAZIL: TRADE BAIANCE, SELECTED YEARS
(In Thousands of Cruzeiros)

Year SA USA Europe Total
1937 -395.8 536.3 =-152.0 -98.6
1938 -439.8 622.3 -328.3 -222.5
1942 688.4 429.3 1134.1 2851.1
1943 15.3 1025.5 1010.6 2335.4
1947 1142.8 -5761.1 2631.2 -1609.8
1948 776.9 -1489.0 1823.4 712.0

Source: Cf. Table III.1l.B.

The more favourable position of Brazil was not
restricted to trade matters. Brazil also developed friendly
political ties with the rising hegemon along the lines of
Baron of Rio Branco’s ‘unwritten alliance’ '. This had been
instrumental by the turn of the century in the peaceful
solution of disputes over the large Brazilian border with -

several Latin America countries. Brazil saw in the USA a

! The expression was coined by E.B. Burns, The Unwritten
Alliance: Rio Branco and Brazilian-American Relations (New
York, 1966).
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natural ally in her attempts to balance British influence
and contain Argentine aspirations of regional leadership in
Latin America. Close links with the rising hegemon would
yield substantial pay-offs for the Brazilian economy. In
effect, the USA adopted in the thirties a more favourable
stance towards with Brazil than that of the British with
respect to Argentina. In particular, as observed by Abreu,
the USA embraced a multilateral outlook on trade policy
which relieved the Brazilians from having to offer
preferential concessions !. As a British official at the Bank

of England put it:

’In Brazil, (US officials argued that) their position was as
dominating as ours in Argentina and they were pleased to
point out that they had deliberately refrained from
canalising trade and payments there as, they claim, we have

done in Argentina’ 2.

uUs ‘multilateralist’ approach towards Brazil persisted

despite the fact that Brazil was carrying out her trade with

1 ¢cf. M.P. Abreu, ’Argentina and Brazil During the
Thirties’, especially pp. 150-51.

2 ¢f. FO 371 2416, 22 January 1940. However, as
discussed, the enlightened hegemon view on US policy cannot
be extrapolated to the case of Argentina. The USA adamantly
resisted to 1liberalise imports of agricultural products
which could harm agricultural producers in the USA, as was
seen in the 1939-40 negotiations with Argentina. This
qualification should also be kept in mind in order to
understand conflict in the post-war trade system, especially
in temperate agricultural goods and textiles.
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Germany on a bilateral basis !. The June 1936 bilateral
treaty for compensated trade with Germany permitted Brazil
to obtain a market for her cotton exports - which the US
market could not absorb - and diversify her sources of
industrial goods and military equipment 2.

In the forties, the basic thrust of Brazilian external

1 It is a matter of debate whether US goodwill towards
Brazil was secured by Vargas’ ability to capitalise on
certain strategic assets (such as the vulnerability of the
Brazilian North East coast, during the war, the German
efforts to enlarge her influence on Latin America and the
Argentine enduring dispute with the USA) or was just the
'residual’ consequence of US efforts to consolidate a long-
term project of hegemony, cloaked in a multilateral approach
to commercial relations. For S. Hilton, ’Brazilian Diplomacy
and the Rio-Washington Axis During the World War Second
Era’, The Hispanic America Historical Review, vol. 59, no.
2 (1979), pp. 201-31, Vargas acted in a ‘machiavellian’
fashion giving false assurances to both, the USA and
Germany, in order to keep a highly profitable double
approach - bilateral and multilateral - to trade policy. G.
Moura, Autonomia na Dependéncia: A Politica Externa
Brasileira de 1935 a 1942 (Rio de janeiro, 1980), especially
p. 63, highlights the ability of Vargas in maintaining a
‘pragmatic equidistance’ which allowed him to secure
concessions from both rivals. M.P. Abreu, ’‘Anglo-Brazilian
Economic Relations’, suggests, on the contrary, that Vargas
obtained in fact very 1little additional bargaining power
from his German connection and emphasises instead the role
played by the US 1long-term objective of consolidating
multilateralism and containing Argentina.

2 The tolerance of the USA with Brazil’s German
connection was resented by the opposition to Vargas. A
former member of the Brazilian Treasury Delegation in the
USA complained in a personal letter to Corden Hull: ‘From
1937 to 1940 the USA saw Germany leap to first place in the
Brazilian market. (...) It saw Brazil buying arms and
munitions in Berlin with the gold collected for coffee sold
in New York. Impassably, the USA almost begged pardon to the
Brazilian dictator for his provocations’. Cf. FO 371 37889
AS 4545/36/54/6, 26 August 1944.Cf. See also G. Moura,
Autonomia na Dependéncia, pp. 91-91. Commercial links with
Germany were subsequently terminated when the British
imposed a naval blockade.
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policy was to obtain US support for her process of economic
development in exchange for cooperation with US strategic
objectives, namely the war effort and the consolidation of
the pan-American system !. The firm support given by Brazil
to the USA during the war placed her in the position of
privileged recipient of US economic and military aid.
Priority in the supply of o0il and capital goods, credits
from the Eximbank for the construction of the Volta Redonda
integrated steel mill, the favourable Inter-American Coffee
Agreement of 1940, military support and financing for
investments in infrastructure, were among the advantages
that Brazil obtained from her wartime cooperation with the
USA. In the mid-forties, Brazil obtained the same priority
as the UK in the distribution of o0il supplies. Volta Redonda
received from the US government the same treatment regarding
the provision of capital goods as that of new steel projects
in the USA herself 2.

The ’special relationship’ with the USA and distant-
relations with the problematic Argentina was naturally the

most convenient policy for Brazil in this context. This

! This cooperation included the construction of military
basis with U.S. personnel in the North East (April 1942),
the declaration of war to the axis (August 1942) and the
dispatch of Brazilian troops to the Italian war theatre by
the end of 1944.

2 cf. C. Escudé, La Argentina Versus las Grandes
Potencias: El Precio del Desafio (Buenos Aires, 1986), pp.

158-82; A. Hurrell, ’‘The Quest for Autonomy: The Evolution
of Brazil’s Role in the International Economy’, unpubl. PhD
diss., University of Oxford, 1986, p. 31. (1986), p. 31.
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policy persisted even after the transformation of the
international conditions with the end of the war. After 1945
there was a decrease in the consideration that the USA had
placed on Brazil and a reversal of the high expectations
that Brazil held about her role in the new post-war
international order !. The USA would adopt an increasingly
less sympathetic appraisal to Brazil’s requests for
financial and political support. As a global power, facing
military and economic demands in many other parts of the
world, the USA placed Latin America in a 1low priority
position in her agenda. Latin America appeared as a region
in which US hegemony was uncontested. Yet this change in
Brazil’s position was not immediately perceived 2. The Dutra
administration (1946-1950) did not introduce relevant
changes in the orientation of the earlier Vargas’ policies
(1930-1945) on the external front, assuming that Brazil
continued to be a ’special case’ in Latin America. It was
believed that US support for Brazil would continue to come,

stemming from a solid political association 3. These

! ¢f. A. Hurrell, ’‘The Quest for Autonomy’, p. 60.

2 1t has been argued by G. Moura, ‘Brazilian Foreign
Relations 1039-50: The Changing nature of Brazil-United
States Relations During and After the Second World War’,
unpubl. PhD diss., University of London, 1984, that policy-
makers suffered from a misperception of where Brazil’s true
international interests laied after the war.

3 ¢cf. P. Malan, ’'Relagdes Econdmicas Internacionais do
Brasil, 1945-64’, in B. Fausto (ed.), Histéria Geral da

Civilizacdo Brasileira: O Brasil Republicano, Economia e
Cultura, vol. III (Sao Paulo, 1984), p. 63. :
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expectations on the continuity of US support for Brazil’s
development were still entertained by Vargas at the
beginning of his second presidency. They seemed to be
confirmed by the installation of the Joint Brazil-USA
Commission in July 1951 !, which should elaborate development
projects to be financed with US support. However, no
significant new funding became available. In 1953 the new
Republican administration made it clear that it was not
prepared to commit large sums of US public capital in
development projects in Latin America. The Eisenhower
government insisted instead on the role to be played by
private foreign investments in Latin America. The USA
believed that sound economic policies in Latin America would
be discouraged by large inter-governmental 1loans. Thus,
during his second presidency Vargas was confronted by a
completely different situation to that of his first
presidency. The ’special relationship’ had been severely

eroded 2. The outbreak of the Korean War did not lead to an

1 The Joint Brazil-US Commission had been created in

December 1950.

2 This process was observed by US analysts with growing
concern: ’‘In recent years, US-Brazilian relations have been
impaired by growing Brazilian nationalism, which has
produced friction in both economic and political-military
affairs.(...) In particular, Brazil feels that the US
economic and financial assistance to Brazil has not been
commensurate with Brazil’s past services and present
strategic importance to the USA, and with Brazil’s value to
the USA as a moderating influence in Latin America and
United Nations affairs’. Cf. ’National 1Intelligence
Estimate’, Secret, 86, 4 December 1954, in Foreign Relations
of the United States, 1952-55, p. 643.
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enlargement of Vargas’ leverage with respect to the US - nor
did it provide the enduring boost for primary exports that
Perdén had been anxiously awaiting. Brazil would expect much
less from cooperation with the USA and the normalisation of
Argentine-US relations made cooperation with Argentina less
conflictive. This facilitated a convergence of interests by
Argentina and Brazil after 1955, which would play a
significant.role in the integration efforts of the 1late

fifties.

IX.2. Brazil and Argentina

From a Brazilian standpoint, the reiationship with
Argentina was the resultant of two conflicting forces: (a)
regional rivalry, alignment with the USA and domestic
political opposition to collaboration with the Peronist
regime worked in different moments to set the two countries
apart; (b) Brazil’s quest for strengthening her position in
the hemispheric system and sustaining trade led her to seek

cooperation with Argentina.

(a) Regional rivalry, alignment with the USA and

domestic opposition to collaboration with Perédn

Regional Rivalry. Argentina represented Brazil’s
principal rival in the quest for political and economic

influence in Latin America. Although some diplomatic
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initiatives had been taken earlier in the century to
establish new bases of understanding between the two
countries !, mutual suspicion and rivalry prevailed in the
conflictive context of the forties 2. First, Argentina
regarded with suspicion the close cooperation between Brazil
and the USA since she feared that this would shift the
balance of power in Latin America in favour of Brazil. Such
a concern was in fact a central issue in the letter that the
Argentine Foreign Minister sent to Corden Hull with a view
to normalising Argentine-US relations 3.

Secondly, Argentine approaches to small neighbouring

! saenz Pefia payed a visit to Brazil in 1910 with the
aim of establishing a ‘Pacto de Cordial Inteligencia’. In
1915 the so-called ‘ABC Treaty’ was signed by Argentina,
Brazil and Chile. This intended to set up a cooperative
framework for dealing with international problems in the
region. The Argentina Chamber of Deputies would subsequently
fail to ratify the treaty. Cf. L. Moniz Bandeira, O Eixo

Argentina-Brasil: O Processo de Intedgracao na América Latina
(Brasilia, 1987), p. 20.

2 Rivalry between the two countries began in the
colonial times, in the shape of the struggle between the
Spanish and Portuguese Empires in Latin America. A
comprehensive study of Argentina and Brazil political
relations is provided by L. Moniz Bandeira, Estado Nacional
e Politica Internacional na América Latina (Brasilia, 1993).
An account of the different moments of cooperation and
rivalry in bilateral political relations can be found in H.
Jaguaribe, ’'Brasil-Argentina: Breve Andlisis de 1las
Relaciones de Conflicto Y Cooperacién’, Estudios
Internacionales, no. 57 (1982), pp. 152-3.

3 storni asked in his letter for the ’‘urgent provision
of airplanes, spare parts and machinery to restore Argentina
to the position of equilibrium with respect to other Latin
American countries /. Cf. R.A. Humphreys, Latin America and
the Second World War, vol. II (London, 1982), pp. 152-3. On
the arms embargo to Argentina, see R.A. Potash, The Army and

Politics in Argentina, 1945-62: Perdn to Frondizi (London,
1980), pp. 76-77.
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countries were seen elsewhere as attempts to establish an
hegemonic position in the region. From 1943 Brazil
endeavoured to secure a more significant economic and
political presence in the region, largely as a reaction to
Argentine inroads in Latin America !'. This was heightened by
the Bolivian coup of December 1943, which seems to have
counted on Argentine support 2. In particular, hegemonic
ambitions were attributed to the economic union treaties
that Argentina had signed with Chile, Paraguay and Ecuador

in 1953-54 3. During the visit of the Chilean Foreign

! In May 1943 Brazil conceded important benefits to

Paraguay which then had much closer ties with Argentina.
Cooperation included a loan for public works in Paraguay.
Paraguay and Bolivia were regarded as ‘the diplomatic battle
field between Argentina and Brazil’. Cf. Archives of the
Ministry of Foreign Affairs of Uruguay, Biblioteca Artigas
(therefrom MFA-BA), Ambassador Gutierrez to Foreign
Minister, Box 61 - Brasil, Rio de Janeiro, 24 May 1943
(author’s translation). See also Moniz Bandeira, Estado
Nacional, p. 68.

2 cf. R.A. Humphreys, Latin America, p. 122.

3 Reactions in Brazil to the economic union treaties
were ‘of repudiation to the expansionist  tendencies
associated with the so-called doctrina justicialista’.
Itamaraty was also expected to endeavour to ‘limit the
Argentine action in neighbouring countries and to persist in
its pan-American policy’ (author’s translation). Cf. MFA-BA,
Ambassador Pittaluga to Foreign Minister, Box 101 - Brasil,
Section 1a, no. 5/53, C.9/953, Confidential, Rio de Janeiro,
4 March 1953. Uruguay - who faced a serious diplomatic
conflict with Argentina at that time (see on this point
chapter V) - was highlighted in a polemic speech delivered
at by UDN senator Assiss de Chateaubriand, who suggested
that Brazil should approach this country in order guarantee
the ’sovereignty of the Uruguayan democracy, so much
threatened by Argentina’ (author’s translation). Cf. MFA-BA,
Box 101 - Brasil, Section 1l1la, N.4/53, 518/953, Ambassador
Pittaluga to Foreign Minister, Rio de janeiro, 17 August
1953.
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Minister to Brazil in March 1953, Chilean diplomats hastened
to emphasise that the economic wunion agreement with
Argentina had only economic objectives and therefore it had
not implied the formation of any kind of political bloc l.

Finally, power competition with Argentina strongly
affected Brazil’s views of bilateral trade relations. In
particular, the opposition to Vargas maintained a vigilant
attitude as regards trade with Argentina. In 1949, a secret
report by UDN (National Democratic Union) senator from
Alagoas, Arnon Collor de Mello, alleged that Brazil’s trade
with Argentina had contributed to strengthen Perén’s
position. In his view, by doing so Brazil had been
unconsciously helping her likely enemy in a future war 2. In
sum, power competition shaped the hostile response that
Argentina’s initiatives at regional integration elicited
from Brazil and the USA. Concurrently, Argentina regarded
with suspicion Brazil’s alliance with the USA and the anti-

Argentine campaign sponsored by the UDN press. The’

1 In the words of the Chilean Ambassador in Rio de

Janeiro: ’My country needs a commercial association with all
these countries which could complement her economy with a
view to enhancing progress and welfare. The recent visit of
President Perdén to Chile (...) had the objective of studying
agreements of an exclusive economic nature. All that has
been said denying this objective is completely baseless’
(author’s translation). Cf. Correio da Manhd, Rio de
Janeiro, 12 March 1953.

2 ¢f. L. Moniz Bandeira, Estado nacional, p. 66. This
behaviour corresponds to that predicted by A. Hirschman in
a context of power competition, namely the effort to
increase the influence over smaller neighbours and to reduce
exposure to trade disruption by the hegemonic rival.
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implications of this friction for bilateral cooperation will
be addressed in more detail later, within the context of the
conflict between Vargas and the UDN.

Brazil’s alignment with the USA and US Policy Towards
Argentina. Besides regional rivalry, Brazil’s resistance to
closer cooperation with Argentina was aimed at avoiding a
clash with the  USA. This was related to US opposition to
regional economic integration in Latin America. The USA
regarded with hostility Argentine initiatives at forming
economic unions with other Latin American countries. For the
USA, the brand of regionalism promoted by the Peronist
regime could lead to a weakening of the pro-Western stance
of Latin America - a fear that grew with Perén’s ‘third
position’ in the context of the Cold War !. In the case of
Europe the USA encouraged the process of economic
integration with a view to strengthening the economies of
crucial allies, threatened by the Soviet Union. In Latin
America, she had no compelling reasons for adopting a
similar policy %. First, the Soviet challenge was perceived
as less serious in Latin America. Secondly, economic
integration in Latin America was being sponsored by a
’'trouble-maker’ (Argentina) whose intention, allegedly, was

to create a ’Southern Bloc’ opposed to the inter-American

' ¢f. 611.35/6-2352, Secret, 1 March 1952, in Foreign
Relations of the United States, 1952-54, vol. IV, p. 405.

