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Export Diversification in Latin America 
By Christian Wilhelms, Hamburg 

E xport  d ivers i f ica t ion--changing the expor t  struc- 
ture to obtain increasing v a r i e t y - - c a n  have  var i -  

ous facets:  that of a phenomenon,  a necessity,  a duty 

and an economic or  development  programme. Export 

diversif icat ion does not affect Latin Amer ica  alone; 

it is of in te res t - -o r  should be so - - to  all developing 

countries.  To the developed or industrial countries 

it is of interest  because for these the necess i ty  of 
export  diversif icat ion can become acute. Even the Fed- 

eral  Republic of Germany has a certain diversif ica-  

tion problem if we consider  the great  significance 
of car exports  for our foreign exchange earnings. On 

the other  hand, export  diversif ication is of importance 

for industrial countries because the effects and coun- 

ter-effects of diversif icat ion in developing countries 

are felt, at least in part, in these. 

Why Export DiversificaUon? 

Export divers i f icat ion is not an end in itself. Its main 
purpose is to prevent  a lop-sided export  structure, and 
to lessen dependence upon foreign exchange earnings 
from one or just  a few products. Instead of one main 
product, which a country 's  economic act iv i ty  is based 
upon and limited by  in pract ical ly  e v e r y  field, a vari-  
e ty  of exports  must contribute to foreign exchange 
earnings. Two main effects are to be expected frem 
expor t  diversif ication:  

[ ]  increased stabil i ty in export  earnings and there- 
fore less risk of excess ive  fluctuations in income 
and economic act ivi ty;  

[ ]  increased export  earnings and therefore an assured 
economic growth. 

Among  the many  posi t ive effects of export  diversifi-  
cation may  be ment ioned the "multiplier effect" in 
the  employment  sector, its contribution towards fi- 
nancing development  programmes and the develop-  
ment  of a country 's  economic potential.  

The position of Latin Amer ican  exports  is sufficiently 
we11-known so that it is enough to mention, on the 
one hand, the still unsolved problems of single pro- 
ducts and single crops together  with the lad~ of 
foreign exchange and, on the other, the demands aris- 
ing from the process of development .  In order to indi- 
cate  the situation in individual countries it will  be 
sufficient to give some illustrations to point up the 
problem: Chile 's  dependency upon copper; the Argen- 
t ine as expor ter  of two main products, i.e. wheat  and 
meat;  Brazil as a symbol of the coffee problem, in 
spite of its a l ready =relat ively diversif ied" export  
trade; Ecuador as expor ter  of bananas. Natura l ly  
these few indications do not give  a complete and 

ir~div}dual picture and there are  excep t ions - -dev ia -  
tions and export  s tructures which appear  heal thy,  at 
least  at a first glance. But if, for example,  we  examine  
the export  structure of a country  like Peru, which can 
boast  of considerable  success in diversif icat ion with 
its fishing industry, we cannot help wonder ing wheth- 
er the original diversif icat ion is not turning into a 
new form of export  concentration. 

This rapid "tour d'horizon" sh.ould have  pointed up 
that export  diversif ication is a necessity,  par t icular ly  
in Latin America,  not only in order to maintain the 
status quo, but a l so- -perhaps  m o r e  impor tan t ly - - to  
promote economic progress and the deve lopment  of 
countries on this sub-Cont inent  

Product Diversification and Market Diversification 

Considered as a poli t ico-economic instrument, expor t  
diversif ication is intended to change the export  struc- 
ture, i.e. decrease  its lop-sidedness and promote  a 
var ied  export  structure. It applies to both aspects  of 
export  structure: products and markets.  Consequent ly  
it is possible to different iate  be tween  two fields of ex- 
port diversif icat ion:  product diversif icat ion (or diver-  

sification of supply) and market  diversif icat ion (also 

called geographical  diversification). 

