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Brazil has also added to its direct-import restrictions •. These measures 
include a 100-percent, 12-month, noninterest-bearing advance deposit 
requirement, which applies to a wide range of imports; prohibition of certain 
nonessential imports, consisting of about 500 items in 1977; an increase in 
duties of 30 to 100 percentage points applied to a large number of consumer 
and intermediate goods; and quantitative limits on Government-sector imports. 
Some measures, relatively minor in scope, were announced in the 
latter half of 1977. 

Mexico, however, has depended primarily upon its comprehensive 
monetary-fiscal program and the support provided by abandonment of a fixed 
exchange-rate policy in August 1976 and subsequent depreciation of the peso by 
45 percent from its old level of 12.5 pesos per dollar. Under a floating 
system, the peso exchange rate has remained relatively stable since January 
20, 1977, fluctuating within a range of less than 1 percentage point of the 
22.736 pesos per dollar at which it closed the year. A 35-percent in 
exports of petroleum and petroleum Mexico's fastest growing 
industry, further improved its balance-of-payments position in 1977 and, in 
turn, contributed to the deficit in the U.S. trade account with Mexico. 

U.S. imports of oil.--u.s. purchases of petroleum and petroleum products 
from Latin America's major net oil-exporting countries--Venezuela, 
Trinidad-Tobago, and Ecuador--totaled an estimated $5.7 billion in 1977. 
In 1977, oil was 94.4 percent of the value of U.S. imports from Venezuela 
96.9 percent of the total from Trinidad-Tobago, and 43.2 percent from 
Ecuador. Yet, exports from Venezuela, Trinidad-Tobago, and Ecuador accounted 
for only 64 percent of the crude petroleum, petroleum products, and natural 
gas imported by the United States from Latin America and the Caribbean area 
last year. 

Bolivia's role as a net oil-exporting nation has been curtailed by 
reduced production and increased domestic consumption, but it added another 
$26.6 million to U.S. oil imports in 1977. On the other hand, Mexico's 
exportable oil surplus has grown rapidly, with U.S. imports reaching an 
estimated $840.7 million last year, or more than three times the value of 
U.S. purchases of oil from Ecuador. Other Caribbean islands (not included in 
table 21) should be considered in this context, notably the Netherlands 
Antilles--where the economy is based almost entirely upon the refining of 
Venezuelan. oil on the islands of Curacao and Aruba--and the Bahamas, which 
exports both petroleum and petroleum products. 

Because of the participation of U.S.-affiliated companies in petroleum 
exploration and production in the region, some of the net oil-importing 
countries are among those which export to the United States. A country-by­
country breakdown of U.S. imports of oil and total U.S. imports from Latin 
America and the Caribbean area in 1977 is listed on the following page: 
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Country of origin 

Oil 

Venezuela------------- 3,836.4 
Trinidad-Tobago------- 1,603.4 
Netherlands Antilles-- 1,214.0 
Bahamas--------------- 971.6 
Mexico---------------- 840.7 
Ecuador--------------- 260.9 
Colombia-------------- 80.3 
Peru------------------ 35.3 
Panama---------------- 33.4 
Bolivia--------------- 26.6 
Other !/-------------- __ 6_._2 

Total------------- 8,908.8 

U.S. imports 
(millions of $US) 

Non-oil 

229.1 
52.5 
71.8 
77. 9 

3,806.6 
343.1 
744.4 
453.6 
125.5 
133. 7 

1,134.7 
7,172.9 

Total 

4,065.5 
1,655.9 
1,285.8 
1,049.5 
4,647.3 

604.0 
824.7 
488.9 
158.9 
160.3 

1,140.9 
16,081.7 

1/ In descending order of the value of U.S. imports: Chile, Argentina, 
Haiti, French West Indies, Bermuda, and Jamaica. 

U.S. oil imports from Latin America and the Caribbean area in 1977 consisted 
of crude petroleum ($3.4 billion), petroleum products ($5.4 billion), and 
natural gas and products ($119.0 million). Of the total, $6.7 billion 
represented the amount imported from the countries included in table 21 and 
was 36.4 percent of the value of all merchandise purchased by the United 
States from this group of nations. The remainder of the oil, amounting to 
$2.2 billion, came from other Caribbean islands. The regional total, $9.0 
billion, accounted for approximately 20 percent of all U.S. oil imports last 
year. !/ 

Operation of the U.S. Generalized System of Preferences ~/ 

Nineteen of the western developed countries have preference programs 
under which a broad range of manufactured goods and some agricultural products 
can be imported duty free or at reduced. rates from the developing nations. 
The three basic objectives are: (1) to increase the export earnings of the 
beneficiary countries, (2) to promote their industrialization, and (3) to 
accelerate their rates of economic growth. Since the United States is the 
single largest market for the exports of the Latin American and Caribbean 
countries, the operation of the U.S. GSP program is for them the most 
important of any of the industrialized nations' GSP programs. The U.S. system 
began operation on January 1, 1976, following its authorization by the Trade 
Act of 1974. Thus, after only 2 years of operation, an evaluation of its 
effect upon U.S. imports from Latin America is necessarily limited. 

ll U.S. imports of oil in 1977 totaled $43.7 billion. 
~/ See general discussion of program in ch. 1. 
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The GSP provisions.--The U.S. program provides for the duty-free entry of 
specified manufactured and semimanufactured products from designated 
developing countries. Some agricultural connnodities--small in number but 
significant as exports of the region--are also included in the GSP coverage. 
Because of their membership in· the Organization of Petroleum Exporting 
Countries (OPEC), Ecuador and Venezuela, are excluded from the list of 
designated beneficiaries. !/ The GSP privileges of beneficiary countries can 
be withdrawn and subsequently reinstated on an item-by-item and 
country-by-country basis under the provision known as the competitive-need 
formula. 

The competitive-need provision sets the following limits on imports of 
otherwise eligible articles supplied by the beneficiary countries: If (1) 
imports of an item from an individual country exceed a certain dollar limit, 
which is revised each calendar year ($29.7 million in 1977), or (2) more than 
50 percent of the U.S. imports of a particular item come from one country 
during the year, 2/ then the GSP privilege is withdrawn from that country on 
any article to which either limit applies. These items, which are removed 
from the GSP list within 60 days after the end of a calendar year, are then 
dutiable at the most-favored-nation rate. Whether they are reinstated the 
following year depends upon the volume and value of trade at the MFN rate. 