? See on this point the interesting analyses of C.
Escudé, El Precio del Desafio, pp. 133-412.
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system !. Hence, political friction between the USA and
Argentina created a negative climate for intra-Latin
American cooperation.

The form in which financial aid was provided by the USA
also affected the Latin American assessment of costs and
benefits from regional cooperation. In Europe, US
reconstruction aid was channelled thréugh an inter-European
body (the Organization for European Economic Cooperation,
OEEC) which contributed to enhance regional economic
coordination. The financial support provided by the USA to
the constitution of the European Payments Union also
encouraged regional trade. Conversely, aid to Latin America
was provided on bilateral basis, thereby reinforéing
competition among the Latin American countries for obtaining
support for their own national development projects, with no
regard to a regional dimension 2. Already in June 1954, the
Director of the Foreign Operations Administration of the USA

observed that the

’‘Latin America countries want to move in a regional
direction and have more regional relationships of an
economic nature’, and that ‘our government has had a firm

position against such a move. (...) our discouraging such a

1 ¢f. FO 371 108793 AA 1021/1, 4 January 1954; and FO
371 108796 AA 1041/1, 20 January 1954.

2 cf. J. Grunwald et al, Latin American Integration and
US Policy (Washington, 1972), p. 92.
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development would create an unfavorable attitude because
they know of the successful regional development in Europe

on an economic basis’ !.

US mainstream policy’would continue to be that of providing
bilateral finance to individual country’s development plans,
analyzed case by case. Only by the beginning of the sixties
would US policy experience a change in favour of a more
supportive approach.

It is then hardly surprising that Brazil assessed the
costs of closer cooperation with Argentina as very high. To
the extent that this could be seen as a departure from her
alignment with the USA, this could alienate US support for
Brazil. In addition, Argentine-US rivalry was favourable fér
her strategic interests. An alliance with the hegemonic
power in order to contain a regional rival - which at that
time displayed higher 1levels of economic development -
looked naturally appealing for Brazil. The smooth working of
this alliance required to confine, within narrow limits,vthe
Latin American policy of Brazil, which should be
subordinated to the inter-American approach 2. This

contributes to an understanding of why Brazil did not

1 ¢f£. ’Minutes of the Meetings Held in the Executive
Office Building’, MSA-FUA, Director’s files, FRC 56 A 632,
Confidential MISC/RH-47, 21 June 1954, in Foreign Relations
of the United States, 1952-54, p. 323.

2 See on this point M. Hirst, O Pragmatismo Impossivel:

A Politica Exterior do Segqundo Governo Vargas (Rio de
Janeiro, 1990), p.22-23.
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sponsor any policy for regional integration of her own in
the period before 1955.

Domestic Political Variables. Although a consensus in
favour of economic cooperation with Argentina had never
existed in Brazil, it became a central issue of debate
between 1951 and 1954 !. The UDN, the main opposition party
to President Vargas, regarded in Perén’s Argentina the same
type of authoritarian leadership and statist econonmic
policies it was fighting at home. Vargas’ Labour Minister
Jodo Goulart was considered the 1link between Labourist
politicians in Argentina and Brazil. He was charged with the
intention of coopting labour unions in order to follow in
the steps of Perdn. UDN leaders therefore firmly 6pposed
cooperation between the two governments, which they
considered would reinforce the anti-liberal features of the
Vargas regime 2. In addition, the various political
compromises assumed by Vargas with a view to broaden his
basis of support led to the coexistence of conflicting views

within the government itself. This made it more difficult to

1 ¢f. M. Hirst, O Pragmatismo Impossivel, p. 38, has
observed that ’‘in no other moment in contemporary Brazilian

history had the relations with Argentina generated such a
great internal political mobilisation’ as in the first
months of 1954. ‘Peronism was characterized as a major
threaten which could distress both the internal order and
the international commitments of Brazil’ (author’s
translation).

2 The UDN even accused Vargas of having received a
funding from Perdn for his electoral campaign. Meanwhile,
the Peronist press in Argentina openly voiced its preference
for Vargas candidacy. Cf. L. Moniz Bandeira, Estado
Nacional, pp. 71-2.
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implement any coherent foreign policy strategy 1. Domestic
feuds in Brazilian politics, within and outside- the
government, had 1left Vargas practically immobilized
respecting a more open and firmer cooperation with Perén.

This point is clearly illustrated by the confused
episode involving Vargas and Perdén in relation with the
Argentine-Chilean Treaty of Economic Union of October 1953
(the "santiago Act"). The Treaty was criticised in Brazil on
the grounds that it went against the idea of pan-American
unity - in other words, it was seen as hostile with respect
to the USA. In turn, in a confidential conference given at
the Argentine National War School in November 1953, Perén
reacted to these criticisms making a strong attack on
Itamaraty and Vargas. Perén affirmed in his speech that
Vargas had indeed privately given his support to a Southern
economic union and had promised to join Argentina and Chile
as soon as political conditions in Brazil were more

propitious to the initiative 2. The subsequent leaking and

1 Thus, Vargas nominated Baptista Luzardo, a close
friend of both Perdn and Vargas, as Ambassador in Argentina.
At the same time, he nominated Joao Neves da Fontoura, a
political enemy of Luzardo and firmly opposed to cooperation
with Argentina, as Foreign Minister. Luzardo’s diplomatic
activities in Buenos Aires were under continuous attack by
those associated with Neves da Fontoura. Cf. for instance
letter from Neves da Fontoura to Vargas, CPDOC GV,
’Correspondéncias’ (15) 52.01.13/3, Rio de Janeiro, 17 March
1952 and letter from Luzardo to Vargas, CPDOC GV 52.08.22/2,
Buenos Aires, 7 August 1952.

2 It seems that Argentina did invite Brazil to
participate in the economic union treaty with Chile, and
this received a sympathetic consideration by Vargas.
Contacts were carried in confidentiality through Ambassador



99
publication of this conference by Argentines exiles in
Montevideo provoked a political storm against Vargas, for
what was seen as his secret dealings with the Argentine foe
1, Particularly revealing was the so-called ’Jodo Neves
Accusation’, an interview given by the former Minister Joédo
Neves to the O Globo newspaper of Rio de Janeiro 2. In the
interview, Neves accused President Vargas of ambiguity in
his foreign policy and stated that only his presence at the
head of the Ministry had prevented Vargas from entering into
a full understanding with Perén. It is also interesting to
note that even Vargas’ supporters limited their defence to
jﬁst denying the existence of conversations between the two
Presidents, without addressing the point of whether
cooperation with Argentina could in fact be instrumental in
furthering Brazil’s interests in the international economy

3

Luzardo in Buenos aires, a personal friend of both Vargas.
and Perdén. Cf. A. Lanis, De Chapultepec al Beagle, pp. 286-
88.

! Anti-peronist feelings in Brazil were so strong that
this alleged connection between Vargas and Perdn was used
again in September 1955 in an attempt to discredit Vargas’
political heirs, Kubitschek and Goulart. Cf. FO 371 114027
A 1041/1, Confidential, 30 September 1955.

2 0 Globo, 4 April of 1954. Jodo Neves left the Ministry
of Foreign Relations in June 1953, when he was substituted
by Vicente Rao. Vargas then also nominated Jodo Goulart for
the Ministry of Labour and Osvaldo Aranha for the Economic
Ministry.

3 This point was made by H. Jaguaribe, ‘A DenlGncia de
Joao Neves’, Cadernos de Nosso Tempo, vol. 1, no. 2 (1954),
pp. 83-100. In his remarkable analysis of the Jodo Neves’
‘accusation’, Jaguaribe offered a broad discussion of the




100

These cleavages in Brazilian politics contributed to
the cool reception that Perdén’s initiatives had in Brazil.
Looking only at the structural variables it could have been
expected that cooperation with Argentina had reached higher
levels after 1953. By then it was already clear that
Brazil’s special relationship with the USA had come to an
end. In addition, the rapprochement between Argentina and
the USA after 1952 weakened the basis of Brazil’s former
foreign policy. Cooperation in the early fifties would have
been much 1less costly than in the forties. Systemic
constraints had been eased while mounting economic
difficulties made cooperation more attractive. However, the
internal dynamics of Brazilian politics made cooperation
with Argentina problematic. Bilateral relations had become
a significant internal political issue because domestic
opposition to Vargas associated cooperation with Argentina

with a reinforcement of Vargas’ populist policies.

(b) Brazil’s quest for strengthening her position in

the hemispheric system

The advantages of the special relationship with the USaA
was qualified by Brazil’s fears of too great a dependence on

the USA. Moreover, Brazil considered that her strategic

convenience of closer political and economic cooperation
between Brazil and Argentina, and set forth many ideas that
would reappear later in the ’New Foreign Policy’.
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importance for the USA depended in part on her capacity to
play the role of mediator between the USA and Latin America
countries. This strategy was stated by Brazilian diplomats

in the following terms:

’In the American continent, the economic asymmetry between
the USA and Latin American countries and the singular
position of Brazil as an intermediate between the two
extremes, are the basis for the definition of Brazilian

policy 1.

Such a role demanded mollifying Argentine resistances to
Brazil’s regional initiatives and securing a respectful
consideration from other Latin America countries. Some
ambiguity ir; the Brazilian position was therefore inevitable
in order to make compatible the condition of ’prindipal
ally’ of the USA and that of ‘honest broker’ in Latin
America affairs; Both dimensions of Brazil’s foreign policy
were related and demanded a delicate balancing act by
Brazilian diplomats.

Several pieces of evidence confirm this view about
Brazil’s regional and Themispheric policy. It was

particularly apparent in the episode of Brazil’s decision to

1 ¢f. Archive of the Ministery of Foreign Affairs of
Brazil, Itamaraty Palace, Brasilia, Centro de Documentcao
(therefrom CDO), ’Expedidos Diversos no Exterior: Instrugdes
para a Delelgagao Brasileira a Conferencia Econbmica da
OEA’, Confidential, 13 August 1957 (author’s translation).
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grant diplomatic recognition -~ despite US efforts to prevent
such a move - to the Argentine government which emerged from
the coup of June 1943. Brazil sought to prove her autonomy
regarding the USA and gain the sympathy of Argentina and
other Latin America countries, thereby reinforcing what she
saw as her role of ’‘chief 1link’ between the USA and Latin
America !. At the beginning of 1946, US Ambassador Berle
would complain about what he considered ’Vargas’ inescapable
habit of playing both ends against the middle, whereby,
while working closely with us, he likewise maintained close
connections with Argentina’ 2. Talking to Uruguayan
diplomats, Brazilian Foreign Minister Velloso observed that

Brazil

’‘would follow US policies towards Argentina, but within

! The British ambassador in Rio observed that ’in the

first days after the revolution (the military coup in
Argentina) the Brazilian ambassador was enthusiastic in his
praise of the new regime and it seemed that the Brazilian
government thought the opportunity a good one to assert
dramatically its independence of the USA’. Cf. FO 371/
33598, 10 June 1943. In a private conversation with British
diplomats, the Brazilian Foreign Minister Osvaldo Aranha
emphasised the gains accruing to Brazil from an early
recognition of the Argentine government: (i) proved that
Brazil was really South American; (ii) obtained the sympathy
of the Argentines; (iii) would stimulate Argentine
cooperation in continental affairs; (iv) showed to the USA
that Brazil remained ’‘the chief link’ between them and South
America; (v) it ‘’assisted in consolidating Brazilian
leadership in the region’. Cf. FO 371 33589 A 6952, 27 July
1943. It should also be recalled that Aranha, along with
Pinedo, played a key role in the 1939-41 rapprochement
between Argentina and Brazil.

? cf. Telegram, 835.0012-2546, Secret, 25 February 1946,
in Foreign Relations of the United States, 1946, p. 223.
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certain 1limits, which would not include (...) the
application of economic sanctions nor adopting measures

which could made difficult cordial relations in the future’

1

A similar attitude can be observed in the case of President
Dutra’s favourable opinion about the Argentine presence at
the Rio de Janeiro Conference on hemispheric security 2.

Moreover, this view seems to have been widespread among

! ¢f. MFA-BA, ’‘Entrevista con el Ministro de Relaciones
Exteriores Sr. Velloso Sobre la Reciente Nota Argentina’,
Box 31-3 - Brasil, 596/944, 12 November 1944 (author’s
translation). Moreover, Brazil resented the so centralised
control that the USA exercised over certain Brazilian
exports during the war. Osvaldo Aranha is reported to have
expressed ’‘in confidential terms that he was opposed to the
control mechanisms through which the USA managed the
distribution of quotas for rubber and rubber tires. These
mechanisms are heavily centralised in Washington’ (author’s
translation). Cf. letter from Ambassador Gutierrez to the
Foreign Minister, MFA-BA, Box 31-4 - Brasil, 249/943, Rio de
Janeiro, 22 June 1943.

2 cf. FO 371 61157 AS371/371/2, 7 January 1947. In May
1947 Presidents Per6n and Dutra met at the border city of
Uruguayana, where they inaugurated an international bridge
and signed agreements on border trade and transportation.
Dutra himself was criticized by Lacerda after his meeting
with Perén. Lacerda (who seems to have been haunted by fears
of ’secret pacts’ between Brazil and Argentina) feared that
Dutra had assumed the commitment to give political support
for Argentina in exchange of Argentina wheat. Cf. MFA-BA,
Box 76 - Brazil, 367/947-l1la, Strictly cConfidential, 6 June
1947. P.R. Almeida, A Diplomacia do Liberalismo Econdmico:

As Relacdes Internacionais do Brasil Durante o Governo Dutra
(Sao Paulo, 1991) offers substantial evidence that  the

change in foreign policy prompted by Dutra was less dramatic
than usually suggested in the bibliography.
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Brazilian diplomats !'. Efforts to mediate were not limited to
the conflict Argentina-USA. Brazil also made a frustrated
attempt to mediate in the conflict between Argentina-Uruguay
of the early fifties in order to stop the stream of economic
sanctions then imposed by the Argentines 2.

The two directions mentioned in Brazil’s foreign
economic policy were not contradictory. They reflected the
idea that strengthening Brazil’s position in the region
would contribute to the ’special relationship’ with the USA.
on the other hand, this implied keeping bilateral relations
with Argentina within limits acceptable to the USA. A move
towards a broad understanding with Argentina would have
aroused suspicions in the USA and hence compromised Brazil’s
priority objective of maintaining the ’'special

relationship’.

! Even Jodo Neves da Fontoura, who strongly criticized
the 1953 Argentine initiative to form an economic union,
expressed to US ambassador Byrnes the view that ‘Argentina
could not be left outside of the pan-American system and
that the USA should give more attention to the attitudes and
opinions of the neighbours of Argentina’ (author’s
translation). Cf. MFA-BA, ’‘Politica Internacional vy
Americana’, Box 71 - Brazil, Section 1l1la, 17, 834/946, 10
December 1946.

2 cf. letter from Neves da Fontoura to Vargas, CPDOC GV
52.01.14, Rio de Janeiro, 14 January 1952. On the Argentine-
Uruguayan conflict see chapter V.
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ITT. THE EVOLUTION OF BILATERAL TRADE

A critical factor among the determinants of cooperation
are the gains from trade. For two neighbouring countries
which present a 1large complementarity in agricultural
production, trade is a powerful incentive for cooperation.
Trade brings about welfare gains that governments balance
with the political influence of affected domestic interests.
Three variables will be used in order to assess the role of
bilateral trade in shaping cooperation policy: (1) the rates
of growth of bilateral trade as compared with that of total
trade; (2) changes in the structure of bilateral trade; (3)
the constraints on the expansion of trade imposed by the yet
low degree of industrialisation achieved by Argentina and

Brazil at the time.
IIX.1l. Rates of Growth of Bilateral trade

Two principal periods in the evolution of bilateral
trade are easily identified in table III.3. During Second
World War (1939-45) bilateral trade expanded steadily as a
result of the collapse of traditional markets and suppliers
in centre economies. In the early post-war period (1946-55)
this dynamism receded, although trade in constant dollars in
the triennium 1953-55 was three times higher than in 1934-

36.



106

TABLE IIY. 3
BRAZIL: BILATERAL TRADE WITH ARGENTINA, 1934-60
(In Millions of Constant US$ Dollars of 1946-47)

Year Balance Exports Imports
(1)=(2) (1)* (2) **
1934 -25.6 28.1 53.7
1935 -30.9 25.3 56.3
1936 -47.6 24.9 72.5
1937 -52.9 29.0 82.0
1938 -41.8 26.0 67.9
1939 -10.1 33.7 43.9
1940 -15.8 36.9 52.8
1941 3.8 58.6 54.7
1942 21.6 82.8 61.2
1943 -23.1 64.0 87.1
1944 -11.9 116.4 128.4
1945 =-25.4 113.3 138.8
1946 27.1 93.9 66.7
1947 32.7 113.5 80.8
1948 31.1 107.3 76.2
1949 -31.6 85.0 116.7
1950 -25.8 73.6 29.4
1951 -5.5 101.7 107.3
1952 52.6 86.3 33.7
1953 -98.0 69.9 168.0
1954 -4.5 90.6 95.1
1955 -46.9 90.3 137.3
1956 -10.4 56.8 67.3
1957 11.0 87.5 76.5
1958 15.9 89.7 73.8
1959 -51.8 35.9 87.8
1960 -32.6 46.8 79.4

* Exports of Brazil to Argentina, FOB prices.
** Imports of Brazil from Argentina, CIF prices.