P r o d u c t  d i v e r s i f i c a t i o n  can be in two direc-  
tions: horizontal,  in order to achieve as broad as pos- 

sible a scale of products in the same stage of produc- 
tion (for example,  l imitation of divers i f icat ion to pri- 
mary  products), or vert ical ,  to exploi t  var ious stages of 
processing (raw mate r ia l s - - semi  finished p roduc t s - -  
finished products); or lateral,  to supplement  one of 
the afore-mentioned possibili t ies by means of "un- 
related" or "unconnected" products,  that is, products 
which are not considered to be logical  deve lopments  
from the two directions mentioned above but can yet  
make  a contribution to structure diversification.  To 

mention an extreme e x a m p l e - c a r s  may  be expor ted  

as well  as agricultural  pr imary products.  In m a r k e t 
d i v e r s i f i c a t i o n ,  it is necessary  to different iate  

be tween  three types of markets:  industrial  countries,  
socialist  s ta te-control led/planned economies  (state 
trading countries) and developing countries.  One may  
also differentiate further according to geographical  
posit ion or s tage of development,  membership of eco- 
nomic or pol i t ico-commercial  blocs, etc. 

In theory,  it is possible to break these  categories  
down into eve r  smaller  sub-categories.  In r e a l i t y - -  

apart  from the initial posit ion of a country at any 
given t ime- - i t  is the concrete  aims of economic,  corn- 
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mercial  or development  pol icy which determine the 
individual  aims and opportunities for export  diversifi-  
cation and which define the direction of diversifica- 
tion measures. 

Problems of Product DlversiflcaUon 

In Latin Amer ica  the problems of product diversifica- 
tion, as a subcategory of export  diversification, lie on 
several  levels.  

To begin with, difficulties in diversifying the export  
s tructure may  be due to the p r o d u c t i o n  s t r u c -  
t u r e. If this has not  been diversified,  it is impossible 
to expect  product divers i f icat ion in export.  Therefore 
product  diversif ication is dependent  upon production 
diversification. Thus, efforts to diversify exports  also 

help to improve the production structure. 

A further problem is raised because most of the new 
- - i .e .  mainly  indust r ia l - -product ion in Latin America  

has been created less for export  purposes than for 
i m p o r t  s u b s t i t u t i o n .  Production capacit ies 
leaving no room for export  surpluses, product quality, 
cost structure and prices are  the obstacles confront- 
ing export  diversification. Prices, of course, can be 
dealt  with by reducing costs on the basis of longer  
runs - -and  this can often be done just  by making full 
use of avai lable  excess capacity;  product qual i ty  (in 

the broadest  sense) could often be adapted to the de- 
mands of foreign markets.  

Further  problems arise here  however :  there is insuf- 
ficient k n o w l e d g e  o f  f o r e i g n  m a r k e t s ,  
and the situation is complicated by the fact that in 
order  to exhaust  the opportunities, three different 
groups of markets  need to be taken into considera- 
tion, as ment ioned above.  Demand structures, sales 
opportunities,  qual i ty  requirements  and price levels  
on foreign markets  are  unknown, so that  there are 
no indications or opportunit ies to el iminate current 
difficulties. 

A result  of Latin America ' s  l a c k  o f  f o r e i g n  
e x  c h  a n  g e is that it is not always possible to im- 
port the qual i ty of materials  necessary  to manufac- 
ture products for export;  the same applies for special 
machinery. This causes qual i ty  fluctuations, unsatis- 
factory workmanship and production bottlenecks. 

