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CHAPTER I 4 BRIEF GLANCE AT NEJ PROBLEMS ARISING IN LATIN AMERICA

The Aqgumulation pfrEoreign Exphange and the Balance of.Payments~

The present widespread concern in Latin America regarding the
accumulation of foreign exchange is a clear symptom of the deeper *
understanding of concepts  of economic development. Formerly any such
accumulation Woulq have been welcomed as an opportunity for replacing.
monetary reserves after a period of disturbing shortage. Now, however,
although this view has not entirely disappeared, the stress is rather
laid on the need to make immediate use of these exchange receipts for
_impgrting_éapitél goods and other commodities indispensable to production,
Monetary rgsources are at present given preference as an instrument of
economic develoﬁmeht this change in attitude must have been linked with
the experlence vaulred in certain, forms of control compatlble with lower
. monetary reserves than those which formerly appeared to be advisable.

The sudden‘change in-the balance of paymgnts of the Lctin American
* countrics reflected by this situation, is in turn creating new problems
differing from those which predominated until recently._Problems which
had'appeared'urgentraré no longer apparent on the surface, but this does
not mezn tﬁat they have ‘been eliminated; some of thesc are of a structural
nature 2nd the course of events will have to be studied cgrefully before
it can be considered that the factors governlng them have really ceased to
have any effect ' _

- Meanwhile, more recent conditibns‘haveﬁ to a certain extent, put a
large part of the developments covered in this report in the past tense.

Nevertheléss, it would be erroneous to set them aside and deal exclusively

with theég new events, There has been no break in continuity and neither
the present poéition, nor the probable future trends could be interpreted
completely without reference to these earlier developments. On this basis,
an ﬂttempﬁ will be made here to outline the significance of the principel
problems which are now taking shape. ‘ ..

The most obv1ous trensformatlon naturally appears in the balance of
payments. Nhen the countrles affected by the dollar shortage were
reaching a satisfactory degree of equlllbrlum, after having imposed
severe restrictiéns on their imports, the rise in prices of their exports

/changcd the
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changed the position in a very short time to one where exchange, if not
abundant, was in relatively easy supply, and the improvement continues.
Latin 4merica, which had a severe disequilibrium in its trade balance
with the United States in 1947, had succeeded 1n reducing this in 1949
and transformed 1t into a surplus of 240 mllllon dollars in 1950; in
1951 it is estlmated that this ‘surplus may range between 500 and
l,OOO‘million dollars. Nevertheless, this improvement does not in any
way imply that a solution has been found to the structurzl problem to
which reference has so frequently becn made in these reports. It is -
anﬁicibated iﬁ facﬁ that in 1952 the service paynents on capitsal
invested by the Unlted States in latin Americe may amount to 700 million
dollars as agalnst 590 million in 1950. Boarlng in mind thls prominent
debit item, as well as other less 1mportant ones, the’ net balance of
payments in current account might range between a deflclt of 250 willion
dollars and a surpius of the same amount., The pos51b111ty thet the
deficit may be transformed into a surplus- is due to the fact that a
capital 1nvestment’of 370 million dollars is estlmstedl/for that year.
‘It should be obserxed that this 1nvestment is lower than the enount of
service payments on capital, and at a stage of development where the
need for foreign caﬁital begins to decline, this situation is to be
expected. ’ ’

As regards trade betwcen Latin America and Europe,‘tﬁe efforts
-which the latter had made to approach equilibrium in the. trade balance
are being frustrated by present events. By increasing its exports and
reducing- imports, Eﬁrope had succeeded in reducing its trede deficit
with Latin America to somec 250 million dollars. In 1950, the figure
rose again to 325 million, and for the current ycar a deficit of
between 400 and 500 million dollars is estimated. The prospects are
the}efore similar, in certain aspects, to those of the first post-war
years, when Latin America had lsrge surpluses in its tra&e with Europe.

The increase in prices of Latin American products, which has not yet been

1/ Effects of the United States Deféence Prograuime on Trade ‘with
Lotin America (Economic Commaission for Latin Amerlce, United
Nctions ZUocunent E/CN,12/234.

/followed by
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followed by an equivalent increase in European export prices, and the
growing difficulties which hamper & maintencnce of the volume. of these
exports, are the principal regsons for the. change which has occurred.

Credits to Purchasing Countrics

Latin America's problen here is different from that with the United
States. It is not expected that Europe can pay in gold or in dollars- for
a substantial part of that surplus or those which will probably follow
‘should the present state of affulrs continue, It will therefore be more
necess0ry to use inconvertible exchgnve and the consequences of the
bllateral systen of compensation will become riore serious, unless
atlsfactory irethods are found to mitigate at least the rigidity and the
inconveniences of this form of trading. With inconvertible curren01es the
risk for the Latin American countries is certa inly greater than in thp
" trensactions effected before the present situation, when Europe was
rapldly increasing its capacity for export to Latin America, whereas now.
the opposité is the casé. In other words, the acceptance of foreigﬁ’ .
exchange which cannot. be used for imports implies the granting of credits
to the purch351ng countrles, and the nature of the problem thus engendered
should be carefully consldered
. Thls cxplalns why the report mentioned'concerning'tradeﬂbe£ween Europe
an& Latin America examiﬁes the advidabitity of seeking agreements to '
ensure future use of this exchange for the purchase of capital goods,
protceting both. interested parties frow the risk of price variations,

The practical difficulties of carrying out such en apparently 51mple
idca should not be overlooked, particularly when it is remembered that
stablllzutlon of dOIBSth prices has not yet been achieved in the
countries which zrc undertaking rearmament, and thet therefore it would
not be eesy to considér export prices separately. Notwithstanding. these
difficulties; it shouid not be forgotten that domestic price variations
only involve.shifts in real income among the different groups within a
country; whereas, in foreign price changes, the advantages and disadvantages
are distributed among different countries. Nevertheless, the problem is
sufficiently important +to warrant the seeking of equitable solutions
which will renove unnecessary obstacles to trade with Europe.

/Easing of
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Hasing of Inflationery Pressurc

Moreover, formulae of this nature might considercbly ease’ the solution
of the domestic problem which will certainly arise as a result of the increase
in foreign exchange holdings in the majority of Lotin American countries.
This will be exawined briefly. The increase in foreign exchaﬁgé; both
dollars and other currencies, will have the immcdiate result of increasing
inflationary pressure., However, it is not the inward, but raether ﬁhe.
outward pressure which should cause most concern. The inflationarf process
has 2lready developed on a wide scale within the Latin Américan countries.
The total money supply increased by 2,300 million dollars in 1949 and
2,800 million in 1950 for Latin dmerica as a whole} therefore, an inérease
of 1,000 million dollars, equivalent to the ekchange to be accumulated,
would not be extraordinary. It nay be expected, however, that meaéufes
will be adopted to prevent monetary expansion of domestic origin aontinuing
on the same scale, Quite apart from this, the grect potental demand for
Ylaports could be made effective by the increesse in foreign exchanges. As the
supplying countries are in a position to export less, rather th&n éore, the
inflationary pressure of this greoter demand will be very ﬁronouncodﬂ
Should this situstion be 'sprcad throughout the countries affected, it will
cause prices to rise rapidly, and all that was formerly gaiqéd and fécovered
through the improvenment of the terms of trade will be losé; and thess may
cven deteriorate in relation to their former position, Mofééver, a
considerable part of the resources might be dissipated in purcﬁases 6fﬂ
consuiler goods at inflated prices.

During World War II, some countries introduced measures to absorb or
neutrolise the nioney created by the abundance of exchange, but these were
not very effective. It is conceivéble, however, that if the absorption
were complemented by an instrument whereby not only the future availability
of exchange was assured but z2lso its cffective use for purchasing & given

quantity of capital goods, the policy of absorption of redundant money

1/ To convert douestic money supply into dollars, the par value accepted
by the International Monetary Fund, or the lowest official buying rate,
was used, so that the resulting figure may be teken as a maxdinounm,

/could have
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could have much gréater-chances of success,
" Therc are other forms of cction which should also be studied, for

relievihg the outward inflationary pressurc., Should the setting of cxport
quotaS'ih the producing countries be accomponied by effective measures of
distribution in the importing countries, it should clso be possible to
alleviadte inflationary pressure considerably.i This would be the cose

- providing that at the time of the'oﬁtlay on imports it were simmultencously
possible {nternally to intercept soue of the incomes causing that pressure
and use them later for financing econonmic devclopment, once the import
diffieulties hzd disappearcd. The vast cxperience gothered by experts of
the International Monstary Fund in their study of the monctary problens

of the Latin Anmcrican countrics, as well as that of the economists in the
respective central banks, should be very useful in considering thesc
problems.7 '

Imports of Bapital Goods

‘ Meanwhile, difficulties in iuporting incrcasc constantly, both for
capital goods and for certain raw meterials and essential coiiiodities. In
the first report mentionedl{ it was estimated that in the last quarter of
the year, and in 1952, the supplies of cspital goods in-the United States
available for the Latin Americen countries might be 20 per cent.lower than
during 1950. Nevefthcless, if the estinntes of production increases are
fulfilled and the recrmament offort does not exceed present plans, it is
con31dercd that in 1953 these could reoch the saue level as before the
presonttnergcncy. In any case, however, on unsatisficd deimand will have
accumulated during this period, apart from the displacenent of demand which
could arise becausc of -the limited export capecity of the Eurcpeen countrics,

These countries had previously nede important advances in their
exports of cwpltﬂl goods, competing favourably with those of ‘the Unltbd
States, through devaluation of their currcncies or the 1mprovaLnts
achievcd.in industrisl productivity 2nd the cfforts fede to adapt thussclves
to Latin‘American requireizents. The full iupect of defencs progray.cs in
Western Burope is not likely tc be felt until the lest quarter of 1951 or
the beginning >f 1952. European cxports to Iatin Auerica this yoar will
probably cqual those of 1950, wiﬁh.some decline iﬂ the eiports of ceopitel
gocds towards the end of 1951. Héwever, ﬁhg.Bripiéh.Governmgnt hus

1/ Effects of the United States Deforce Progffime on Trade with Lotin

Anerica. -

/znnounced that
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ennounced that an cttenpt will be nade to ilalntain exports cf coplt@l gocds,
Although it is cxpected that Brltish exports of iron and steel products will
drop considerably, othcr Buropean countries, particularly Gernany, Belgiuu
and France L2y be ablc to offset this decliné in. British shipments, ‘
Prior to the present emergency, shortage of exchange, pertlcularly

dollars, had forced the Latin Auerican countries to apply cértain selective
stendards releting to iuports of both capitel gocds and other commodities.
.Present conditions! however, are leading thei to the stage where they h”Vu
to 2dopt similgr standards to make better ust of the linited export capacity
of the supplying countries. Nevertheless, the present position is nore
difficult, because while fornbrly each country eculd select the iuports
which it preferred, now it can only do sco within the rangc which the
exporting C\untrles decide to nanufeacture., There is thus no deocubt thst thc
introduction by cach Latin American country of an order of priority 1n
their requirements for capital goods, and the dlscu551on of their JOlnt
requirciients with these exporting countries, could help to ensure a nore
rational use of the available resources, N a
Developiient Proaranmes '

- This order of priority would not necessarily ccincide with thaf which

would have to be intreduced in normal times, for o well plgnnbd, uCOHOﬂlC
developuent prosraae, In a lﬂrgu nuaiber of the Letin nnerlcan countrles
s nentioned in another report,l there was & prcssing need to substltute
cortain inports by domestic production in order to achieve equlllbrlum in
the balance of payments, The present ecasinz of the exchange position will
in certain cases nake ‘it simple to solve the earlier difficulties. On £he
other hand, others will arise through the impossibility of pbtainlng the
indispensable ninimun of certoin imports which azre particularly important
for econouic developmont. New investments, thereforc, will not always be
follow the same direction as before, and the order of priority of capital
goods, as o result, will have to be different. .
Nevertheless, fundoimental problems should not be obscured in any way
by temporary and occasional conditions, Regerdless of the anner in which
the Lotin jmericsn econormies may prow during this suergency, the development
will continuc to create certoin tendencies towards domestic end foreign mal-
~adjustiient, and éven though they uay not be. clearly apparent at the present

\;ZLSone Theoretical and Practical Problems of Economie Growth (Lcononlc
Cowgssion for latin Aneriea, Unlted Nations ZDocument E/CN.12/2217).

/time, their
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time, their adwerd will met be daleyed whou fowelizs twede L5 ohoe more in
a position to develop under .normal conditions, ‘ I

Greet cautien sheould thereforé be followed in plana:foé the future, The
expefiencé of thc post-war. pericd, which is not yet very_diétant,_has taucht
certain léssons which should be remembered in this emergency.. Large holdings
bf'fofﬁign oxchéﬁpc which appeared tc cnsure o céuntry!sAqbsence from nonetary
problcns ‘for scveral years were dissipeted nokably later on, Thet sanme
formnr ﬁbundoncp seemed to eliminatc thé need for a prograume for the
later use of thesé holdin"s. Thus, when' imports werce possible, unnccessary
consqutlon draincd away a considerable part of these foreign-exchange
ﬁoldings and the most urment requirenonts of capital: formation were not
always'méf; This is yet another important reascn %o be added 4o those which
wcre given clséwhere Eoncerning the nced for the opportune preparation of
developmsnt prograniics., The probable weakening of the rate of develepuent.
imposed by prevailing conditions, thus_offers a propitious opportunlty for
excnifing the-panorama of the country's economy in brosd Ocrspectlvc and
. taking advantage of rccent experience fcr the bu?tbr gu;qancc of future

L ¢

developicnt. . )
. This by no- means siﬂnlfies that the cpplication of devclopnunt Ligasures

should bc suspunded On the cﬁntrgny, dlfflcult nonents are usually these

* which have led tc the secklng And adoptln of Sﬁlutlons whlch at other times

. were considered 1mp0551blc or inudv1s"blb. It n;y thus bo cxpected that now

certein. ideas concerning. the cstﬁbllshncnt of mutuﬁlly advantageous

1ndustr1cs nay coine to a head in ccrtq1n Latin iucricen countrics. There

has alrecdy been evidenee of what can bc done as regards iron and steel

and this px1mple could lead to & consideration of the p0351b111tics for

nctlon in other flelds, pArtlculerly cellulosc' and paper and -sore basic

chonlcgl products to. nbntion only a few. »I1 this -involves solutions

which will hevc to bc “doptcd in ong forn' or ancthier in the! Latin JAnerican

) cuuntrlbs in the course of tirmc, es their cconcide growth becomcs limited

by their cepaclty to lnpurt which docs not usually inérease.at the some

rate., The pressure of present circunstances would only:anticipate developuments

‘which would have to tﬁk placc eventually .. .clthough not necessarily in the

t

sane W’ly.
Exrulnatlon of the Capcblty to Export -

" This ShOUld not lbgd to neglect of the possxbllitius for srecter
-exports cutside the productian of strategig waterials, for thc increasc of
fwhieh effcetive
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which effective measures are alroady beling. tak&ﬁ.

upurt *from the prospect or -axports to ths Unibod-Statas, which arc
.analyzod in a separate stud Latin amariea ney lock forward tq a sustained
denand for 1ts products in Europo. Because “of 'a staady expension of
industrmul production and 2 »ising standard of living, the long-temi ratc of
Europe's 1npcrts of primary produets may be..expected to increase, but it is
Tikely that its réquiremoents will vary greatly.as between indiv1dugl
courodities. It would therefore be worth studying, .now, the capacity of the
Latin Aoerican produeing countries to-expand.future output of certaln
cxportable comaodities without detrincnt to the normal.inprease of domestic
production. - *. _ - oL '

" Having nade thcse brief observatlons rcoardlng present problens, an
analysis will be made. below of the most recent figures. relating to Latin
Lierican economic changes, which are presented.in this way because of the
impossibility’bf introducing thei into the reports which foilowg )

‘Forolun Trcdc and the Capacity to Inport -

, Exports fron Latin Aneriea, ‘the quantur of whieh had reached a naximun
‘m 1948, “deélined in 1949 and the first half of 1950; in .the sccond half;

... the roversal of the trend caused the total for the year to be 3:4 per cent

- .mind the, 1ncroase 1n population. Tho qugnbum, exprcsscd per caplto, is

. higher, thon that for 1949, This ronVery is still moderate, however, when
conpared,w1th the levels reoched in l9h7~19h8 ‘and, above 2ll, beéaring in -

still. lower thun boforo the war, ond particulmrly the period preceding
- the zreat depression of thc 'thirtles. One fact stands out clcwrly above
the rest:.latin America in 1950 exported 10 6 per ccnt per inhabltant less
than in 1937. )
On the 1rports side, thg improvanent in 1950, although amounting to
L per cent in relation to 1949, was not suffiClont to roach the l9h7-1948
lovel, which wes $he hizhost for thc -last thnty~flV» years, Por capite,
Latin fncrica's iuwports in 1950 were 33 . per eont higher than bcforc the
- war, and approachcd the. levels of the 1925-1929 poriod, s shown by the
. twblos and -the chart inscrted later on. (Chart 1.),

- Prices of Latin Amcrican exports have reverted to the trcnd which
they had shown since 1940 end whieh wes only lnterruptod in 1949 Betwecn

- 1/ United S tagog ngacltx to nbsurb Lctln nnor1c~n Prod Products (Eoononlc
Corwnssion for Iatin nﬂer1c( Unibud Ngtions Dosuncnt . E/CN 12/22é7};

e © /that year
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should be borne in nind
thelpnoducts exported by
(Chart 2.)

In the early months

the year,

najority of Letin .meric
affccted by regulations
of prices, as in the cas
reconsideration of this
of threc dollar cents pe
increasing production.
Price increases, as
than two ysars, and coff
.exceptional position of
previously cccurnulated.
production, Wheat and ot

on Europesn rerkets, hov
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verage general risc amounts to 5 per cent, but it

s
that the rising current of priesc of the mzjority of

Letin fnerica was only felt in the seccnd half of -

of 1951, the rising tcndency of prices of the
n products was mzintained; somc of them had becn

~
€.

adopted in the Unitéd States concerning stabilization

¢ of copper. Chile, however, has achieved a

~
<1

ictalts position, and will now receive a premdiun

r pound of copper, as well as other incentives for

in the case cf wdl, when they trcbled in less

s¢, whore they doubled, fiay be explained by the
these two products when domand, once stocks

had been exhzusted, clearly exceeds current

her arains, as well as meat, which arc wninly sold

¢ increased proportionatcely less in price then

products purchased by the United States, s regards mect, the recent

modification of the :ngl

prices in sterling, whic
(See Chart 3.)