Source: Cf. Table III.1.B. Prices in US$ constant dollars
calculated by wusing US wholesale index, United States,
Department of Commerce, Historical Statistics of the United
States (Washington, various years).

Table III.4 shows the expansion of Argentine and
Brazilian exports to each other and to the rest of the

world. In the case of Argentina, trade grew at higher rates

with Brazil than with the rest of the world in any of the
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sub-periods considered, namely 1934-39, 1940-45, 1946-50 and
1951-55. In the case of Brazil, the role of the regional
market was less stable and a significant change'took place

after the war.

TABLE TTT.4

EXPORTS BY DESTINATION: YEARLY RATES OF GROWTH
(In percentage) *

Average 1934-9 1940-5 1946-50 1951-55 1934-55
Total Arg 0.03 5.5 -3.3 0.6 1.9
Arg to Bra 1.3 10.9 7.0 4.7 2.7
Total Bra 0.9 16.1 6.7 -10.1 9.4
Bra to Arg 3.3 21.1 -7.5 -1.9 7.2

* Calculated from Exports and Imports in US$ Constant
Dollars of 1946-47.

Total Arg = Total Exports of Argentina.
Total Bra = Total Exports of Brazil.

Arg to Bra = Exports of Argentina to Brazil.

Bra to Arg = Exports of Brazil to Argentina.

Source: Cf. Tables III.1.A, III.1.B and United States,
Department of Commerce, Historical Statistics of the United
States. '

Brazil’s exports to Argentina grew at an especially
impressive rate during the war and her participation in the
Argentine market rose from an average of 5.2 % in 1936-8 to
an average of 24.5 % in the period 1942-44. She became the
principal source of Argentine imports in 1943. The trend was
reversed after the war and Argentina lost ground in Brazil'’s
total trade. This probably did not reduce Brazilian

commercial interests in Argentina, however, as the ‘dollar

shortage’ reinforced the interest in diverting imports away
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from the dollar area and - as will be shown later - this

provided an incentive for cooperation in trade and payments.
I1I.2. The Structure of Bilateral Trade

The important place that Argentina occupied as a source
of Brazilian imports is largely explained by her critical
role as a supplier of wheat. Argentina was almost the
exclusive source of wheat imports for Brazil until 1950.
After 1950 the USA became a significant competitor for
Argentina in the Brazilian market due to the highly
favourable (subsidised) terms provided by Public Law 480.
Moreover, the crop failure of 1952 in Argentina severely
reduced her exports of wheat to Brazii. This was reflected
in the fall of the Argentine participation in the Brazilian

market by the end of the period.
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TABLE ITTI.5
BRAZIL: IMPORTS OF WHEAT, 1937-55

Average From Argentina - Total Argentina/total
(Millions of US$ Dollars) (Percentage)

1937-39 36.2 36.7 99

1940-45 39.9 40.1 99

1946-50 62.8 70.1 89.6

1951~-55 66.6 122.1 54.6

1956-60 63.0 107.0 61.7

Source : Cf. Table III.1l.B.

Despite this fall, wheat continued to be the backbone
of the Argentine exports. This dominant role of wheat
reflected in a 1low degree of diversification of the
Argentine export structure (cf. table III.6). Brazil, on the
other hand, exported to Argentina a wider range of products,

especially during the war (cf. Table III.7).
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TABLE III.é6
BRAZIL: COMPOSITION OF IMPORTS FROM ARGENTINA
(Percentage of Total Value of Imports from Argentina)

Year I II III Iv
1938 .o 4 94 2
1939 .o 6 92 2
1940 .o 3 95 3
1941 .o 5 89 6
1942 .o 11 83 6
1943 .o 14 80 6
1944 .o 12 83 53
1945 1 6 89 4
1946 2 9 82 7
1947 .o 3 93 4
1948 .o 2 96 2
1949 1 2 96 1
1950 .o 3 96 1
1951 .o 4 94 1l
1952 2 7 89 2
1953 .o 1 97 2
1954 .e 2 94 3
1955 .o 1 98 1
1956 . 3 94 3
1957 . 1 . 95 3
1958 .o .o 97 2
1959 .o 1 98 1
1960 . 1 96 3

I = Live Animals
II = Raw Materials
III = Food

IV = Manufactures

Source: Instituto Brasileiro de Geografia e Estatistlca,
Anuario Estatistico do Brasil (Rio de Janeiro, various
years) and R. Fonseca, ‘O Intercambio Brasil-Argentina e o
Comércio Intra-Industrial’, Master Dlssertatlon, Pontificia
Universidade Catélica, Rio de Janelro.
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TABLE IIT.7.
BRAZIL,: COMPOSITION OF_ EXPORTS TO ARGENTINA
(Percentage of Total Value of Exports to Argentina)

Year I II III IV
1938 .o 26 72 2
1939 . 30 61 10
1940 . 30 49 21
1941 .o 42 28 30
1942 .o 33 20 47
1943 .o 40 25 35
1944 - 36 22 42
1945 .o 37 20 43
1946 .o 49 28 23
1947 . 37 28 35
1948 .o 52 29 19
1949 .o 50 25 26
1950 .o 30 56 14
1951 .o 47 44 9
1952 .o 47 47 3
1953 .o 25 74 1
1954 .o 17 81 2
1955 .o 39 56 4
1956 .o 26 71 2
1957 .o 44 55 .o
1958 .o 39 60 1
1959 . 49 48 2
1960 .o 47 49 3

I = Live Animals
II = Raw Materials
III = Food

IV = Manufactures

Source: Cf. Table III.6.

Oon average, during 1940-45 and 1947-50, 36.3 % and 23.3
% of Brazilian exports to Argentina were manufactures,
respectively. As a result, the interest of Brazilian

industrial exporters in the regional market grew
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consistently in this period !. Brazilian exports of iron
bars to Argentina rose from 2,170 tons on average between
1935-38 to 17,494 tons on average between 1940-42,
representing 8 % and 82 %, respectively, of the total
Argentine market. Cotton textiles occupied an especially
significant place in Brazil’s exports of manufactures, as
can be seen in.table III.8. The 1940 trade agreement with
Argentina received enthusiastic support from Brazilian
industrialists. This opened a market that would alleviate
the situation of the Brazilian textile industry, which,

industrialists claimed, suffered from surplus capacity 2.

! Already in mid-June a Brazilian economic mission was
formed with a view to visiting Latin American countries and
promoting industrial exports. Cf. Federagao das IndGstrias
do Estado de Sao Paulo (FIESP), circular no. 68-40, 28 June
1940. The fear of loosing the markets conquered by Brazilian
exporters during the war attracted the attention of the
industrial associations. In the 1944 Industrial Congress
governmental support was demanded in order to keep the
momentum of industrial exports after the war. Cf. FIESP
congresso Brasileiro da IndGstria (Sao Paulo, 1944), p. 10.
This concern was also evidenced in a memorandum handled to
President Vargas in late 1952. Cf. Boletim Informativo FIESP
(therefrom BI), vol. XIV, no. 167 (15 December 1952), p.
273. See also BI, vol. XVI, no. 184, 13 April 1953, pp.42-
43, in which the specific role that the Argentine market
could play was emphasized.

2 cf. FIESP, Relatério dos Trabalhos Realizados em 1940
(Sao Paulo, 1941a), especially pp. 33-4. Cf. also letter
from Pupo Nogueira, Director of the Textile Syndicate to
Osvaldo Aranha, CPDOC OA, 40.6.23, Sao Paulo, 20 June 1941.
Exports of textiles, however, fell sharply in the early
fifties, out of increasing competition from other countries
and Balance of Payments difficulties in Argentina.
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TABLE ITT.S8
BRAZILIAN EXPORTS OF COTTON TEXTILES BY DESTINATION
(In tons and percentage)

Year Argentina Total Argentina/Total
In Tons In Percentage

1940 3270 3959 82.7

1941 5544 9238 62.2

1942 13133 25539 59.3

1943 5319 26434 24.0

1944 9718 20070 58.1

1945 6637 - 24246 35.7

1946 2453 14103 18.9

1947 5541 16678 34.6

1948 2123 5638 37.7

1949 2880 4010 71.8

1950 988 1361 72.6

1951 771 1596 48.3

1952 62 153 40.5

Source: Cf. Table III.1.B

The expansion and diversification of trade 1led to
changes in the relative position of the two countries.
Firstly, Brazil’s trade balances with Argentina, which had
been negative during the thirties, turned into a surplus in
the forties (cf. table III.3). Secondly, Brazil’s importance
as a source of imports for Argentina was enhanced. In
effect, before the Second War World War Brazil had been
principally regarded in Argentina as an important market for
wheat. In addition, by the 1late thirties, contemporary
Argentine observers pointed out the compensatory role that

Brazil could play in alleviating Argentina’s trade deficits
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with the USA !. During the war, however, Brazil would also
become a SOurce of industrial and semi-industrial producﬁs,
such as that of rubber and iron goods, for Argentina. The
conditions generated by the war and the USA economic boycott
of Argentina heightened the latter’s reliance on trade with
Brazil. Correspondingly, the Argentine market became a

significant outlet for Brazilian industrial production.
IIT.3. Industrialisation and Constraints on Trade

The inability of Argentina and Brazil to supply to each
other the industrial goods which were most demanded -
capital and intermediate goods - constrained the expansion
of trade in the period. This had to do with the fact that
industrial capabilities were still relatively 1limited in
both countries. The process of industrialisation demanded
increasing imports of capital goods. However, Argentina and
Brazil had not yet developed their capital goods industries.
This can be seen in tables III.9.A, III.9.B, III.10.A and
III.10.B. While industrial production was concentrated on

light consumer industries, industrial imports were

1 As Brazil displayed a negative trade balance with
Argentina and a positive one with the USA, it was suggested
that these countries could find a ‘triangular modus
vivendi(...) which could resolve at the same time, by simple
compensation, the current economic differences between
Brazil and the USA and the problems between Brazil and
Argentina’ (author’s translation). Cf. A. Pérez Constanzo,
'Relagdes Comerciais Argentino-Brasileiras; O Brasil Como
Mercado Consumidor de Trigo e Seus Problemas’, Boletim do

Ministério das Relacdes Exteriores, no. 11 (1939), p. 19.
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increasingly composed of capital goods.

TABLE IIT.9.A.
ARGENTINA: STRUCTURE OF THE MANUFACTURING INDUSTRY
(In Percentage of the Total Value of Production)

Period 1937-39 1948-50 1959-61 1963-65

Sector

Food and

Beverage 37.
Textiles , 7.4 11.7 8.
Wood products 2.1

Paper and
Printing 6
Chemicals 4
Petrochemical 4.
Rubber Products 0
Leather Products 4
Metal products 6
Transport Equipm.
&Non Electrical
Machinery 5.6 9.6 14.1 16.5
Electrical

Machinery 1.1 2.0 6.6 5.8

Source: C. Diaz Alejandro, Essays on the Economic History of
the Argentine Republic (New Haven, 1970), p. 224.
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TABLE ITI.9.B.
BRAZIL: STRUCTURE OF THE MANUFACTURING INDUSTRY -
(In Percentage of Total value of Production)

Sector/Year 1939 1949 1959

Beverage 2
Textiles 2
Shoes and Garment 4
Chemicals 5
Metal products 6
Machinery 1
Transport Equipment 2
Electrical Machinery 0

PORNOEPBW
e o o o o (Do
LGN W. N

Source: Instituto Brasileiro de Geografia e Estatistica,
Servico Nacional de Estatistica. Censo Industrial (Rio de
Janeiro, 1950 and 1960).
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TABLE TIT.10.A

ARGENTINA: IMPORT STRUCTURE, 1935-54
(In Percentage of the Total Value of Imports)

Period 1935-39 1945-49 1950-54

Sector

Food and Beverages 9.9 6.8 7.8

Textiles and Garment 25.6 15.6 9.5

Chemicals 6.2 6.8 7.3

Iron Manufactures 12.1 12.5 13.8
Rubber Products 1.0 1.7 1.8

Vehicles and NEM a/ ‘ 11.9 18.8 20.3

a/ NME = Non Electrical Machinery

Source: C. Diaz Alejandro, Essays on the Economic History,
p. 257.

TABLE YIT.10.B
BRAZIL: IMPORT STRUCTURE, 1938-50
(In Percentage of Total value of Imports)

Sector/Period 1938-39 1948-50
Food Products, Beverage

and Tobacco 14.9 17.9
Fuels, Lubricants,

Derivatives coal and Petroleum 13.1 12.8
Raw Materials 30 23.8
Capital Goods 29.9 35.2
Manufactured Consumer Goods 10.9 9.7
Others 1.2 0.6

Source: W. Baer, Industrialization and Economic Development
in Brazil (New Haven, 1965), p. 36.

In Argentina, imports of transport equipment and non
electrical machinery increased their participation in total

imports from 11.9 % to 20 % between 1935-9 and 1950-4. In
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Brazil, capital goods imports increased their participation
in the import structure from 29.9 % to 35.2 % between the
late thirties and the 1late forties. Conversely, the
representation of these sectors in the total value of
production of the industry was 6.7 % and 11.6 % in the case
of Argentina (1937-39 and 1948-50, respectively) and 4.9 %
and 5.3 % in the case of Brazil (1939 and 1949,
respectively). This meant a supply constraint on the
expansion of trade '. A similar conclusion can be reached
looking at Argentine and Brazilian exports of capital goods
in the period (cf. Tables III.11.A and III.11.B). The
participation of Argentina and Brazil as suppliers of
capital goods to each other was extremely low (1.2 % is the
highest figure, for 1941-42) illustrating the limits placed
by industrial capabilities on higher regional trade and

inter-dependence.

! In developed countries, in accordance to the pattern
early observed by S. Linder, Essays on__Trade_ _and
Transformation (London, 1961), industrial production and
import structure tend to overlap, giving rise to more
intensive trade.
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TABLE ITT.11.2A
ARGENTINA: EXPORTS AND IMPORTS OF CAPITAL GOODS*
(Thousands of US$ current dollars)

Average 1941-42 1951-2
Total Imports capital goods 11480.6 96.8
Imports from Brazil 63.7 0.24
Brazil/Total (% source) 0.6 0.3
Total exports capital goods 1106.3 406.1
Exports to Brazil 198.6 23.4
Brazil/total (% destination) 18 5.8
SA/total (% destination) 92.6 91.5

* Capital Goods defined as "Non Electrical Machinery" in the
Argentine Foreign Trade Classification.

Source: Reptblica Argentina, Direccién General de
Estadisticas y Censos, Anuario de Comercio Exterior (Buenos
Aires, various years). Figures in current US$ dollars
obtained by applying official sellers’ exchange rate, as
provided by the Banco central de la Repliblica Argentina,

Suplemento Estadistico de 1la Revista Econémica (Buenos
Aires, various years).

TABLE IIT.11.B
BRAZIIL: EXPORTS AND IMPORTS OF CAPITAL GOODS*
(Thousands of US$ current dollars)

Average 1941-2 1951-2
Total imports capital goods 6815.9 124540.3
Imports from Argentina : 78.9 19.4
Argentina/total (% source) 1.2 0.02
Total exports capital goods 238.3 194.3
Exports to Argentina 84.2 4.7
Argentina/total (% destination) 35.3 2.4
SA/total (% destination) 99.6 17.1

SA and Africa/total(% destin.) 99.6 93

* Capital Goods defined as "Machinery and Tools for the
Industry" in the Brazilian Foreign Trade Classification

Source: Elaborated from Ministério da Fazenda, Comércio
Exterior do Brasil: Por Mecadorias Sequndo os Paises (Rio de
Janeiro, 1947 and 1953). Figures in current US$ Dollars
obtained by applying official sellers’ exchange rates, as
provided by W. Baer, Industrialization and Economic
Development, pp. 271-72.
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In addition, industrialisation followed a competing
pattern in both countries. This had to do_with the so called
‘easy stage’ of import-substituting industrialisation or
ISI-1. At this stage, industrial growth occurred in
industries which were less demanding in terms of technology
and scale - the consumer goods industries. The pattern of
import substitution was intensive 1in capital and
intermediate goods exports, while the internal market was
reserved for domestic producers of consumer goods !.
Therefore, there was an implicit bias against regional trade
in industrial goods. The participation of imports' of
industrial consumer goods in total imports tended to fall in
the period, reflecting this pattern of industrialisation
(cf. Tables III.10.A and III.10.B).

Moreover, the fact that these industries did not
present such significant increasing returns as the capital
goods implied that the costs of protection were still
relatively reduced in this stage of industrialisation -
despite of the fact that there were gains in efficiency and
growth to be obtained through higher levels of

2

specialisation *. Conversely, the scope for competition with

domestic production were high. As far as both economies were

! This pattern has been thoroughly reviewed in the

literature. Cf., for example, J. Katz and B. Kosacoff
(1989), El1 Proceso de Industrializacién en la Argentina:
Evolucidén, Retroceso y Perspectiva (Buenos Aires, 1989).