The effect on U.S. imports.--Although only 2 years of operation does not 
permit a complete evaluation of the impact of the GSP, some analyses of the 
flow of U.S. imports from Latin America under the program have been made. In 
1977, the total value of Latin American products which entered the United 
States duty free under GSP increased 27.1 percent to $1.0 billion, as compared 
with 850 million dollars' worth in 1976. The value of Latin American goods 
eligible for GSP treatment in 1977 was $1.6 billion; the figure was $1.4 
billion in 1976. Reasons for the gap between potential and actual GSP 
benefits include lack of sufficient information on the part of Latin American 
exporters and U.S. importers, and the complexity of the rules governing the 
origin of products and the amount of value added in the beneficiary countries. 

A total of 117 items from specified Latin American countries were removed 
from the GSP list for one year--or, in some cases, continued to be excluded 
for another year--as a result of imports which exceeded the limits of the 
competitive-need formula in 1977. 3/ Included in this total were 112 tariff 
items, 110 of which involved only one country. Two products, sugar and 
unwrought copper, involved more than one country. Imports of sugar from 
Argentina, Brazil, Dominican Republic, Guatemala, and Peru exceeded $33.4 

1/ In addition to specifying that the members of OPEC and 26 other countries 
are not to be designated beneficiaries, sec. 502 (b) of the Trade Act of 1974 
established standards for excluding others, none of which conditions presently 
applies to any of the Latin American countries. 

2/ The SO-percent limitation may be waived in the case of· items not produced 
in-the United States and not competitive with U.S. products. 
~./Executive Order 12041 (Federal Register, Feb. 28, 1978). 
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million, as did U.S. purchases of copper from Chile and Peru. 1/ The country 
most extensively affected by the competitive-need formula in 1977 was Mexico; 
of the 117 items exceeding either the percentage or the dollar limit, 64 were 
imports from Mexico. Another 16 items were from Brazil. 

The program as now constituted has proved a useful instrument for ga1n1ng 
access to the U.S. market, but the debate over certain of its provisions 
continues. This debate centers on the limitations built into the system, 
especially the competitive-need formula. The relatively less-developed 
beneficiary countries are favored by this provision while some of the more 
advanced beneficiary countries in the region have found that a number of their 
manufactures and processed products have been subject to the loss of GSP 
benefits. Criticism is directed both to the effect the competitive-need 
formula has had in limiting export expansion and to the market interruption 
that has characterized its application. Benefits withheld in one year because 
either annual limit has been exceeded may be reinstated the following year and 
then withdrawn the next. Some of Latin America's major primary-commodity 
exports which were designated GSP items also have been effectively excluded 
from the program. U.S. imports of copper from Chile have been ineligible 
since the program began, and copper from Peru has been suspended from GSP 
treatment since March 1977. Benefits were also withheld or withdrawn from 11 
countries with respect to sugar. In 1976, as the program began, $1,074 
million in Latin American exports were ineligible for GSP on the basis of the 
competitive need formula; in 1977, $1,216 million in Latin American products 
were excluded. 

Another issue of note involves the prov1s1on barring Venezuela and 
Ecuador from GSP treatment because of their membership in OPEC. This 
exclusion is objected to on the general grounds of being discriminatory. .In 
addition, it is contended that exclusion of their exports is exerting an 
adverse effect on their economies. In the case of Venezuela, a relatively 
small 8.5-percent share of U.S. imports in 1977 was duty free (table 21); the 
value of the remainder; or 91.5 percent, was approximately equal to U.S. 
purchases of oil from Venezuela less the value of imports of natural gas 
products which are a duty-free item. As oil revenues continue to be plowed 
back into a program of industrial development and export diversification, 
Venezuela faces difficulties in marketing its manufactures without the GSP 
benefits available to the infant industries of other developing nations. A 
comparable situation exists in Ecuador, where manufacturing has been 
vigorously promoted since 1973 under a program of tax exemptions and tax 
credits to designated industries with export potential. Nevertheless, the 
country remains largely dependent upon petroleum--48 percent of total export 
revenue in 1977--and other primary commodities--coffee, cocoa, bananas--for 
its foreign-exchange earnings. ~/ 

1/ In fact, sugar from all of the following countries was excluded from GSP 
benefits in 1977 and again in 1978: Argentina, Brazil, Colombia, the 
Dominican Republic, El Salvador, Guatemala, Guyana, Jamaica, Nicaragua, 
Panama, and Peru. In most cases, GSP privileges have been withheld since the 
program began because of the vollDlle of sugar sales to the United States in 
1975. 
~/ Ecuador and Venezuela now depend primarily upon the other member 

countries of the Andean Connnon Market as an export outlet for their 
processed and manufactured products. 
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The rule of origin is also considered a problem by some countries. This 
provision specifies that at least 35 percent of the value of a CSP-eligible 
item must originate in the beneficiary country in order to qualify for 
duty-free treatment. It is designed to prevent countries excluded from the 
GSP program from receiving benefits by channeling their exports through a 
beneficiary country. However, the primary problem with the provision is its 
complexity, often.requiring a ruling on each shipment entering the United 
States. 

Among the Latin American countries, Mexico is the most concerned about 
the rule of origin because of the large segment of its industry devoted to 
U.S. offshore assembly. 1/ Under this pl"Ogram, articles that have been 
manufactured in the United States are sent abroad for further processing or 
assembly of the components and then returned to the United States. Although 
all such imports were previously subject to the applicable U.S. duty on that 
portion of the value added offshore, !;/ a large number of these articles are 
now eligible for duty-free entry under the GSP program. Yet in marty cases 
beneficiary countries have not taken advantage of duty-free treatment because 
of the difficulties involved in demonstrating compliance with the rule of 
origin. 

Recent trade developments in primary commodities 

Although considerable progress has been made in increasing exports of 
manufactures in recent years, primary commodities still account for 
approximately one-half of Latin America's exports. 3/ In addition, a number 
of the export-oriented industries which have been developed involve the 
processing of these products. Therefore, foreign-exchange earnings continue 
to be strongly affected by cyclical factors which characterize the production 
and trade of these basic foods and industrial raw materials. 

1/ Other countries engaged in offshore assembly include Brazil, Haiti, El 
SaTvador, the Dominican Republic, Costa Rica, Colombia, Barbados, Jamaica, 
Honduras, and Nicaragua. 