~Latin loeriea is no
which it exports, but al
products, gencrally seiid
recion., Rubber is amdng
of this stratesic materi
of rubber has increased
ougust 1949 and iarch 19
.of -jute. - ancther indisp
countries,  — which had b
sharply and from that ti
the other hand, prices

such as newsprint, rayon

c-argcntine agreenment is based on an increase of

h compensated for the devaluntion of this currency.

t only interested in the price of the raw matorials
so in the behnviour of the prices of moteriels and
~finished, which it hets te purchesc outside thc
these products, as the few Latin uerican prcducers
21l are for from being sclf-sufficient. The price
even wore than that cof wool or coffec, 2s between
51, it rosc by more than 350 per cent. The price
ensable materizl for various Latin .uierican

een felling until Septerber 1950, chenged its trend

e on, rose by 44 per cent. (February 1951.) Cn

of sther preducts which Latin fmcrica hes tc import,

yarn, steel, tinplate, have risen by loss'than

10 per cent. Increascs cxceeding thet percentarc have so far becen noted

for pig-iron eand a2lumini

wa (Chart 4).
In spite cf the relestive delay with which the risc in prices of row

/oeterials is
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materials is transferred to finished products, the statistics of some
supplying countries have already begun to reflect:theichanged trend in
their cxport prices.-Ln_the'Unitgd'States, the .index of export prices..
reached the lowest pointuin Moy 1950, ond since then begen tc rise; between
June and December of that year, the increasc was ll.per cent. In the United
Kingdon, during the same period, the 1ndex of everage.pricces for éxports

showed an incpease of 7 per cent, In February 1951, there was already a
9 per coent inéreqse over the averége for.l950,.whiiew£he price index for
imports of raw mgtefiglo showed a rise of 50 per ccht‘ , -

. Latin Americo is. thus in a p031tlon where its terns of trade have
beeone favvurablc, and this, together with the increase in the quﬁntum of
exports, has raised the capacity to 1mport‘to>record levels; ot least in
abéolute terms. The increase per capita is not so significant, the level
for the first time iﬁ’twenty years, as shown in Chart-2; slightly exceeding
that of 1925—1929

Another outstandlng fact should also be noted: in 1950, Latin . .imerica
Obtulnud an cxport -surplus of about 1,300 million dnllars, almost “three
timés ﬁo;e than in 1949 and above the surpluses-shown in 1945-1946, when

imports were not yet normal, Of course; the existence of_this surplus does
J not mean that there is an equivalent amount of ‘exchange ‘available; first,
because of other debit items, which affect the balance of payments, and
. sceond, because of the effect of bilateral agreements which reduce the
area of oxchange convertibility. . ' ) -
Trodc with the United Statcs

Letin Americals trade position, is now much morc fﬁVourablu, nmeinly

ithrough inprovenents in trade with the- United Stetes. Until 1949, there wes

a trade deficit with the United States, although, since 1947, a. trend has
been noted towards the reduction of these deficits. This was largely due
to thc restrictions applied by the majority of the Lotin American countries
to prevent the shortage of dollers. from becoming uore acute: the 1mport
surplus fel}tfrom 1,708 millicn dollars in 1947 to 814 in 1948, a and 412
in 1949. .In 1950, for the first time since the war, an export surplus
appeered, amounting to seme 240 millicn dollars. Of this surplus, 190
million dollars corresponded to thp secend half of 1950 when the new %trade
trend became uore marked. (Caart 5.) e

almost 2ll :he-Letin xmpklcnn_countri e lmproved their trede positicn
/w1th the
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-ﬁith ﬁﬁc United States. sarsenting provides one of the nost outstending
nglchS In spite of the con31dorﬁblu reductlon of 1“ports frou the Unltud
Sta tcs which had falien fron 680 nillion dollﬂrs in 1947 to 129 rallions
in 1949, arcentina had afnat deflc:.t of 32 million dollars in thet yoor.

In 1950 ‘the p031tlon changed subst ntia lly. Exports to the United States

' wcrc “doubled and in spltc of the increase in 1qports nr jentine had a
surplus g“ountlnw to almost 60 million dollars. Braz1l favourcd by the
rise in the price of cof;ec, had a trade surplus of 360 million dollars

" in 1950, es asninst 170 million dollars in 1§h§. Aiiong the countrics which
- generally had unfavourablé trade balances with the United States, Venczuela
considérably iuproved its position in 1950. Mexico continued to show
necative. trade bélanees; but this deficit was nore'thah“offSét by receipts

from the tourist trade ﬂnd fron M~x1ccn workers qbroad Cuba varics from
“negative to positive balinces. - : : L

Uaitced States purchases from Latin imerica during 1950 have particularly

benefited the countries érdducin" coffee, pntroleuﬁ and wool. On the other

hand, the new s1tuatlon is not yct reflected in purchases of copper and tin,
which had been declining|in relation-to 1948, For suzer;, the valuc of United
‘States “inports from Latinm nmprlca wis lower in 1950 than in 1949. As regerds

cacao, banenas, vertublT olls and lcaf tobccco, therv is b slisht
inprovcuent over the previous year, The interesting p01nt however, is that
in elmdst all products, thc fisurss for the second half of 1950 are cleorly
‘hicher than those for the first half of the ycar, the increase in values
having been 30 per cent,|thus providing clcar evidence of the chanzzd trend,
“Concerning imports frou the United States, the availablc fisures show
that. in 1950 the majority of: itcims showed declines in valu¢ in relation to
- 1948 and 1949, which may|also reflect declines in -volume, because prices

in: zeneral-have not changed much, The increases took place in farming

machinery, automobiles a£¢ chemical products. (Chart 6.)

. . hltogether, prices have: been the most active elcuent up to the present,
‘causing a considerable inprovement in the terms.of trade between Latin
Aﬁepiga.and the United States: This may be appreciated from Chart 6, where
the index of prices for 14 Latin American products inported by the United
States, which 1s dominated to a larmge degrec by the rise in coffee prices,

hes been used, as in the|previous Econoumic Survey, to indicate export

prices.
Under present condirions, the analysis of the United States balence of
L Y 2 Ny uyrty T STAE Ty

»




E/CN.12/217

Page 14

payments with Latin Ancrica is of great interest. It is undeniable that the
dollar supply situation has improved greatly, However, in spite of this
chonze, Latin America is still in a debit position in relation to the
Unitcd;States; according to provisional fisures for 1950, that country's
'balénce of paynents with Latin America showed a final balance in favour of
the United States, amounting to 54 million'dollars, which'is certainly much
less than that for the prgvious years, that is, 120 million in l9h9, 830
million in 1948, and a peck of 1,554 nlllion dollars in l9h7 ‘

The ch&nve in 31rn of thu trade balance took place in the fourth
querter of l9h9 It wus 1nsufflclcnt howcver to offset the deficit in the
other items such as for uxanplu, that of. investment incone pgynents, which
increased to a very markcd devree betweon l9h9 and 1950 Thbsc payments
exceed new United Stctes 1nv;stmunts in Latln Amsrlca.,Thls is one of:the
most significant factors, as it clearly shows the insufficiency of capital
receipts from proad. Moreover, privetc.capital inflow, which had-increased
between 1946 and 1949, declined cgain to a very cohsiderable extent,

The increase in holdings of gold and short-term assets in the United
States, meinly reflected the dollars received from transactioens with third

~countries, which has pernitted e partial rcccvery of the sold reserves,
these having becn on the decline since. the beginning of.the post-war
period.

Increase in Inturngtloncl Rcservos

In splte of the increase in 1nternatlonol reserves for Latin dAmerica
as 2 wholc between thb rmiddle of 1949 and the buﬁlnnlnﬂ of 1951, as yet
not cven half of the gold and forelgn exchunge lost between the hisgh and
 low points,bf the postrwaf period have been recovered, (Sce Chert 7,) -
However, the position is‘not‘tho sanie for all the -countrics, Some- of thenm
_hébe exceeded the_reserves‘of_the carly post-war years, as in the case of
Bolivia, Cuba, El.Salvador, Honduras, Nicaragua, Paraguay, Peru, Dominican
Republic, Uruguay and Venezuela, Others have recovered at least ‘half of
the reserves lost: between 1945 and 1949, as in the case of Brazil, Costa
Rica, Guatemala and Mexico, Finally, three countries - Argentina, Chile
and Colowbia - have not recovered even half of their post-war losses., It
should, of coursg, be reneibered thet several Latin American eountries have
used part of their reserves- to re-purchase theéir external debt and foreisn
investments (drzentina, Uruguay and Brazil; in the last-named, the fall in

reserves between 1948 and 1950 was exclusively due to this procedure.
T . /Although it
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Although. it cannot be stated with certainty, it is unlikely that the
gap left by the shortage of imports during the war years has been filled,

The reduction in resecrves, starting in 1947, forced the majority of Iutln
imerican countries to restrict their imports, et times to a very severc
degrec, as in the cese of Arzentina, Now, when the inerease in exports brings
sonie relief, restrictions are beginning to come into play on the other side,
from supplying countrics, Moreover, while for the moment. the rise in the
..prices of raw materials is greater than that for finished products,-this
situation is rather precarious, The expansionafy forces of the noney

supply are bound to take effect if the increase in exports cannot be

invested in greater imports.

This new pressure of external origin is added to that of domestlc
origin, which hus tended to. increase in the mLJority of Latin amerlcan
“countries, In 1950, an increase in noriey supply can bc noted in the mejority

of these countrics, greater than that reg gistered in l9h9 which c¢n the
“whole had been less pronounced than in the previous year. That is, the
upwérd trend, which had tended to weaken, has again acquired greater force.
The action of foreign demend is contributing to the rise in domestic prices.
The cost~of-living index in the majority of the Latin fmerican countries
does not yet show any riore prcenounced increases in 1950 than in the previous
years, except in Colombia, Costa Rica ond Paraguay. In the other countries,
the incrcase has been the samc as or lower than that registered in 1949,
which is due to the relatively delayed effect of import prices on the cost
of _livias—end te—the—fact—that the rise in oxport prices did not have an

" immediate effect through incones, The first indices aveilable for 1951
indicate thet the upward trend is becoming widespread. In Brazil and Cube,
the rises for the first quarter of 1951 arec greater then those in the first
quarter cf 1950.




E/CON.12/217

Page 16
' INTRODUCTION
. Statispical Appcndix

‘Teble 1 Latin Anerica: Quantum gnd Prices of Exports anc Imports,
. ) Terns of Trade .and Capacity to Import

Indices 1937 = 100

Years ~Quantum of" . A
exports Tiports . Prices of Prices of Terus Capacity to

Total Per Total Per exports  imports .of import
- capita capita - . trade Total Per
1925/29 89,1 105.1 119.3 140.9 l}?.h 24,2 110.6 98.2 115.9
1945  103.5 88.4  87.0 74,0 134.9 167.0  80.8 83.7 71.3
1946 110.5 92.6 133.0 111.0 172.9 163.0 105.8 116.9 97.6
1947 118.5 97.5 191,0 156.0 213.4 191.0 111.7 132.4 108.5
1948 121.1 97.2 176.0 141.0 231.2 208,0 110.9 134.3 107.8
1949 111.2 87.8 . 164,0 130.0 _214.2 193.0 111.0 123.4 97.5

1950 115.0 89.4  171.0 133.0 222.2 171.0 130.0 149.5 116.3

Sourcc: Estimate based on data taken from official statistics, For
sources and method, see Econoiic Survey of Latin america 1949.




E/CN.12/217
Page 17

Table 2 latin America: Trade at Constant and Current Values

(in millions of dollars)

Years At 1937 onrices At current prices
Exports Imports ~ Exports Imports _ Balance

1945 2,415 1,398 3,259 2,334 - 925
1946 2.578 2,120 4,459 3,456 1,003
194 2,765 3,036 5,900 5,798 102
1948 2,825 2,803 6,535 5,830 ° - 705
1949 2,59, 2,623 5,556 5,062 Lo,
1950 2,683 2,727 5,961 L,66 1,297

Scurce: Compiled with data taken from the official‘statiétics of each
country. converted into dollars in accordance with the average
exchange rates established by the International Monetary Fund

Note:The values at 1937 prices were obtained, for exports, by
multiplying the quantum index by the 1937 value and, for
imports. by deflating the series of current values by the
combined index of export prices for the United States and
United Kingdom. .
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Table 3 Latin America: Variations in Prices of Some Export Products,
According to Quotations in the United States

Products i Increases in per cent, in March 1951
C e - Over July 1949 - - - Over 1949 minimum

Tin 30.1 ‘ 75.7
Coffee 93.7 106.7

--~ Sugar- - .- - | 2.6 9.1
-wheat - - 21,6~ o - 21,6
Cotton 49.6 57.7
Wool.- - 206.1 209,.3
Hides 71.8 ‘ 81,1
Copper - 39.3 ] 39.3
lead . - R1.4 61.9
Zinc: B O by L L
Petroleum _ 25.0 _ 25.0 )

Source: Quptations on United States markets.




Table 4

E/N.12/717
Page 19

Latin America: Varistigns in Prices of Some Imported

Products

Rubber
Jute
Pig-iron
Aluminium

Rayon yarn

Steel
Newsprint

‘Tinplate

Products
(Percentage increases)

March 1951

.__March 1951
August 1949 1949-50 Minimum
351.2 . 351.2
5. a/ : LL.,1 a/
13.1 . : 13.8
1.8 . 11,8
9‘8 9‘8
7.7 1.7
5.7 7.5
- 1.6 10“

Source:’ International Monetary Fund; Statistical Bulletin
of the United Nations; The New York Times

a/ February 1951,



E/CN.12/217

Page 20
Table 5 Latin America: Terms of Trade with the United States
1937
Years Index ofrprlces-e-flh products A‘“-.',_-,:Im_i_gxfg_i,‘ Import Terms of
exported-to the United States Prices Trade
With Coffee Excluding Coffee a/
1945 o 124.6 116.6 174 7L.6
1946 .- . 154, 4. 130,8 - 152 101.6
1947 - 216.2 . 192:.6 T 178 121.,3
1948 239.2 217.3 7 7 188 127.2
1949 252.6 224,5.. . 177 142,7
1950 314.7 229.T.. 173 182.0
1950 ‘b_/ 287:2 216'6. : ".' L)
1950 ¢/ 3401 242,6 ‘e .
Source: Coﬁpiled from data supplied by the Depariment of Commerce,
Washington. B
2/ . The 14 products.included, with their respeculve wmlrkts for
1945 and l@SO .are. the follow1ng o S
“““ - - 1945 1950
1. Coffee . 36.48. 49.62
2. Crude petroleum *8.38 1h.45
3, Sugar 20,95 11.90
L, Copper 13.13 7.C8
5. Cacao 1.97 3.54
6. Lead 2.48 3,27
7. Wool 4.81 2,92
8. Bananas 2,84 2.40
9, Tin 2,56 1,29
10, Nitrate 1.96 1..06
11, Zinc 1.4% 0,85
12, Hides (untzrned) 0.37 . 6.82
13. Hides (tanned) 0.23 0,30
L. Silver 2k e
Total 100.00 100.C0
b/ First six months.

¢/ Second six months.
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Table 6  Latin Amevica: - Irade with the Unjted States, 1947-1950 ..
h - © (in millions of dollars) .

Latin American exports to . .

the United States : 2,150 2,352 2,302 ..2,907
Argentina : ' 154 180 97 .. - ... 206
Brazil -~ ‘ o : 446 S51h 552 - 714
Chile ' © T . D122 179 152 . 160
Colombia: , T 206 236 2,1 - - 313
Cuba : . 510 375 . 388 - 406
Mexico’ ‘ , 247 246 2L 318
Venezuéla . _ : - 174 271 278. . 322
Other cbuntrigs 201 - 351 350 . . 468
Letin American. imports. from . ) : LT

the United States - 3,858 3,166 TR, - 2,668
Argentina S o . 680 - 381 129 . 145
Brazil 643 L9T 382 354
Chile ) T T T 125 ’ —‘IO§"f"‘”‘f1E2’ o 72
Colombia C e A9 19 176 233
Cuba L L1 S A 380 ... T 460
Mexico T S 520 0 T k22 . L63 516
Venezuela - - . . . L2717 . s 51T, D518 398
Other countries e 803 505 Y 490

Source: United Stdtes. Departmébpfcf'Commefée{_Sﬁfvex gifCﬁrfgnt Business.

¢ - S5,
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Table 7  latin Amcrica: International Reserves of 18 Countries

(in millions of dollars)

Countries 1945 1946 1947 1948 1949, 1950 1951 a/
Argentina 1,663 1,696 1,071 809 74T b/ 91/ . :
Bolivia ' 35 34 31 31 29 40 .
Brazil 666 760 785 757 719 665 .
Colombia 177 176 © 111 8l 111 101 68
Costa Rica g8 ., 3 4 5 5 b 6
Cuba ¢/ 232 266 346 316 343 338 cf375 ¢/ .
Chile - 110 69 - 56 53 43 55 61 a
Ecuador "33 37 27 28 26 37 35
El Salvador © 28 29 29 30 37 41 58 °
Guatemala 41 L7 50 Li, 34 35 40
Hondures d/ 8 7 6 8 8 13 .o
Mexico 344, 223 126 78 126 287 ¢/ ..
Nicaragua 7 6 5 3 4 3 10
Paraguay 10 11 9 6 3 12 16
Peru - 38 35 32 Liy L7 52 72
Dominican Republic  33. 35 30 25 R2 31 38
Uruguay 252 291 255 241 216 312 . ..
Venezuela 227 252 255 386 LL5 0 374 .,
Total 3,912 3,977 3,228 2,948 2,965 3,341
Source: International Finaneial Statistics.

" March,

'The figure given in Argentine sources for gold has been

converted at the rate of 3.04 pesos per dollar, and .the figures
given for foreign exchange, at the rate of 3.545 pesos per
dollar., For the yéars prior to 1949, the figures given are

- taken from International Financizl Statistics (Intemational
Monetary Fund)
Excluding the investments of the Banco Nacional de Cuba and
forcign cxchange holdings of the commercial banks.
Including forcign.exchange holdings in the banks,
Figure for Mexico at the end of November,

RS

e @
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_CHAPTER.II = . . AGRICULTURE =~ .

The Development af Production.

The generalisationsapplicable to the development of Latin
American’ agriculture during the post-war period are subject to the
same exceptions as those applicable to other sectors of the various
economies . ' T

The following excerpt from a recent authoritative pubiication
possibly provides an adequate idea of the Latin Amerlcan situation
towards the end of the perlod under review: "During the
agricultural year 1949-50, the per capita quantum of productiun’of
the region's principal crops was only 87 per cent of the pre-war
levels.  If the present estimstes materialise, this figure will
reach 95 per cent in 1952-53. Even if we were to-exclude
Argentlna, where a substantlal reductlon has occurred in the total
area harvested per caplta, no progress would be reported elsewhere
in this reglon, in the ratlo between-the total area harvested and
the populatlon. Even more 1mportant is the fact tiht, with few

- axceptlons, ‘the yield per hectare obtained in basic crops is, for
practical purposes, no higher than it was fifteen yeéars ‘ago. nl/

If, instead of’ studying productlon, attentien is paid to per
capita domestic: supplles of the 22 pr1n01pal Latin American
agrlcultural products (productlon minus exports plus imports), it

" Will be seen fhatvaccdrding to available figures, 'in 1948-49 the
volume of supplies %as only slightly higher than before the war,
and.eXCIudihé.Argentiue, it was siightly lewer, These results
occurred desplte a constant increasé of both total production and
'productlon per caplta since the war, 1nd1cat1ng the low levels

' to whlch productlon had fallen durlng the war.
S ] « ) I L B

ES—4 Introductlon of the Food and Agrlculture Report on Development

“and Prospects gﬁ,Lat;n ‘American Agriculture, placed before the
“Second Latin American Regional Conference held in Montevideo,
December 1950.