2 This argument will be develop more rigorously in the
next chapter.
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specialised in similar products, it can be expected that
industrialists would resist liberalising industrial trade.
In other words, gains from trade were relatively lower,
while the costs of competition could be high - thus
increasing the resistance of domestic producers to freer
trade !.

Finally, not only were the capital- and technology-
intensive industries poorly represented in the industrial
structure of Argentina and Bfazil. They also were run by
state firms (in Brazil) or directly controlled by the
military (in Argentina). The Direction of Military Factories
(DGFM) in Argéntina controlled a group of metal-mechanical,
naval and chemical industries, including some nationalised

German firms 2. In Brazil, public enterprises were prominent

! As mentioned, Brazilian industrialists were very much
in favour of a more aggressive policy for industrial exports
to other Latin American countries. But they were far from
enthusiastic with the idea of a free trade area. In a speech
given at the Military Club in April 1948, the Brazilian
industrial leader Roberto Simonsen offered a sceptical view
regarding economic integration in Latin America on the basis
of the lack of industrial complementarity in the region:
’Given the nature of tropical production, large part of the
(Latin American) countries offer similar products. (...)
Thus, a Latin American customs union would not have, at the
moment, the same justification, foundations and results as
a customs wunion among European countries’ (author’s
- translation). Cf. R. Simonsen, ‘O Plano Marshall e um Novo
Critério nas RelagbSes Internacionais’, in FIESP, Simonsen e
a Operacao Pan-Americana (Sao Paulo, 1958), p. 134. In order
words, in the conditions of the late forties, a free trade
area would imply more competition rather than the exchange
of complementary products.

2 On the role of the military in encouraging ’strategic’
industrial production see R.A. Potash, The_ Army and
Politics, pp. 80-81. In particular, General Savio, as
Director of the DGFM, push forwards an initiative for
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in steel (CSN), vehicles (National Motors) and some
chemicals (National Alkalis). Although direct control of the
industry by the military was less marked in Brazil than in
Argentina, the Escola Superior de Guerra (Superior War
School) showed an especial and early concern with industrial
production in its programmes 1. The importance of the links
between industry and defence, in turn, were repeatedly
emphasized by Brazilian industrialists, who carefully
cultivated a connection with military interests 2. It can be
expected that this perceived inter-relation between industry
and defence was a factor preventing the liberalisation of
trade in industrial goods in the region. Uncertainties about
the redistribution of industrial capabilities in a free

trade area placed efficiency and welfare concerns in a

building an integrated steal mill and a weapons factory. On
the DGFM see also R. Mallon and J. Sourrouille, Politica

Econdémica en una Sociedad Conflictiva: El1 Caso Argentino
(Buenos Aires, 1973), p.S8.

! The School was created in August 1949 and from the
beginning identified ‘development’ and ‘industrialisation’
as areas which should receive careful attention by the

military. Cf. A. Stepan, The Military in Politics: Changing
Patterns in Brazil (Princeton,1971), pp. 172-187.

2 The FIESP systematically received military authorities
and students of the Superior War School. In an editorial of
its official publication, FIESP praised ’‘the inter-relation
of interests, the growing rapprochement between the military
and the producers (as_ classes produtoras). (...) Weapons,
ammunition and transport equipment cannot be improvised, but
they result from an advanced and well organized industrial
machine, that is, from an industry technically developed’
(author’s translation). Cf. BI, vol. VIII, no. 92 (9 July
1951), p. 1. See also BI, vol. XIX, no. 159 (20 October
1952), p.30; BI, vol. XVIII, no. 220 (21 December 1953),
p.447; BI, vol. XX, no. 239 (3 May 1954), p.139.
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second place as regards independent production of
"strategic" industrial goods in a context of power rivalry
in the region.

On the other hand, trade in capital goods in that
period is illustrative, in a very reduced scale, of a trend
that would acquire full expression in the late sixties and
seventies, namely the importance of the regional market for
capital goods exports from Argentina and Brazil. Although
Argentine-Brazilian trade in capital goods fell in the
period 1950-55, Latin America continued to represent the
largest destination of these exports for Argentina. In the
case of Brazil, Latin America was the almost exclusive
destination of her exports of capital goods in 1941-2, of
which Argentina accounted for more than a third. Latin
América participation in Brazil’s total capital goods
exports fell in the period 1951-2, matched with the increase
in the participation of a group of African countries
(Abyssinia, Mozambique and Angola). Clearly, absolute-
figures are rather unimpressive. As mentioned, they can at
best be considered as indicative of the potential of the
regional market for expanding trade in these sectors, rather

than a actual significant force in stimulating cooperation.

IV. CONCLUSIONS

1. This chapter has analyzed the structural variables

shaping economic cooperation and integration between
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Argentina and Brazil in the period 1939-55. These variables
were related to changes in the international system and to
the evolution of trade and industrialisation. But behaviour
did not result directly from structures. Domestic and
international political variables played a significant role
as well, especially in certain critical situations, in which
a new response to changing conditions was required.

2. The outbreak of Second War World was a major event
that prompted a convergence of perspectives in Argentina and
Brazil. Ministers Federico Pinedo and Osvaldo Aranha led a
very significant effort to expand regional trade at a moment
in which international trade collapsed. These efforts gave
rise to an agreement for progressive free trade in November
1941, which would have permitted the creation of a regional
market for new industries. However, the agreement was not
implemented. The reason 1lies on growing regional and
hemispheric rivalry after 1942. It is likely that rivalry
could have been lessened had the Argentine conservative
government agreed to open the political regime in the early
forties and had US policy-makers followed a more judicious
approach towards Argentina. In any case, the potential for
conflict can be traced to the position of Argentina and
Brazil in the international system, which shaped divergent
perspectives on constraints and opportunities. Argentine-US
rivalry had been nourished by trade friction and the
Argentina’s close association with the UK. After 1942,

Argentine stubborn neutrality made the Argentine-US conflict
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especially hard to resolve. Conversely, Brazil held a close
economic and political association with the rising hegemon,
on which she based her special relationship with the USA.
For Brazil, bilateral relations with Argentina were then
confined by the 1limits established by the special
relationship and regional power rivalry.

However, Brazil’s position was more complex than just
following US policy. Brazil tended to see herself as the
‘chief 1link’ and interlocutor between the USA and Latin
America, a position which could enhance her bargaining power
with respect to the USA. This demanded some ambiguity in
order to gain Argentina’s confidence. Brazil’s interests in
Argentina were reinforced by the fact that substantial gains
from trade could be obtained, stemming from complementarity
in agricultural production.

3. In the early fifties a convergence of perspectives
again emerged. In both countries, the dollar shortage
represented a stimulus for the diversification of trade and
the celebration of payments arrangements. Disenchantment
with the results of the special relationship with the USA
was high in the Brazilian government at that moment.
Gradually, a new perception of the position of Brazil in the
international system began to emerge. It seems that in 1953
Vargas regarded with sympathy an attempt at rapprochement
initiated by Perdén. However, cooperation with Argentina
became an issue of Brazil’s domestic political conflict. As

a result, behaviour diverged from what could be expected
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from the change in structural conditions. The rapprochement
between the two countries would have to wait for a change in
Brazilian politics, which would occur after the election of
Kubitscheck in 1955.

4., Gains from trade were also a major variable
favouring cooperation. Complementary in primary production
and, especially during the waf, high rates of growth of
bilateral trade and trade diversification, contributed to
develop a mutual interest in cooperation. Although the
growth of trade receded in the post-war period, the ’‘dollar
shortage’ continued to be a powerful ‘focusing device’ in
favour of cooperation in trade and payments matters. Still,
supply capabilities and the progress of import-substitution
in consumer goods restrained the possibility of achieving
higher levels of regional trade.

5. The contradictory forces influencing the economic
.relations between Brazil and Argentina produced an ambiguous
but distinct pattern of cooperation in the 1939-55 period
which can be labelled restrained bilateralism (thié point is
developed in chapter V). If Brazil made serious efforts to
expand trade and preserve a climate of political cordiality
with Argentina, she was not prepared to assume any major
political commitment that could compromise her strategic
alliance with the USA or boost Argentine prestige in Latin
America. Divergent perspectives as regards systemic
constraints and the existence of geopolitical rivalry

imposed a political threshold on cooperation which both
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countries would not be able to cross. Economic integration
in its different forms necessarily requires certain degree
of "sovereignty surrender" or at least "shared sovereignty"
in several policy areas. This implies a process of complex,
continuous political negotiation not only in the realm of
inter-state relations but also regarding the various
domestic groups whose interests could be affected.
Therefore, economic integration needs both a domestic and an
international political climate conducive to the process>of
negotiation and subsequent adjustments in the economy. None
of these conditions was present in the case of the attemp%s
at economic integration between Argentina and Brazil in the
period 1939-55 - except during the short-lived effort for
cooperation of the years 1939-41. As a result, cooperation
stopped at a relatively early stage of economic inter-
dependence and hence the attempts to form a would-be free

trade area in 1941 and 1953 were unsuccessful.
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CHAPTER IV. ‘DEVELOPMENTALISM’ AND ECONOMIC COOPERATION

BETWEEN ARGENTINA AND BRAZIL, 1956-60

INTRODUCTION

After 1956 most of the barriers that had hindered
closer economic cooperation between Argentina and Brazil in
the past fifteen years began to fade. The objective of this
chapter is to analyze why these barriers fell and left space
for a remarkable convergence of objectives and policies in
the external and domestic realms, clearing the way for the
creation of the Latin American Free Trade Association
(LAFTA) in February 1960. It will be argued that the
increase in regional cooperation between 1956-60 resulted
from the perception that international support was faltering
precisely when the region embarked in an ambitious programme
of industrialisation. Section I discusses international
constraints on the ’‘developmentalist’ project embraced by
Argentina and Braéil in this period. These constraints were
related to US policy towards Latin America (I.1l) and the
consolidation and configuration of the post-war
international economic regime (I.2). A systematic divergence
of perspectives between Latin America and the USA with
respect to the pace of industrialisation and financing for

development stimulated a convergence of perspectives in
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Argentina and Brazil. In addition, the failure of the
Bretton Woods multilateral economic regime to include trade
in agricultural goods and ease external disequilibrium also
contributed to generate similar defensive attitudes in the
two countries.

Sections II and III analyze Argentine-Brazilian
bilateral economic cooperation in this period. A large
reformulation of Brazil’s foreign economic policy took
place, in which Latin America and Argentina received higher
priority (section II). Concurrently, Argentine diplomacy in
the region, although much less dynamic than in the previous
period, evolved in a convergent direction to that of Brazil
(section III). Problems remained in bilateral relations, but
the dominant trend was in favour of cooperation. This
created a climate conducive for the creation of a regional
market.

Section IV focus on the impact of trade and
industrialisation on cooperation. Although regional trade
lost dynamism in the late fifties (IV.1l), industrialisation.
began a new stage at that moment (IV.2), the second phaée of
import-substituting industrialisation (ISI-2), based on
capital-intensive industries. A rapid process of structural
transformation occurred in which technological change and
increasing returns to scale played a more significant role.
~ As a result, the benefits of a regional market increased in
the ISI-2 phase.

Finally, section V presents the main conclusions of the

chapter.
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I. 'DEVELOPMENTALISM’ AND THE INTERNATIONAL SYSTEM

I.1.The Challenge of Developmentalism

A critical factor reshaping the context of economic
cooperation between Argentina and Brazil after 1955 was the
adoption in .the two <countries of the so-called
'developmentalist’ policies. The governments of Juscelino
Kubitschek in Brazil (January 1956 - January 1961) and
Arturo Frondizi in Argentina (May 1958 - March 1962) set out
to promote a process of rapid structural transformation of
the economy aimed at building the industrial basis for
sustained long-term growth. These policies reflected a
higher articulation in economic thought on industrialisation
and a response to the experience of the past twenty years.
Convinced that the pre-1930 international insertion of Latin
America had gone for good, developmentalist policy-makers
sought to solve the problem of achieving sustained growth
without external disequilibrium by means of ’‘completing’ or
’integrating’ the industrial structure of the country. This
meant a "deepening" of the process of import-substitution.
As shown by Sikkink, such an objective implied !: (i)
granting first priority to investments in capital-intensive

industries, 1in the intermediate goods sector (energy,

‘ 1 ¢f. K. Sikkink, Ideas and Institutions: Developmentalism
in Brazil and Argentina (Ithaca, 1991), pp. 33-36. See also C.

Szusterman, Frondizi ans the Politics of Developmentalism in

ﬁrgentinal 1955-62 (London, 1993), pp. 75-97.
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steel), the capital goods sector (mechanical and electrical
machinery) and durable consumer goods (motor vehicles and
domestic appliances), along with major investments in
infrastfucture; (ii) relying on massive external financing
and technological support, froﬁ public and private sources,
on the understanding that domestic resources and
capabilities were insufficient to accomplish the desired
transformation of the industrial structure; (iii) allowing
for substantial state intervention, aimed at directing
investments towards high priority areas; (iv) sustaining
very high rates of investment with a view both to accelerate
the process of development and to catch-up with the
industrialised world.

Achieving developmentalist goals would require
substantial inflows of foreign resources. Imports of capital
and technology from the centre would be crucial to sustain
industrialisation. Therefore, developmentalist policies
would tend to exacerbate balance of payments disequilibrium
in the short run. Although external disequilibrium was
recurrent in the economic performance of Argentina and
Brazil !, the concentrated effort to industrialise strained
the external sector in 1956-60. The key feature of 1956-60
was thus the conflict between the region’s drive for
industrialisation, which heightened demands for
international cooperation, and the view that the

international system had placed Latin America in a

! It was already discussed in chapter III that the external
sector remained a central concern for Argentina and Brazil in the
period 1939-55.
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unfavourable position.

This conflict was strengthened by the negative
evolution of the Argentine and Brazilian external sectors in
the period. In effect, table 1IV.1 shows that the terms of
trade and the participation of Argentina and Brazil in world
exports fell between 1955 and 1960, while the external
public debt increased in order to finance current account

deficits.

TABLE IV.1

ARGENTINA AND BRAZIL.: PERFORMANCE_ OF

THE EXTERNAL SECTOR

(In millions of current US$ dollars and in percentages)

Period Balance Terms of Increase Exp as %

of Trade Trade Debt (%) World Trade
(a) (b) (c)*

Argentina

1946-50 1349.3 -55.6 2.374

1951-55 206.7 -788.1 50 1.2906

1956-60 -46.4 -1773.6 146.3 0.9976

Brazil

1946-50 1384.5 -5.4 ) 2.237

1951-55 674 =138 237.1 2.019

1956-60 655 -1240.5 32.1 1.3372

Sources: Elaborated from ECLA, External Financing in Latin
America (New York, 1965) and International Monetary Fund
(IMF), International Financial Statistics (Washington,
various years).

(a) Effect of the deterioration of the terms of trade: five
years losses or gains as compared with export and import
prices of 1950

(b) Percentage of increase in the long-term public debt

(c) Percentage of the country’s exports in total world
exports

* Data correspond to the period 1948-50
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This can also be seen in table IV.2. The purchasing
power of exports declined slightly ! while the demand for
imports increased strongly, boosting current account
deficit. As public international loans were not enough to
cover the deficit, then short-term, more expensive financing
from suppliers had to be sought, as will be shown 1later,

generating higher external instability.

TABLE IV.2 _
ARGENTINA AND BRAZIL; PERFORMANCE OF THE EXTERNAL SECTOR
(In millions of current US$ dollars)

ARGENTINA BRAZIL

Year X Purchas. Current X Purchas. Current

Power (a) Account Power (a) Account
1950 1579 129 1891 142
1951 1385 -238 2174 -560
1952 799 -385 1623 -780
1953 1302 354 1858 17
1954 1225 78 1811 -259
1955 1113 -266 1615 -40
1956 1127 -143 1794 -2
1957 1120 -333 1817 -358
1958 1179 -301 1676 -329
1959 1317 -23 1789 . -433
1960 1476 -266 1756 -643
1961 1371 -728 1767 -318

(a) Purchasing power of exports of goods and services =
total exports plus the real effect of the terms of trade.

Source: ECLA, Balance of Payments Statistics (New York,
1986) .

! On average, the purchasing power of Argentine exports fell
from US$ 1.3 millions in 1950-54 to USS$ 1.2 millions in 1955-59.
In the case of Brazil, these figures were US$ 1.9 millions (1950~
54) and US$ 1.7 millions (1955-59).
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In sum, external disequilibrium was the consequence of
the big gap that existed between developmentalist objectives
and the conditions of the international economy, which were
not favourable for the strong industrialisation drive that
policy-makers wanted to adopt. This gap constituted the
basis of friction with the USA and convergence of
perspectives between Argentina and Brazil in the 1late

fifties.