2/ The general provision for assessing duties on articles returned to the 
United States following further processing or assembly offshore is stated 
under item numbers 806.30 and 807.00 of the Tariff Schedules of the United 
States •. Item 806.30 covers a large number of metal products; item 807.00 
covers a wide range of products, the most important of which are textiles and 
electronic equipment, and has accounted for more than 95 percent of the value 
of all offshore assembly under this provision. 

11 The Inter-American Development Bank has defined the main primary­
commodity exports of Latin America as crude petroleum, coffee, sugar, copper, 
beef, cotton, iron ore, soybeans, corn, bananas, bauxite, cocoa, and fish 
meal. Together these 13 commodities represented 53.7 percent of the total 
regional export earnings during 1970-74; but primarily because of growth in 
sales of manufactured products--mainly by Argentina, Brazil, and Mexico--the 
contribution of the 13 basic commodities to Latin America's total value of 
merchandise exports declined to less than half for the first time in 1976 and 
dropped to 47.5 percent in 1977, IDB, Economic and Social Progress in Latin 
America, 1977, pp. 47, 50-51. 
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The recovery in 1976 from the depressed export earnings of 1975 largely 
reflected a turnaround in both the voltune and world market prices of several 
of Latin America's major primary-commodity exports. Increases in the prices 
of products in which there were supply deficiencies--coffee, cocoa, fishmeal, 
cotton--were particularly large. The price of sugar, however, was severely 
depressed. Because most countries that export coffee also export sugar, the 
latter exerted some dampening effect on their trade receipts in 1976 and 1977. 

During January-June 1977, markets for most of the region's principal 
basic commodities continued to expand. The exceptions--because of surplus 
problems--were sugar, corn, and copper. However, by the second half of the 
year, a reversal of this upward trend was evident. As growth in most of the 
industrialized countries reached a plateau or declined, Latin America's 
commodity prices reflected cyclical reduction in demand. Other influences 
were the consumer resistance to the higher prices of coffee 1/ and cocoa in 
1976-1977 and the increased availability of competitive substitutes, which had 
already exerted some downward pressure on earnings. Consumption of both 
coffee and cocoa declined markedly in 1977 and raised the question of whether 
the reduction would be permanent. 

Nevertheless, the combined export earnings of the region from the 13 
major primary commodities are estimated to have increased approximately 16 
percent in 1977, or by 23.6 percent if crude petroleum exports are excluded. 
The annual gains varied greatly from country to country, with those heavily 
dependent on coffee experiencing the largest increases--Brazil, Colombia, 
Haiti, and most of the Central American countries. Ecuador was next because 
of both the larger volume of its oil exports and, to a lesser extent, higher 
cocoa prices. 

Two situations in particular were a source of concern in 1977: (1) 
Prices of a few primary products remained depressed throughout the 1976-1977 
upturn because of surplus problems; and (2) additional trade restrictions were 
imposed or have been proposed against some of the region's major commodity 
exports. Sugar is the most important example. ~/ 

The large number of countries which depend on sugar for a significant 
portion of their export earnings as well as the critically low price of sugar 
has made the controversy surrounding this connnodity one of the most important 
trade issues currently confronting Latin America. Although the Dominican 
Republic is the largest Latin American supplier of U.S. sugar, almost all of 
the countries in the region export sugar. U.S. imports of sugar from the 
Dominican Republic were $162 million in 1977. Sugar imports from four other 
Latin American countries exceeded $45 million on an individual basis; with 
Brazil supplying $90.1 million. Imports from an additional 15 countries 
totaled $144.9 million, making a total from the area of $549.4 million, or 
53.6 percent of the value of all sugar imported by the United States. This 
level represents, however, a decline in Latin America's share of the largest 

!/ Coffee tripled in price between mid-1975 and July-September 1976. 
~/ See general discussion of developments involving sugar and trade 

agreements program in ch. 1. 
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market for its sugar exports since the termination of the U.S. Sugar Act in 
1974; in the period 1971-74, the Latin American' countries accounted for 61 
percent of the U.S. import market. 

Fluctuations in the price of sugar aggravated this situation. After 
reaching a peak of 65 cents per pound in November 1974, the world price of raw 
sugar had decline_d sharply. By January 1976, the price was 14.5 cents per 
pound, and it then dropped to the range of 7 to 9 cents per pound in 
July-December 1977 and early 1978. Because of its vital importance as a 
source of foreign exchange, sugar was probably exported at a net loss for 
Latin American producers throughout most of 1977, with a series of actions 
taken by the United Stat~s serving to compound the problem. l/ 

The United States is not only one of the largest consumers of sugar, but 
one of the largest producers, in some years ranking first in both respects. 
Although sugar was designated a GSP item, duty-free treatment was'withdrawn 
from the majority of the beneficiary countries on March 1, 1976, and has not 
been reinstated. ~/ Thus, of the 20 Latin American countries supplying sugar 
to the United States in 1977, 12 of them--accounting for $466.8 million of 
imports or 85 percent of the sugar purchased from Latin America last year 
--did not receive GSP treatment. 3/ · These imports were subject to the tariff 
which, after being tripled in September 1976 from 0.625 cents to 1.875 cents a 
pound, was raised another 50 percent in November 1977. 

As the market price of sugar continued to decline, the U.S. Government 
adopted a series of measures on behalf of American producers in the second 
half of 1977, one of which was revised in early 1978. The actions taken 
included both a domestic price-support program and, in conjunction, changes in 
import restrictions. 

(1) The U.S. price-support program for sugar.--Following a finding by the 
Commission that imports were causing injury to domestic producers of sugar 
cane and sugar beets, President Carter rejected the Cormnission's 
reconnnendation of a lower import quota. 4/ His decision was based in part 
upon his belief that additional import restraints would adversely affect the 
export earnings of developing countries. As an alternative, two domestic 

lf For example, the State Sugar Council, the Dominican Republic's largest 
producer, reported selling at an average annual price of 9.3 cents per pound, 
1.2 cents below production cost (U.S. Department of State, Economic Trends 
Report for the Dominican Republic, Mar. 7, 1978, p. 4). 
~/ Designated beneficiary countries which have been ineligible for GSP 

treatment of sugar because of the competitive-need formula since Mar •. 1, 1976, 
are (listed in descending order of the value of U.S. imports in 1977): the 
Dominican Republican, Brazil, Peru, Argentina, Nicaragua, El Salvador, Panama, 
Jamaica, Guyana, and Colombia. Guatemala, which ranked third among the Latin 
American countries as a supplier in 1977, was added to the ineligible list on 
Mar. 1, 1977. 