/ Cemparing the agricultural

-
e
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Cemparing the agricultural panorama with that of-other sectors of
production, it may be ebserved that where the growth of agricultural
production has been relatively greatest, that is to say, in Mexico,
the index of industrial production in 1949 (as compared with the period
1936—39) shows an increase nearly. 15 -per cent greater than that of
agricultural ﬁroduction. In Argentina, Brazil and‘Chile, the increases
recorded for industrial production-are at least 50 pef cent higher than
those of agricultural production, despite the fact that to a large
extent industrial production depends on the volume of raﬁ materials
supplied by agricultural activities.

Nevértheless; in spite of this picture of gradual progress or
decline in agricultural production per capita, during the post-war
period the difference between these relative rates of increase in
industry and agriculture has become less; and, in the case of Mexico,
according to official indices, the rate of increase of agricultural
production is now hlgher than that .of industrial pruduction. Even in
those countries where an intensive industrialisation pplicy has been
carried out and where industry is considered to have develOped most, the
relative’ 1mportance of agriculture has either remalned stable or
expanded since 1945. In Brazil, agricultural productlon accounted for
36.7 per cent of the country's total production of goods during 1945 and
36.5 per cent of that tctal in 1949. In Chile, 17 per cent of the
national income was suppliéd by agriculture in 1945 and’l7 6 per cent in
1948 (although 34.3 per cent of the ceuntry's total pr@ductlon of goods
in 1945 and 31.7 per cent in 1949 was made up of agrlcultural products).
In Colombia, the contribution of agriculture te-the national income in
1945 represcnted 38.% per cent of the total, whereas in 1948 its share
38.3 per cent.l/ Thus, with very few exceptions during the post-war
pericd, the rate of agricultural expansion has either increased or the
trend toward lower preduction has been checked, but in comparison with
the yearssimabdistely’beforeithe war,"the genbral pilcture is still- ¢
rather. poor,

1/ Due to the lack of the necessary statlstlcal data, it is not
possible to use the same basis of comparisen fer the -position
of the various %Puntrles.

/It is not possible~ -
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It is not possible to estimete the extent to which the inclusion
of secondary preducts would alter the ferégoing éene}&lobicture of the
'pfoblem‘of slow agricultural development, as observed from the data
available for the 22 principal items of the area's total production. It
is quite possible, however, that production of these may have increased
at a higher rate than that of basic goods, since the growth of the urban
- populations, wath their more diversified pattern nf food consumption, has
been éreater~than that of the total population. It is likely that little
change would be noted in the total.or thé per capita volume of production
since the ayeaoon‘which such secondary sfoddots"are cultivated is.small
in comperison with that utilised for basic products.” ~ Nevertheless, the
' results of such.increases afe imp;rtant in reietion to the diet of the
pepulation, in view of the fact tiat the statistics referring to the
calory. and grotein content of the dieg‘og seven outstanding Latin
American countries (Aggentina, Brazil, Coiombia, Cuba, Chile, Peru and
Uruguay) indicate an improvement for the pefiod 1946-49, as compared
'with!1936—39. ; A,similar_imprp#emehﬁ is observed in the statistics
referring to available supplies of foodstuffs"for human censumption
(kllogrammeSuper capita per annum), contalned in the analysis of retail
sales. "As will be seen, these data are hardly compatible with a
»eduétion in per capita supplies of foodstuffs.l '

In conclusion, it may be tentatively stated that the decline
recorded in agrioultural presuction per capita, if in fact suc¢h.a fall
occurred, was not detrlmental to the basic diet of the Latin American
Uopulatlons as. compared w1th pre-wer standards; on' the coqtrary, it is
possible that their diet improved. 2/ There is greater likelihood that
theincrease in theiperlqaplta yield of agricultural‘production was very

small, if 'imdeed any such increase occurred.
' ]

See Tables XXVII and XXVIII of the aforesaid FAO Heport.

Nor must the, p0551b111ty be overlooked that the decreasecs of
domestic supplies indicated by thv data available for ccrtaln
countries may be aseribed te inadequate statistics.

R

- /Factors bearing on production
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Facters bearing on Production

There are various f8ctors responsible for the slow progress or
the decline in agricultursl production dﬁring the war énd for the fact
that the rate of growth, whilst still weak, has improved during the
post-war period. There were, for example, 1) The fact that greater
attention has been paid to other sectors of the national economy;
2) the continuation of trends in foreign trade (rather small in
relation to the increases of population or income) whibh were
accentuated by transportatien difficulties during the war; and 3) the
fear of a post-war depression. During the war, there was a relatively
greater shortage of industrial preducts. It is evident that
governments sought to increase production of those goods which are in
shortest supply and that private savings were invested in such
activities, because they effered greater epportunities for earning
profits. Thus, during the war and the post-war periods, there was
investment) of the income derived from agricultural productionlin other
spheres’ of economic activity. This development was'a result of
shortages and of the dispreportionate rise of prices ef industrial goods,
causing & relative displacement of incomes from the country to the tewn
which narrowed the possible margin for re-investment in agricultural
activities. In addition to these factors, there also arose the
difficulty of supplying the agriculti¥al equipment necessary for the
extension, renewal or maintenance of existing facilities, in addition
to replacing machines'which were depreéciating comparatively rapidly;
and there was little possibility of utilising existing equipment more
intensively, as was done in industry, and to which méy be attributed a
large part of the increasé obtained in'industrial'production. All
this contributed to weakening the growth of productivity and to the
decrcase of agricultural production during the war, though it did not
hinder the accumulation of surplus stocks ef certain items such as
coffeé, cotton and wheat, feor exampie. Nor did it hamper the increase
nf certain agricultural productions'préviding raw materials for industry,

and which therefore shared in the.profits of industry.

/The recevery of
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The recovery of the levels of preduction during the pest-war

period, which, as has already.been shown, did not compensate for the,
per capita decrease in the production of basic goods during the war,

was caused by a reversal of war-time tendencies. In other words,
greater attention was devoted to agricultural production, transportation
facilities became available; foreign markets were re-opened, high prices
were rece2ived in the international market, relatively greater profits
accrued to the agricultural producer as a result of the foregeing
factor, supplies of manufactured goods from traditional foreign suppliers
increased, and there was an upward trend in the importation of
agricultural equipment.

The fact that in certain cases greater attention has been devoted

to agricultural production since the war, and especially during the
past few years, can be ascribed to the efforts to expand exports and
thereby increase foreign exchange availabilities. In all these
countries, however, the relatively short supply »f agricultural products
(brought about by the marked increase of the urban population) exerted a
decisive influence in shaping policy, as did the greater demand arising
ut cf the increased monetary income or the total population. Putting
the mavter more clearly, it may be éaid that, simultaneously with the

pe

increase of the urban population in relation to the total population

+

capita decrease of agricultural production, a disproportionate

~m¢ vecorded during the period of hostilities; and it should be noted
that both as regards industrial and agricultural products, the urban
population reveals a higher level of consumption than the rural
populatiun. The increase of the industrial population's monetary
income could not become effective in a very important sector of
.consumption, while per capita agricultural production was deblining,
and thus it resulted merely in the increase of agricultural prices
(shared between the farmers, who used the money to maintain, ez rar.as
pos:itla, the level of their consumption of higher-priced manufactured
goods, and the middlemen, who form part of the urban income groups).
Since the war, the fact that urban demand for agricultural products
couwd not be met has exerted the greatest influence in directing
policy‘towardlthe adnption of measures intended to stimulate the
/broductinn ~f
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production of foodstuffs; since in its efferts to.raise its standard ef
living the urban population has become an important factor,'aqd
governments.-are anxious to aveid the repercussions of rising prices of.
foodstuffs. X

Nevertheless, -the effoft'to prevent a rise in the cost of living
has, in a certain sense, also beén an ebstacle to the maximum efforts
of private enterprise to, increase production. That is to say, the
shortage of the so-called essential agriculturél goods has led to the
adoption of import controls and the lowering of ihe seliing prices of
foreign goods, all of which have ‘discouraged domestic production. Thus,
at times, aspirations of agricultural development' have been curtailed
by short-term supply requirements, to the detriment of the former. The
need for intervention and for official encouragement of production became
greater in view of the check placed un private enterprise by import
restrictions. The policy of lew agricultural prices is nevertheless
losing support, as will be shown below.

A1l the #nseniizce,provided,have, however, proved powerless to
raise production to the required level, as may be seen from the
caiculations made by the Feed and Agriculture organisation, and it would
appear that despite continued and intensified effert in this direction, no
substantial change -in the:basic'position is likely to be achieved for
‘the period 1952~53.l/ In addition to the factors bearing on the
trend, the slow progress recorded could and will continue to be
" accounted forcby the need for prior investment -of large amounts,
either in the form -of basic dewelupment in mrder to cultivate new
areas (e\g\ 1nv1gatlon5.hrghways, colonisation), or in order to
intensify development iﬁ the areas™already under cultivation.

Generally speaklng, the adaptability- of praductiun to the stimulus

of demand has been sufflclently grzat in Latin Americe.. There are

" various nutstanding examples-of its responsiveness in @hls respect,
ong which'figure the increase of cutton praduction both in Brazil

(where it replaced former coffeec-grnwing areas) and in Mexico (iﬁ‘the

newly irrigated regivns). The same phenomenon has sccurred in

l/ See the publication referred ta at the beginning of ‘this chapter.
/Uruguay where wheat
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Uruguﬁy'where wheat has replaced forage .crops, and in many other
countrles where’ oth&r crops have given way to sugar and bananas. In

_Nlcaragua, a product of seemlng unimbportance in the country's exports,
‘ ajonjoli, is found ag’suming a position of exceptional importance in

the country's balance of payments as a result of~the marked rise in
its price. Subsequently, as the price fell, production of other
items such as cotton rnse, ' It is nevertheless evident that in a -

gooa ma“y Countrlgé the 1imit has beon reached as regards land which

may be cultlvated w1thout re ulrlnd ‘the 1nvestment of heavy sums ‘for
[

basic development in order to 1ncorporate these into the total surface

of arable land, The 1ncrease 1n the’ productlon of certain crops is,

in. some countrles, belng achleved ag the expense of others, and therefore
does not correspond to a net all-round 1nérease of productlon " Hence- it
may be seen that the slowness of development coutd not be accounted for
in the 1nadaptab111ty of the crops, in fact ‘the relative inelasticity
of the supply of acrlcultural products was 1n part due to the shortage

of capital, in comparison with the higher proflts to be galned from its
investment elsewhere. = o L P .

2 " The slowness of development: may also, in part, be'attributed to the
relatively short suaply of . labour. In Argentlna, lhls shortave was
greater than in other countries, an unusually strong mlgratlon toward the

towns having-been regorded, whilst. the 1ncrease in productlon of

maize, as compared with the.pre-war-levels, does not seem to have been
Y
the cause of this shoftageé.” - However, in varidus other countries;

where there-is'a cronici state of . disguised unemployment, and where
as a’result;”it might be.assumed thatagricultural labour, would be easily
obtainable, problems of relative immobility of labour are encounteres,

even in the poorest sections of the rural populatlon. In some parts

of Mexico, the encouragement offered to national immigrants was sufficient
to cause a substantial flow of labour from one agricultural region to
another.  But 1n other countrles, and~espe01ally those in which there

Y

is a predomlnant Indlan populatlon, a shortage of" ‘agricultural labour
ig encountered in certain areas, together with the disguised unemployment

in other parts of the country, despite the considerable difference of
wages.

/ Plans for the Improvement of Agriculture
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Plans for the Impravement of Agriculture

"Minifundins"%/ It is possible that ewe ef the principal °

_reasons for the slight mobility of agricultural labeur in spme countries

is. the prevalence of very small properties,’ which tends to develep in
the. landowners a deep and instinctive sense of psssession and attachment
to a particular piece of land, despite the inadequacy of the
agricultural unit ~n which they work. In same cases the fight
againstwihe extfeme sub-division of the land has so far met with little
success, especially in these Latin American countries which are least
developed. Despite the strong migratery current frem the country to
tﬁe town, the area cultivated per agrieultural labeurer, which was
alrcady inadequate before the war, has tended to becomé even smaller.
whilst the progress of mechanisatioen, in the absenee of.any increase

in the total cultivated area, would suggest the centinuation of this

trend.

Agrarian Reform. in nearly every cruntry included in this

regioh, plans have been put forward with the object of improving

agriculture, varying both in extent and in the intensity of the
efforts required te put them into practice.

. Onec of the more recent .and ambitious ef these, that ef argentina,
was drawn up precisely after pericd when littlc stress was laid on
agriculture, This scheme involves a programme of agrarian reform,
with & view to guaranteeing the sccurity of the leasehnlder who shall
not be dispeassessed of the land he tills, and whe, in fact, is graﬂted
facilities for its. purchése. .~ This plan also establishes the
principle =f the "agricultural unit" (the area deemed necessary for
the life and progress of a_family) and its indivisibility, with a view

to countering the trend teward "minifundics". = Furthermore, the

1/ Rural farms which, by, reasen of their very limited size,
~ cannot_be. .econemically eultivated as-independent units.

. Argenfific plAd®
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Argentine plan allows for a dlstrlbution of government—owned
lands, the grantlng of credlt fac111t1es, and the guaranteeing
of prlces. The plan s 1mmed1ate obJect is the increase of

agricultural productlon with a v1ew to increasing the country's
export capacity, whlch had been seriously weakened during the
past'few years. B ‘ '

" Precedents for the various. features ‘of the argentine plan,
both in theory and in practice; may be found not only within Latin
America but elsewhere, though in the past few years no country has
put forward a plan of such outstanding importance. Moreeover,
since the Mexican experiment, no ether Latin smerican republic'has
undertaken the task of dealing with land tenure problems and
employer-employce relationships in agriculture on such a wide scale.
It is generally-admitted that in various Latin american' countries,
the'lana'tenure'system and employer-employee relatiens, in addition
to beingtaocially uﬁdesirablé;‘constitute a considerable hindrance
to the prcgfass.of production and productivity.  Notwithstanding
‘tha fact that the Afgehtiné problem does not present the acute
difficulties characteristin of other Latin American republics, in none
of these other countries has thie government declared its intention of
so zealously undertaking to improve conditions in general, nor have
they, in any case, had recourse to.such_efficieﬁt means of solving
-problems 'so thoroughly. The cxplanatien of the difference in
attitude does not lie enly in differences of a politiaal or ideological
nature within the government, nor:in the varying composition and
traditions of the peeples, but also in the presence of such factors
as the availability of land and.easy access to such territery, the
© existence of a markepvfgr’tha incraasepofigrodpptizn, and the ‘
availability of funds er the acceptance by tha government, of the

inflationany oénseqwences which such a prbgramme.implies.

[ . Lot N

/In Mexico,
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In Mexico, where broad agrieultural development plans have been
laid involving a longer period'fof‘théir.cdmpletion than elsewhere,
definite gozls for produétion were.set; byt of eourse the agrarian
reform had been undertaken a good many yeaws before, It shogiq however be
emphasised that in the post-war years, a new stress hasrbeen:laid on
the implcementation of Mexican land reform, with\thg object of granting
greater facilities to the smell-holding and less to the sjidal property
(which, in fact, is the. "minifundio"). This chenge arises partly from
the fact that there are wider possibilities for obtaining private
capitel for indifidual holdings than for communal holdings, The greater
stability of‘the cgriculturil situation hos increased the amount of
private capital invested in agriculturce, even though this has not
been ciorried out on a scale sufficient to reduce substantially the
sharé of the Government in the financing of agriculture. .

The "Agrerian Statute" passed by Veneguela in 1949, is an attempt
at agrarian reform in that it contains wide measures for ensuring the
concession of land to farmers desirous of working, whilst naking
allowances for the expropriation of holdings which are improperly
developed, and regulating dealings betﬁcen,landowﬁers and share-croppers
or leaseholcers, .

In Paraguay, the extent and the effeet of the execution of the
”Supervised Credit" programme has cffectively transformed it into an
aﬂtempt to.fefprm the WBfking and living oonditions of the peasant
"population;.an attempt which is ot the same time deeper and more intense
than that of any other country, Moreover, given the lattitude of the
operationé provided for under the Paraguayam plan, the word "Credit"
does flot corvey the full meaning of the progrerme, as credit would
appear to be no more thafd an inducenent offered to the peasant to
confofm to an all-round progeraume of sosial improvement and directed
production policy,

In the majority of the Lotin Ameriean eountries, nevertheless,
the pléns seem to be less thorough and too fwegmentary to be of any
practical benefii, The Mission headed by Lauehlin Currie, under the

/auspices of the




el A

E/CN,12/217
e -Page 7B
auspices: of the International Bank for Development and ReconStrucﬁion,
commenting on the work of the agricultural development units in

Colombia;‘state%{ "The result is that there is no main objective and
no co-ordination of efforts in the agriculturél proéramme. Much
attention is given to protecting, stimulating and extending crops and
cattle breeding, but it would appear that for the most part the
general question of -the farms and the rural populatlon rema1ns on the
whole unheeded, It is to be assumed that no policy exists as regerds
the admiﬁistrétion of the family and the farm, nor as regards the
indiyidual'planning'of the farms and the development of rural
commuhities in order to improve living conditions- thereon," These
same comments can also apply’to.other countries in the region.

One might perhaps state thatlin those countries where there was
the greatest necd for an integral programme of agricultural

1mprovement its exccution would require elthcr a greeter upheavel

‘than it ‘would -be advisable to cause at the present tlme, or ‘zn outl

of -funds- for ‘development whlch remains. bevond the officiel resources
since suhstantial outlays are also requlred e3pec1glly for transport
publlc health improvements and the opening up of new lands, with the
object of establishing more adequate forms of production without
affecting‘Vested-interests. Undertekings, such as the recent
establishment in Chile of a model zgricultural village and a system
which frees the peasant from the’ leasholdlng réglme, are but a
preliminery step toward the solution of & Vest problem and cannot
yield positive results in a “short perlod The co—opcratlve agrlculturel
movement, even though it rests on Off;Clcl support in the magorlty of
these'countrles, has not.yet mét with outstanding success,

" The "latifundio" (large estates in contrast with the "minifundios")

have been & source of concern in mos t countrles but the efforts made

sincethwcwar: to. achleve more eftlclent economic units have not met

with much success. ..

1/ Book I, page 126, of the Spanish Edition of the Recport.
P) P

/The reasons
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The reasons for this are the same as thnse holding up the adoption
of comprehensive plaﬂs'of agrarian reform. The fact is that the
'large estates are being pared down by the slow and spcntanecus
process of land d1v151on 1nvolved in the system of inheritance or
sale of the preperty, together w1th the fact that certain official
institutions have 1ent their aid in the purchase of such land.