I.2. ’‘Developmentalism’ and the Evolution of US Policy

Towards Latin America

The Second World War made the hegemony of the USA
virtually uncontested in the Western World in general and in
Latin America in particular. The objectives of the USA were
to prevent the expansion of Soviet influence in Latin
America and secure a favourable environment for her business
interests. And this at the least possible cost in terms of
public resources, given the US already heavy involvement in
other areas of the globe. The result was the combination of
anti-communism and free enterprise which constituted the
bases of US foreign policy towards the region since the late
forties and throughout the fifties !'. This policy, however,
confronted the expectations that had been generated in Latin
America by US promises of post-war support for development,

and subsequently, by the success of the Marshall Plan in

[ 1 ¢f. S.G. Rabe, Eisenhower and Latin America, especially
pp. 84-99.
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Europe !. Views sharply diverged and inter-American relations
then moved towards conflict.

In the late thirties and during the war the USA signed
bilateral trade agreements with severél Latin American
countries with a view to securing a stable wartime supply of
foodstuffs and strategic materials. Concurrently, efforts
for ‘’limited’ import-substitution in Latin America were
regarded sympathetically, to the éxtent that they would
compensate for the loss of imports formerly obtained in
Europe and Asia. Thus, US and Latin American objectives and
strategies, namely the stabilisation of export prices and
the diversification of the economy through ISI, tended to
converge. However, a basic disagreement over long-term
objectives persisted and this was bound to come to surface
with the end of the war.

First, while the USA regarded Latin America industrial
diversification as an emergency, temporary goal, Latin

America considered this a long-term objective 2. Secondly,

! The USA had promised that after the war economic
cooperation would be provided for Latin America, but the
discussion of this was postponed several times and eventually set
aside by the USA at the Bogota Conference of 1948. Cf. R. Thorp,
A Reappraisal of the Origins of Import Substituting
Industrialisation’, p. 190. By the end of this year President
Truman administration had already made his mind about policy
objectives, which would be based on anti-communism and free trade
and investment. These two objectives would be forcefully pursued
by the Eisenhower administration after 1953. Cf. S.G. Rabe,
Eisenhower and latin America, pp. 16-41.

? The promise that the Marshall Plan would reinvigorate the
European demand of primary goods from and the supply of
industrial goods to Latin America was therefore unwelcome by the
Latin Americans at Bogota, as this entailed that the region would
occupy its former position of primary producer. Cf. S. Rabe,
Eisenhower and Latin America, p. 17.
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the USA regarded extensive state intervention in the economy
and the organisation of commodity markets as an instrument
of the war period. In the US view, a liberal international
economy (at least for most industrial goods), working upon
a multilateral bases, was the desirable framework for post-
war economic relations. Conversely, many Latin American
countries were ready to adopt a wide array of protection and
promotion policies for the industrial sector !. From the
Latin America’s point of view, the USA should give support
to this, by providing financial and technological assistance

and by stabilising commodity markets 2. The USA, however,

! The concern with the preservation of industry after the
war received considerable attention by industrialists. Cf. R.
Simonsen ‘O Plano Marshall e um Novo Critério nas Relagdes
Internacionais’, in FIESP, Simonsen e a Operacdo Pan-Americana
(Sao Paulo, 1958) p. 15-17. In addition, the failure of attempts
at liberalisation in the post-war years, notably in Brazil during
the Dutra years (1946-51) and in Argentina under the Provisional
Government (1955-58), convinced these countries that employment
and growth required the promotion of industry. Cf. P.R. Almeida,
A Diplomacia do Liberalismo’, pp. 7-15; P. Gerchunoff, ’‘A Note
on the Economic Policies of the Liberating Revolution’, in G. Di
Tella and R. Dornbusch (eds.), The Political Economy of
Argentina, 1946-83 (London, 1989), pp. 103-7.

2 such a perception was also held by the industrial private
sector. Speaking in 1947 to the Economic Council of the National
Confederation of Industries of Brazil (CNI), Roberto Simonsen
observed that ’‘no plan for the defense of the continent can be
dissociated of a plan for economic development. Political
objectives require first to work out economic problems, which are
perhaps more serious here than in Europe’ (author’s translation).
cf. R. Simonsen, ’‘Sugestoes para uma Politica Pan-Americana:
Problemas do Desenvolvimento Econdémico Latinoamericano’, in
FIESP, Simonsen e a Operacdao Pan-Americana, p. 72. Industrialists
considered that the war had compromised the renovation of their
industrial equipment and that they would have to compete in
disadvantage. Simonsen thus demanded a ’‘technical conference
(...) in order to elaborate an emergency plan and precisely
establish the amount of external contributions that each country
needs’ to renovate industry (author’s translation). Cf. ibid.,
p. 74. See also FIESP BI, vol. I, no. 18 (12 December 1949), p.2
and BI, vol. I, no. VIII (24 April 1950), pp. 1-2.
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held different views. She considered that Latin America
could achieve high growth by the proper mobilisation of
existing resources in the private sector and therefore no
special financial assistance would be required. Promoting
heavy industry on the bases of extensive state intervention
and US public capital was regarded as unsound !. It was
believed that financial contributions would have the effect
of delaying the adoption of pélicies in favour of private
foreign investment, this the genuine solution for Latin
America economic difficulties. The US negative approach to
Latin American demands created recurrent friction in
hemispheric relations in the fifties. Strong feelings were
held in Latin America about being ’forgotten’ or ’‘taken for
granted’ by the USA 2.Interests and perceptions in the USA
and Latin America then largely diverged and this would lead
to growing discontent in the region.

Moreover, the articulation of the Latin American
discontent in common proposals was probably made easier by
the fact that inter-American fora had been created,
originally with the aim of fostering US security objectives
in’the region 3. This gradually became an arena in which

Latin America collectively presented her economic demands.

! Oon the views in the State Department, see R.A. Pastor,

Whirlpool: US Foreign Policy Toward Latin America and the
Caribbean - (Princeton, 1992), p. 174.

2 ¢f. P. Malan, ’‘Relagdes Econémicas’, p. 65.

3 ¢f. G. Moura, Sucessos e Ilusdes: Relacdes Internacionais
do Brasil Durante e Apds a Sequnda Guerra Mundial (Rio de
Janeiro, 1991a), pp. 73-76; G. Connel-Smith, The Inter-American
System (London, 1966), pp. 220-28.
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Bodies like the Council for Economic and Social Affairs and
the inter-American Economic Conferences were used to exert
pressure on the USA in the economic field.

Latin American demands focused on three basic points
that the USA in turn was reluctant to accept: (i) increasing
public financing for development in Latin America, including
the creation of a regional development bank with this
objective; (ii) establishing commodity agreements for the
main Latin America exports in order to stabilise prices and
markets; (ii) consultations between the USA and affected
Latin America countries as regards the disposal of
agricultural surplus under Public Law 480 (which provided
for the subsidised exports of agricultural products) and the
imposition of quotas and tariffs on Latin America exports !.

Disputes along these 1lines dominated the Economic
Conference of American States that took place in Buenos
Aires between 15 BAugust and 4 September of 1957. The
endurance and repetitive fashion of the conflict was
emphasised by Assistant Secretary Rubottom. Commenting on
the Buenos Aires conference, he observed that while Latin
America advanced its ’‘customary proposals’, the USA had to
insist on her ’traditional and thoroughly justifiable view’
that ‘foreign and domestic private capital(...) should carry

the main burden of financing and promoting economic

1 ¢cf. ’National Intelligence Estimate: Conditions and Trends
in Latin America’, NIE 80/90-55, Washington 6 December 1955, in
Foreign Relations of the United States 1955-57, vol. VI
(Washington, 1987), pp. 20-22. See also ‘Summary of Main Subjects
for Discussion at Buenos Aires Economic Conference and of Related
United States Policies’, Enclosure, Washington, 2 August 1957,
in Foreign Relations of the United States, 19555-57, pp. 140-43.
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development, and that the Governments should seek to create
investment climates conducive to a higher rate of private
investment’ !.

In sum, the USA remained fairly impermeable to Latin
American demands for higher financial contributions to
development. This represented a recurrent and growing source
of friction in hemispheric relations. The conflict between
the USA and Latin America was already present in the early
post-war period. But it would mature in a common regional
positions after 1955. The politics of regional rivalry
between Argentina and Brazil then left room for cooperation

in their negotiations with the USA.

I.3. latin America Convergence in the Multilateral

Arena

The Bretton Woods agreements and post-war mechanisms of
international cooperation were seen by most Latin America
countries as highly inadequate for attending their specific
problems. Firstly, the multilateral institutions in charge
of providing funds for Balance of Payments (BOP)

disequilibrium and for development - the International

1 ¢f. ’Letter From the Assistant of State for Inter-American
Affairs (Rubottom) to the Deputy Assisstant Secretary for
International 1labor Affairs, Department of Labor (Werts)’,
Washington 23 October 1957, Foreign Relations of the United
States, 1955-57, p. 580. Cf. also ‘Instruction From the Secretary
of State to All Diplomatic Missions in the American Republics",
CA-3710, Confidential, Washington, 21 October 1957, in Foreign
Relations of the United States, 1955-57, pp. 573-78. The demands
placed by latin America in the Buenos Aires Conference would
subsequently re-emerge in Kubitscheck’s ‘Pan-American Operation’
(more on this can be found below).
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Monetary Fund (IMF) and the International Bank of
Reconstruction and Development (IBRD), respectively - fell
short of possessing the resources and flexibility that
Keynes had envisaged as necessary to underpin a
fundamentally open trade and payments international system
!. This was reflected in the ‘ad hoc’ solution found for the
European reconstruction, which was financed by the Marshall
Plan, an emergency programme set up outside the multilateral
mechanisms of Bretton Woods. Secondly, the organisation
envisioned to complement the payments system in the field of
international trade, the International Trade Organisation
(ITO, set up in the Havana Charter of 1948) would never be
sent to the US Congress for ratification and this was a
setback for Latin America’s interests. The USA considered
that the ITO entailed a set of rules that would jeopardise
the principles of non-discrimination and the free operation
of the market forces. The loose institutional arrangement
that by default took its place, the General Agreement on

Tariffs and Trade (GATT), neither incorporated the proposals

put forward by the developing countries in Havana 2 nor

! Keynes proposed the creation of a ‘Clearing Union’ that
would be endowed with an amount of resources for BOP adjustment
much higher than than that proposed in the ’‘Stabilisation Fund’
of US negotiator White. Keynes also considered that pressure for
BOP adjustment should be placed in both debtor and creditor
countries in order to avoid a tendency towards deflation in the
international economy. Cf. R.N. Gardner, Sterling-Dollar

Diplomacy in Current Perspective: The Origins and the Prospects
of our International Economic Order (New York: 1956), chapter V.

2 In fact, Article XVIII of the GATT incorporated some
special provisions for developing countries previously agreed in
Havana. However, this article was subject to so many restrictions
that in fact it was much easier to resort to the normal provision
stated in Article XII of the GATT, allowing for import controls
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included the sectors (agriculture and textiles) which were
of highest interest for them !.

As a result, Latin American perspectives converged
towards a rather pessimistic outlook on the region’s place
in the post-war international economy and prompted the
adoption of a defensive stance during the Havana and GATT
negotiations 2. Brazil played an active role in setting
forward the demands of developing countries and sought to
reinforce common positions 3. The attitude of the Brazilian
negotiators was spurred by the strong opposition to

liberalisation by Brazilian industrialists, which accused

the GATT of being a rich-country club interested in

in case of BOP difficulties. If this was easier, it was
considered unsatisfactory. ECLA pointed out that restrictions
based on BOP were necessarily contingent, a short-term device
that could not properly be used as an instrument for a long term
policy of development. Cf. ECLA, Estudio del Comercio Inter=-
Latinoamericano, pp. 51-52.

. ! The 1948 ITO Charter was drafted by a Preparatory
Committee during the conferences of London (September 1946),
Geneva (April 1947) and Havana (November 1947). Debates were
dominated by two different cleavages. The first one was the US-UK.
dispute about dismantling the system of imperial preferences. The
second one had to do with developing countries’ demands to be
allowed to protect industry. Cf. G. Curzon, Multilateral
Commercial Policy (London, 1965), chapter VII; R.N. Gardner,
Sterling-Dollar, pp. 364-8. See also C. Wilcox, A Charter for
World Trade, (New York, 1949), especially pp. 35-36 and pp. 142~
43, The GATT originally emerged as a provisional arrangement
(proposed by the USA at the end of the 1946 London Conference)
in order to provide a legal framework for the round of tariff
negotiations launched in 1947.

2 The convergence of perspectives included most developing
countries. Argentina, however, did not participate of
multilateral institutions until 1960 and hence did not play a
role in this move (see II). Conversely, the GATT was regarded
with much concern and attention in Brazil.

3 ¢f. P.R. Almeida, ’'A Diplomacia do Liberalismo’, pp. 10-
11.
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haltering industrial development in Brazil. The
representative of FIESP at the Torquay GATT negotiations
argued that ’Brazil can only loss for remaining in a body
like the GATT whose activities, in fact, are only beneficial
for the developed countries’ and whose aims were ‘to
stratify countries in their current position’. He also
pointed out that Brazil should abandon the GATT in order to
have ‘freedom of movements for encouraging economic
development’ !. Therefore, at the beginning, the main
objective of the Latin American countries in general and
Brazil in particular was to be able to protect industry from
international competition 2.

By the end of the fifties, however, Latin America
defensive attitude was somewhat modifie&. In 1958, the"
influential ‘Haberler Report’ on market access for
developing countries (a study carry out under the auspices
of the GATT by a commission of experts chaired by Gottfried
Haberler) concluded that develbped countries’ policies had

in fact hindered the export potential of developing ones 3.

The Report prompted more offensive action by Latin America

! ¢£. BI, vol. VI, no. 71 (20 May 1951), pp. 26-27, 20 May
1951 (author’s translation). In particular, Brazilian
industrialists feared the consolidation of tariffs during the
GATT negotiations at Torquay. As no system of ad-valorem tariffs
existed in Brazil, tariff protection was very low (see also next
chapter). The consolidation of tariffs would place industry in
a difficult situation when non-tariff protection was removed. Cf.
BI, vol. V, no. 51 (25 September 1950), p. 1; BI, vol. V, no. 53
(9 October 1950), pp. 1-2.

2 ¢cf. D. Tussie, The Less developed Countries, pp. 19-22.

3 ¢f. GATT, Trends in International Trade, Report by a Panel
of Experts (Geneva, 1958).
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as regards export promotion. This reflected the perception
that external difficulties required coordinated action on
the export side of the equation as well !. Moreover, the
fears of 1loosing ground in international markets were
reinforced by two major events. First, the formation of the
European Economic Community in 1957. The trends in the EEC
were to give protection to European production of temperate
agricultural products and discriminate in tropical products
in favour of the former European colonies in Africa and
Asia. Secondly, the waiver from GATT rules obtained by the
USA in 1955. This allowed her to continue the programme of
subsidies and protection for the agricultural sector. In
both cases, common concerns about a Latin American
marginalisation of the world economy were heightened.

In sum, Latin American countries felt excluded from
post-war international economic arrangements. The features
assumed by US pblicy towards Latin America and the
shortcomings of the Bretton Woods institutions were already
clear by 1956-8, when the developmentalist programme was
launched. Fears already present in the region in the early
post-war years were heightened in the second half of the
fifties by the creation of the European Economic Community
(EEC), by US subsidies to agriculture and by the findings of

the 1958 Haberler Report on constraints on exports from

! This would be the substance of the developing countries’
‘Note on the Expansion of Trade’ of 1959, the ‘Program of Action’
of 1961 and the new chapter on "Trade and Development"
incorporated to GATT (Part IV) in February 1965. The latter was
direct result of the momentous pressure arising from the
culmination of the First UNCTAD in 1964. Cf. D. Tussie, The lLess
Developed Countries, pp. 32-36.
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developing countries. The perception of being marginalized
from the international system was the framework within which
efforts for closer economic cooperation would develop in the

late fifties.