11 Total includes $8.4 million of imports from Ecuador, excluded from 
eligibility for GSP treatment because of its membership in OPEC. 

4/ Imports were 4.7 million short tons in 1976 and 6.1 million tons in 1977, 
co~siderably below the U.S. global quota of 7 million short tons per year. 
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price-support programs were instituted. The first, an interim measure put 
into effect on September 15, 1977, provided for compensatory payments for the 
difference between current market price and 13.5 cents per pound; 
authorization was eventually given to permit payments for all of the 1977 crop 
marketed prior to that time. The second, implemented on November 8, 1977, to 
cover sugar marketed for the remainder of the crop-year, was a loan program 
which in effect provided for the same level of price support, i.e., together 
the two programs guaranteed domestic producers a return of 13.5 cents per 
pound of sugar for their 1977 crop. 

(2) Changes in U.S. import restrictions on sugar.--With market prices 
critically low and continuing to weaken in the last half of the year, an 
emergency increase in the tariff was imposed. This attempt to close the gap 
between the market price and the support price aimed at substantially reducing 
the cost of the domestic price-support program. On November 11, two 
Presidential proclamations were issued. One proclamation increased the duty 
on imported sugar from 1.875 cents per pound to 2.813 cents per pound (raw 
value). The second proclamation imposed an import license fee of 50 percent 
ad valorem on raw sugar not valued at more than 6.67 cents a pound, with the 
fee decreasing as the value of the imported sugar rose to 10 cents per pound, 
above which no fee was to be charged. In turn, in a proclamation issued on 
January 20, 1978, President Carter replaced the variable import-fee system 
with a fixed fee of 2.7 cents per pound on raw sugar imports and added a fixed 
fee on refined sugar of 3.22 cents per pound. Under the new system, both 
charges--the tariff and the import fee--apply regardless of the level of the 
market price of sugar. Those countries still eligible for GSP benefits are 
subject to the import fee, although receiving duty-free treatment. 

In summary, the overall result of the U.S. sugar policy was that of 
placing Latin American producers in a highly unfavorable competitive position 
vis-a-vis the U.S. industry. As 1978 began, Latin American producers faced 
the prospect of a marked decline in their exports, coupled with added downward 
pressure on world market prices. Two other factors contributed to the 
unfavorable outlook in both the shortrun and longrun: (1) Excessive 
inventories of sugar had been accumulated as U~S. importers stockpiled an 
unprecedented amount late in 1977 in anticipation of the higher tariff and the 
imposition of import fees; and (2) high-fructose corn syrups had become an 
increasingly significant substitute for sugar as an industrial sweetener. 1/ 
What may be an important positive factor, however, was the negotiation of a 
new 5-year International Sugar Agreement, which was completed in October 1977 
and entered into force on January 1, 1978. 2/ The United States signed the 
agreement on December 9, 1977, and has accepted it provisionally. 

The International Sugar Agreement is designed to stabilize prices within 
a range of 11 to 21 cents, allowing market forces to operate freely between 
these levels. The price range objective is to be reached and then maintained 
by the imposition of export quotas and supported by the creation of a buffer 

. !7 Sales of high-fructose corn syrups in the United States have risen from 
zero in 1971 to 1 million tons in 1977. 

2/ The prior agreement was in force from 1968 to 1973. The new agreement 
had not been ratified by the U.S. Senate as of Jan. 1, 1978. 
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stock, which will serve to absorb excess sugar in periods of.oversupply and 
release it in short-crop years. The effectiveness of the agreement in 
improving the situation of Latin America's sugar producers depends, however, 
upon its ratification by the U.S. Senate. This action is in turn contingent 
upon the United States establishing a domestic sugar price-support program 
consistent with the price range provided for in the agreement. 

Integration groups: Intra-area trade and trade-related activities 

The regional integration groups of Latin America have served an important 
function in increasing Latin America's role in the world economy in recent 
years, as well as in expanding trade within the area. The easing of import 
barriers among the member countries in each group, particularly in 
manufactures, has provided markets sufficiently large in scale to encourage 
the development of a modern industrial base. Inter-country agreements to 
complement, rather than compete with, one another in a number of production 
projects have enhanced the process. The economic diversification realized 
through intra-area trade has not only strengthened Latin America's position in 
the international economy but has increased the potential for sustaining 
foreign-exchange earnings at levels necessary for future economic growth by 
reducing its reliance upon primary-commodity exports. 

Nevertheless, the four integration groups--the Latin American Free Trade 
Association, the Andean Group, the Central American Common Market, and the 
Caribbean Community--have experienced serious problems, aggravated by the oil 
crisis and by the world recession which followed in 1974-1975. The process of 
adjusting to their institutional goals continued with varying degrees of 
success. One group, the Caribbean Community, experienced a major setback in 
1977. 

Table 22 presents trade shares for intra-area trade. Percentages are 
used to indicate the relative importance of intra-area trade and the 
participation of each member country in the integration group. These 
percentages show (1) the ratio of each group's and member country's intra-area 
exports (imports) to its total exports (imports), and (2) the ratio of a 
country's exports (imports) to its group's total exports (imports). 