A further problem: t h e  s m a l l n e s s  o f  t h e  d o -  
ra e s t i c m a r k e t which impedes the installation of 
cost-reducing capaci ty  or may make any investment  

appear hopeless from the outset. It decreases the pos- 
sibility of divert ing surpluses from exist ing produc- 

t ion to export  so as to divers i fy  exports, and therefore 
new production has to be created specially for the ex- 
port  market.  This means that sales risks are particular- 
ly high, so that this type of investment  can only be 

made if sales are thought to be assured on the foreign 
market.  However ,  since competi tors  cannot be elim- 
inated, it is neve r  possible to answer this quest ion 

with certainty.  
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Problems of Market Diversification 

Market  diversif ication,  aimed at embracing all three 
groups of markets /countr ies  mentioned, demands a 
sufficient d i v e r s i f i c a t i o n  o f  t h e  p r o d u c t  
s t r u c t u r e .  Af ter  all, it must be taken into account  
that not eve ry  product  is suitable for e v e r y  market ;  
the prospects of export ing coffee to a coffee-produc- 
ing country are probably slight. 

Apart  from this requirement  of sufficient product  di- 
versification, there again arises the problem al ready 
mentioned of insufficient k n o w l e d g e  o f  t h e  
d i s t r i b u t i o n  m a r k e t s .  A comprehensive  
knowledge of market  conditions in general,  as well  
as of the conditions for definite types of goods, is a 
condit ion of market  diversification.  The Latin Ameri-  
can countries are faced with problems arising from 
the mult ipl ici ty of countries which can be considered 
in any way  as distr ibution markets:  industrial coun- 
tries as purchasers of raw materials,  foodstuffs, semi- 
finished and finished goods; developing countries, 
mainly as markets for foodstuffs and finished prod- 
ucts, al though the special relationships in intra-re- 
gional exchange between the countries of Latin Amer-  
ica also need to be taken into considerat ion here; 
Eastern bloc or socialist countries with planned 
economies as purchasers or compensation part- 
ners, for Latin American raw materials  in particular.  
A further problem is that of m a r k e t e n t r y ,  which 
is determined by tariffs, the compet i t ive  position, de- 
mand structure, economic plans, avai labi l i ty  of for- 
eign exchange and similar factors. In case of exports  
to developing countries, and to Latin American coun- 
tries in particular,  the d e g r e e  o f  " p r o g r a m m e  
i d e n t i t y "  be tween  trading partners is an addi- 
tional factor in deciding sales opportunities; only pro- 
duct diversif icat ion can lead to market  diversif icat ion 
in this sector. 

One characteristic of commercial  relations with East- 
ern bloc/socialist  p lanned-economy countries is the 
need to find s u i t a b l e  e x c h a n g e  g o o d s .  This 
does not apply to the export  production of the rele- 
vant  Latin American country alone. 

One of the special  problems of market  diversif ication 
for Latin American countries is the lack of an e f f i -  
c i e n t  f o r e i g n  t r a d e  o r g a n i s a t i o n :  ex- 
cept for tradit ional exports, foreign trade is mainly  
import-oriented. In export,  therefore, firms do not yet  
have the adaptabil i ty and market  knowledge neces- 
sary to make new contacts, although these are pecul- 
iarly essential  for export  diversif ication and in par- 
t icular for market  diversification. 

Certain other  difficulties must be mentioned briefly: 
r e g u l a r  d e l i v e r i e s  cannot always be guaran- 
t e e d - a l t h o u g h  this is vi tal  for efficient market  diversi-  
fication, if it is not l imited to single "ad hoc" deals; 
the poor f inancing of many new firms and unwill ing- 
ness of many old-established firms to undertake the 
e x p e n d i t u r e  which is unavoidable for market  
diversification, i.e. the cost of market  research, pro- 
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mot ion  and  the  out lay  for mak ing  new contacts .  The 
g e o g r a p h i c a l  l o c a t i o n  of Latin Amer ica  
makes  all these  diff icult ies more  acute,  since, even  
w h e n  it is on ly  a ma t t e r  of t rave l l ing  to "ne ighbour -  
ing" count r ies  in Latin Amer ica ,  the  cost i nvo lved  is 
not  small  because  of the  dis tances .  