Mechanisation. Though little effort has beecn made to improve

agriculture by modifying the structure of productien and the
relations between capital and labour since the war, therc has
nevertheless been a substantial attempt to increase productivity
per man employed, especially by the_intrcductionvof mechanisation
Frem 1948 to 1949, there was a total increase of 21 000 tractors
in Latln Amerlca, thus lowering the proportion of hectares cultivated
per tractor from 967 to L3 durlng this perlcd. This trend has
been eitremely sharp in certain oountries, among which Paragﬁay and
Uruguay have shown large relative increases and Mexico and Uruguay
substantial absoluﬁeriﬂbreases. In a few of these countries there
were decreases in the number-of tractors in -use (Costa Hica and Haiti),
whereas in others only a very small increase occurred-(Bolivia, Ecuador,
Peru, Salvador, Guatemala ‘and Panama). Seven republics -~ argentina,
Brazil, Chile, Uruguay, Venezuela, Cuba and Mexicc - acceunted for
90 per cent of the total increase of tractors over this period. —/
Venezucla and .Uruguay . at present have the hlghest nunber of ‘tractors
per unit of area harveeted.(IBQ.and 211 hectares per tractor,
respectively).' . A’ ‘ ;

Though in a good mepy countries the possibilities for
- mechanising agriculture on the land at present cultivatéd would
seem tu be overestimated, the deficiencies are fully recognised in
connection with this aspect of agricultural production. In
Uruguay, where the highest degree of mechanisation in agriculture
has been reached in Latin America, the government has been fostering
the development of mechanisation as a means of gradually eliminating
the use of 200, OOO oxen ‘and 100,000 work horses employed in
agricultural tasks

1 Withln these countries live-80 -per cent, \f the populatlon of Latin

Amerlca. . -
PR " . /It shuuld also
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It should also be p01nted out that the attempts to increase

productlon by the introduction of mechanisation in agriculture have ™~ .
not always met with success for either one of two reasons:

the inadequacy of the machines when adapted to local conditions or
the inefficieént utilisation of such equipment. This fact has been
definitely proved in various countries, and in this connection it is
worth while noting the following quotation from the Annual Report of
the Central Bank of Venezuela for 1949 (pages 21-22 of the original
text), which reads as follows: "Given.the very backward state of
the large majority of agricultural enterprises, mechanisation was
often used as an attempt to avoid the intermediary stages in the
development of agricultural technique." Similar comments would be
applicable to other countries in the area.

Though the shortagé of foreign exchange has in some cases been
the cause of delaying the process of mechanisation during the past
few years, it is also cbvious that the low relative brofitability of
ag riculture 1n relatlon to other activities has also served as a
contrlbutory factor, as have the persistently low salaries in
agriculture in many countries, a factor which tends to reduce the
ircentive for conserving manpower in a substantial sector of
production, As has already teen stated, when circumstances have
justified the trend, that is to say, when the international ptrice
or national markets were favourable and production could be increased
in a short periocd, investments were satisfactory, and mechanisation-
progressed...” Exidence.sfarbisdwlll be found in *bhe. meShanised, production
of cotton in México, of sugar-canein Cuba and of rics dnesbveral of the
Latin'American countries, @specially in Brazil. '

Nor can there remain'any doubt as to the influerice of monetary
depreciation on the use of machinery in the Latin American countries,
The research carried out on this aspect of the problem in Chile, for
instance, indicates that whereas in the early forties there was a
tendency for wheat prices to increase more than.the price of
mechanical equipment, by 1947 this trend had been reversed, It was
estimated that the production costs of a metric quintal of wheat were
238 pesos where oniy very elementary methods of mechanisation were

/used (an ox-drawn
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used (an ox-drawn plough and manual sowing and reaping etc.), whilst
cemplete mechanisation raised the price to 242 pesos per metric
quintal -(at 1948 prices) if the mechanical equipment were the pregpsr*y
of the. farmer, and 267 pesos it if were state-owned. Since wages

- in-agricultural activities did not increase in proportion tea the
‘depreciation of the Chilean pesc in 1950, or even with the price of
agricultural preducts, it is probable that'the ratis of the price of
whesat to mechanical'eqﬁipﬁent has fallen even fufther, reducing the
"incentive for mechanisaticn. - ' '

Whatever the diffieuifies may:be,:pfhgress is unquestionably
being made'in'the'intrddﬁcﬁinhxof mechahisation'into Latin American
agrlculture and it would appear to be developlng at a greater rate
than that of the grewth ~f thc populatlon ~This has mportant

" leng-term c*nsequences, because mechanlsenlon displaces wcrkers and
‘dqes not 1nprease production. All tne difficulties in absorbing the
surplus - pepulation in'non-eg;iculpuqal activities are likely te
heighteﬂ’the lab-w prcblem. . -Although the implications cf the above
are great, they cannot be entered intsihere;.:however, it 'is -suggested
that in those Latin American’ c'ountries"whore- demographic problems and
those nf 1nw agrlcultural productivity are found in conaunctlon with
shortsgc of land it may be argued thet 1nvestments which 1ncrease the
unit yleld w1thcut clspla01ng labcur frem the countrySWde, seem to be
more urgently requlred than 1nvestments 1n mechanls g equlpment
There . are also numerous examples of . attempts to-.increase- -the yiéld~
Lof the crops-bytlmpfeved technical methods, ameng -which- figure' the
selection of maize seeds in Mexico, which has progressed.”
'ccn51derably durlng the past few years, ‘and the efforts belng made by

varlous Central Amcrlcan countrles to = ~1nv1gorate thelr coffee lands

with divers hybrld types (part1cuL>rly of the klnd grawn in E1 Salvador).

At the same time, attention should be drawn,to_the agricultural extension

services, which offer the.farmer a means of empleying the techniques

/develrped on the
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developed on the experimental stations.l/

Irrigatien. .Ahong the many aspects of the agricultural. improvement
programmes,‘irrigation is one that should be studied separately. In
1950, plans had been drawn up for the irrigetimn of 3,600,000 hectares,
that is to say, about 5 per cent of the total surface cultivated at
present; and if these are fully carried out, it will mean an increase
of 60 per cent of the total irrigated surfacc. AHowevér; it is unlikély
that the programmes will all be put into operation, since the present,
state of the pro jects for nearly half of this irrigated area is: unknown,
and furthermore the period necessary for their completion varies from 2 to
6 years, dépeqding-on the extent of the undertaking and the resources
available for it. Until December 1949, of thcse 3,600,000 hectares
which it was planned to irrigate, work on some 425,000 had a2ctually been
cencluded, of which no less than 379,000 hectares were located in Mexico.
It would, in féct, appear that at present work is gring forward on t2s
irrigation of about 920,000 hectares in'Mexico and a total of 439,000
hectares in the other Latin Aferican - republics. It will thus bé'seén
that the greatest progress achievedin irrigation among these countries
has been in Mexice, both from the relatlve and the absolute peint of v1ew.
No other Latin Amerlcan country sets aside for this purpose so large a
propnftion~nf its official budgetary resources (about 200 million pesos
annually). Since 1947, 90 per cent of the investments in irrigation
made in Latin America were in Mexico, the total amount spent 6n
.irrigating the 379,000 hectares totelling about 125 million dollars
(U.S. currency). Next in order of extent come the irrigation plans of
. Chlle and Peru, covering a total area of 226,000 and 78,000 hectares .
respectively. %/ S

So far, the principal obstacle to the expansion »f irrigation
prqgrémmes‘has been the lack of funds, added to which is the lack or

inadequacy of prior research dn the water courses, discharge ctc., and

1/ At the Secend Regional Meeting of FAO, held at Montevideo in
December 1950, emphasis was laid both on the need to sontinue

these services and on the apparent lack of coordination which
has existed for many years betwecn experimentalists and the
farmers who should aply their results.

2/ The six year plen_of public works recently publishcd in Peru
3351gns~270 million soles to irrigation.
/a' dearbh of
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a dearth nf experts to carry out the work. An event of outstanding
importance was the recent loan granted by the Export-Import Bank to

Mexico, involving the sum of about 30 million dollars for irrigation
projects, which made allowance not only for dolldr expenditure but also

for the peso outlay required.

Price Controls S ' . .

The pelicy of price gontrols has been an instrument used in order
to protect both the consumer and the producer. During the war, price
controls were widely employed, principally for the purpose of protecting
the consumér, though reéults on the whole were rather unsatisfactory.
After the cessation of hostilities, many countries sought to limit these
restrictions to those.products most directly affecting the cost of living
and most easily controlled in the distribution stage, that is to say,
they were maintained principally on basic food products, JAn in%ensé.’
octrugglscaros€ here betwzen two conflicting interests: the lowering of
the cost of living and the development of agriculture. Up to a short
whileiago; pressure on the part of the consumers influenced government
price poligy, and in fact still does.' The authorities were cempelled
to divert certain amounts from their scanty resources in order to be able
to subsidise producers, and to-provide special facilities for the import
of foodstuffs. This policy was strongly attacked in a good many
countries, where the producers pointed out that it was the principal
cause for the delayed expansion of production. In general, the
persistent inflationary trend and its effect on costs has been stronger
than the price eontrol systems in many of the Latin American countries;
and where these systems did survive, the officially controlled price has
been subject to constant revision. Thus, even assuming the efficiency
of ths control system, the price curve shows no considerable fall, but
rether rises step-wise somewhat more slowly than it would have risen in a
slope in the absence of any controls. In many cases, the relative
inefficacy of the controls, together with the growing burden which, in
some aspects, they imposed on officiai resources durihg a period in which
opposition to inflation was sharpened, has contributed towards thelr
relaxation. Governments have also justified the setting aside of
controcls on the prices of égrigultural products by referriﬁg to their

/apparent. inefficiency
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apparent inefficiencygmalleging moreover that the encouragement given to
production by the initial increase of prices leads to such an increase of
supply that prices must perforce drop. This theory has in fact been
proved in several concrete examples, though in few cases have the price
reductions been lasting.

Definite examples of a reduction in the number -of products subject
to consumer sale price"controlq are to be found in Bfazil, for instance;
where during the past few months controls héve been retained only on a
few products, all others being subject to the interplay of the factors of
supply and demand. Peru has also done away with most of its price
controls recently (ceiling prices), the consumer being compensated rer
the lifting of these restrictions by receiving wage and salary increases
in order to offset the effect ¢f the rise in the cost of living. Controls
of one sort or another are still mainteined in other countries, but there
is a definite trend toward exercising increasing pressure on prices by
methcds intended to increase the supply of’agricultural products by means
nf better distribution systems. This has been the case in Brazil, where
the municipal authorities have entered the market as retail distributors;
a similar trend is observed in Argentina, Colombia, Ecuador and Mexico.

In Chile, and in other Latin American republics, one could find, and still
does, the existence cf markets where producers enter into direct contact
with the consumer. '

At the end of the war, no special attention was given to agricultural
activities fer expori, purposes since increases in export prices more than
compensated for the rise in costs. In fact, these activities were only
looked uper by tne State as a source for increased tax returns, and as a
means cf rbtaining larger contributions with which to cover the increasing
g-vérnment expenditures. It was interded te combat rising prices by
placing the greater part of this onus on agricultural production for
domestic consumption. However, as inflation began to affcct costs,
and especially when the rising trend of international prices was
interrupted and the curve showed a drop, the maintenance of the former
level of agricultural production for export purposes became the main

objective of Latin American economic policy. One of the most ccmmon

/meens employed
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means emplryed was the improvemgnt of the equivalent amount in national
currency nf the’prices received by the expcrter, that is, modificatiepn
of the exchange rates in one way or another, a method winich has been
freqpently.adopted in the past two yecars.  The refusal to vary the rates
of exchange has been firmest in the case of basic export goods, though
less strong where secondary preducts were concerned; this can be

explaired as an effort-to favour new exporfs with the pupose of
‘divérsifying prodvction, and also, probably, because insofar as basic
products are concernsa, the producer's efficiency is greater and therefore
his capaﬁi+v to samiete in foreign markets is proportionately greater.
It is often ;oend that the least favowable rate of exchange has been
allocat d o ba ic agricultural products for export and that the
increases in export prices are accompanlea by tax increases which allow
‘the GnVer*r@nt to claim part of the increascd profits thus obtained.
This has occurred in geveral Ceriral American republicc as a result of
the rise in coffee :rices) and Mezico haz profited greatliy from the
increased reccipic accruing from the tax levied on its exports.
Venezuela, i*'turnj has adopted a sliding scale of exchange rates for
coffee and cacao sales, according to which the.rate applicable to the
foreig exchange cerived {rom exports of thesc two precducts varies in
accordance wiilh the priccs thereof. An analysis of the rates of
exchange appiicable to Latin American exparts of agricultural products
during 19,8 and theose in force at present ciearly reveais the

istence of a very substantial difference. It also becomes

evicert bhat in thoe firsl Jow yearg after itne snd of the war, the
variactiong in the rele of zuchange were aimsst exclusively made for

the purpose of restricting imports and, as time went on and inflation
tended © theore was also a move to increase cxporis. This trend

is exenpni

tin the fluctuations of the Argentine, Uruguayan, Chilean,
Peruvian, Eouadorian, Colowbian and Nicaraguoen rates of exchange.

The more useal metlhing of vprocedy ze, zd the one that has so far
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Colombia, Costa Kica, Chile, Ecuador, etc. It'will thus be seen that”~
there has been an attempt to contral agrlcultural prlces, by
encoeuraging the producer and guaranteelng that the increase of

production wlll not provoke a fall in prices.

Agricultural Credits

& considerable effdrt has been made in the past few years as regards
the extension of agricultural credit facilities, and the difficulties
which this task involves -have:become very evident. - In the majority
of the Latin Americen countries, crops for export purposes have always

been assured considerable credit facilities, the same applying to the
. rate of exchange. For instance, toth before and since the war,
prodlcers 1n ‘the coffee—grow1ng countries have been able to ebtain

credit fac111t1es, but there has been a merked decrease in the granting -
of credits by the importing countries, these foreign loans being
replaced bj agricultural credits of domestic origin. This trend has
been greater in those oouﬁtries where the rates of exchange are
controlled'(beoause'the element of risk is heightened), but it also
obtains where there lswe’free'exchange market. Nevertheless, in the
maJorlty of . cases where agrlcultural credit plans and progranres have
been drawn up, exports have been revarded as an item of only

secondary 1mportance untll very recently, that is, until agriculture

was looked to as a means of contrlbutlng to the credit iteéms of the
balance of payments, while productlon for domestlc consumption was

con31dered as the pr1n01pal economic factor justifying the establishment

of such plans and programmes " The granting ef credits for export was
never a vital problem In those countries where little progress has been
made in copnectlon w1th the granting of agrlcultural facilities and o
where there is llttle concentratlon of production, the small produoer

~ who also supplies the export market makes use of private sources of
capital at a high rete of interest, The benefits of loans granted

/by credit establishments
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by credlt establlshments at a lower rate are being brought forward
as a means of ellmlnatlng this procedure. :

In most of the plans for agriculfural development, their social
significance.as well as their economic importance can be noted. In
fact, at times it becomes difficult to distinguish where the economic: -
impertance ends and the social significance begins. Often the

ghangeover from foreign to nationel sources of credit, at lower rates’

-of inmterest, constitutes an essential part of these programres, and
both the economic, consequences of the subsequent redistribution of L
income, as well as the inflationary effects, takg a secondary position
in relation to considerations of social justice. It is generally
argued, however, that by obtaining a hlgher percentage of the ultimate
price of hl? produce, the farmer can improve production. As a rule,'h
little account is taken of the inflationary effects of investment, or
expendlture in other act1v1tles, of the funds formerly lent to the
farmer by private sources, nor is it frequent to pay much attention to
the manner in which the private borrowers spend incomes whlch,have
been increased by the loans obtained from credit establishments.

In various Latin American countries, agricultural credit plans
develop slowly, since the peasant class, which it is most desired to
assist in increasing production and attaining their secial aspiratiens,
is not eligible for commercial credit from the peint of view of
providing ecéepteble collateral for loans or possessing the aptitude
for the cultivation of more lucrative crops. Under the circumstances,
it is easy to see why private banks should hesitate to enter =
spontaneously into sucﬁ transactions and why they put up such'a streng’
resistance to vffic al dssistance. In Mexico, in 1949-50, it became®
necessary to resort to extreme measures such as demanding 100 per

cent reserve requirements against increases in bank deposits, except

when a minimum is used for the purpose of supplying credit to farmers.,

/The difficulties
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The difficulties involved in the increase of agricultursl credits
may sometimes be due to the lack of basic developuments such as
transport facilities, which could be utilised.to obtain better
distribution of increased production. Even in Cuba, which could be
considered an advanced country by Latin Americen standards, it is
found that acecess by mctor vehicle to 37 per cent of the properties
cannot be guaranteed 211 the yeer round and that access to 31 per
cent of the others is only possible during the dry season. V

There has bcen a growing tendency to reéognise the impdrtanqq )
of still another aspcct of the problem, viz: the need for credit
supervision where it is sought to ensure that both the farmer and
the country's economy as a whole gain the meximum benefit from the
credits granted, since the agricultural sectors, in which the
greatest relative increase of production is expected, arc not always
those lecast capable of introducing the necessary improvementé in their
egricultural technique., The absence of such supervision has led ﬁo
credits beecoming merely o substitute for private investments by the
farmer in his own property. The farmer is then frec to direet his
funds clsewhere to schemeé which possibly do not contribute to the
improvement of production, ecither bééause of the latter's persistence
in m2intaining old methods of labour, a trait that is notoriously
diffieult to eradicate in the sﬁall property holders, Even among
farmers who are in charge of fairly large estates, but who are also
engaged in other activities (which often occurs among the absentee
farmer class), ohe frequently finds that the failure to control the
usc to which the loans are put results in their investment in
undertakings which the credit establishments would not be likely to
sanction, The offial Ietin American agricultural .credit.institutions

/at the
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institﬁtions, at the outset, sought to extend their activities over
too wide a field of operations when they lacked adequate means of
control, resulting in situations such as those whlch have just been
described. As a result.of this defect, there is a growing tendency
to concentrate agricultural credits in defirite areés in order o
facilitate the task of their supervision, and'reduéelthe costs
thereof, However, despite such concentration, oﬁing to the
considerable number of small loans which these estaBlishmgnts are
bound to make in order to fulfil their purpose, the cost of adequate
supervision is higher than the resources of the inétitutions permit,
in view of the rates of interest which they are entitled to levy.
Hence the reason for the interest evoked in Latin.America by the
success of the Costa Rican experiment involviﬁg Rural Creditlﬁoards
controlled by, the National Bank, which have been considerably
expanded in the post-war years. ‘The Costa Rlcan systan based on
the distribution of credits and their superv131on by the farmers
themselves, has been studied by the experts of several Latin American
countries with a view to its possible adaptation elsewhere, It would
seem, however, that rural conditions in other countries are too
dissimilar to those in Costa Rica to enable the introduction of the
plaﬁ elsewhere, Moreover, it appears that the level of educational
~advancement of the Costa Rican peasant is much higper than that
attained by other Latin American countries,’ ' The Paraguayan scheme
is even more interesting, since it involves adapting the basic idea
of the United States Home Farm Administration policy to local
conditions,

This syst /a results in the credit facilitles
becoming part of.a mich wider programme of social improvements, It is
nevertheless possible that in the more backward parts of the country

agricultural credits would be of litile use unless they were backed by
comprehensive social progrezmes of supervision and technical assistance
such as those enforced in Paraguay.