Latin American Free Trade Association .--Intra-area exports reached a 
value of $4.4 billion in 1976, or about 3.4 times the level in 1970. As has 
been traditional, much of the trade within the market was accounted for by the 
flow of merchandise between Brazil and Argentina. Brazil was first in both 
exports and imports, even though intra-LAFTA trade represented only ll.9 
percent of its total exports and 9.5 percent of total imports. Argentina 
ranked second in terms of the value of its regional trade. In recent years, 
however, Chile's role has become increasingly important. In 1976, 31.9 
percent total intrazonal exports and 33.9 percent of imports consisted of the 
trade of these three countries with one another. The exports of Brazil and 
Argentina to the other nine countries in the group made up 50.6 percent of the 
intra-area total; their imports from the others were 45.2 percent of all 
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Table 22.--Latin American integration groups: Intra-area trade by group 
and by member countries, 1976 

(In percent) 

Integration 
group 

and country 

Intra-area exports 

Share of group 1 s 
or country's 
total exports 

Latin American Free 
Trade Association------- 13 .1 

Argentina------------- 26.3 
Bolivia--------------- 33.0 
Brazil---------------- 11. 9 
Chile----------------- 26.6 
Colombia-------------- 13.3 
Ecuador-----------~--- 17. 0 
Mexico---------------- 9.4 
Paraguay-------------- 26.3 
Peru------------------ 14. 7 
Uruguay--------------- 22.0 
Venezuela------------- 4.1 

Andean Common Market------ 3.6 
Bolivia--------------- 6.1 
Colombia-------------- 10.2 
Ecuador--------------- 8.6 
Peru------------------ 3.0 
Venezuela------------- 1.5 

Central American 
Common Market-------~--- 17.1 

Costa Rica------------ 19.4 
El Salvador----------- 16.1 
Guatemala------------- 21.6 
Honduras-------------- 3.7 
Nicaragua------------- 19.l 

Caribbean Community !/---- 8.3 
Barbados-------------- 25.3 
Guyana---------------- 14. 5 
Jamaica--------------- 7.1 
Trinidad-Tobago------- 7.0 

: Country 1 s 
: share of 
:group total 

100.0 
23.4 
3.1 

27. 2 
12.1 
5.7 

: 4.7 
7.1 
1.1 
5.0 
2.6 
8.0 

100.0 
5.1 

38.7 
21.4 
9.0 

25 .8 

100.0 
21.4 
22.2 
34.1 

2.9 
19.4 

100.0 
8.2 

16.4 
16.4 
59.0 

. . 

Intra-area imports 

Share pf group 1 s 
or country's 
total exports 

12.4 
26.7 
36. 9 
9.5 

32.0 
10. 8 
12.0 
4.1 

45.5 
21.4 
31.9 
7.1 
4.1 
3.3 
3.8 
5.8 

11.2 
2.0 

16 .1 
17 .4 
20.3 
12.8 
6.0 

23 .1 
6.9 

18.1 
23.5 
6.9 
2.7 

: Country's 
: share of 
:group total 

100.0 
17. 5 
4. 7 

27.7 
12.0 
4. 2 
2.8 
5.3 
2.0 
9.2 
4.3 

10.3 
100.0 

3.9 
13.4 
12.5 
44.0 
26.2 

100.0 
23.6 
28.0 
20.6 
5.3 

22.5 
100.0 

17.8 
33.9 
26.5 
21.8 

1/ Data presented relate only to the region's 4 more-developed countries because 
co;prehensive statistics on the trade of Belize, and the 7 Leeward and Windward 
Islands in this group (Antigua, Dominica, Grenada, Montserrat, St. Kitts-Nevis­
Anguilla, St. Lucia, St. Vincent) are not available. Data reported by these 4 
countries include, however, their trade with the less-developed members of the EC. 

Source: IMF, Direction of Trade: Annual 1970-76. 
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intra-area imports. !/ Adding Chile's share, their combined trade within the 
LAJ'TA constituted 62.7 percent of the exports and 57.2 percent of the imports. 

The importance of intra-area trade to the individual member countries is 
reflected by the fact that for 5 of the 11 countries--Argentina, Bolivia, 
Chile, Paraguay, and Uruguay--intra-LAFTA trade accounted for more than 20 
percent of total exports as well as more than 25 percent of their total 
imports. Bolivia was first in exports in this respect, with intra-area sale~ 
amounting to one-third of its export total; Paraguay was first in imports, 
purchasing 45.5 percent within the market. 

Despite the favorable impression of these trade statistics, failure to 
reach consensus on the future direction of the LAFTA has led to the virtual 
stagnation of LAFTA's liberalization program during the past decade. Although 
meetings were held in 1974 in an effort to revitalize institutional goals, no 
common basis for negotiating the restructuring of existing mechanisms could be 
established. Any action, it was decided at that time, would have to be taken 
by the Council of Foreign Ministers of the Member Countries of LAFTA, the 
association's highest authority. Yet, the Council has never met and is 
unlikely to do so because the LAFTA countries that are also members of the 
Andean Comnon Market continue to contend that the technical conditions do not 
exist for a useful meeting. On the other hand, only the Council can provide 
the technical solutions which will satisfy the Andean countries and provide 
the basis for a meeting. Attempts to resolve this dilemma failed again in 
1977, as they had in 1975 and 1976. 

Five tariff concessions were granted in the national schedules during 
1977, and 45 concessions were granted in the lists of exclusive advantages 
which cover concessions granted only to the less-developed member 
countries--Bolivia, Ecuador, Paraguay and Uruguay. The number of concessions 
are not a measure of the increasing liberalization of intra-LAFTA trade, 
however, since in recent years almost all of the concessions cover only a 1-
or 2-year period, i.e., although some concessions represent the addition of 
new products to the lists, the majority are renewals granted from among those 
agreements that would otherwise expire each year. Moreover, in contrast to 
the practice in the 1960's, when a concession was extended to all other 
members or to all the less-developed member countries, most of the agreements 
are now bilateral. 

During 1977, two complementation agreements were concluded by Argentina 
and Mexico. 2/ One involves the generation, transmission, and distribution of 
electricity and includes 15 products. The second relates to electronic and 
electrical communications equipment and includes 14 products. The newly 
approved agreements were to become effective March 1, 1978. 

1/ Although the dominance of Argentina and Brazil reflects their size and 
mo;e advanced industrial development, these factors also apply to Mexico. In 
that case, however, distance from the other LAFTA countries has been the 
predominant factor, and Mexico's neighbor, the United States, remains by far 
its most important trading partner. 

2/ For a discussion of complementation agreements see Operation of the Trade 
Ag;eements Program, 25th Report, USITC Publication 708, 1973, p. 122. 
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These arrangements for dividing the various production facilities of an 
industry between two or more countries include a provision to exchange freely 
the products or, in some cases, the product parts in which each country has 
specialized. Some of the agreements essentially consist of an arrangement 
between the subsidiaries of a major foreign producer. Others are more 
significant in that they represent coordination to assure complementation, 
rather than competition, in production as a strategy of industrial 
development. Perhaps the best example of the latter is to be found in the. 
agreements among the countries of the Andean Common Market, which until 1976 
maintained a highly restrictive policy toward foreign-owned investment. 