IT. SHIFTING FOCUS IN BRAZIL'’S FOREIGN POLICY: FROM THE

'PAN AMERICAN OPERATION’ TO THE ’‘NEW FOREIGN POLICY’

IT.1l. Setting a New Agenda for Hemispheric Relations

It was Brazil, the former closest ally of the USA in
Latin America, that would take the lead in presenting Latin
American demands for more comprehensive economic
cooperation. As mentioned, Brazil had been Qradually
modifying her position as regards the ’special relationship’
with the USA since 1945. Brazilians came to understand that
after the war the country had been placed on the sanme
footing as other Latin American countries and no special
consideration would be given to Brazil’s development needs.
As part of an hemispheric security alliance within which all
members expected to obtain a similar treatment from the USA,
Brazil seemed to have 1lost her former international
protagonism. Although President Vargas had acknowledged
these changes in the international context, it was only
after Vargas’ suicide (August 1954) that political
conditions in Brazil allowed a broad reformulation of
foreign policy. |

The need for change was reinforced by President
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Kubitschek’s (1955-1960) developmentalist objectives. He
would adopt a new policy towards Latin America in which
regional cooperation was expected to place Brazil as a key
actor in the reformulation of hemispheric economic relations
1, With this objective in mind, Kubitschek launched in May
1958 the so-called ’Pan-American Operation’ (Operagcdo Pan-
Americana, Portuguese acronym OPA). As during the Vargas
era, the main objecfive of OPA was to secure international
cooperation for industrialisation, invoking US strategic
interests. However, in this case, the special relationship
would be between Latin America and the USA - and not just
between Brazil and USA, as in the forties 2. The bilateral
approach gave way to a regional approach. The main ideas in
the OPA proposal were the following:

(i) immediately after the war it was necessary for the
USA to concentrate her efforts on the reconstruction of

Europe in order to contain the Soviet military threat. This

objective, however, had been by 1large successfully

! These ideas were detailed by Kubitschek in his conference
at the Superior War School of Rio de Janeiro, 26 November 1958,
reprinted in J. Kubitschek, Kubitschek e a Operagcdao Pan-Americana
(Sao Paulo, 1963). ‘

2 Looking at the OPA in retrospective, a Brazilian diplomat
emphasised, in the early sixties, that ’‘the history of the inter-
American system since the creation of the Pan-American Union in
1890 to the launching of OPA in 1958 can be described as a series
of meetings of a political-juridical (or even political-rhetoric)
nature. (...) During this long period nothing or very little has
been done to modify or improve the socio-economic conditions of
the continent. The important thing that makes the OPA a hallmark
in the pan-American history is the fact that for the first time-
an attempt was made to unify Latin America as a whole in. the
defence of common interests’ (author’s translation). Cf. CDO,
'Oficios Recebidos, Diversos no Exterior, 1960-61, Delegacgao do
Brasil Junto & OEA’, 562/196, Anexc 2, Confidencial, 28 December
1961. .
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accomplished by the mid-fifties. Since then, Latin America
had become the ‘weakest 1link’ of the Western defensive
system because of her economic backwardness and the poverty
of the majority of the population. These conditions were
conducive to social wunrest and political instability.
’Underdeveloped regions are regions open to the penetration
of anti-democratic ideas. The battle of the Western World is
(...) the battle of development’ !.

(ii) Competition between the two blocs of the Cold War
was no longer confined to the military arena. In fact, it
was taking place principally in the economic field.
Developing countries would accept help from whoever was
prepared to provide it on the most generous terms.
Kubitscheck also pointed out that the economic support
offered by the Soviet Union to developing countries compared
favourably with that offered by the USA 2.

(iii) Development could only be achieved by means of a

1 ¢f. letter from Kubitschek to Eisenhower, CPDOC/BDE
58.08.22, 22 August 1958.

2 A series of commercial and technical cooperation
agreements had been signed between some Latin America countries
(including Argentina and Brazil) and the Soviet Union in the
fifties. These agreements worried the USA. In 1956 the USA called
attention to the ’‘astute and aggressive’ Soviet policy in Brazil:
’‘the principal weapon is Russia’s willingness to supply petroleum
equipment to national monopolies contrasting with US
unwillingness to do so’. Cf. ’‘Memorandum from the Assistant
Secretary of State for Inter-American Affairs (Holland)’, 7 June
1956, in Foreign Relations of the United States 1955-57, p. 703.
The same concern existed respecting the Argentine-USSR trade
agreement of May 1953, in which the USSR offered to Argentina
credits for imports of petroleum, transport equipment and
machinery. Cf. Department of State, Central Files, ‘Economic and
Financial Review, Third Quarter 1953/, Microfilm, Section c-2,
16 May 1954. On the Kubitscheck’s use of this agreements to press
for more US support see G. Moura, Sucessos e Ilusbes, pp. 38-39.
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dramatic increase in the rate of investment in
infrastructure and basic industries. The scale of the
investment effort was necessarily beyond the possibilities
of foreign and domestic private capital. Therefore, massive
inflows of public funds would be a sine qua non for the
success of the development drive !. This enhanced levels of
public financing ought to be complemented with other
measures to be taken both in developing and developed
countries. They comprised most of the Latin America early
demands to the USA: the stabilisation of the Latin America
export markets through commodity agreements; the promotion
of economic integration in Latin America; technical
cooperation and the creation of a propitious environment for

foreign private investment.

IT.2 Tatin America in Brazil’s Foreign Policy

When the OPA was launched the Eisenhower Administration
was especially sensitive to the Latin American situation as.
a result of Milton Eisenhower’s reports over his 'fiﬁding
trips’ in the region. Still of more impact was the hostility
that plagued Vice-Presidént Nixon’s visit to Latin America

in May 1958 2. In November 1958 a Special Commission of the

! Ssee in particular J. Kubitschek, Kubitschek, pp. 81-88.
? Nixon had to flee from Caracas after violent street
demonstrations. For an account of the incident, cf. M.S.
Eisenhower, The Wine is Bitter: The United States and latin
America (New York, 1963), pp. 211-12. As a form of placating the
discontent that appeared to have become so widespread in Latin
America, the USA eventually decided to accept the creation of a
regional development institution - the Inter-American Development
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Organisation of the American States (OAS) was created, the
so-called ‘Committee of the Twenty One’, in charge of
implementing the OPA. However, the initial diplomatic
success of the initiative was overshadowed by the subsequent
failure of the USA to take effective action. This was
already crystal clear in November 1956. President
Kubitscheck spoke of his disappointment with the ‘lack of
interest in Brazil and Latin America in general’ shown by
the USA, in a speech given at the American Chamber of
Commerce in Rio de Janeiro !. New attempts at reviving the
initiative were made by Kubitscheck, the 1last of which
through a new letter to Eisenhower in July 1959, with no
success 2.

Concurrently, Latin America grew in importance in the-
formulation of Brazil’s external policy. There was a shift
from a firm opposition to regional blocs - that had
characterized the ’special relationship’ era - towards a
favourable stance on economic integration. At least three

factors seem to account for this new Brazilian perspective.

First, as mentioned, Brazil was searching for a new foreign

Bank, IDB - in August 1958. However, if the Eisenhower
administration was already sensitive about the need of a fresh
approach to Latin America, the event that effectively prompted
the acceptance of the IDB was the creation of a regional bank for
development in the Middle East, which rendered unsustainable the
refusal to create a similar institution in Latin America. Cf. S.

Dell, The Inter-American Development Bank: A Study in Development
and Financing (New York, 1972), pp. 28-30.

! ¢f. FO 371 139075, AB1021/2, Confidential, November 20th
1956.

2 cf. letter from Kubitschek to Eisenhower, CPDOC BDE
60.07.19, code 1, Brasilia, 19 June 1960. At that moment the USA
was in fact already studying a new approach to Latin America.
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policy after the exhaustion of the ’special relationship’.
In the speech given at the Superior War School Kubitscheck
observed that Brazil had been ‘aloof from the world and even
from Latin America’. A new international role for Brazil was
expected to come from ‘assuming’ Brazil’s Latin American
identity !. Secondly, Brazil had developed an industrial
basis and technological skills that allowed her to play a
much more active role at the commercial and technological
level than in the past. The idea of looking at Latin America
for more ’‘mutual aid’, while expecting less from the USA,
entailed the realisation that Brazil was then placed in a
favourable position to reap the benefits of more trade and
cooperation in Latin America 2. In effect, Brazil approached
small neighbouring countries 1like Uruguay, Paraguay and
Bolivia in order to reach agreements on economic cooperation

3. Last but not 1least, Brazil felt confident about the

1 ¢f. J. Kubitschek, Kubitschek, p. 81.
? commenting on a conversation held with Itamaraty’s
Political Director, a British diplomat concluded that ‘the
Brazilians believed that a lot could be done by the use of soft
currencies like the cruzeiro and the peso and by a rational
deployment of the technical know-how which some of the Latin
America countries now possess. Brazil herself is one best placed
in this respect’. Cf. FO 371 139075 AB 1021/2, Confidential, 20
November 1959.

3 Both Kubitschek and Foreign Minister Horacio Lafer spoke
about bringing these countries within Brazil’s ‘commercial orbit’
and ’‘Brazilian leadership’ in the region. These statements were
made at a press conference in Peru, at the end of a Latin
American trip that included Uruguay, Paraguay and Chile. Cf. FO
371 126224 AB 1042/1, Restricted, 6 December 1957. As mentioned,
this more aggressive export approach towards Latin America
received the support of the Brazilian industrialists. Already in
1956, they had asked former Foreign Minister Macedo Soares ’for
the adoption, with respect to South American countries, where the
possibilities of an expansion of manufactured exports are higher,
of a more realistic and economically oriented policy’ (author’s
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possibility of becoming a regional leader. At that time, her
main competitor, Argentina, was beset by economic and
political disarray, which prevented this country from
playing a more active role in regional politics !.

In sum, the combination of three factors encouraged
Brazil to seek new opportunities in regional affairs. First,
the need to find a new international role for the country.
Secondly, the opportunity to use more extensively Brazil’s
new industrial and technological capabilities. Thirdly, the
relative retreat of Argentina, which facilitated Brazilian
leadership in the region. Like Argentina in the forties, the
relatively more advanced position achieved by Brazil at a
regional 1level, and her dissatisfaction with the support
received from centre countries, made her more inclined to

play an active role in regional affairs.

II1.3. The ’‘New Foreign Policy’

These new trends in Brazil’s foreign policy would

experience further developments in the period 1960-1964,

translation). Cf. BI, vol. XXXVIII, no. 394 (22 April 1957), p.
107. )

1 The British Ambassador in Rio observed that Brazil’s
new role had ’‘been made considerably easier by the setback
suffered by Argentina as a result of the debacle of the Perén’s
regime’ and because Brazil had ’‘an excellent and much reputed
foreign service’. Cf. FO 371 126224 AB1042/1, 6 December 1957,
handwritten comments of Ambassador Harrison. on the
characteristics of the Brazilian foreign service that made it a
highly professionalised institution, relatively isolated from
political pressure, see C. Barros, ‘The Formulation and
Implementation of Brazilian Foreign Policy: Itamaraty and the New
Actors’, in H. Mufioz and J.S. Tulchin, Latin American nations in
world politics (Boulder, 1984).
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during the Janio Quadros and Joao Goulart presidencies, when
Brazil embraced the so-called ‘Independent’ or ‘New Foreign
Policy’. The Kubitschek government could be seen as a
transitional stage in which the new policy was taking shape
in a still hesitant fashion !. The ’New Foreign Policy’ was
meant to represent a decisive step in the direction of
expanding Brazil’s international role through a
’developmentalist’ alliance with the countries emerging from
decolonisation in Africa and Asia. The policy was an
expression of the breaches that had already appeared in the
rigid bipolarism of the fifties 2. The expansion of the
developmentalist alliance should rely on close cooperation
within Latin America, and especially between Brazil and
Argentina. An ambitious agreement was then signed by
Presidents Frondizi and Quadros in order to coordinate
foreign policy, as will be analyzed in section III.1l. It was
believed that this could place countries like Brazil in the
position of intermediary between the developed countries and
the new independent states. The ’New Foreign Policy’ could
be seen as a reformulation, now in a world stage, of the
'buffer’ strategy already tried by Vargas in the forties
with respect to the USA and Argentina. In addition, it also

reflected the progress of industrialisation in Brazil, which

' ¢f. G. Moura, ‘Avangos e Recuos: A Politica Exterior de
JK’, in A. Castro Gomes (ed.), O Brasil de JK (Rio de Janeiro,
1991), p. 22. This was particularly evident as regards Brazil’s
policy towards Africa, in which Brazil hesitated between giving
support to the independence forces or preserving her traditional
links with Portugal.

2 For an analysis of Quadros’ foreign policy see P. Malan,
'Relagdes Econémicas Internacionais’, pp. 94-99.
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prompted her to 1look for trade opportunities in emerging
peripheral markets.

Although the ’New Foreign Policy’ seems a natural
development of the policy initiated by Kubitschek, it is
difficult to assess wether it was a viable strategy in the
context of the early sixties. In particular, the adverse
circumstances created by the Cuban revolution for an
‘autonomist’ foreign policy suggest that this was perhaps a
too idealistic move. The Cuban Revolution had led to a broad
reformulation of US policies which seemed to represent a
late victory of the OPA, but this change was ambiguous. On
one hand, the ’Alliance for Progress’, launched by President
Kennedy in March 1961, did favour reformist efforts in the
short term and gave support to the recently created LAFTA .
Oon the other hand, the ’‘Alliance for Progress’ was embedded
in a security strategy which became dominant. A. Lowenthal
has observed that the combination of support for social
reforms and the ’‘modernising’ role expected from the
military was contradictofy and 1likely to fail 2. This
provided an awkward environment for the ’‘New Foreign
Policy’. However, this cannot be interpreted just as

unrealistic move that had no support in current trends in

1 Although by the end of the fifties the USA was already

considering a change in policy towards Latin America, the Cuban
Revolution was the catalyst for action. The ‘Alliance for
Progress’ sought to combine social and economic reform (including
economic assistance and planning) with a more active role of the
army in civic action and counter-insurgency. This was seen as a
form of eliminating the roots of discontent and political unrest.
Cf. J. Tulchin, Argentina and the United States, p. 123.

2 cf. A. Lowenthal, Patterns in Conflict: The United States

and Latin America (Baltimore, 1986), pp. 29-30,
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Latin America and in the international system !. The fact
that a ’‘conservative’ brand of this policy would be adopted
by the mid-seventies by Brazil’s military government
suggests - that there were 1long term trends at work.
Industrialisation, to which developmentalism gave a
substantial impulse, had transformed the economic basis of
the country and Brazil’s perceptions about the role that she

could play in the international system.
IT.4. Conclusions

Looking at the whole period 1939-60, at least three
different stages in the evolution of Brazil’s foreign policy
can be identified. Between 1939-55, the emphasis was placed
on the ’‘special relationship’ with the USA. At this stage,
Argentine-Brazilian relations were 1limited by regional
rivalry and the conflict between the USA and Argentina. In
the period 1956-60, however, Brazil turned towards Latin
America with the aim of leading a regional bloc which could
negotiate more favourable terms of economic cooperation with
the USA. This was prompted by Brazil’s understanding that
her former position in the continent had been lost and by
the shared perception in Argentina and Brazil that they had
been neglected by the USA. Finally, the autonomist stance

initiated by Kubitscheck was extended in 1960-63 so as to

! LAFTA had also been depicted as an idealistic approach

with little basis in the real world. It will be argued in the
this chapter that this view underestimates the role of structural
change in this period and the ’learning’ of the early post-war
period.
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include the emerging states of Africa and Asia in the
developmentalist alliance. Argentina and Brazil expected to
increase their international role as buffer states and
leaders of the developing countries.

Thus, there was a continuum in which regional rivalry
lost ground in favour of cooperation for enhancing the
region’s bargaining power in the international system.
Argentina increased her role in Brazil’s foreign policy
along this continuum, and the divergent interests that had
prevented closer cooperation in the past faded. ECLA’s
proposals for regional integration would find a much more
conducive context in the late fifties than that found by
Pinedo-Aranha in the early forties and by Perdén-Vargas in

the early fifties.

ITT. ‘DEVELOPMENTALISM’ AND ARGENTINE-BRAZILIAN COOPERATION

ITT.1. Foreign Policy Convergence and the Uruguayana
Meeting

The ousting of Perdén and the taking office of a new
Government in September 1955 fully reinserted Argentina in
Washington’s mainstream directions in international affairs
-although, as mentioned, a rapprochement was already well

under way during the last three years of the Peronist era !l.

! In fact, it seems that the USA feared that if Perdén was
ousted and the Radical Party reached the Government, the
Argentine approach towards foreign investments in the oil sector
would become stricter than in Perén’s final years in government.
In effect, after the coup (and despite the burden placed by oil
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But this did not mean the end of political cornflict in
Argentina. The ’‘Provisional Government’ (September 1955 -
March 1958), which emerged from the so-called "Liberating
Revolution", could not avoid recurrent economic and
political instability. This constrained the ability of
Argentina to adopt new foreign policy initiatives, although
some measures were adopted with a view to 1liberalizing
controls on foreign trade !. It was during the presidency of
Arturo Frondizi (March 1958-March 1963) that a
developmentalist strategy was adopted, setting new
priorities for Argentine foreign policy.

Frondizi’s developmentalist policy 1largely converged
with that of Kubitschek in Brazil. The close identification
between the two countries, stemming from their common
developmentalist goals and democratic regimes, led to one of

the most remarkable periods of cooperation in the region 2.

imports on the balance of payments). General Aramburu would not
open this sector to foreign capital. Argentine request of
Eximbank credits for the construction of oil pipelines were in
turn declined by the USA, as it was considered that ‘ample.
private capital was available for petroleum exploration and
exploitation in Argentina’. Cf. US Department of State,
’Ambassador Dinner Conversation with President Aramburu’,
611.35/2-1756, Desp. no. 642, 17 February 1956, Argentina:
Internal Affairs, Microfilm. Cf. also FO 371 119917, 31 July
1956, Restricted.

! The most significant initiatives were the dismantling of
the Institute for the Promotion of Exchange (IAPI), the joining
of the Paris Club with a view to ‘multilateralize’ payments with
Europe (see also next chapter), and the application for
membership to the International Monetary Fund. Cf. R. Mallon and
J. Sourrouille, Politica Econdémica, pp. 14-17.