Not  w i thou t  in f luence  on  the  poss ible  degree  of mar-  
ket  d ivers i f i ca t ion  is the  p r e p o n d e r a n c e  o f  
ce r ta in  t rad i t iona l  m a i n  p u r c h a s e r s  of Latin 
Amer i can  products ;  t he  USA, for ins tance.  Not  infre- 
quent ly ,  such purchasers  t ake  a coun t ry ' s  en t i re  pro- 
duct ion  of a ce r t a in  i t em so tha t  sales are  a lways  
gua ran teed  and  the re  appears  to be  no i n c e n t i v e - o r  
even  any  o p p o r t u n i t y - - t o  sell  to o the r  countr ies .  
However ,  such a s i tua t ion can become  cr i t ical  w h e n  
- - a s  wi th  Ecuador ' s  expor t  of b a n a n a s  to J a p a n - - t h e  
main  buyer ,  on whose  r equ i r emen t s  p rac t ica l ly  the  
whole  p roduc t ion  was  based,  turns  to o the r  pro- 
ducers.  

General Problems of Export Diversification 
in Latin America 

The genera l  p roblems  are  those  which concern  every-  
one  who is engaged  in any  w ay  wi th  the  p romot ion  
of expor ts  for count r ies  in Latin America .  For in- 
s tance,  a list of o b s t a c l e s  t o  e x p o r t i n g  
could be  a long one;  it would inc lude  ca tegor ies  such 
as the  following: lack of in te res t  in expor t ing;  lack of 
m a r k e t  k n o w l e d g e  and  contacts ;  diff icul t ies  of com- 
munica t ion ;  de l ibe ra te  or un in t en t iona l  r es t ra in t s  upon 
e x p o r t s - - o f t e n  on ly  indirect ly ,  but  none  the  less ef- 
fec t ive  for tha t ;  lack of compet i t iveness  due to h igh  

costs. 

In  expor t ing  non- t r ad i t iona l  products ,  ce r ta in  Latin 
A m e r i c a n  count r ies  find the  p h e n o m e n a  o f  i n -  
f 1 a t i o n an  ex t r eme ly  ser ious  problem,  as wel l  as 
the  r e su l t an t  p rob lem of es tab l i sh ing  an  exchange  
ra te  rat io  which, even  if its effect is not  d i rec t ly  to 

p romote  exports ,  is at  leas t  not  de t r imenta l .  Latin 

Amer i can  exporters' complaints about "unrealistic ~ 

rates are well-known. However, the effects of such 

rates are not restricted to the actual difficulties of 

calculation for export: the exchange rate problem is 

a favourite pretext for justifying a lack of essential 

"export-mindedness". It is often overlooked that pro- 

tected domestic markets, where there is almost no 

competition and buyers are uncritical and inured to 

inflation, offer much easier selling conditions than 

does a very competitive foreign market. In Latin 

American countries, the conflict between private and 

public sectors and the preference given to short-term 

private profits over the long-term general economic 

advantage is a problem not to be underestimated in 

this respect. 

Latin America's balance-of-paymentsprob- 

lem s give rise to other difficulties of a general 

nature. Export diversification is expected to contrib- 

ute to their elimination. However, a lack of foreign 

exchange is prejudicial also to the investment re- 

quired,  pa r t i cu la r ly  tha t  for new  product ion ,  and  to 

the  ava i lab i l i ty  of fore ign exchange  for m a r k e t  anal-  

yses, foreign t ravel ,  pa r t i c ipa t ion  in foreign t r ade  
fairs. There  is also the  ma t t e r  of a suff ic ient  s tore  

of expor t  expe r i ence  re la t ing  to non- t r ad i t iona l  prod-  
ucts, the  ca l ibre  of bus ine s smen  and  exper t s  em- 

p loyed  in the  var ious  fields of expor t ing,  to s ay  no th-  

ing of the  " in f ras t ruc ture"  in the  sense  of a bal-  

anced  bank ing  o rgan i sa t ion  and  ef fec t ive  means  of 

t r anspor t  and  communica t ion .  