/Another aspect
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hnother .aspect of growing importance and that has been given

increéginb attention durinb the past few years, concerns the periods
‘for which these credit establlshments should be authorised to operate,
"In many cases, these perlous are far too short for the loan to be of
any use to the farmer, There have been many cases of the agricultural
departments of banking estgblighments having their asseté frozen as a
result of the concession of short term loans for purposes which
required medium or iongrterm credits, or because aéricultural loans
. for adequate periods have been refused in view of there being no
rediscount on the obligations, There have been recent examples of
the extension of the periods for'ﬁhiéh the commercial banks of Mexico
:and Colombia were authorised to operate. Legislation passed in 1950
affecting the Central Bank of Honduras allowed the issuing
establishment to rediscount paper maturing in more than one year in
amounts equivalent to the fraction falling due within that year,
As a rule. the new agricultural credit establishments have been
authorised to negotiate loans for varying periods, as distinct frém
the.rulings controlllng speciallsed and private 1nst1tut10ns. .

" . There has been much. criticism (arising within Latln Amerlca rather
than abroad) of the shorta e of funjs avallable for agricultural loans
and investment 1n agrlculture within the reglon 'As a matter of fact,
in the majority of the countries where official aériculturai
developméht organs have been set up, even though these todies are
unabie'to extend credits to the extent desired by ﬁheir directors,

. considerable progress has been made, This is particularly true in
compari son with the total amount of credits granted in each country

or with those formerly granted for agricultural purposes, as in
Mexico in the cas¢ of the Banco de Crédito agricola and the Banco de
;CréditO'Ejidal, in the case of. the National Banks of Costa Rica and

Nicaragua, and with the Development ‘Banks of Ecuador, etc, It must
be hoted, however, that part of the expansion reflects an increase of

costs rather than any effective work carried out.

. Generally speaking, there would. appear to be some confusion as
regards the aspirations of agricultural development and the
possibility of carrylng them out in a short period by means of

‘ /abrlcultural credits.
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agricultural credits. It seems, however, that the small increase of
| agricultural production recorded can be ascribed to the credits
extended and that the expansion of gowrmment loans to agricultwure
is essential in order to achieve a higher rate of increase in prbduction
“than has been attained during the past few years. Government
assistance is necessary because privgte credit ié:scarce and .
agricultural pursuits do not of fer the means of accumulating the

savings necessary to create this stimulus, or there is not sufficient

encouragement to reinvest profits obtained in agricultwre.

Only a small part of the funds employed for agricultural credit
purposes is derived from private deposits in the specialised bank,
since heretofore this type of bank has not been deemed sufficiently
remunerative by the depositors, who prefur establishments of a more
commercial nature, which as a rule are private and conservative
institutions.l/ This has been thé case, despite the efforts which
the specialised establishments have made to attract deposits, and
which have met with little success. Similar reéults were recorded
with the issue 6f securities. It has been found that funds for the
financing of agricﬁlture must be derived from official sources. The
original capital of the newly created organisations has sometimes
been supplied by budgetary allowances, and in other cases, recourse
was had to tpe raising of at least a part of the capital by means of
bonds sold to the central banks, thus permitting the gbvernments to
postpone the settlement of the final payment. There are also variemus

examples of the levying of different taxes and charges for the purpose
of raising capital for the agricultural development organs. Within the
past few years, the income derived from -di fferences in the rates of

* exchange as a result of multiple exchange rates has been one of the means
most freguently used for this purpose} that is to say, such income has

been used to create the establishments themselves (as occurred in EcuadorL

1/ 1In various countries. the deposit account banks are those granting

the fewest leans. /or such income
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Qr such income has considerably eased the government's task of
raising funds for such establishments (as mccurred in Costa Rica,

Chile and ip other countries). In tle céurse of their transactions,
the aid given by the central bahRsHhas, qé a rule, been wide and of

a gencral nature, despite the confi}ct between the desire to expand,. -
:expressed by the‘érediu institutioﬁé; and the rather more ceirservative -

_policy of the central banks.

- /Principal Agricultural Products
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Principal Agricultural Products
Cereals

A survey of trends in principal Latin American agricultural products

revealsdeficiencies in the 6£¥put of éome and incréases in thaf'of others;
" these trends vary widely among the different républics.

Cereals are a notable example of this divergence. The fall in
total production figures for Latin America is almost entirely due to the
decline which took place in Argentina, and was not compensated by the
increases in other republics. In the case of wheat, the average decline of
1 million metric tons in Latin American output between the pre-war andi
and post-war periods is due to a 1.3 million ton fall in Argentina's
production, which was partially offset by increases in other republics,
particularly Brazil. The decline of 2.3 million tons in maiée production
is caused by the drop of 3.4 million tons in Argentina, partly compensated
by an increase of 800,000 toné in Mexico and smaller amounts in other
countries in the area.

" The falling-off in Argentine production can be mainly attfibuted,

as already indicated, to the expansion of non-agricultural activitles
which drew factors of production away from the countryside, as well as
bad harvests at the end of the period 1945-49. Despite the drop in
production, there were heavy unsaleable surpluses during the war as a
result of transport difficulties. These surpluses were to a large extent
used as fuel, thus easing the prbblem created by shortages of coal and
petroleum. However, the drop in production did not represent a serious
problem at that time. When the war ended, Argentina was able to take
advantage of shortages in Europe By selling the stocks accumulated o
and the annual surpluses atrelatively higher prices than those charged by other
exporters; this partly compensated for the adverse effects of the
inconvertibility of European currencies.

However, as output in competing countries increased, particularly with
the large North American harvests, Argentina lost its bargaining power
and had to adjust its export prices to those of the world market. During
the few years when Argentina was able to obtain high prices for its
cereals, the gap between export prices and those paid to the farmer
continued to encourage the shift of factors of production to other activitis.
Consequently, the drop in export prices was not compensated by an increase
in the quantity exported. Fuftﬁermofe;'adverée climatic conditions

/ during two
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durlng two years comblned w1th these monetary factors to reduce the
..exportable output even more. However, Argentine plans, whlch have .
‘recently been put into practice, aim to reverse the decllning trenu in
"production and should give it a strong stimulus.
" Brazil has made‘most progress in its efforts to increase wheat

" production, and in the’ 19&9—1950 season managed to trlple its average
pre—war productlon. Similar efforts have becn made in the case of maize,
particularly in Mexico.. ‘ '

In 19h9—1950, the produetion of wheat exceeded the average for the
five years immediately prior to the war by 7OO 000 metrlc tons. This
was due to 1ncreases of.AOO 000 tons-in Argentlna and over lOO 000 tons

‘ 1n ‘Mexdco, Uruguay and Brazil. In the case of malze, on the other hand,
there was a further fall of over 2 millidn tons, due o the drought in
.Argentlna, which caused a drop of 2,5 million metric tons in that
country's productlon...

As a result of the decline in total productlon of wheat Latin
American annual consumptlon per capita during the last five years was 4
kllogrammes lmmx'thmnthe _ayerage for the period 1935-1938 Practlcalhythe
whole decllne took place in the southern part of the reglon (mainly
Argentlna) where consumption dropped by 8.5 kllogrammes per capita,

In the maize countries, incréases in ‘income have tended to be accompanied
by higher wheat consumption; this chiange has been intensified with the
growth of urban pooulation. -The increase in Mexican imports of wheat
is very significant in tnis.réspect, they rose from 97 thousand to 287 .
thousand tons between 1934-1938 and 1946-1949. Between the same perlods

" Venezuela's wheat imports quadrupled and those of Costa Rica doubled.;-

dccording to .estimates made by the FAO based on official data and
programmes, it appears that,»mainly due to Argentine policy, the
downward trend noted recently in the total cereal production wil; be

reversed in the next few years.

: _/ Nevertheless, E1 Salvador, a country with one of the lowest pre—war
consumption levels (5.6 kilograrmes per capita), with a strong ,
upward trend in income and without balance of payments difficulties,
shows a slight decline in its consumption during the last five-year
period.

/Barley and,
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Barley and, more partlcularly,~rlce areltheaankymcereals~showing
a sxgnlficant increase in.total productlon throughout the reglon between

the pre-war period and the present ‘

Rice productlon has more than doubled in comparlson with the pre-war
years, rising from 2, Y mlllion tons to 4.3 mlllion tons in l9h9-l950
Consequently, the. net deflcit s1tuatlon in Latin Amerlca of this cereal
has been reduced by more than half, desp;te the very con51derable
increase in consumption in all the countries included in this study
except three, namely, Guatemala, the Dominlcan Republic and Paraguay.
Cuba continues to be tne most 1nportant Latln American importing
country (averaging 233 thousand tons) and Brazil the maJor exporting
country (an average of 155 thousand tons).

Pulses N
The production. of beans is important throughout Latln Amerlca, but

most particularly in Brazil, the northern part of South America, Central
America and Mexico. In these reglons beans, as a source of proteins,
form one of the most 1mportant 1tems of popular diet.

.On the whole, the production of beans since the war has been hlgher
than during the 1935—1939 period, but only sufficiently to maintain per
caplta dome stic supply at levels similar to or slightLy above those
before the war and to increase the volume of exports to a very small:
degres. | " T -

Comparlng the pre-war and post-war perlods, it cah be seen that only
: Honduras, the Domlnlcan Republic, Haltl, Chile ‘and Uruguay show a slight
falling-off not only in volume but also in the area cultlvated In the -

' .rest of the countrles, however, 1ncreases of varylng degrees have taken

place, the hlghest of whlch occurred in Bra21l where output rose from
825.000. tc*o_ in 1935 10°9 Lo approxlmately l 228,000 * tons in 1950-1951;.
followed by Mex1co, where 1t rose from 128 OOO to 23h,OOO tons. El
Salvador, Guatemala, Nicaragua and Panama practlcally dotibled their
production, and Venezuela's output 1ncreased by'more than 200 per cant,

. rising from 12, OOO to hl,OOO tons. ."""“

There has been small Inducement to produce beans in Latln America.
Slnoe they are prlmarily'an artlcle of popular ddnsumptlon destlned almost
exclusively for the domestic market, demand s relatlvely Jnelastlc and
the price has.risen proportlonally to a lesser dégree than that of other

products. ;
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.Production in Chile, the main exporter.of beans in.Latin—Ameriea,u.“"M;"'

- —dec}ined cansiderably diring the last.five-year period im-comparison ydth
. the pme-war period. A.sharp fall im priees on tke imtersational mapicet
- encouraged. 1ts. displacement., mainly by sunflower seeds,andoother products..
) ' Tt should® be noted ‘moreover, that for the last feW'yeara the eonsumption
of beans among the mass of the population has declined, having been
‘replaced partly by rice. It is‘hobed that with the rise in export‘prices
for beans in recent months production will recover its pre-war level
According to information provided by the FAO, Brazil expects to
increase its production in 1952-53 by 17 per cent over the 1949-1950
harvest. Apparently, considerable progress'has already been made in
this direction, as it is estimated that the 1950-51 harvest may be the
greatest in the country's history, In Mexico it appears that production
w1l remain more or less stable. -
There are very few statistics avallable concerning the other. pulses
as their 1mportance is less than that of beans. Mexico and Argentina
have increased production of peas, lentils, lima beans and chick-peas.
Chile reduced the area under cultlvation for all these products except
chick-peas, the production of which increased slightly. In Uruguay .
there was also a drop in the output of peas and lentils.
"Cuba occupies the same position with regard to sugar as Argentlna
for cereals, developments in this country have a dominating 1nfluence
on Latin American pxoduction figures. However, while post—war productlon
has declined 1n the case of cereals in comparison w1th the pre-war
period the opposxte has occurred with regard to sugar. Cuba's influence
on the total increase was decisive of an increase of .3 7 mlllion tons
1n l9h5-l9h9 for all Latin-America compared with 193&-1938 almost
70 per cent corresponded to Cuba. Latin America's contributlon—to world
productioﬁ rose from 20 to 32 per cent between these two periods. The
1ncrease in production was' general. This is bartly the result of official
policy, as sugar is one of the products acquiring increasing importance
in the post-war perlod as the balance of payments position has deteriorated.
It 1s interesting to note in this connection the relatively greater
1ncreases in the countries with a deficit in sugar-/ Taking 1945 as a

_/ Colombia, Ecuador, Hondruas, Panama, Paraguay and Uruguay.

base year,

A




E/CN,12/217
Page., 52

base year, production in these countries rose without interruption to

66 per cent over that.year in 1949. The lowest increase, in relative
terms, occurred in the exporting countries, where it amounted to 32 per
cent between those.dabes.—/- The cowttriegwhich.are sé&lTesufificlent in”
sugar showed an 1ncrease af 40 per cent _/ Moreover,: magimum pgroductien:
- in the exportlng countrles was reached 1n lQh? (Al pRr cenj greater fhan . .
l9h5), with a sharp faII ih l9h8 followed by 1ncreases in l9h9 In the
other two groups the “incréasé’ was unlnterrupted ' o
Cuba is tha-dnly exportlng country whe're the supply “of sugar is
elastic at present levels of ‘preduction. .It: s’ difficult to increase -
production in the Dominican Republic,.pecause of the- limited -capacity -
irn"the industrial sector of the sugar 1ndustry, and in Peru,.where.,
shortages of land and guano do not. permlt 1mmed1ate expan31on._ In Cuba,
on the other hand there is unenployed labour, sultable land not at
present being exploit'ed, and ‘unutilised industrial: capac1ty. Production
increases in Cuba are achieved at present withia minimum ddditierdl
investment. . o e ' ‘
In addltlon to Government support . a stlmulus ,to sugar preduction, - -
common to all non- exportlng countries, has ex1sted in the increased
domestic demand associated with a rise in total income and populatlon
growth, In.other-casés, démand‘has been: stréngthened by the more :
moderate rise in the price of sugar commared to- that of other:food ‘prices, "'+’
Mexico provides an example of the considerable role of Govermment . .---’
action or that of monopollstlc producers’ assqciations in the 1ncrease e
of productlon. Na01onal F1nanc1era ‘an off1c1al credit 1nst1tutldn l

granted loans to: sugar producers for the’ ‘replacement ‘of machlnery'and
improvenent in cultivation amoumnt:ing to 80 millidn pésos. ‘The begiming-

of irrigation in several cane-producing areas, leading to cons iderably
increased yields,. should also be noted. With the - firancial assistance-

of that institution and 1nvestments carried out by the producers . e
themselves, Mexico succ esded in incredsing’ 1ts productlon capa01ty to S
a level suffidient to'satisfy domesti:c demand and’ pI‘OVlde ‘sizeable’
surpluses for export.. .Thus, during the last few years Mexico has
replaced Argentina.as the second sugar producer within the group af:
self-sufflclent countrles,

RFeRs
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1/ Cuba, Haiti, Peru and the Dominicah Republic-.

2/ Countries with a' deficit or surplus”of less than 10 per cent of
production. This group is composed of. Argentina, Brazil, .Costa;:.
Rica, El Salvador, Guatemala Mex1co, Nlcaragua and Venezuela

/Off1c1al ald
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Official aid also contributed to the development of the sugar
industry in Verezuela, The Corporacién de Fomento (Developre nt
Corporation), determined to improve the industrial a spect of the

production process, financed the construction of sugar mills. The

. first effects of this Government action were seen in l9h9 when

production showed an increase of 10,000 tons over the precedlng year,

There was llttle of ficial 1ntervent10n in the Bra2111an sugar
industry during the post-war years. This 1ndustry, which had become

stagnant and been cartelised during the depre551on of the 'thlrtles,

began to replace its machinery and expand capa01ty as soon as domestlc.

demand - for sugar commenced to increase, The perlod of strlct
regulation of the industry. has thus been foll owed by aAstage of free
production, which still characterises the in&ustry. The fact ﬁhat a
considerable part of the machinery for sngar mills is at present

produced within the country played an important role in incredsing

. the rate of capital formation.

In Colombia, the 3ssociation‘of sugar producers assigned the
funds derived from settlng'the prlce of the domestlc product above
its costl/ to improving production methods and expandlng the
industry's capacity.. S '

In other countries, e.g. Bollv1a and Chlle the 1ntroductlon of
a modern sugar industry is stlll 1n 1ts first stages ’ However a mill

is ngw urder construction in the former (partly flnanced by the

- Corporacidn Boliviana de Fomento (Bollv1an Development Corporatlon))

and ‘there are plans for the establlshment of two others The ba31c
project consists of the constructlon of a mlll w1th a productlon
which would cover aboyt 75 per cent of the country s. present

consumption of sugar. The Corporacidén Boliviana de Fomen to has
requested a 3 million dollar loan from 1nternat1onal banklng
institutions for the building of this plant, '

In Chile, the Corporacidén de Fomento (Development Corporatlon)
has completed prellmlnary studies of beet sugar productlon assigning
forty million pesos in the 1951 bui§et for the purchase of the land
for the cultivation of sugar beet.