Andean Common Market .--The Andean subregional group was formed under the 
Cartagena Agreement of 1969 in response to LAFTA's major problem--the large 
differences among the 11 member countries in both size and stage of 
development. As a more homogenous group of participants, the five initial 
members of Andean Common Market (ANCOM)--Bolivia, Chile, Colombia, Ecuador, 
and Peru--have endeavored not only to increase the pace but also the degree of 
integration, with particular emphasis upon the close coordination of projects 
in capital-intensive industries and of controls over foreign investment. 
Venezuela has been actively involved from the beginning, but did not formally 
join the group until 1974. Chile, ·however, began unilaterally to reduce its 
tariffs and to encourage investment by foreign companies following the 
overthrow of the Allende government in 1973; these policies, which were 
essentially in conflict with those of ANCOM, led to Chile's withdrawal from 
AMCOM in October 1976. 1/ 

Although intraregional exports accounted for only 3.6 percent of the 
Andean countries' total exports in 1976, ANCOM serves as an important outlet 
for the processed goods and other manu£actured products of the member 
nations. Data released by the Junta of Cartagena show that when trade in 
primary products is excluded, the region absorbed approximately 25 percent of 
its exports in 1976; as a share of all commodities traded within ANCOM, 
manufactures amounted to 20 percent in 1976, compared with only 4 percent in 
1969. 

However, the growth of trade within ANCOM has been unbalanced. Colombia 
was the largest intraregional exporter in 1976 and accounted for 40 percent of 
the trade in processed goods. Venezuela and Ecuador ranked second and third, 
respectively; although ANCOM countries are the most important outlet for their 
manufactures, oil is a substantial portion of their exports to the other 

1/ The Chilean Government cut tariffs of more than 90 percent on average 1n 
1972 to less than 32 percent in 1976 and to 16 percent by the end of.1977. By 
June 1979, all but nine dutiable products will be subject to a uniform tariff 
rate of 10 percent. In turn, a substantial portion of the large volume of 
foreign capital now flowing into Chile, i.e., since its withdrawal from ANCOM, 
is being invested in export-oriented industries such as food processing, paper 
goods, metal fabrications, and petroleum products. In contrast to Chile's 
open-door investment policy, the changes made by ANCOM in 1976 eased controls 
over direct foreign investment only to the extent that member countries are 
now permitted greater flexibility in adapting the group's rules to their 
individual economic realities so long as the basic principles of the system 
are not undermined. 
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members of ANCOM. Together the three countries accounted for 85.9 percent of 
intraregional exports in 1976. Peru was the principal importer, making 44 
percent of all intra-ANCOM purchases., yet accounting for only 9 percent of the 
export sales. Because Bolivia is the least developed member country, its 
contribution to trade within the region continues to be small. 

The sectoral program dealing with the development of the automotive 
industry was approved at the Nineteenth Special Meeting of the Andean 
Commission, held September 12 and 13, 1977. Although a number of production 
and exchange agreements were still required, the announcement of a general 
accord among the five nations represented a major breakthrough after.more than 
4 years of difficult negotiations. Under the basic plan, each country will be 
responsible for the production of two or three types of cars or trucks, !/but 
is not required to produce all of the parts of the vehicles assigned to it. 
Rather, in order to take advantage of economies of scale as well as 
differences in the skills and availability of labor in member countries, some 
parts can be made anywhere within the subregion. Plans include making 
arrangements to purchase some vehicle parts from other LAFTA or third 
countries where lower costs have already been realized through the economies 
of scale attained in larger markets. 2/ To comply with the condition of 
national origin, the country assigned-the vehicle is required to manufacture 
its more complex components, including engines, transmissions, and steering 
mechanisms. Thus bilateral arrangements--most of which at the end of 1977 
remained to be worked out--will permit, for example, the assembly of a car in 
the assigned country from components produced in two or more countries; or, on 
the other hand, the assigned country may authorize the assembly of a vehicle 
by another country within the subregion. 

The automotive project is the third Sectoral Program of Industrial 
Development to be approved. The two earlier programs, providing for the joint 
development of the metalworking and petrochemical industries, must be 
rewritten to reflect the departure of Chile from ANCOM in October 1976, i.e., 
Chile's assignments must be divided among the remaining members. Negotiations 
to include Venezuela in the metalworking program, which was initially approved 
before Venezuela joined the Market, are also continuing. No concrete progress 
was made in settling these issues in 1977. 

Central American Common Market.--Intraregional exports were $534.7 
million ~n 1976, or about 17 percent of the total exports of the five 
nations. Guatemala continued to lead in value of sales and was the only 

1/ Four types of automobiles (categorized on the basis of cylinder 
displacement), six types of trucks and one four-wheel drive vehicle (all 
categorized by weight) have been allocated among the five countries. The 
program schedule designated Dec. 31, 1978, as the date by which members were 
to select the basic models and makes that they intend to produce under the 
assigned categories. 

2/ On the other hand, a number of automotive parts are already being 
produced by the transnational companies operating within ANCOM. These 
American and foreign companies have been influential in formulating the 
sectoral program and will play an integral role in managing the production 
process. 
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country with a favorable balance of trade within the Central American Common 
Market (CACM), with its exports accounting for more than one-third the 
intra-area total. The products of El Salvador ranked next in value followed 
by the exports of Costa Rica and Nicaragua, with each country representing in 
the range of 20 percent of the area's trade. The participation of Honduras 
has been small since its withdrawal from the group in 1969 following an armed 
conflict with El _Salvador; however, trade between Honduras and the CACM 
members, with the exception of El Salvador, has continued on the basis of 
bilateral treaties. 

Almost 95 percent of CACM trade consists of manufactures, reflecting the 
impetus provided by the market in attaining the region's present level of 
economic diversification under a policy of import substitution. Without 
access to the CACM, which provides a market of 18 million people, most of the 
industrial projects undertaken by these countries would not have been 
feasible, and the CACM still remains the major outlet for their manufactured 
goods. On the other hand, the continued growth of Central American industrial 
capacity in the 1970's has resulted in significant excess capacity, leading to 
an increasing tendency of these countries to raise barriers to the trade of 
import-sensitive products--primarily textiles, shoes, wearing apparel, and 
processed foods--as they each seek to protect their domestic businessmen and 
labor forces from regional competition. Such protective barriers have been a 
major cause of the weakening of the CACM institutions in recent years. 