Last, bu t  not  least ,  it should  be  men t ioned  how v i ta l  

i t i s  tha t  the  n e e d  f o r  e x p o r t  d i v e r s i f i c a -  

t i o n should  be  recogn ised  wi th in  the  f r amework  of 

an  economic  e n d  d e v e l o p m e n t  policy.  Even if it is 

too much to expect  tha t  t he re  should  a lways  be  sys- 

temat ic  d ivers i f i ca t ion  p rog rammes  in e v e r y  a rea ,  the  
bas ic  necess i ty  of p romot ing  expor t  d ivers i f i ca t ion  in 

the  in te res t s  of bo th  commerc ia l  and  d e v e l o p m e n t  

pol icy  should  not  go unrecognised .  It is the  a t t i tude  of 
those  sec tors  conce rned  exc lus ive ly  wi th  t rad i t iona l  

p roduc ts  tha t  does  not  ye t  appea r  to be  in l ine  wi th  
this  requi rement .  

Opportunities and IndlcaUons for Export Diversification 
in LaUn America 

A n  a t t empt  has  been  made  to out l ine  the  p rob lems  
obs t ruc t ing  efforts  to d ivers i fy  expor t s  from Latin 
America .  However ,  the  out look is not  a lways  as poor  
as appea rances  might  sugges t  w h e n  these  p rob lems  
are summed up. There  are  g ra t i fy ing  except ions .  
N e v e r t h e l e s s  the  e s s e n t i a l  c o n d i t i o n  for 
changing the  expor t  s t ruc tu re  of Lat in A m e r i c a - -  
which is, af ter  all, the  purpose  of d ivers i f ica t ion--- is  
t ha t  t h e s e  n u m e r o u s  o b s t a c l e s  b e  r e -  
m o v e d .  No one  will  expec t  this  to be  done  all at  
once  or over-n ight .  But the  p re jud ic ia l  effects exer-  
cised upon  expor t  d ivers i f ica t ion  by  the  p rob lems  dis- 
cussed must  at least  be  recognised  so tha t  a first  s tep 
may  be  t aken  towards  changing the  posi t ion.  

W h a t a r e t h e  o p p o r t u n i t i e s  h e r e ? T h e y  are  prob-  
ab ly  jus t  as numerous  as the  problems.  To men t ion  some 
of the  mos t  impor tan t :  the  e l iminat ion ,  as far  as pos-  
sible, of obs tac les  to expor t ing,  as is be ing  done  in- 
creas ingly ,  for ins tance ,  in Brazil; the  c rea t ion  of suit-  
able  ins t i tu t ions  to work  out  ideas  for expor t  d ivers i -  
fication, d ivers i f ica t ion  p rogrammes  and  pro jec t s ;  the  
p repa ra t i on  of m a r k e t  ana lyses  and  p roduc t  s tudies  to 
el ici t  the  oppor tun i t i es  on specif ic  marke t s  and  for 
specific products ,  and the  pub l ica t ion  of the  resul ts  of 
such inves t iga t ions .  Of no less impor t ance  is publ ic  re- 
la t ions  work  a imed at ove rcoming  t rad i t iona l  l ines of 
t hough t  and  l e tha rgy  and  a t  c rea t ing  expor t -minded-  
ness  wi th  a d ivers i f ica t ion  slant .  Thus  expor t  d iver-  
s i f icat ion becomes  a sub jec t  for bo th  ma te r i a l  and  
func t iona l  expor t  p romot ion  in the  b roades t  sense.  Of 
at  leas t  equ,al impor tance  wi th  the  e l imina t ion  of tariff  
res t r ic t ions  in impor t ing  count r ies  is the  Latin Amer i -  
can  countr ies '  technical  m a s t e r y  of m a r k e t i n g  mat ters ,  
of cost compet i t iveness  and  the  eff ic iency of the i r  
fore ign t rade  apparatus .  
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