? Iike Kubitschek, Frondizi counted on the political asset
of being a democratic, reformist President who claimed to
represent a new generation of statesmen seriously concerned with
social and economic progress in Latin America. He also presented
Argentina as an example of the democratic path towards
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Although in some moments policies diverged - as in the case
of the different attitude adopted by Frondizi and Kubitschek
respecting the application of the IMF austerity programmes
in 1959 ! - coopération prevailed in most of the period. Both
countries embraced the idea that foreign policy should be
put to the service of development goals. Both countries

sought political support and trade in Africa and Asia 2. Both

development, at variance with the socialist path adopted by Cuba.
Cf. R. Frigerio, E1 Desarrollo Argentino y la Comunidad
Americana: Conferencias en Universidades de Estados Unidos
(Buenos Aires, 1959), especially chapter I.

AJ ‘

! While in June 1959 Frondizi adopted a severe

stabilisation plan that led the economy to an extremely deep
recession, Kubitschek decided to continue his ambitious programme
of investments, as proposed in the ’‘Targets Plan’ (’Plano de
Metas’) for the expansion of basic industries and infrastructure.
The aim was to sustain the momentum of growth and keep cohered
the political coalition that supported the government, despite
of its consequences on inflation. Cf. Benevides, M.V., O Governo
Kubitschek: Desenvolvimento Econdémico e Estabilidade Politica,
1956-61 (Rio de Janeiro, 1976), pp. 222-223. See also L. Sola,
'‘The Political and Ideological Constraints to Economic Management
in Brazil (1945-63)’, D.Phil Thesis, Oxford University, 1982,
chapter III. This would lead Brazil to break relations with the
IMF in June 1959. The ‘contagious’ implications of the Brazilian
attitude concerned the USA, which was therefore keen to show
support to Argentina and point out her dissatisfaction with
Brazil’s monetary mismanagement. An US observer considered that
the ‘contrasting experiences of Government of Argentina and
Government of Brazil involve one of the most important problems
confronting us in the continent’. Cf. Department of State Central
Files, cConfidential, 835.1016-1559, no. 1977, June 15 1959,
Argentina: Internal Affairs, Microfilm. Concurrently, a British
diplomat praised Argentina for remaining ‘ostentatiously
virtuous’ before alleged Brazilian attempts to convince the
Argentines to stand with Brazil ’‘in defiance of the IMF’. Cf. FO
371 139009, 3 December 1959. These comments were made in
reference to the alleged motives of the visit to Argentina of
Brazilian Foreign Minister Horacio Lafer from the 23rd to 27th
of November 1959.

? Frondizi paid a visit to India in 1960. An Argentina
commercial mission, with a ‘promotional’ objective, visited
Morocco, Senegal, Guinea, Ghana, South Africa, and the United
Arab Republic at the beginning of 1962. Cf. FO 371 162090, 26
February 1962.
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countries insistently argued that economic cooperation had
been unduly disregarded in the design and operation of the
inter-American system !. Both countries underlined that
security in the Western World ought to be related to large
scale economic support for development in Latin America. The
OPA received full support from Argentina - after some
hesitation rendered by the fact that Brazil launched the
initiative without previous consultation with other Latin
American countries. Argentina publicly demanded a
satisfactory response to the OPA. As early as December 1958
Foreign Affairs Minister Carlos Florit expressed his
scepticism about the achievements reached so far by the
Committee of the Twenty-One. He then strongly urged a
revitalisation of the initiative of President Kubitschek 2.

As a result of this convergence, in the early sixties

Argentina and Brazil sought to establish a more systematic

! Argentina shared the widespread view that Latin America
had been marginalised. The formation of the OECD was seen as an
attempt to set up an ‘economic OTAN’ with negative consequences
for the region. Cf. Arturo Frondizi Personal Archives, Centro de
Estudios Nacionales (thereafter AF-CEN), ’‘Memorandum from Mr.
Arnaldo T. Musich to the Foreign Relations Ministry, Arturo
Frondizi Personal: Una NATO Econémica’, Carpeta 91, no. 1,
Politica Internacional, Folio 31, non dated.

2 Ccf. RepGblica Argentina, Ministerio de Relaciones
Exteriores y Culto, ‘Conferencia de Prensa de S.E. el 8Sr.
Ministro Dr. Carlos A. Florit’, unpublish., Buenos Aires,
December 1958. This convergence was also stressed by Brazilian
diplomats, who observed that in the past there was a ’‘tendency
to accept sporadic aid and assistance as a generous favour of the
USA. Still, there is a growing awareness in some countries, like
in Argentina, that development in Latin America would only come
if it 1is organised and planned with enough external
support’ (author’s translation). Cf. CDO, ‘Instrugdes para a
Delegagdo Brasileira a III Sessdo da Comissdo Especial para
Formular Novas Medidas de Cooperagdo Econdmica’, STAP/DAm/Dur/8-
1960-3, Confidential, 31 August 1960. '



158
pattern of consultation and coordination with each other in
international affairs. This was a clear aim set forth
tentatively by Frondizi and Kubitscheck, which Frondizi and
Quadros would consolidate and extend after 1960. A landmark
was the meeting of Frondizi and Quadros at Uruguayana, a
town on the border between Argentina and Brazil, between
April 20th and April 22nd of 1961. The ’‘Uruguayana
Declaration’ was then issued, in which both countries
declared their intention to strengthen economic and
political cooperation. The ’Agreement of Consultation and
Exchange of Information’ was also signed on this occasion.
It was meant to provide for systematic consultation in
international matters at presidential 1level so as to
establish ’a definite and formal strengthening of the links
between the two countries’ !. The countries agreed to join
forces in negotiations with international institutions and
to lend full support to the ‘Alliance for Progress’. They
also analyzed problems of bilateral trade and economic

cooperation 2.

1 ¢f. FO 371 155829 AA 10310612, 3 May 1961. This document
also highlights the continuity of this agreement with previous
initiatives made during Kubitschek presidency. Thus, it was
noticed that ’President Frondizi put forward a draft Treaty of
Friendship and Consultation, reportedly modelled on a document
agreed last year between Sr. Lafer, the last Minister of Foreign
Affairs of the Kubitschek government, and Sr. Taboada, then
Argentine Minister for Foreign Affairs. Under this Treaty (...)
the two countries will (...) undertake to consult each other, at
presidential level, before determining their respective attitudes
to major international problems’.

2 The cooperative utilisation of the hydroelectric energy
potential of the ’Sete Quedas’ falls on the Parana River was also
agreed, a point that both counties failed to push forward later
and which would embitter bilateral relations in the sixites and
seventies. Cf. A. Lanus, Politica Exterior Argentina, p. 296.
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If differences of emphasis were still visible in
Uruguayana !, the meeting marked a very high point in
bilateral cooperation. From mutual suspicions in the
forties, Argentina and Brazil agreed to coordinate foreign
policy in the early sixties. Such a level of understanding
would not be reached again until the mid-eighties. Moreover,
cooperation continued after the resignation of Janio Quadros
in October 1960. On a brief meeting in Rio de Janeiro in
September 1961, Frondizi and Goulart reaffirmed the validity
of the Uruguayana declaration. It was then clear that ‘the
main lines of Brazil’s foreign policy will continue to be
those laid down by Sr. Quadros’, but without his ’theatrical
gestures’. Moreover, it was suggested that ’/Dr. San Thiago
Dantas’ aim is to professionalise the new and more
independent foreign policy of Brazil’ 2. When he visited
Buenos Aires in November 1961, Foreign Minister San Thiago
Dantas reaffirmed the importance of Argentine-Brazilian
collaboration in the progress of economic integration in
Latin America. In a speech at the National Academy of Law,

Dantas observed that

’both Brazil and Argentina are in the process of industrial

! Frondizi privileged the obtention of economic assistance
from the USA while Quadros insisted on the quest for higher
autonomy. Frondizi considered that it was unrealistic to
emphasise divergences with the USA, as both countries then badly
needed financial assistance. Cf. A. Lanis, Politica Exterior
Argentina, pp. 289-296, on this point.

2 cf. 371 155829 AA 103106/6, 26 September 1961.
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and agricultural development. They have much to offer to
each other and together they form a solid nucleus for the
Latin American common market.This is an important reason why

the two countries should cooperate more closely’ !l.

In sum, the late fifties-early sixties was a period of
remarkable convergence between Argentina and Brazil in the
external front, leading to a steady increase in cooperation.
This culminated with an agreement for the coordination of
external policy in April 1961. This approach, initiated by
Kubitschek and developed by Quadros, was continued by

Goulart after Quadro’s resignation.

I1I1.2. The Persistence of Rivalry

Some difficulties remained, however, and elements of
rivalry were still present. If these elements were
relatively controlled in 1955-61 and did not hinder
cooperation, they contribute to understand why rivalry re-
emerged in the second half of the sixties.

In effect, the ambitions of regional leadership had not
been completely abandoned. The reinvigorated Brazilian
interest in Latin America concerned.the Argentines, who
feared to be placed in a secondéry position in regional

politics 2. . This was particularly challenging, given

1 ¢£. FO 371 155829 AA 103106/4, 14 November 1961.

2 The agreements reached by Argentina with Uruguay,
respecting the hydroelectric exploration of the Uruguay river
(Salto Grande), and with Paraguay, on the Parana River (Salto de
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Argentina’s outstanding role in regional politics in the
past. The remembrances of past friction could not be
immediately dissipated. This was furthered by the newly
industrial capabilities that Brazil had developed. Fears
that Brazil would dominate industrial production and
Argentina retreat to agrarian specialisation were
significant !. Frondizi made it clear on several occasions
that national development programmes should have priority
over regional programmes 2. The goal of forming a Latin
America common market, he argued, ‘should be necessarily

preceded by a process of national integration within each

country’ 3. At least some circles in the Argentine government

Apipe), were suggested to ’‘reveal the Argentine quest for a
leadership role in Latin America’. Cf. FO 371 139008 AA 1021, 2
January 1959. Similar comments were made respecting Frondizi’s
visit to Bolivia in June 1961. Cf. FO 371 155827 AA 1021/3, 22
June 1961. Another element that evidences the persistence of
competition in the region was the attitude of Argentina and
Brazil towards political conflict in Paraguay. They interfered
in the Paraguayan conflict by providing arms and 1logistic
assistance to the contending parties, namely the Paraguayan
dictator Alfredo Stroessner, who received Brazilian support, and.
the febrerista rebels, supported by <the Argentines.- The
involvement was in a very limited scale, but revealed the
permanence of rivalry in the bilateral relation. See L.A. Moniz
Bandeira, Estado Nacional, chapter 8, on this point.

! Rogelio Frigerio, former adviser to President Frondizi,
interview, Buenos Aires, 27 October 1993. On the Argentine
concerns with Brazil’s industrial competition see R. Frigerio,

La Integracién Regional: Instrumento del Monopolio (Buenos Aires,
1968) .

2 ¢f. ’Discurso Ante el Congreso de Uruguay’, Montevideo, 7
April 1958; ’Discurso en el Congreso del Paraguay’, Asuncion, 30
October 1958; ‘Discurso en la Cancilleria del Brasil’, Rio de
Janeiro, 9 April 1958. These speeches are collected in A.
Frondizi, La Politica Exterior Argentina (Buenos Aires, 1963).

3 ¢cf. A. Frondizi, Politica Exterior, p. 39 (author’s
translation).
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still regarded Brazil as vitally interested in containing
the process of development in Argentina and considered that
Brazil’s conflict with the USA would strengthen the
Argentina’s role in the region !.
In turn, Brazil felt unease at the Argentine
rapprochement with the USA. As stated by Luis Bastian Pinto,

a Brazilian diplomat in Buenos Aires:

'‘with her attention directed to the dollar area, in a phase
of intense collaboration with and growing dependence on the
USA, Argentina - which 1in the past was the champion of
multilateral solutions and adopted an attitude of
independence - now seems to incline towards bilateralism
through a rapprochement with Washington. (...) To some
extent there was an inversion of the basic positions of
Brazil and Argentina. Argentina seeks to play the role that

Brazil traditionally played in the past, namely that of

! Rogelio Frigerio, interview. This perspective also

appears in documents of the period. Thus, for instance, a secret
Memorandum for the Secretary of Liaison and Coordination of the
Argentine government containing the ‘keys for understanding the
current international situation of Argentina’ and intended to
serve as an outline for discussions with the military, offers the
following assessment: ‘Brazil, given her current economic crisis,
fears the rapprochement of the Argentine with the USA because
that could reduce the financial help in dollars that she needs
(...). But, fundamentally, because the Argentine development
means the recovery for our country of her mentor role in Latin
America and the victory of the River Plate Basin over that of the
Amazon and the coastal Rio-Santos axis’ (author’s translation).
Cf. AF-CEN, ’Secretaria de Enlace y Coordinacién: Apuntes Muy
Breves Sobre una Clave Internacional del Actual Momento
Argentino’, Memorandum, Secret, Carpeta 91, no.1l, Folio 5, Buenos
Aires, 17 November 1959.
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conciliator between Washington and Latin America’ !.

Thus, competition for influence and expectations about
special support from the USA (now from the Argentine side)
were still present and this probably facilitated the

subsequent reversal of cooperation.

IIT.3. The Lack of Political Consensus in Argentina

Despite the interest of President Frondizi in
coordinating policies with Brazil, Janio Quadros
‘neutralist’ positions raised resistances in Argentina and
Frondizi had to consider the reaction of the military 2. The
Uruguayana meeting was heavily criticized in Argentina as a
dangerous move in foreign policy 3. In this there was too an
inversion of positions between Argentina and Brazil. In
1951-53, the opposition to Vargas tried to block cooperation

between Vargas and Perdén. In 1960-62, it was the opposition

! ¢cpO, ’Embaixada de Buenos Aires, Oficios 1957-59, XI
Conferencia Inter-Americana: Asuntos Econdmicos, Posicao
Argentina’, N.1128, Confidential, 29 december 1959 (author’s
translation).

2 ¢cf. R.A. Potash, The Army and Politics in Argentina, p.
336.

} paradoxically enough, while the Argentine press and the
military criticized Frondizi’s alignment with the ’irresponsible’
attitudes of President Quadros, in Brazil and in diplomatic
circles it was believed that Quadros had obtained great benefit
from Frondizi’s ’experience’ and ’‘moderation’ in international
affairs. This clearly emerges from the conversation between the
British Ambassador in Rio, Wallinger, and the Argentine
Ambassador, Muniz (cf. FO0371 155829 A103106/3, Confidential, 2
May 1961).
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to Frondizi that objected closer cooperation with Brazil.
Like Vargas, Frondizi faced a complex domestic situation and
his room for manoeuvre was reduced. Frondizi had to endure
an hostile surveillance of his foreign policy, where his
rivals saw a failure to uphold international
responsibilities as they understood then.

The anti-communist ideology of the military, for whom
the boundaries between an ‘autonomist’ and a ’/pro-communist’
policy were not clear, made foreign policy still more
complicated. The military had become an increasingly
powerful actor based on the ideology of the Cold War. If
foreign policy had never attracted domestic consensus in
Latin America, the Cold War made this a still a more
divisive and destabilising issue !. It was an issue which
could be used to mobilise the opinion of the USA and the
military in éupport of domestic political groups and the
governments of Frondizi and Quadros-Goulart were weakened by
this. Therefore, at variance with the Europeah case, in

Latin America the Cold war contributed to weaken rather than

1 Although the main factors behind the ousting of Frondizi
by the military in 1962 seem to have been principally related to
the advance of Peronism in the provincial elections and the
unveiling of the pact between Frondizi and Perdn, the disastrous
manner in which Frondizi managed his foreign policy with respect
to Cuba also made a significant contribution to weaken his
government. In particular, his secret meeting with Cuban Minister
Ernesto Guevara led to a major crisis between the President and
the military - still more serious than that provoked in Brazil
by the alleged pact between Perdén and Vargas in 1954. Cf. R.A.
Potash, The Army and Politics in Argentina, p. 345-351. See also
A. Conil Paz and G. Ferrari, Politica Exterior Argentina, p. 211.
This was added to the insatisfaction provoked by Frondizi’s
refusal to support the expulsion of Cuba from the OAS in December
1961 (a position also adopted by Bolivia, Brazil, Chile and
Ecuador).
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to foster regional cooperation.

IV. THE NEW STAGE OF IMPORT-SUBSTITUTING INDUSTRIALISATION

AND REGIONATL, COOPERATION

From the point of view of regional trade, the period
1955-60 was dominated by two trends. On the one hand,
bilateral trade fell, adding to the external difficulties of
Argentina and Brazil. On the other, both countries went
through rapid structural change on the basis of the
implantation of new industrial sectors. This resulted in a

strong incentive to reshape bilateral agreements.