The result has been an increase in the relative importance of 
extraregional exports, with intraregional trade declining from 23 percent of 
the five nations' exports in 1970 to 17 percent in 1976 and an estimated 
further decrease as a percentage of total exports in 1977. At the same time, 
the economic growth of the region has continued under the impetus of new 
international export ties. High prices for traditional export products--in 
particular, for coffee--have further increased Central America's extraregional 
export earnings, especially in 1976 and 1977. 

With this shift in emphasis, recent efforts to revitalize the integration 
process have focused upon developing a unified international commercial policy 
to protect and promote extraregional exports. Projects underway in 1977 
included a new tariff nomenclature based on the Brussels international system, 
a new common external tariff on imports, and the coordination of other customs 
reforms. The Central American Governments also initiated or renewed joint 
efforts to promote the development of the agricultural sector, particularly 
the production and marketing of basic grains. 

Caribbean Community.--Intra-area exports of the four more-developed 
Caribbean Community (CARICOM) countries--Barbados, Guyana, Jamaica, and 
Trinidad and Tobago --amounted to $264.7 million in 1976, representing an 
increase in value of only 1.5 percent as compared with exports in 1975 and a. 
slight decline in regional trade as a percentage of their total exports. This 
relationship exemp1ifies the overall trend in the trade of the CARICOM 
countries since the Caribbean Community's inception. 

A major factor limiting the growth of trade within the Caribbean 
Counnunity is reflected by the relative share of each country. Trinidad-Tobago 
has consistently conunanded the largest share of intra-area exports and 
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accounted for 59 percent in 1976, with such exports consist~ng not only of 
oil, its major export commodity, but also of a number of industrial products 
for which the other CARICOM countries are the primary export outlet. On the 
other hand, Guyana and Jamaica not only depend upon imported oil, but normally 
have led in total imports of regional products; together they accounted for 
60.4 percent of the intra-area import total in 1976, while their combined 
share of export sales to the region amounted to only 32.8 percent. Barbados 
also consistently imports more from the region than it exports. Although 
Barbados is the most dependent of the four key members upon CARICOM as an 
outlet for its products, with the region accounting for about one-fourth its 
total exports, Barbados' annual share of export sales has been the smallest 
(8.2 percent in 1976) while imports as a share of total intra-CARICOM imports 
have been considerably larger (17.8 percent in 1976). By the end of 1976 an 
acute shortage of foreign exchange forced both Jamaica and Guyana to impose 
limitations on the quantity of their imports from other CARICOM members. More 
recently and partly as a result of this action, Barbados has experienced a 
serious balance-of-payments problem. 

The problems of the Caribbean Community continued to deepen throughout 
1977. The trade barriers Jamaica and Guyana were obliged to erect had a 
severe effect upon the exports of Trinidad-Tobago in particular. Trinidad's 
nonoil exports to the region in January-June 1977 are estimated to have been 
less than its imports from the other CARICOM countries, with sales to Jamaica 
declining by more than 65 percent. Although the loss of foreign exchange, 
resulting from the fall in Trinidad's regional exports, was absorbed by an 
increase in both the price and production of crude oil, production and 
employment in its manufacturing industries declined sharply. 

Since growing free trade in hundreds of manufactured goods is CARICOM's 
major achievement, the quantitative restrictions imposed by Guyana and Jamaica 
represent a serious setback in the integration process. !/ In addition, 
cooperation in finance and aid came to a standstill, plans for joint projects 
were shelved, and efforts to hold a conference of heads of government for the 
first time since December 1975 failed. 

Association of Southeast Asian Nations ~/ 

Following the considerable progress of 1976, the Association of Southeast 
Asian Na.tions (ASEAN) settled down in 1977 to reconcile a regionally 
integrated organization with the realities of national priorities and world 
politics. The dramatic breakthroughs which emerged from the Bali Conference 
in February 1976 were diluted during the following year as the Governments of 
Indonesia, Malaysia, the Philippines, Singapore, and Thailand submerged 
themselves in the slow process of producing tangible trade and infrastructural 
advances. The similarities of the member states, excepting Singapore, as 

1/ By the end of 1977 an official committee of the Trinidad and Tobago 
Governments had drawn up a proposal to erect a system of selective import 
controls on goods from Jamaica and Guyana. 

2/ There are five member countri~s of the Association of Southeast Asian 
Nations: Indonesia, Malaysia, the Philippines, Singapore, and Thailand. 
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rural economies with similar resources and similar exports hqve limited the 
ability of the five to reach accord on either trade concessions or regional 
projects. Nevertheless, the willingness of the five to persevere in their 
movement toward economic integration and social cooperation has led to strong 
expressions of support from other nations with interests in the region. 

The most important expression of support was the conference in 1977 
between Prime Minister Fukuda of Japan and the ASEAN foreign ministers, in 
which Japan conunitted itself to financial support for regional projects. 
Japan would improve market accessibility for ASEAN exports through its general 
system of preferences, in which a cumulative rule of origin would be 
established for the group. Continued Japanese support is generally seen as a 
basic requirement for the success of the group as an economic entity and as a 
stabilizing influence in a region which has suffered from significant 
destabilizing political developments since 1975. 

Industrial projects 

The major accomplishment at the. 1976 meeting of ASEAN ministers was the 
decision to support the development of a regionally-integrated industrial 
base. Initially the plan was to complete five projects distributed among the 
member states: urea plants in Indonesia and Malaysia, a superphosphate plant 
in the Philippines, a diesel engine plant in Singapore, and a soda ash plant 
in Thailand. The output from these plants would be eligible for preferential 
tariff treatment and preferences in Government procurement in all ASEAN 
nations and would receive special tax incentives as well. 

When ASEAN ministers met again in 1977, only the Indonesian plant 
received final approval. Feasibility studies were to continue on the other 
projects. The plant in Indonesia is expected to begin production in 1981. It 
was in the planning stage on a national level before being offered the support 
of ASEAN as a whole. Financing is expected to be arranged on the basis of a 
75-percent loan/25 percent equity. Indonesia will have three-fifths of the 
equity, and each other member state will have 10 percent. Prime Minister 
Fukuda of Japan gave a substantial boost to the solution of the financing 
problem when, in meeting with ASEAN leaders, he extended a pledge of $1 
billion in aid. These funds are to become available for project financing 
contingent upon the official designation of a project by ASEAN and upon final 
confirmation of its feasibility. 