_/ Domestic sugar costs less than imported sugar and the Government
permitted the establishment of a uniform price at the same level
of the imported product. The funds obtalned with- this higher price
were received by the Association,

2/ In Chile, moreover, it is hoped that the productlon of beet sugar
will'help to create an atmosphere stimulating technical

improvements in otler crops, /In Mexico
b

LB
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"Summiﬂg up the positioﬂ of ‘the self-supplying countries, it can
be ‘stated that the industry is in a condition to increase production-at
the same raté as domestic requiremert's and in the case of some N
' countries, e.g, Brazil, there will probably be o¢casional surpluses
for export, Other ¢ountries such as El ‘Salvador and Mexico will
probably produce permanent surpluses., '
' Among the exportlng COuntrles, "the Dominican Républic has drawn
up deflnlte plans (whlch ‘have been ‘partly carried out) to increase its
productlon to about 750,000 tons within 'a relatively short period.-
The replacement of machinery in two factories whieh produce joiﬁtlyf
about 33 per cent of the céurtry's total; was completed in 1950,
Peri the s1tuatlon is not as clear.’ If, as séens’ 1ikely, - the present
ratio of prlces between sugar and other crops continves, it is’
doubtful whether any increase in production will-take p}ace, Exports
ﬁay however be increased by a redittion-in domestic consumption, The
.iGovernment recently llfted controls which had- kept the ‘price 'of sug
at a low level. ' "’ S ‘ Co
" Guba undoubtedly represents the unknown qantity:among the’
, exportlng countr1es. The 1mportance of this country is such that
the’ act1v1ty ‘of Cubart’ mdustry determines the final level of Latin”
4nerican productlon and exports. “Cuban- industry deperds, 'in turn,
on producers' expectatlons w1th regard to prices and the level of’
world demand particularly that of the Unxted States,’
-In the 1atter part of 1950 changes in the internati onal
‘ polltlcal 31tuatlon brought about an inctease in Unxted States
demand, Wthh probably reached the level of the highest: post-war ;
year and the . prospects are that the present level will at least be'™
@e;ntalned The 1ncrease 1n other COuntrles ha’s not been as ev1dent
Events suggest that externel factors favour an increase in Cuban
productlon above. the 1950 level that 1s, to over 5.6 mllllon netrlc
toms.,, Assuming an industrial yield of 12,7 per cent = that for the

/previous year was
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previous year was over 13,0 per cent - 1951 production can be
estimated at between 5.8 and 6.0 million metric tons,

" 4s a result of changes in the industry since the war, such as
the increase in productive capacity through replacenent of part of
the machinery and intensified mechanisation of farm work and
transport, it can be assumed that Cuban industry can be adapted to
the conditions of foreign demand mcore easily than formerly.
Consequently if the level of world demand is maintained or increases -
excluding the possibility of adverse weather conditions -~ Cuban
production may well be close to 6.2 million tons in 1952, The new
sowings of cane arnd the renewed interest of farmers in their sugar

plantations help to strengthen this forecast,

Coffee

If the importance of cereals and sugar, with regard to the
balance of payments problem, tends to increase with the growth of the
population and of urbanisation, the importance of coffee is even
gredter. This is not only because of the number of countries where
coffee is the main source of foreign exchange receipts, and therefore
of the possibilities of development, but also because the technical
conditions of production imply demographic problems of great
importance for that development.

after the rise in price, resulting from the lifting of controls
in the United States, there was a period of slight fluctuations; and
in the second half of 1949, when a general decline in international
prices occurred, there was a spectacular rise which has been maintained
almost entirely until the present time, This latest price increase

took place when it was known that the Brazilian reserves accumulated

* during the war were exhausted, and that prospects for the forthcoming

harvest were not favourable, Heavy purchases by consumers in the
United States also contributed to this rise, Although prices dropped
slightly in mid-1950 in relation to their peak, they still remained at
very high levels and at the end of the year prices for certain types
of mild coffee showed new upward tendencies, The prospects are for
continued high prices, as neither an increase in production nor a
/fall in demand
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coffee, even at present prices, as a field of activity for capitak P
or labour, Moreover, Brazil has experienced adverse effects from
substantial increases in supply, on coffee prices, so that the latest
price increase,although constituting a strong'ihééﬁﬁive fqr.ingreasing‘.'
production, will probably not raise it to levels éépdbleﬁéf.causing

. significant price declines., In general, the’ poorer the céuppry
producing .coffee, the grﬁ‘eate‘r the relative possibfliﬁies of an
ifcrease in production (given the necessary ecoldgical conditions).
It appears that mechanised crops can provide bettér‘wages-tQan
coffee, and consequently thdt_the capacity of the“couhtpieg to absorb
population into activities where the use of nodern techhiqugiis
facilitated will be & factor affecting the development of the coffee’ °
industry. . If the rate of progress is rapid, it seems unlikely -that -
coffee cultivation can advance chh. (The drop in Venezuelan
Pproduction would appear to be an example of these comditions). IR

The rise in price at the end qf the war arrested the dn:p'in.
production in somq‘codntries and étimulated production in ofhers;
but with the progress of inflation the relative profitability of
coffee declined again. Subsequently the rise in coffee quotations
in the second  half of I9h9 while other prices fell, and the prospects
of their maintenance at a high level for a long period, has eQidentIy
represented a good stimulus tc production, The Food and Agriculture
Organisation's estirmate for 1952-53 is an increase in total Latin N
American production of 160,000 metric tons over the 1949-50 estimate. -
The volume available for export will not, however, reach'the levels
of the early post-war years when there were still surpluses
accurmulated during the conflict.

Except in Brazil, where the certre of production has been
shifting traditionally southward, the shortage of good lands and the
need for heavy seasonal additions to the labour supply has led to plans
ased mere on increasing the yield of the area already under cultivation
than on expanding the area. . Progress in research is being made
concerning the best varieties of coffee plants, methods of
fertilisation, etc., and increases in production can be expected in

/Central American
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Central American countries amd in Colombia. Expanslon'of the area
under coffee cultlvatlon is also being encouraged by means of small
units which a family can farm while at the same time raising other
crops. It is hoped ln this way, apart from increasing cof fee
production; to provide small farmers, particularly those with self-
sufficient units, with a crop which can be sold for cash and which
will provide continuoys employment for their families.

The rise in coffee nrices and the resultant increase in exchange
receipts, has represented a considerable relief for severalvcountries
in the region experiencing foreign exchange difficulties. In none.
of them, however, has the rise caused an increase in reserves, and
therefore the inflationary consequences feared at one time have not
taken place, This price phenomenon may ‘on the contrery have had a
deflationary effect By rermitting an increase in the supply of
impor ted boods, it prevented the continuation of the scarc1ty prices
at which those artlcles had been sold and also pennltted a speeding~
up in the development of dome stic: productive cgpa01ty'through imports
of capital goods

During the postfnar period, Latin America has provided almost
90 per cent of the total.coffee production of the world,
Nevertheless, at current prices and in spite of their oonsiderable
increase in the last few years, the importance of coffee in the
composition of Latin American exports declined some what invall
countries except Colombia and Honduras, between the flve year period .
from 193 5-39 and the post-war reriod. '

Cotton ' ' ,

Important changes have taken place since the war in the
production and consumptlon of catton, '

World productlan whlch had dropped sharply during the war
reached its lowest 301nt in l9h5—h6 and later recovered slowly
reaching 31.3 riillion bales in 1949-50,. almost’ half a mllllon less
than in'the’l935759 rericd.  Consumption, which had also declined
greatly, recovered more ranidly than production, so that 1t was
necessary to use a large part of the considerab]e'reserves which had
been accumﬁlated auring_the war, The level of cnsumption reached

5

- /in 1949~50 was
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in 1949-50 was however somewhat under that of the 1935-3y period,
This level together with the godd harvest that year enabled stocke
to be accumulated once more, o

"It is estimated that for the year 1950-51, world preduetion will
be lower than consumption by 4 million hales, which will affect world
reserves before the next harvest can become available,

Expanding world demand and the .limited production of the years
immediately before the end of the war, brought about a pfogressive
rise in prices until the year 19,9-50, when there was a slight
decline as a result of good harvests., Later, 1nten31f1ed demand
and deficient world production in the year 1950-51 led to an 1ncrease
in. eotton prices, which reached the hlghest levels of their history.-

World production trends and to a‘aneatiextent those of the
United States, .have strong repercussions on Latin American’ productlon
particularly in the case of muntries-liike Braz:Ll Peru Argentina
and Mexico, which are exporters, Since the war, just as before the
war, limitations imposed by the -United States Government on the area
sown with cotton, for the purpose of regulating productioh and
preventing a drop in prices, have been.an incentive to production‘in
several Latin American countries which, aided by this policy, have
intensified cotton growing as much as possible. Bfazil and Mexico
are among those Wthh obtained the greatest advantage from this means,
since the sustained prices of cotton in Brazil partly offset the drop
in coffee prices and represented a considsrable advantage in cotﬁon
growing, especially in the second half of the thirties and during the

early part of the war; similarly, in Mexico, the expansion of the

area under cultivation and of irrigation took place in the lee of the

restrictive United States policy. _
In Brazil, the accumulation of large surpluses during the war,
as a result of the lack of international transport, the considerable
rise in coffee prices in relation to those of cotton, and the
progressive decline in yields caused a sharp fall in production
starting in 1944 to le&els below pre-war, Minimum produetioﬁ~was
registered in 1948, at 319,000.tons, In 1949, thanks to increased
cultlvatlon of a new variety with much higher yield, Camplnas 817,

/and an increase
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and an increase of over 200,000 hectares in the area undér culéivatipn,
production increased by 24 per cent over 1948, and in 1950 succeeded
in equalling pre-war-levels,

. Mexico, the second producer in Latin America, has tripled its
production in the last two years in relation to the pre—War'period.
The main causes of this expansion have been the increased use of
irrigated lands for cotton growing, together with the introduction of
improved technical methods of farming and disease comtrol,

Argentina, in spite of experiencing labour supply difficulties
during the last two years, has increased the area sown with cotton,

- It is estimated that in the year 1949-50 this was the greatest in the
history of-the country, producing a harvest 25 per cent higher than
that of the previous year and similar in volume to the record harvest
of 1943-44, It is estimated that the surplus for export this year
will be. between 160,000 and 185,000 bales.?/ ’

A In Peruw, the cotton situation differs from that of the majority
of the other  Latin American producers., Since the beginning of the
'forties,: production has shown a dowriward trend, resulting from the

- forced increase. of food crops in former cotton areas, the relative
improvement in prices for foodstuffs, the difficulties in obtaining

- water supplies. for the irrigation of the.coastal valleys'and the
shartage of fertilisers (guanos), '
¢+ .Colombian production .appears to have increased by more than 50
per cent’ in the la=% two years in comparison with pre-war,

- Nevertheless, difficulties of a technical‘nature which are reflected

<+ in the quality of the fibre, have somewhat retarded greater

development, ° To_ courteract these dlfflculiles, industrialists,
farmers and theuGovernment formed at ‘the erd of 1947 the Instituto de
Fomento Algodonero” (Institute for Cotton Promotion) which'is‘taking
the necessary steps to introduce improved tébhniques'of‘éultivation,
to achieve uaiform quality and to 1nten31fy productlon. '

1/ Averaging- 33h,OOO bales in the 1935-39 perlod productlon 1n 1949
was estimated at 920,000 and in 1950 at 1,110, OOO :

2/ Forelgn Crops and 1 Warkets, July 3, 1950

L Ai - ‘ o ~©+ . /In Central-America,
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In Central Americe, El1 Salvador, Nicaragua and Guateﬁala‘have
considerably increased their production in comparison with the ﬁre~war
period. The first two countries are net exparters and Guatemala is
making efforts to become self-sufficient,:

Since the war in Korea began, the pan@raﬁa of the cotton market
has changed radically. The greater requirements arising out of
rearmgment, the unfavourable balance of world production for the year
1950-51in relation to consumption, principally as a result of low
United States production in that year and the setting of ‘export quotas
by that court ry, have brought about an unprecedented rise in world
market prices for cotton.l/ As a result, Latin American production
prospects for next year have improved considerably since, at '
presént'“” levels, there are well-founded hopes that ‘cultivation will
be intensified. Thus, in Brazil it is-possible that cotton growing
will - ‘be strongly intensified, since the inc?ease in the price
of this product has been relatively greétér than in the
case. .of. cofféey for  example, in addition to which cotton °
growing has the advantage that very small investments- are’ '
required and the profits are collected in' the sam year.: Whilst
it is true that there is no medium or: long-term labour supply problem
in Brazil, such a problem may arise in the short run, and if.cotton'
prices continue at their present level there might even be a diversion
of labour from coffee towards this crop,

In Argentina, the Government is making efforts to increase the -
area under cultivation, and has guaranteed higher minimum prices for
the next harvest, as well as technical assistance and credits for the
purchase of-seed and the expenses of cultivation, It is considered

that the shortage of labour might in part be solved through

planning considerable increases,
The: necessity to maintain and increase output of ‘foodstuffs may'

represent a serious difficulty inthe increase of cotton-production,

1/Cotton Type 5 was quoted in Sao Paulo. in January 1951 at 0.7074
dollars per lb, in comparison with 0,306 in 1948. In Lima, Tanguis
Type 3-1/2 was quoted at 0.4848 dollars per 1lb. during the same-
month, for delivery in May/June. The average quotation for 1948 was

Of325 dollarsf; _ _— . - /oilseeds - -

—
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'Ollseeds ' ' S
The Second World War had 1mportant effects .on the productlon of
01lseeds in Latin Amerlca. The shortage of fats and oils during the
war and the prlce pollcy followed by the Argentine Government led to
very high levels for oilseed quotations. This .enabled several
importing countrles to begln grow1ng 01lseeds ar. expand their
culclvatlon. Productlon therefore rose greatly in the majority of
ﬁne Latin Amerlcan republlcsa Just as in.other countries after: the .
war, forcing_a contraction in Argentire production of -over L7 per.-.
cent.l/ A A, , ) . .
' Lapin_Anerican‘oroduction of oilseeds reached a post-war maximum
in:l9h8, eince;the.increaees'in:several republics (above . all in--
Meiico,‘Brazil and,Uruguay)Jmore than offset the-Argentine-decline,"
Later the total production of the.area fell sorewhat, reaching by
1950 a ievel very similar t0~thaf of the pre-war, period, that is,
around 960 000 metrlc tons in terms of oil, '
- More recent events, partlcularly rearmament, of the Western CI
Powers, have caused a con51derable increase in the demand for. oils
and fate with the stepping-up of strategic stockpiling and greater
consnnption forvinddstrial,and food purposes.. Nevertheless, oilsged
.pricés have nof followed those of .products such as cotton, wool
and coffee; on the contrary, in Splte of increases averaging between
25 and 30 per cent over the levels of the first half of 1950, prices -
have in no 1nstance reached the levels registered in 1947 and 1948,

, Productlon of 01lseeds in Argentina has tended to recover after
h3v1ng reached ItS lavest p01nt in 1948-49. The cultivation of
linseed, whlch represented 1.7 nllllon tons of seed before the war,
suffered a cons1derable decline after the war. for reasons. given above
and, also,, because of the Argentine Government's policy of not
exportin seed but rather the processed. 011 .with the result that -
conslderable surpluses were formed The.area“unierwcultlvatlon-was~~«
lovest in the year’ 1949-50; .but due to good yiel’d»’s‘ Production ‘l‘,hat :

;/pAfﬁer the war the increase in Argentine production of sunflower -
and peanutroil has been morc than offset by the drop in linseed,

/year was greater
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umer cultivation was greater, in response to an increase in the
efice paid to the producer, which-rose from 34 to 41 pesos per 100
kilograﬁnes. Preliminary estimates place production for this year
at 770 thousand tons, 90 thousand more than the previous year.'

',The production of sunflower in frgentina increased considerably in
comparison with the pre-war period, rising from 154,000 tons to.l,ZOO;OOO
tons in 1948-49, .thus taking the place of linseed, Nevertheless, in
the year 1949-50 due to the fact that the price of sunf lower remained
at the same level as in the previous year, the area under cultivation
dropped to 400,000 hectares belaw that in 1948-49, but was still-
breater than in 1947-48, .

Productlon of cottonsced and peanuts during the last- two years

increased eon31derably in comparison with the pre-war period and, to

~a lesser degree, in comparison with the years immediately after the

war.

In Uruguay, the considerable increase in prices of oilseeds
during and more particularly after the war coritributed to an increase
in its productioh. Linseed reached a record volume in 1948-49, but ,
declined steeply in 1949-50 due to a reduction in the.erea cultivated’ !
and to very law yields. It is estimated that in 1950-51 preduction .
will be greefer than that for the previous year and the mre-war
average, buﬁ considerably less than that for 1948-49, .

Production of sunflower and peahuts in Uruguay rose fromian.:
insignificant pre-war level to heights.permitting complete se1f~sufflc1ency
in edible oils (exceptlng olive oil) and even the export of some
surpluses, Production reached its highest point in 1948—&9 and
Just as in the case of. linseed, dropped 31gn1flcantly in 1949-50, to .
increase once again in 1950-51, It is hoped that future production .
wlll remain more or less stable, '

Mexico and Chile have shown a constant increase in produetion of
oiiseede to the point of practically eliminating all imports of oils
and seeds, The increase in Mexico has been greater because of the
possibility of graving a greater variety of oilseeds in that country.

/In the last
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In the last few years Mexico practically tripled its production of

. peanut, cotton and sesame seed, Chile, from practically non-existent
*. levels before the war, managed to produce 69,000 tons ofasunfléwer and
4,000 tons of linseed in 1949-50. It is expected that the 1950-51
harvest will be somewhat less because of adverse wéather corditions at
the time of sowing and a greater proportionate rise in the prices of
other products, Because of this the Government has been obliged to
increase the exchange quota for the import of -oilseeds, It is
estimated that production for the immediate future will be maintained
with little change and will at least bée suf ficient to satisfy almost
all domestic requirenments for oils.

In Brazil, production has also increased greatly over the pre-war
pericd, not only because of irtensified cultivation'of oilseeds such
as castor oil, peanuts, linseed, soya and sunflower, but .also because
of the greater exploitation of wild oil-nuts such as oiticica, babasi,
tucun ard others, '

The Brazilian harvest in 1950 was much lower than that of the
two preceding years, but there is reason to believe that the 1951
harvest will be greater, - The harvest of cotton seea, peanuts, soya
and castor-éil will be . greater by a wide margin, but that of linseed

‘will be smaller, Partial increases are expected in the nedr'fﬁtufe,'
above all in cottonseed, ‘ S ‘ o

Almost all the other countries in the region have increased

production of oilseeds, The large increase in production of sesame

in the countries of Central America is worthy of note. Sesame is’

one of the main raw materials for the processing of edible végetable“

0ils in this region, where the principal producers are Nicaragua and
El Salvador,-

Venezuela and Colombia have made efforts to increase production,
but still have to import substantial quantities of oilseeds, |
particularly copra, '

/Cacao
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The relauwve *mpo ence of cacao as a "Latin. American export ‘has
decllned cons¢de;ably sincé’ the beg]nnlng of the century,'but it still
contlnues to play an 1mportant role in the forelgn trade of courtries \ 
such as the Domlnlcan Republlc, ‘Beuador and Costa Rlca

As a ‘result of the fall in’ cacao priees after the Flrst World ..
War and 1nten31f1ed produc ior of cacao in British West Afrieca, its
cultlvatlon 1n La 1n Amerlca had to be reduced cons: derably until it
became stabllleed in the latter part of thé''thirties and during the.
war, With +,e large prlce‘lncvease which occurred ‘mmedlately after
the war, produculon recéived a new stimulus and plaﬁblng was
intensified, A% the end cf 19h6 wheri controls were lifted in the
United_States prlces of tacao ToSe rapldly) r eaching thelr -peak two-
years before cof¢ee pr*ces ‘ n Nivémber 10h7 prikes of this product
in NeW'YorA h ~d 1ncre sed a]mo v fivefcld in relation to the ceiling
maint ained dur:Lr7 the War vears ' In 1949 they dropped. to less than .
half of the pﬁa:’“evel r>ached in 2947, but- rose considerably once
more in 1950

Braz*l @nd M°x1ﬂo have coitributsd to increase -the production of

cacao 1n Latln Arer.Cu. T'The%first had-the lar'zest crop in its
history - 16'% ooo tons - in 194950 (in 2934-33 ‘the crop..onty-amounted :
to 130 OOO uo“s\ o Thls eyceptlonuJ'Hdrfest“0ccurred in a year of

very favourable weuther cendltlons for‘cagao, but-part, of the increase
must be attrlbL ed to the 1mprovemert of the! pla“+atlons by replacing .
old trees by others of a hlghe;tyleleu * Proauctlon is expected.to.be.
much lower in 1950-51, althougn stiil’ above pre-war levels, due to the
tendency of eacadtkrees to'yield leéss after a year of high output,

Adverse weather conditicns have alco COﬁurlbuLed to this declire, .In ..
Mexico produ«tAon Tose Irom 1,100 tons in 193/4-38 to 7, 800 in 1948-49,.

L3

mainly due to the greater yields of re«plantengs. In both countries
plantations have been expancded since the war, so that it is hoped  that

production will increase in thes near future.,

/Tle Domlnlcaa Republic,
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The Dominican Republic, Haiti, Colombia;/ and Eeuador appear to
have increased their preduction in 1949-50 in relation to the‘pfe—weh"
period, Cuba's production remained practically stable, while that
Costa Rica, Panama and Venezuela declined somewhat . .