IV.1l. The Loss of Dynamism of Regional Trade

In the previous chapter it was shown that bilateral
trade lost dynamism after the end of the War. This became
more pronounced in the second half of the fifties, when
total trade in constant dollars fell from an average of US$
211.8 millions in the biennium 1953-54 to an average of US$
149.9 millions in the biennium 1959-60 - a fall of about 30
%. Tables III.3 and graph IV.1 show these trends in

bilateral trade.
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Brazil's exports to Argentina fell at a rate of minus
13.2 % annually in 1955-60. This record was worse than that
of 1951-55, when exports to Argentina fell at a rate of
minus 1.9 % annually. The Argentine export performance was
dismal too. The rate of growth of Argentine exports to
Brazil was minus 5.6 % 1in 1955-60. Although the fall of
exports was 1less marked than that of Brazil, it compares
badly with the period 1951-55 (when exports grew at a
positive 4.7 %) . As a result, the importance of Argentina
and Brazil as markets for their reciprocal exports fell, as

can be seen in table 1IV.3.



167

TABLE IV.3
BIILATERAL TRADE IN TOTAL TRADE, 1955-60
(In Percentage)

Brazil: participation of Argentina in total exports and
imports

Year Exports Imports
1955 7.0 11.6
1956 4.4 6.2
1957 7.4 6.0
1958 8.6 6.5
1959 3.4 7.6
1960 4.4 6.5
Average

1956-60 5.6 6.6
Average

1951-55 6.3 6.9

Argentina: participation of Brazil in total exports and
imports

Year Exports Imports
1955 17.9 14.0
1956 8.2 10.6
1957 9.2 13.3
1958 9.2 14.3
1959 10.3 7.7
1960 9.2 . 6.4
Average

1956-60 9.2 10.4
Average

1951-55 11.2 10.4

Sources: Cf. Tables III.1.A and III.1l.B.

The fall in total trade was accompanied by a
restructuring of trade towards primary goods, as can be seen
in graph 1IV.2 This was a trend of post-wear years that
continued in the late fifties. It is remarkable the fall of
manufactured exports by Brazil. If Brazil managed to export

some new industrial goods after 1955, especially railway
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equipment 1, these items did not represent a significant part
of actual bilateral trade and its structure continued to

present a low degree of diversification.

GRAPH IV.2. Trade In Manufactures
(In percentage of total exports)
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Several factors explain the ©poor performance of
bilateral trade after 1955. Two of them will be highlighted
in this work, namely (i) the effect of the trade and

exchange reforms applied in 1956 and 1959 in Argentina and

1 Brazil exported railvay equipment to Argentina for a value
of about US$ 3 millions of dollars in 1955 and US$ 1 million of
dollars in 1956 (which represented 89 % and 41 %, respectively,
of the total exports of the item 'Machinery, Transport Equipment
and Accessories'). Cf. IBGE, Anuario Estatistico do Brasil (Rio
de Janeiro, various years) . However, these exports subsequently
fell. They reached only US$ 350 thousands of dollars in 1958 and

were almost =zero in 1957, 1959 and 1960.
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in 1958 in Brazil, which increased the instability of the
economy; (ii) the fact that the second half of the fifties
was a transitional period in which previous bilateral trade
agreements became less effective. These factors will be
addressed in detail in the next chapter.

In sum, the evolution of bilateral trade in 1956-60 did
not contribute to alleviate the external situation of
Argentina and Brazil. It indicated that existing mechanisms
for encouraging trade were not working effectively. The
combination of this negative signal with the stimulus
provided by rapid transformation in the industry would

prompt new forms of cooperation in the late fifties.

IV.2. Structural Change in the Domestic Economy and Economic

Integration

(a) Structural Change, Increasing Returns to Scale and

Regional Integration

The 1956-60 period was characterized by a new phase in
the process of import-substituting industrialisation, the
ISI-2 phase, based on a set of new capital-intensive
industries, in which technology was more sophisticated and
increasing returns to scale were more significant !. This

represented a transformation of the pattern of ’‘horizontal’

1 Clearly, the process of industrial transformation did not
begin in the late fifties, and some metal-mechanical and chemical
industries were already expanding in the forties. However, this
process suffered a rapid acceleration since 1955.
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industrialisation of the previous period, the ISI-1, which
was based on the production of labour-intensive,
technologically simple light consumer goods. The 1leading
sectors of ISI-2 were consumer durable goods, transport
equipment, chemicals and capital goods, with an outstanding
role for the automobile and associated industries. These
sectors gained participation in the industrial structure at
expense of traditional industries like textiles, food and
beverage. The participation of the chemical, électrical and
metal-mechanical sectors in total industrial production
increased in Brazil from 10.5 % in 1949 to 22 % in 1959 and
in Argentina from 22.7% (average 1948-50) to 35 % (average
1959-61) (cf. tables III.9.A and III.9.B).

The ISI-2 phase reshaped the costs and benefits of
economic integration. To understand how this occurred, it is
convenient to first restate the hypotheses suggested in
chapter I in the light of the transformations that occurred
in the late fifties. Evidence in favour of these hypotheses
will be subsequently presented in the sub-sections (a) and
(b) .

To begin with, the diversification of the industrial
structure opened new opportunities for regional trade which,
it can be argued, industrialists were interested in
explorihg. The implantation of new sectors implied
overcoming supply constraints on regional trade. Domestic
production became more similar to the import structure in
Argentina and Brazil, and therefore more able to produce the

goods whose demand grew steadily in both countries, namely
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intermediate and capital goods. Concurrently, the importance
acquired by static and dynamic economies of scale in the
ISI-2 affected the 1links between protection, industrial
efficiency, the size of the market and trade. The gains from
trade and specialisation, and therefore the benefits of the
creation of a regional market, were higher in the presence
of increasing returns to scale. Conversely, the costs of
protection increased. If the role of the regional market in
achieving economies of scale had already been perceived by
Pinedo in 1940, the argument carried still more weight in
the late fifties. Finally, increasing returns to scale and
overlapping structures of demand and production in both
countries created new opportunities for intra-industry
trade. Although in 1956-60 it was too early for these
opportunities to be reflected in the structure of trade, the
potential for intra-industry trade substantially increased.
This can be expected to make trade more attractive in the
new sectors, as the costs of adjustment would be reduced and
so the power implications of industrial specialisation !.

Figure 1, elaborated from the North-South trade diagram
proposed by Bollino and Padoan %, illustrates the gains that

a regional market can offer in the presence of increasing

! As intra-industry implies transferring resources between
similar activities, adjustment to trade is easier. In addition,
intra-industry trade mollifies concerns about security by
reducing the vulnerability of the countries to an unilateral
suspension of trade. See chapter I on these points.

? c¢f. C.A. Bollino and P.C. Padoan, ‘Growth and
Specialisation in an Enlarged Europe: Is a virtuous Circle
Possible?’, Revista di Politica Economica, vol. LXXXII, no. 12
(1992), pp. 267-285.
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returns to scale. Assuming, for the sake of simplicity, that
average total costs depends only on the volume of
production, then North countries will enjoy a competitive
advantage respecting the South. This stems from an earlier
start at industrialisation, which allowed the North to pre-
empt the international market for industrial goods !. In the
ISI-1 phase of industrialisation, the South gives to its
industry a level of protection equal to Tl in order to
compensate for the initial North-South asymmetry in the
production of light manufactures. As in these industries
economies of scale are less significant, and labour costs
and natural resourcés (factors which are generally more
abundant in the South) represent a large proportion of total
costs, then protection can be expected to be small 2.
However, when South production moves towards more complex
industrial goods, in the ISI-2 phase of industrialisation,
cost differences between North and South grow, as increasing
returns to scale become more significant (and so does the
initial North-South asymmetry of costs and market shares).
Hence, protection has to be set now at the higher T2 level.
In order to reduce the inefficiency that this implies, a
group of South countries may be encouraged to create a free

trade area. This allows them to increase industrial

! such a result is consistent with the ECLA and ’new trade

theory’ presented in chapter I.

2 In some cases, the South can export ISI-1 goods to centre
economies and T1 would be zero or even negative. Hence the
diagram only applies for industries protected and oriented to the
internal market, which was the case of most industrial production
after the war.
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production from P to P*, and thereby reduce protection from
Tl to T1* (ISI-1) and from T2 to T2* (ISI-2). Clearly, as
the slope of the total cost curve 1is higher in the ISI-2
phase than in the ISI-1 phase, the fall in the 1levels of
protection allowed by an increase 1in production will be
higher in the ISI-2 than in the ISI-1 phase, and so will the

incentive to integrate 1.

FIGURE I. The Regional Market and Industrial Protection in

ISI-1 and ISI-2

?

1 Formally, returns to scale in the ISI-1 and ISI-2 phases,
respectively, can be expressed as ¥, (w,x) = [C, (w,x)/x]
[dCj (w,x) ,dx] and % = [C2W /X) /x] [dC2 (w,x) .dx] , where w 1is a
vector of input prices, x 1is the volume of production and C 1is
the total costs curve. As mentioned, since 'F is the inverse of
the elasticity of the costs curve with respect to production,
> 1 implies increasing returns to scale. In other words,
increasing returns implies that the marginal cost curve is below
the average cost curve and hence the latter is falling with
production. The argument that increasing returns to scale are
higher in ISI-1 than in ISI-2 amounts to say that ¢ >¢% > 1. Cf.
E. Helpman, 'Increasing Returns, Imperfect Markets and Trade
Theory', in R.W. Jones and P.B. Kenen, Handbook of International
Economics. vol. I (North Holland, 1984), p. 328. In this work,
the concepts of economies of scale and increasing returns to
scale will be used as synonyms, by assuming that the production
functions are homotetic.
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The rest of this section concerns itself with the study
of the implications of ISI-2 for regional cooperation and is
intended to provide historical and statistical evidence for
the hypotheses presented above. First, the hypotheses that
increasing returns to scale played a more substantial role
in the ISI-2 than in the ISI-1 phase of industrialisation is
studied by comparing the evolution of production, employment
and the stock of capital in both periods in Argentina and
Brazil. Subsequently, the impact of ISI-2 on governmental
and entrepreneurial perceptions on integration will be

considered.

(a) A simple Test for Increasing Returns to Scale in

the ISI-1 and ISI-2 Phases

The suggested association between increasing returns
and structural change in the late fifties can be scrutinized
through a simple statistical test based on the so-called
'Verdoorn Law’ or ’‘Second Kaldor Law’ !. According to the
Verdoorn-Kaldor Law, in the presence of increasing returns,
the expansion of production leads to gains in productivity.
If this is true, there should be an association between
production growth and productivity growth. It has been
suggested that increasing returns were more significant in
the ISI-2 than in the ISI-1 phase of industrialisation. This

hypotheses has been studied by Katz and Kosacoff for the

! A theoretical discussion of the Verdoon Law can be found
in J.S.L. McCombie and A.P. Thirwall, Economic Growth and Balance

of Payments Constraint (New York, 1994), pp.177-80.
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Argentine industry in the periods 1946-54 (ISI-1) and 1954-
61 (ISI-2) !. The results presented by Katz and Kosacoff
support the hypothesis that a new phase of industrialisation
began in the second half of the fifties and that this was
associated with higher increasing returns to scale. The
authors found that production growth and productivity growth
were significantly correlated in Argentina between 1954-61
(R squared = 0.78, significant at a 5 % 1level) but not
between 1946-54 (R squared = 0.30, n.s.). They concluded
that increasing returns were a relevant variable in
industrial production in 1954-61 but not in 1946-54. The
work of Katz and Kosacoff offers support to the argument
that structural change in the late fifties provided a new
stimulus for economic integration, aimed at achieving
economies of scale in the new industries.

However, the original specification of Verdoorn, used
by Katz and Kosacoff, may lead to problems of spurious
correlation 2. An alternative test was proposed by Kaldor,
which uses employment growth instead of productivity growth
as the dependent variable in order to eliminate this problem

3. While the original Verdoorn Law states that p = a + bq

! Cf. J. Katz and B. Kosacoff, El Proceso de
Industrializacidén en la Argentina, pp. 67-77. A similar argument
is presented by R. Mallon and J. Sourouille, Politica Econdmica,
pp. 121-25.

2 As the variables used in the correlation have a common
component, production growth (which appears as a variable on its
own and in the numerator of the productivity variable), then
spurious correlation may occur.

3 ¢f. J.S.C. McCombie and A.P. Thirwall, Economic Growth,
pp. 167-70. For a comparison of the Verdoorn and Kaldor
specifications and a discussion of the empirical results obtained
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(where p stands for productivity growth and q for production
growth), the respecificied equation states that e = a* +
b*g, where e stands for employment growth, q@ for production
growth, a = -a* and b* = 1 -~ b . The original Verdoorn test
requires b > 0 for the data to be consistent with increasing
returns. The re-specification requires b* < 1. In effect, if
b* < 1, an increase in industrial production leads to a less
than proportional increase in industrial employment and
hence to more than a proportional increase in 1labour
productivity 2. The results of the application of the re-
specified equation for the Argentine and Brazilian
industrial sector are presented in Appendix I. They are
broadly consistent with the hypothesis of a higher role of
increasing returns to scale in both countries in the second
half of the fifties.

Still, this re-spécification is still insatisfactory,
since it misses the contribution of capital inputs to
productivity growth. Part of the increase in 1labour
productivity may have been explained by the use of higher
amounts of capital per worker rather than by increasing

efficiency in the use of 1labour for a given amount of

from testing the Kaldor specification see R.W. Rowthorn, ‘What
Remains of Kaldor Law?, Economic Journal, vol. 85, N. 36 (1975),
pp. 10-19.

! The re-specification is straightforward, since by
definition p = ¢ - e. See J.S.C. McCombie and P. Thirwall,
Economic Growth, p. 168.

? Obviously, it is also necessary that b* significantly
differs from zero. Otherwise, there will be no association
between production and employment growth and no meaningful
conclusion can be drawn from the value of b* .
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capital. In order to take into account both factors, a Cobb-
Douglas function was adjusted for the economy, on the basis
of the time series for capital and labour inputs provided by
Elias !. The results are presented in Appendix II. They
confirm that, in the case of Argentina, increasing returns
cannot be rejected for the 1955-65 period, while constant
returns to scale cannot be rejected for the 1945-55 period.
In the case of Brazil, increasing returns cannot be rejected
in the 1950-55 and 1955-65 periods. Still, as employment
data is only available in Brazil from 1950, the results of
the regression for the ISI-1 period should be taken only as
a preliminary excersise, which clearly does not allow to
draw definitive conclusions. Moreover, a cross-section study
of the Brazilian industry, using data for the stock of
capital provided by the 1949 and 1959 censuses, suggests
that constant returnsbprevailed in the late forties and
increasing returﬁs in the late fifties 2.

In sum, while the hypothesis of a significant change as
regards the presence of increasing returns to scale between
the 1ISI-1 and 1ISI-2 periods is fully confirmed for
Argentina, this still remains obscure for the case of Brazil
in the ISI-1 period.

These results presented have to be considered most

cautiously. Besides the problems of the quality of the data

1 ¢cf. V.J. Elias, Sources of Growth: A Study of Seven Latin
American Countries (San Francisco, 1992), pp. 175-80 and Appendix
E L] "

2 cf. A.C. Campino et al, "Fungcdo de Produgdo Para o Setor
Industrial Brasileiro", mimeo, IPEA-USP, 1971. I am grateful to
Leonardo Campos Filho, who called my attention to this work.
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and the small number of observations, the Cobb-Douglas
function does not include the effect of autonomous
technological progress. As during the ISI-2 period new
technologies were introduced by foreign firms, productivity
increases may have been related to the effects of autonomous
technical change and not to economies of scale. However,
these problems probably qualify but do not challenge the
results. Higher amounts of capital and the introduction of
new technologies can be expected to be associated with
increasing returns. Higher capital intensity makes more
likely the presence of static economies of scale in the
shape of falling fixed costs of producﬁion. Higher
technological complexity, in turn, makes more 1likely the
presence of dynamic economies of scale stemming from

technological learning.

(c) Protection and The Political Economy of the

Regional Market

The political economy of the 1ISI-2 period was
characterized by huge transfers of resources towards
priority sectors, in which the state and the multinational
enterprises played a leading role. These were the central
actors, with national capital playing a minor role, in
accordance with the description offered by Peter Evans !.

Multinational firms were seen as sources of capital and

! ¢f. P. Evans, Dependent Development: The Alliance of

Multinational, State and Local Capital in Brazil (Princeton,
1979), pp. 64-94.
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technology in a context in which international trade and
financing were adverse to the developmentalist objectives.
The state invested in infrastructure and intermediate
industries, and provided a broad array of incentives for
attracting foreign capital.

In Argentina, a new Law on foreign investment was
passed in July 1958, providing for a 1liberal policy on
profits remittances and capital repatriation !. These
policies succeeded in attracting large amounts of foreign
capital to Argentina. While foreign direct investment under
Law 14.222 amounted to US$ 12 millions in 1954-55, it
reached US$ 325 millions in 1958-59, and a total of US$ 412
millions for the 1957-1963 period, under Law 14.780. In
Brazil, the basic instrument for attracting foreign direct
investment was comprised by Instruction 113 of SUMOC. This
instruction, that had been approved during the Café Filho

interim government in January 1955, established that imports

! Law 14.780 of 1958 replaced Law 14.222 of 1953 respecting
the control of foreign investments. It contemplated a broad array.
of stimulus for foreign firms, like tariffs reductions for their
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