Some difficulties in planning have been raised because of the conflict 
between national interests and the goal of regional integration. The· 
decisions to grant tariff and procurement preferences for the output of the 
plants are two areas of contention. It is expected that the tariff 
preferences will be in the neighborhood of 10 percent and that the procurement 
advantage will be 2 to 3 percent. 

Each of the plants has private competition--and, especially in the case 
of Indonesia, Government-owned competition--in one or more of the ASEAN 
countries. There is great concern that such competition should be granted 
some form of compensation for the adverse effects of the preferences. 



124 

Discussions have also been held concerning the possibility of limiting the 
output of the projects to items which will not compete with existing or 
planned production from other plants, e.g., Singapore will not produce diesel 
engines of less than 500 horsepower for sale in Indonesia. Such restrictions 
may result in failure to achieve economic levels of production and might 
ultimately lead to the withdrawal of support for some projects if 
reconciliation is not achieved. To this end, further consideration of 
alternative projects is being given in several of the ASEAN nations and 
planning groups. 

Tariff concessions 

ASEAN ultimately expects to become a free-trade area in the manner of the 
European Connnunity. Its first step in this direction was agreement on 
preferential tariffs for 71 products covering about 3 percent of intra-ASEAN 
trade, effective January 1978. The margin of preference on these items is 
mostly in the range of 5 to 10 percent. Although this is a very limited step, 
it is hoped that a much larger set of items will be agreed to in the near 
future. 

One difficulty facing the negotiations is the relative competitiveness of 
the output of the member states. Only Singapore depends more upon its 
processing and manufacturing industries than upon its raw materials industries 
for its export earnings. These similarities in production have caused the 
first steps to be carefully considered in order to minimize the adverse effect 
of tariff concessions upon each country's domestic industries. Singapore has, 
however, concluded a series of bilateral agreements with Thailand and with the 
Philippines to reduce tariffs on nearly 1,800 items of interest. These 
reductions have not yet been granted to either Malaysia or Indonesia. 

Compensatory financing and export stabilization 

Prior to the ASEAN.summit in Kuala Lumpur, officials of the organization 
proposed to Japan that an arrangement between ASEAN and that nation be 
established with the purpose of providing stabilization of export earnings 
from certain connnodities. This arrangement was to be modeled after the STABEX 
facility of the Lome Convention between the EC and certain African, 
Carribbean, and Pacific nations. The initial proposal was for a $300 million 
to $500 million fund financed by Japan to cover any shortfall in earnings from 
about 25 commodities, including palm oil and sugar, which are not covered by a 
similar UNCTAD scheme. Japan expressed interest in the proposal but .gave no 
firm connnitment. ASEAN officials put forward the· proposal in meetings with 
U.S. representatives, but received rejections based on the existence of the 
UNCTAD scheme and the more comprehensive facility of the International 
Monetary Fund. 

Trade developments 

ASEAN trade with the world haa continued to grow at a substantial pace as 
the economic improvement in several industrial nations has increased demand 
for the raw materials which form the backbone of the region's production. 
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Two-way trade increased by 19 percent over 1976 levels, with exports 
increasing by 22 percent. The region as a whole maintained a positive trade 
balance, mainly because· of the large surplus of Indonesia as a result of its 
oil exports. ASEAN trade with the world in 1977 was as follows (in millions 
of dollars): 

ExEorts ImEorts Total Balance 

Indonesia----- 10,852.6 6,230.3 17,082.9 4,622.3 
Malaysia------ 6,088.1 4,468.3 10,556.7 1,619.8 
Philippines--- 3' 151.0 4,269.7 7,420.7 -1,118.7 
Singapore----- 8,246.0 10,471.0 18,717.0 -2,225.0 
Thailand------ 3 2491.0 4 2579.0 8 2070.0 -1 2 088~0 

Total----- 31,828.7 30,018.3 61,847.3 1,810.4 

ASEAN supplies approximately 87 percent of the world's natural rubber, 70 
percent of its copra, 56 percent of its palm oil, and a large share of exports 
of rice, bananas, and coffee. About 70 percent of the world's tin originates 
in the ASEAN countries as well as ~ubstantial shares of tungsten, copper, and 
nickel. Although the region is a major source of unprocessed and 
semiprocessed commodities, manufactures have increased as a share of exports 
to more than 28 percent, largely from Singapore and Malaysia. 

Japan continued as the largest single trading partner of ASEAN with 
two-way trade of $15 billion in 1977. About one-half of Japanese imports from 
the region is Indonesian petroleum. The United States follows closely behind 
Japan in its ASEAN connnerce with nearly $11 billion in goods and commodities 
changing hands, accounting for 18 percent of all ASEAN trade. The region 
serves as a major market for U.S. machinery, food, and semiprocessed goods. 
ASEAN trade with the the United States in 1977 was as follows (in millions of 
dollars): 

ExEorts Im2orts Total Balance 

Indonesia------ 3,011.4 777.3 3,788.7 2,234.1 
Malaysia------- 1, 104. 6 560.4 1,665.0 544.2 
Philippines---- 1,113.6 880.7 1,994.3 232.9 
Singapore------ 1,279.0 1,324.0 2,603.0 -45.0 
Thailand------- 333.5 569.2 902.7 -235.7 

Total 6,842.1 4,111.6 10,953.7 2,730.5 

Intra-ASEAN trade increased by 27 percent in 1977. It is anticipated 
that as tariff reductions are extended to more items, the natural 
complementarity of agricultural and manufactured goods produced by member 
states will lead to an even more substantial expansion of regional trade in 
the next several years. Singapore continued to have the largest share of 
intra-ASEAN trade as Indonesia and Malaysia again shared the second position 
in volume of ASEAN trade, as shown in the following tabulation (in millions of 
dollars): 

ExEorts Im2orts Total Balance 

Indonesia------ 888.6 1,154.9 2,043.5 -266.3 
Malaysia------- 663.7 1,150.6 1,814.3 -486.9 
Philippines---- 112.3 109.5 221.8 -2.8 
Singapore------ 1, 723.0 1,534.0 3,257.0 189.0 
Thailand------- 246.2 706.3 952.5 -460.1 

Total 3,633.8 4,655.3 8,289.1 -1,027.1 
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