Spécial interest in this crop has arisen in certain Latin Ame~’
countries in the last few yearsd, In Costa Rica a foreign fruit
company -started new plangatidns and reached an agreement with the
Govermment to provide it with plans for improved yields once its
programme for increasing production was completed, Guatemala has
been expanding the area planted with cacao ard in 1948 this area wn
15 per cent greater than before the war. Ecuador has started
plantations in order to increase,production‘over a fairly long perd
Research has:been intensified in the experimental station of
Pichilengue to find varieties resistant to diseases and particular’
to that known as "eseoba de la bruja" (the witch's breomstick) whi:
has caused so much damage to cacao trees in that country. It wil.
only be possible to see the results of these new plantations after g
few years.

It is difficult to make forecasts conecerning the future market
for cacao, but it is worth noting that per capita world consumpticn
is greater than before the war. Latin America has increased its
consumption considerably amd at the same time has begun to proceés
part of its production for export, The most notable example- of. thi-~
is Brazil, In the 1938-41 period the factories in the state ¢
Bahia processed about 3,000 tons a year; it is estimated that in
1950 they will process more than 15,000 tons., All the other
producing countries have had more or less important increases in
consumption, which explains the fact that, despite inereases in
© ‘production, the quantities available for export are less than before
the war, Only Brazil and Costa Rica exported more in 1949 than in
1934-38.

1/ Production in 1949-50 was lower than before the war, but that for
' the preceding and following years was higher,

/Bananas
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Bunanas . o . - |
- Central,. Amerlca, Wex1co the Caribbean area and the- tropical |
countries of South America have 1n'the last few years exported over -
80 per cent of the bananas which enter world trade, while the Unlted
States has absorbed approx1mately 60 per cent of world trade 1n thls
fruit, )
Productlon had reached maxlmum levels in several countrles
before the war, and had to be sharply coniracted at the outbreak of
the Second World War, with the resultant shortage of maritime frelght
which.limited exparts to a mlnlmum When the war ended and with the
reopening of the United States narket to its fullest extent plantlng
was intensified once more and production returned to normal , ‘

-In Honduras, the prineipal producer, the area devoted to the
cultivation of bananas 1ncreased by 19 per cent between l9h5 and l9h8
Almest all of- this.inerease was on the part of the large forelgn e
companies, since the so-called 1ndependent producers are progre531vely
abandoning their plantations, . This is partly cue to their

- difficulties in fighting the attack of the”Panama disease"and
Sigatoka, as well as to,the difficulties they have sometimes i
encountered in selling their production independently of the
large foreign companies. ’ V

Production in Guatemala practlcally tripled between 1920 and 1939,
when its exports reached over 10 million bunches. This expanslon‘was '
interrupted by the wor, and in 1943 exports were only 2.6 million ,
bunches, - After the war production recovered rapldly and in 19&7
13.3 million bunches were exported, A large part of this 1ncrease
took place alorg the Pacific coast, a. region which is free from attacks
of Panama disease.  Since 1947 production has declined sharply“fbf
various reasons: Heavy storms seriously damaged tbe plantations to
-the extent that it was feared that a large part of them would have to
be abandoned (this did not happen because of the pressure exerted by
the Government to keep this important sgricultural act1v1ty alrve)
and labour difficulties also eontrlbuted to hanper~product10n
particularly in 1948

/Plant diseases have
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Piaﬁt diseases have forced the large banana companies operating
in Costa Rica to move from the Atlantlc ‘to the Pacific Coast. ~ The
results of thls move have been reflecbed in a considerable expansion
of production, Exports in l9h8 and 1949 were almost double those
before'the.war.' Costa Rlca seems to be the country with the best
prdspects~fof increa31ng 1ts productlon. According to official
statements, with the lgnds cleared for new banana plantations the
country could in a few more year§ become the principal exporter in
the world. R

* Producti on increased éhafbiy in Brazil after the war, reaching a
level more than double that of 1934-38. .

In Ecuador with the malntenance of hlgh prices and strong demand,
there has bHeén great intensification of banana production. .With the
granting‘of'government credit in 1948, new lands wers opened up in
the Provinces of El Oro and Esmeralda and'cultivation in traditional
regions was intensified. ) o i

In the other COuntrles, whlle productlon has been recovering
gradually it has not yet reached pre-war levels.. . Only Haiti and the
Dominican Republic show an ‘improvement over thg pre-war period.

In 1946-49 Latin American baﬁgné exports had noct reached the
1934-38 .1evel, but it is eﬁpected'thét they will do so in 1952-53.

It is interesting to observe that banané_prices are practically
the only ones which have remained stable during the last four years
and have even shown a slight downward trend since the first half of:
1949, The semi-monopolistic conditiens which obtain in the production
and trade of bananas may have been a factor in this occurrence,

Meat, - ..

The livestock situation in Latin America has improved
considerably since the pre-war period. " The number of cattle‘increased
considerably in several countries, particularly in Colombia, Mexico,
Argentina, Guatemala and Hondurés. Only in Cuba, the Dominican
.Republic and Chile were there declines,

The .sheep  stock, which has assumed extraordinary
importance in recent months due_to the 1arge increase in wool prices,

/seems to have
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seems to have increased to a lesser extent than tﬂat of cattle.
The number of hogs has also increased considerably. L
As a result of this general improvement in the number -of
llvestock and of incresed demand, meat production.has shown a
constant upward trend In the nine countries for whlch Statlstl\
are avallable, it can be noted that productien. for .the years l9u6-
was 9 per cent higher than before the war, Prellmlnary estlmates
for l9h9 show productlon as 12 per cent above that of the pre—war
perlod ' _ ,
Recently published official figures for the.Argenﬁine shoﬁtan
increase of 21 per cent betweén 193739 and 1949 ih commerciai
“productlon of meat (excludirng that congumed in ‘the country51de) and
A’a decllne ‘of approximately 18 per cent in exports ‘ The‘sgbstantlal
'1ncrease in domestic consumption of meat has: placed.tﬁis couptry
among:bhe three principal per capita:consumere:oflﬁeat in the;werld.
This'high‘level ef‘cbnsumption suggests that. there will hot be':
1mportant changes in -domestic consumption, but ruther an
1nten51f1catlon in foreign trade in meat, which ‘has decllned
cons1derably in recent yeers.- The change of meat price. pollcy
. setting higher prices for the lighter steers(preference for those
of 470 kllogrammes over those of 500 kllogrammes and over) 1ndlcates
, phat Argentlne meat exports tend to be extended to wider markets.
‘ In Uruguay, the greater consumption of meat per capita has been
‘achleved at the expense of exports, as the latter decllned
\ representlng in 1949, 77 per cent of the pre-war level,
Exports of catt le on' the hoof declined * to insignificant

2

'flgures.

In Mexico, in spité& of the epidemic of- hoof—andrmouth dlsease .
which caused so much damage to livestock, the number of cattle has
increased by more than 20 per cent since the pre-war period, " Meat
production and export trade also improved considerably. The‘closing

of the frontier with the United States played a decisive role in this

1/ FAO Development and Prospects of Agriculture for Latin-Americas—————--

/devel opment. . With the
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development. With the iﬁlpossibility'of exporting cattle on the

hoof to that counory, a meé£ packing industrj oh a. solid basis was-
developed -which permltted not only recovery of the lost expart

trade, but also cons1derable expansion. Exports of meat increased
from an average of ten tons 1n 1934-38 to 58,300 tons in 1949. The
gross value of these exports is hlgher than that of the former exports
of cattle on the hoof, and this does not take into account the gains
derived from the process of industrialisation and from the by-products,

In Brazil, stocks of cattle have also increased, from 40, 8 million
head pre-war to 46.2 mllllon in l9h9 Nevertheless meat production
declined sharply during the war reaching its lowest point in 1944,
Since then it has heeh.recovering slowly and by 1949 exceeded by a,
very narroﬁ margin ﬁhe level of the 1935-39 period, reaching a total
of l,lOS,OOO tons, as agaihsf'l,OQ0,00d tons.;/ Exports dropped from
an average of 98,00Q:pohs toxh3,8OO tons between these two periods. -
Per capita consumption of meat, according to the Food and. Agriculture
Organlsatlon declired by approxmat\.ly 20 per cent dvue to the large
1ncrease in population, , )

In Colombia the number of cattle increased between the pre-war
period and 1950 from 8 to'lL 5 million or 81 per cent, 2/ Official
estlmates of beef productlon and estimated data for that of mutton
and pork suggest, according to FAO that for the year 1952-53 this
country will be able to increase its per csplta supply, estimated
now at approximately 29 kilogrammes a year, : l

Verezuela is probably the Latin American country where meat
production has increased to the greatest extent. It rose from 53
thousand tons before the war to 8l thousand in 1949, an increase of
53 per cent, However 'the laok of data on the number of animals
does not permit any conclu51ons as to whether the 1ncrease in meat
production was achieved at the expense of llvestock

Judging by tle increases in llvestock .in Central Amerlcan
countrles and increased Paraguayan meat exports, neat productlon in

these countrles may have 1ncreased

1/ Serv190 de Estadistica da Produgao, Ministerio da Agricultura
2/ Foreign Crops and Markets, 1 April 1950.

/On the other hand,
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On the other hand, the situatioﬂ in Chile.and the. Dominican
Republic appears different, In the former the number of animals -
has declired somewhat “and in order to malntaln its levels it has
been necessary to reduce slaughterlng of - domestlc animals and replac
them with 1mported éattle, In the latter country, the increase in
meat production appears to have taken place at the expense of
livestock, )

Sheep farming in Latin Amérida,'esqin the case of cattle,
appears to have increased COﬁsiderebly in recent years in relation
to the pre—wer period. Of the countries which have statisties
on-the subject, only ‘Cuba, the Dominican Republic, EL Salvador,
Honduiras ard Mexico experienced small declires in tﬁe number of
animals. - On the other hard, Uruguay, Peru and’Brazil increased
the total number of sheep by between 2 to 5 million head each. It
should be noted, howvever, that the number of Argentine sheep rose
sharply after the war, amounting in 1948 to 54. 8 million head —/
but, due to the rise in wages and the shortage of agricultural
workers, it became necessary in 1949 to reduce the number to a level
slightly above tlat of the pre-war period, that is, to'h7,3 million.g/

With the global increase in the number of deep, production of
wool réached levels exceeding those of the pre-war perida. The FAO
estimates that for Latin America as a whole production rose from an
average of 273,000 metric tons in the 1934-35/1938-39 period, to
340,000 tons in 1949-50. .

In contrast to what has been taking place in Latin America,
world production of wool has tended to decline during the last five
years. During this same period world consumption increased
considerably, leading to almost td al disappearance of the enormous
surpluses accumulated during the war which had been estimated ;h‘19h5

as requiring 13 years to be used up,

1/ Monthly Agricultural Statistical Bulletin FAO, Estimate,
2/ The Review of the River Plate, December 8, 1950, No. 3060 - Estimate,
/This disequilibrium
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‘;This disequilibrium between production and consumption-led ‘tc a
rise in prices, which continued to -increase fairly steédiiy”uhtil
the middle of 1950 and then rose' to levels-never before kndwn. ' These
incfeases and the strong market suggest efforts by Latin American
breeders at least to recover the peak level of production of 1946,
The FAO considers that this can be achieved in the 1952-53 period,

Exports of Latin American wool in.1949 were less than those of '
the pre-war period, amounfing to :157,000. tons as against 206,000,
This decline in exports when production was greater is explained by
the greater industrial consumption of wool within the regioh, which
increased by approximately 83 per cent. Exports inftheeyears
immediately following the war were, however, much higher, due to
greater production and to movement of the surpluses which had been
accumulated during the war, o "

. The trend of wool production has varied among the producing
countries, In Argentina the nurber of sheep reached thevhighest'
point during the 'forties in.1946, From then on various factors,

' particularly the shortage and~high cost of labdur and unfavourable
weather. conditions, obliged sheep breeders to a progressive reduction
in their flocks, Consequently wool production showed a'large decline
until 1948. -However,.a slight reaction could already be .noted by
1949, which was strengthened in 1950, but production 18 still far
below the maximum registered in 1946, ' Expec¢tations for the riext
‘two years are very promising, as weather conditions up to fhe moment
are favourable and the high prices, which have reached levels never
before seen, have constituted a powerful incentive for shéep farmers.
In Uruguay it appears that natural pastures have been' '
over-stocked both with cattle and sheep. Thus the number of
sheep reached a maximum for the last forty years in the middle of
1949. It may be necessary, then, to reduce this excess stock of
sheep to some extent and already some exports.of sheep have been made
to Brazil for this purpose; The production of Wool in 1950 was
higher than that of 1948 and 1949, but léwer than 1946. It is
officially estimated that production in the next two years will be
/lower than the
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-lower than the average for the last four years, but 40 per cent
higher than that for the pre-war pericd.

Wool production in Brazil has been increasing gradually since
the pre-war period, In 1950 it was estimated to have reached a
level 33 per cent higher, Prospects for the future appear promising
in spite of the fact that production in 1950 was slightly. lower than
in 1949.

The production of wool in Chile reached its maximum in 1945,. but
later declined sharply until 1949, -reaching levels similar to those
before the war, It is estimated that in 1950 production rose sharplj~
again reaching a total of 18,1 million tons, that is, only 800»ton§.'
less than in 1945. :
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CHAPTER III INDUSTRY

Industrial Production

The rate of development of industriel production betwéen 1945 and

1949 has been particulerly outstending in four countries of Latin jmerice.
According to published indices of industrial production end those compilec

by the Economic Commission for Letin America, covering & total of alever
countries,2 these four are: Venezuela,g/ with an average annual increcase
12.2 per cent; El Salvador}?%ith an increase of 11 per cent; and Argentinc
and Chile, with 6.5 per cent. The lowest incrcases were recorded in Cubag
(1.5 per cent) and in Bolivia (3.3 per cent). In the. other six Iatin
fmcricen countries the rate of industrial expansion veried between 4 and
5.2 per cent onnually. .

Similar differcnces ere epparent in the growth of industrial
production during the period 1946-1949. In no country has the rate of
growth been uniform. In five of the eleven countries industrial
production developed more intensively in the first half than in the
latter helf of this period, whereas in the remaining six countries
development was rclatively slower in the period 1946-1947 than in
1948-1949. '

;[.Some of them cover a very limited number of goods and on the whole
their accuracy cannot be depaded upon.

g/ firgentine, Bolivie, Braszil, Colombia, Caba, Chile, E1 Salvador,
Gustoms 1la, Mexico, Peru and Venezucla.

2/ Petroleum is excludcd from the Venezuelen indices, and the

processing of coffec in El Salvadar and of sugen in Cube heve
likewisc been sxcluded.

/Thesc differences arc
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TheSe differencés are uridoubtedly caused by a considerable number
of factors  among which the most outstanding are: a) the .level -of -
incom  b) the position of the .balance of vayments and c) 'governmental
policy. It should -also be noted that the'peroentage changes may to a
certain extent, magnify- the.significance of the expansions and contractions
of industrial production, when a very low level of comparison is taken to °
begin with ~as odcurs in several of the countries studied. - - -..

‘Tt seems eviderit that the sharp risé which took place in Cuban
iﬁdueirial production during 1946 and 1947, and the steep fall which.
occurred in 1948 and 1949 may be ascribed to the “increase in income
derived from sugar exports during the former period, and to the
reduction of this income in’ the latter two years. This. adverse -
trend in the balance of payments in 1948 and 1949 was hot checked by
suiﬁable:measures. . further factor which contributed to this trend
in the last two yedrs, when there was no longer a seller's m:.rket.-was
tﬁe increase of foreign ¢ompetition on the industrial market in Cuba.

Events in Venezuela and the substancizl increase. of .nroduction
in 1946—19L7‘ followed by an even greater expansion in 1948-1949 can
be explaihed by the simultaneous occurrence during the whole period of
the three factors referred to: a high level of 1ncone a.. favourable
balance of paymenas and a pollcy of- 1ndustr1al development in EL '
Salvador the expan31on whlch occurred cen be ao,rlbu ed prlnc;pally,'.
Lo Lhe first two of these factors. % - _‘“

. In !rgentina’ ‘the rise in'broducfion.reoorEed'in 19A6‘&7 is
\connected both with the increase in ‘the level: of 1ncome and ‘the ‘
inlgh c“pac1tJ to nnoort due t Lo the accumulatlon of reServes and the

strong stunulus created byr the 1ntroduct10n of credlt fac1llt1es and

of measures de51gned to "protect the county s - forlgn ez chanre p031t10n.
SLlllarj, the relative st agnatlon noted in 1948 and tne fall in : :
1949 and 1950 may be' ascribed to a reduction in the capac1ty to -
mnporo.. The ‘same occurred in Chlle "as in rgentlna “thouzh on. a

/smaller ‘scale:
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smaller scale: the_contraction in the-capacity to-import_in relation
to income, was lower than in the Argentire, whilst the stimulus given
to industrial production was also less,

Peru offers another interesting example of this trend, No
increase.in production took place in 1946, while the capacity to
import was used to renew equipment and foreign .competition became
stronger. A moderate rise began in 1947 and was considerably
strengthened in 1948, when the introduction of new equipment and of
exchange restrictions began to show results, and an increase occurred
in the level of income as a result of monetary expansion., In 1949
there was a decrease in the rate of expansion and foreign exchange
receipts diminished, so that in the latter half of that year the
government applied a series of credit restrictions, ]

A somewhat similar trend was noted in Mexico énd Brazil; in
both cases industrial production expanded vigorously in 1946 as a
result of the stimulus provided by the higher level of income and the
prevailing export difficulties encountered by the great industrial
countries, Both in Mexico and Brazil the rate of expansion tended
to decrease in 1947, as a result of a comparatively smaller rise of
the income level and the renewal of foreign campetition. Both these
countries which had becomé large exporters of industrial products,
lost a part of their foreigﬁ markets when the trad;tional sﬁppliers
recovered their capacity to export. Brazilian imports rose by about
10 thousand million cruzeiros in that year, that is, by about 75 per
cent, In Mexico, imports rbse by more than 6 hundred million pesos,
as compared with an increase of 1,700 million in the national income.
That is to say, while in 1945 imports represented 10 per cent of
national income, by 1947 they constituted more than 15 per cent,

On the other hand, in 1948 Brazil reduced its impbrts by about 2
thousand million cruzeiros and its industrial production showed an.
increase of 15.5 per cent as compared with the preceding year, In
Mexico, likewise, the value of imports decreased somewhat after
devaluation measures were introduced in June 1948, and a slight
recovery was noted in industry, In 1949, Brazilian industrial
/production continued




e

E/CNL12/217

Page 77
production  continued tp' expand, though aﬁ é. considerably lower rate;
in Mexico it rose by 10 per cent wheﬁ a ten million dollar reduction
in imports was effected, whilst further devaluation cf the peso lenf
additional prqtecticnltc industry. In beth countries, the increase
in 1950 was proportionately smaller than that of 1949. This is a
case of two republics employing different methods inran eff~rt to
develop industrial producticn; in both countries develoyment was
checked by fhe competitioﬁ of iﬁports and increased when imports were
restricted, while ngtional income rose and foreign exchange reqeipts
remained at a high level, | _

Prevailing conditions are similar in each of these cases, though

sométimes the influence exerted by one factor has been stronger. than

that of others, However, the three factors mentioned above are vital

"to the increase of production and the absence of any one of them causes

a decrease of industrial production, or alternatively a lpwering of '
the rate of its developmént. During 1948 and 1949 Cuba experienced a
weakening of all three factors, resulting in a sharp drop in production
(about 10 per cent annually). In Venezuela, on the contrary, the '

three factors occurred simultaneously during this period and prdduction

" expanded by 23 per cert in 1948 and 19 per cent in 1949, In Argentina,

there was a rise in the level of income and protective measures were
adopted, but there was an adverse balance of payments and consequently
production diminished., In Mexico and in Brazil, the three factors .
continued to occur ih varying degreesin different years ol this period,
When productiion decreased in 1947 there was no protection against the
competition of imported goods; exports rose, vnringing about aﬁ
increase in the capacity to import, A consequent rise in the l?vel
of income in turn led Lo z2n increase 'in purchasing power, o

If the different rates of expansion are nct taken in%o accounf
and if Argentina, and Cuba, are excluded , it - -1l bc scor that in

1048 ond 1949 thore vis - high rove of cxpancisry of indus® rial

/wroduction .~ This
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production.l/ This expansion can probably be attributed to the fact
that, due to the exhaustion of reserves, official protection was -
exercised to a'greater extent 2u:ing these tw@ years than at any time
in the past, ’ _ _
Other factors besides those of income level, bélance of payments
and policy no doubt influenced industrial developmsnt -~ in the post-war
period: some favourablj, others adversely. For erample,during léhé
and 1947 there was a relative increase in investment directed towards
the production of exportable agricultural goods due to the relative
increase in the market price of the goods fdllowing the war, Another
factor affecting investment was the uncertainty regarding the
permanence of official support in industry, due in part to the existence
of commercial agreements entered into with the ﬁrincipal exporting
. countries for the purpose of freezing tariffis, In some cases where

the foregoing factors did not play any part, expansion was curtailed

"in some. section by the shortage of equipment immediately following the

Towar,.

. Thﬁs, at the end of the war, a number of obstacles emerged to
*hamper the rate of industrial developﬁent° It is therefore not

-t surprising that thefe are few cases in which the post-war rate of -
expansion was as high as dufing the war years, Considering the - . .
post~-war. period as a whole, it will be noted that, following a

relative decline during this period, industry tended *o recover
ﬁhe‘positxon it had obtaina? at the end of the war in its contribution
to the national product, In Brazil, for ins%=nce, at the end of the
warindustrial production constituted 45 per cent of the total production
of goods, By .1946-47 it was contributing only 43 per cent to this total but
by 1948--1949 its participation in tqéal production had risen to more than
46 per cent. In most countrics where agriculture and cattle breeding
remained at constant levels, or else decreased between 1945 and 1949,
industrial production continued to increase its contribution to thg
total production of goods, This occurred bcth in Argentina and Chile,
Igﬂthe former, industry expanded not only in absolute terﬁs (that is

to say, there was ua increase of industrial preducbion itself), but

1/ The position in Colombia in 1948 cannot be bY.ken into account, since
the failure of the index to register any increase can probably be
largely ascribed io the revolution which to.i place in April of

htat year. E
/up to 1948
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up to 1948 there was also a cdfresponding~décréase in agricultural
production and cattle breeding., In'1949 and 1950, however, industrial
production showed a decreése in absolute terms, and in‘l950 there was
also a relative reduction, In Chile, the post-war expansion in the
production of goods can be almost exclusifely attributed to the increase of
industrial production, which rose from 42 per cent of the national
production in 1945 to more than 47 per cent in 1948, These are
exceptional cases, however, and it is probable that in the majority
of the Latin American count ries, agricultural production developed at
a greater rate during 1945-1949 than during the war; that is to say,
there was less disparity between the various rates of expansion during
this period, In Mexico, accofding to official statistics, there was a
greater development of agricultural production and cattle breeding than

of industry, but the expansion of these aetivities as a whole is somewhat
similar to that which occurred in Bragzil.

Industrial Population ‘and Productivity

The growth of industrial production in recent years does not
appear to have been marked by any noticeable increase in the absorption
of labour, as it was during the war, It is well known that the
difficulty in replacing equipment made it necessary during the war to
obtain the  maximum utilisation of ‘existing equipment, with a consequent
general and very marked fall in labour producﬁivity. For inétance,

' the statistics avajlable for Argentina show that between 1939 and 1945
the production level per gainfully employed person fell 20.6 per cent
in that country. Incomplete data from Brazil reveal that there was a
similar reduction of 30 per cent in prodhctioh per géanfully employed
person during this period, Obvibusly, a large part of this decrease
in labour productivity can bé ascribed to the extension of the working
hours, the adoption of night shifts, the intensive utilisation of
equipment, the poor quality of the raw materials and improvised labour,
etc, wWith~the renewal of equipment and a ‘return to normal working
conditions at the end of the war, this decrease in labour productivity
was partially or totally reduced. ‘There was an incrgase of 12.4 per
cent in Argentine labour productivity between 1945 and 1949, and a ’
similar increase 6f 22,5 per cent in Brazil, This recovery of

/productivity promably
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productiv®ty probably occurred-in -all-those._ countries~in-which
industrial productlon had expanded con51derably durlng the war, but

o o .;‘,;.‘1“

which: could not replace or 1ncrease thelr equlpment Mexite wastis of v

—

the most favoured country durlng the war 1nsofar as purchase of

R

. therefore the above observatlons are perhaps less appllcable than’

in other Latln Amerlcan countrles ' P
The fact that 1ndustr1al developnent in recert years has not ‘ !

been accompanled by the dlsplacement of labour from prlmary -
occupations, to manufaoturlng, is due to ‘the increase of labour
product1V1ty.. The general terms of thls statement must névertheless
be examlned 1A relatlon to the varylng c1rcumstances of ‘each country.,”
Argentlna is agaln an exceptlon, 51nce the strong stimulus to invest
in,. 1ndustry arlslng from a dellberate crednt pollcy enabled
-industry not-only to increase its productivity but also to
absorb a greater amount of labour, though the increase between l9h6
and 1949 was only 13 per cent, as compared with 57 per cent between
1939 and, 1945, In Chile, where there’ was a similar stagnation of:
pripary production or, alternatlvely, a greater expansion of

a

- population than of prlmary preductlon, the development of industry was
not sufflclently great to enable the country to achieve its two
objectlves: the increase of product1v1ty and the increase of
employment . In fact, 1n 1949 the volume of employment was lower
than. 1n l9h7, and indeed barely exceeded the hlghest level attained
during ., the war, )

‘ The 1nab111ty of 1ndustry te absorb labour at a perlod in which
prlmary ocoupatlons are not expandlng is one of the factors ‘responsible
for the increase in the relatlve lmpertance of servlces in ‘the natiohal
income of various countrles between l9h5 and 1949. This 1mp11es that ¢
services of every klnd (1nclud1ng, for 1nstance, small business
enterprlses).are the flrst to receive the 1mpact of the mass of the
population turned away from'the rural areas, tbuS'creating'a centre. -of
urbeu-underjemployment,with which it is difficult to:déal. Y

]

;/ The 1ncrease in serv1ces is also a-naturdl result-of monetany
expans1on. .

./ln Drazil'i

PR
''''''''
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. In Brazil, the growth of industry coincided with inc%éoéing
productivity and a minimum absorption of labour; Howover, since
agricultural and cattle breeding occupations developed to the same
extent as industry, they absorbed the surplus populatlon not requlred
by the normal development of sérvices, In any case, for agrlcultural
activities to have developed as intensively as they did in Brazil
during the period 1945-1949 (2,8.per cent annually in the cultivated
area as against a 2 per cent.increase in population), it would have |
been necessary not only for agricultural activities 4o have absorbed
the natural 1ncrease of labour but also to have increased produot1v1ty.
This applies even more to Mecho,‘where the ‘expansion of agrlculture
recorded during the period under conslderation,was the greatest in'all
Latin America, ' .

It is therefore highly probable that the proportion of indusfrial
labour to the total of the gainfully embloyed population dﬁring the
past five years,has partially recovered its pre-war level, fhough with
a relatively higher percentage of such labour ln services fhan
previously, This ‘would seem to indicate that investments in industry
during the past ten years have not Béen’sufficlently great to bring
about any fundamenﬁal'change in the structure of the Latin American ecoﬁomy

whatever"progfess may have been achieved in industrial bpoductivity
since the war, the %asic position of low productivity which prevailed
- before the outbrea&'of‘hostilities still persists. This is partly due
to the low cépital:investnent per gainfully'employed person. For
instance, a detailed analysis, carried out in loco by experts of the
Economic Commission for Latin America in various Latin American countrﬁx{l/
during the past few months, has proved once again that there is an
enormous wastage of labour imvolved in the methods employed in the
spinning and weaving industries. In addition to this conclusion,
which confirms the less systematic studies made previously, this study
pcinted out other equally important aspects of the problem which are
generally overlooked. Attention is drawn tu the presence of a v1c1ous
circle of low productivity and the low cost of labour, the latter being
low both in relation to the cost of machinery and to the price of the

3/ Document E/CN.12/219. iiconomic Comiission for Latin .merica
United Nations.
| / finished product.
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finished product. As regards the ratio between the cost of labour
and the finished product, the study reveals that the average price

of a metre of Brazilian cloth is 1.65 times greater than the price

per unit of iabour, that is to. say, than the price per man-hour ,

On the other hand, the price of a metre of cloth manuféctured in the
United States is 5.9 times less than the price per unit of United
States labour, ThlS belng the case, the effects of a reductlon of
labour on the cost of productlon in the United States textile 1ndustry
is 7 or'8 times greater than in the same industry in Brazil. The .
conclusion drawn with regard to the relative’productiﬁity ofiequipment
and labour is eQually.significant, This point is well illustréted by
reference to the Ecuadorian weaving mills; which are equibped‘with
very old machinery, and in which there is a 575 per cent labour surplus
in relaticn’ to the technical standard of madrum produ0u1v ty.
Nevertheless,'desplte this old machinery, these mills have attained a
productivity level that is 10 per cent higher than the above étah@ard
by making greater use of their equipment than:would norﬁally be
required to obtain optimum labour productivity. " This phenomenon,
however, is not limited to mills employing old machineny, In the
modern spinning mills of various countries, an appreciéble'lébouf
surplus has been found to exist, together with greater production thén
would be possible in optimﬁm conditions of labour productivity.

These facts are higﬁly pertinent to -the study <f pfoductivify and
to the directing of inveéﬁménté in industry. The lébour'surplus
which is encoﬁﬂicfed e%:n in factories equisved with modern machiﬁery,
indicates the lack of incentive to increase labour prod‘cu'v1ty

The problem of p”OduytiVjtj, as will have been seén from the _.
foregoing examples, should be ccn31aerec from twe' c:ffere 1w points wf
view, namely, thHat of the snortage of capital and’ Lhat of the .
inefficiency of the mathod o o~ f work On the one hand, gvaa,er_
preductivity can be achieved by increasing. the cwpltal inves tment _per

labourer; on the other hand, . the seme result mey also be v eached by

ad) L P T MaAZ 6 TEEE AT T ET s

_/ In additior wo the »rlnsss af crevop-t ~Lirdicbsucs -+ ~*ututional
factors av the riguc iy oY Sy.euil contood o o o iw oro account .
O o o .

/the introcuction of
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introduction of more rational methods: of work, implying a reduction
in the humber of labourers employed - The experience of the industrial
countrles shows that these are -aspects of the same problem, since the
1ntroductlon of modern equipment generally involves an improvement in
labour technique and, moreover, the stimuli that are conducive to this
develobﬁent,likewiee prescribe an-increase of the capital invested.

The advisability‘of'substituting labour for equipment in any given
economy depends on!the relative availability of both capital and labour .
Given the ratés of?the formation of capital and of the increase of the
populafion, it is a question of working out the optimum proportion
between extensdveiinvestments in labour and intensive capital
investments, Apart ffonrthnyproportiOn, there may be cases of over-—
or under—capitaliSation, inevitably prejudicial to economic development,
No doubt a more intensive capltal formation would help to solve this
problem, but thls is not easy to attain when a very low level of
income prevalls. ” S

Insofar as the post-war adjustment -has enabled worn-out equipment
to be-replaced énd;working conditions normalised, the position of Latin
Americe has‘improéed not only with Pegard to the increase in productivity
but also w1th regard to preparation for a possible recurrenc of the

relatlve shortage bf 1ndustr1al goods which occurred during the Second
World War, : o ‘
All other faptors.being equal, it may be assumed that a constant

process of industrialisation with low productivity levels, such as is

encountered in Latin America, will increase the cost structure of .
export industries and prejudice their competitive position;

" Consequently the oapacity to import which is essential to, the process .
of_industrielisation must be maintained by means of special measures .
to protect exports.

It must be assumed that the increased costs of the export
induetries,'resulting~from a process of industrialisation under less
efficient conditions than those obtaining in the highly industrialised
éouhtries,‘has been one of the causes of Latin America's exchange
difficulfies in the post—-war period, though it is not possible to
" estimate the extent of this phenonienon, )

[

* /Various factors have
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Various factors have contributed to check this rise in costs.,
These include the increase in productivity of traditional (or
established) industries, the low productivity of which had previously
influenced the structure of export costs, As pfoducﬁivity tended to
increase in. the post-war period (it is gemerally recognised that this
occurré&{in~different countries with regard to different products),.A
SO thé\iﬁbrease;of costs, caused by low productivity (higher prices)
in the new iﬁdustries; was correspondingly halted., - Furthermore,
prices abroad also tended to increase, while prices of export: goods
rose to an even greater extent, . When prices abroad rose, low
pfoductivity was checked in Latin America, and as prices of export
goods rose still higher, the export.industries were able to absorb
the increased costs arising from the low productivity of the newer
industries, '

Inflation appears to be the most important factor contributing
to depreciation in Latin America's post-war economy, This factor,
more than the low productivity of industry, was responsible for the-
rising costs of the export industries, since it increased money demand
more thgh ! the increase in production. In a greater or lesser
degree, however, the relatively low productivity of industry raises
equrp costs and the adoption of corrective measures is necessary in
order to maintain export capacity,ahd accordingly the capacity to
import. The effect of low productivity is less dangerous in the more
highly industrialised countrics of Latin America, because the process
of raising the efficiency of the established industries may be
sufficient to balance the low productivity of the new industriés,
when measuréd by a comparison between the prices of their products
and priées of imported competitive products. The greéter the rate of
industrial d evelopment, and the lower the productivity of new industries,
the more difficult it will be for the production of established
industries to offset the effects of low productivity on export costs,
ihen the volume of industrial production is low, as is the case in
the majority of the Latin American count ries, little progress can be
made in raising the level of productivity in established industries,

, /and thefefore
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and thercfore in order to protect the rate of exchange, it will be .
necessary to study more carefully the level of productivity in '
prospectivé‘industries., | ‘”; ‘ | '

Increased productifity in export industries checks the adverse
effect of low indusmrial.préductivity oﬁ.thq capqcityAto‘import.and.
on the rate of exchange, l : o o ‘ |

The second pqini‘to be coﬁsidered.in jﬁdging tﬁé effects of low
industrial afficiencj is that of.its‘produéﬁivity as compéred with
that of other occﬁpations open to the gainfully employed population,
particularly agriculture. If the yield per man-hour in agriculture'

in most Latin American countries is compared with that in countries

~ with a more advanced agricﬁltural techﬁique, it will be seen that the

differences,of productivity in agriculture are greater than in
industry. Nevertheless, the increase of agricultural productivity
is limited by the capacity to consume of both the foreign and domestic
markets, On the foreign markets, a price redﬁction caused by the
increase of exportable production is likely to cause a deterioration
in the terms of trade, so that ultimately the inflow of foreign-
exchange decreases with.the expanded.volumé'of gxports, This fact
is borne out by past events in Latin America, ¢specially in connexion
with coffee and.sugar, ‘There i3 salways the possibility

of increasing supplies on the domestic market, to the general benefit
of the community, but per capita consumption (however desi;able) does

not increase rapidly}l The necessary increase-in the supply of

-agricultural produce can be achieved withaut added labour, so that the

increased population can be employed in other activities, which provide
more than' a subsistence level standard of living.2 '

1/ The relaﬁive siagnatidn of agricﬁlturay.prices in Mexigo_caus§d by
the increase of production, together with the rise of industrial
prices, illustrates .this.point,

2/ Undéuﬁtedly,.unemploymént, under-employment and mis—employmgnt'haye
.the same results as- low productivity both on priqes and tha‘capa01ty
. to export, when these factors.arc.a part of monetary economy.

/Though the level
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Though the level of productivity in industry should be raised in
order to maintain the capacity to.fmport; industrial development
(even with low productivity) will provide a better standard of living
than subsistance activities (disguised unemployient) or under
conditios of unemployment or part-time employment.

In so far as<there exist a domestic and foreign m.rket for
non-industrial products at remunerative.prices and such products may
be obtained under better conditions' than those obtaining in industry,

it would enpear that productive factors should be diverted to primary

productioni The fact that Latin /merican countries have not always
followed this principle during the pdst%war vears has been partly due to

their fear thet the market for primary products would not lasts

1/

The Financing of Indusiry ~

During the post-war period a large part of the funds employed in
the financing of private industry was derived from profits accumulated
in the preceding years, during whiéh prices had risen more than costs
and in which there were no opportunities for new investments in view
of the difficulty in obtaining equipment., But this source of -

capital was soon exhausted and the inflationary process provoked an

lHost countries have used every possible mecans in¢luding theé granting
of Fiscal, Honetary, Customs and Exchange facilities to foster
industrial development. Fiscal policies have been adopted involving
tax exemptions for new and essential industries and for those which
offer employment or are a source of foreign exchange . etc. lionetery
legislation has been devised to protect these industries by direct
financing and by the extension of credit facilities. Witli the same
protective bent Customs barriers have been set up and import
restrictions established. Similarly the'grantlng of foreign exchange
for competitive products of foreign origin has been controlled and
preferential exchange rates created for imports or machinery and
equipment and for the exportation of "industrial products,etc.

These measures have led to an incrcase in the relative
profitability of industry within the economic structure as a whole
with the result that a greater flow of investments has been directed
towards industry thon would have occurred without this incentive.

/ ever-growing dependence
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ever—growing dependence on the credit faclities offered by the banks,

Either thé¢ demand for an increasing amount of working-capital absorbed
‘ profits;which would otherwise have been invested in productive

equipmént, or else-profits'derived from one. enterprise were.withdrawn

to form th¢ basis of new investments. In some countries, such as the

Argentino ahd Chile,'industry has become almost entirely dependent on
'.the banking system for essential worklng ‘capital, A

This 1ncrca31ng dependence has assumtd such proportlons that it
has become a fundamental obstacle to the antl—lnflatlonary programies

"of some’ ¢f the Latln Amerlcan countrles.

Before the war, several countrles 1n Letin Amerlcf had already
establlshed organlsatlons for the grantlng of credlts to 1ndustry.
Durlng and 81nce the war however there has been an exten51on in this
pollcy, as 1s cv1dcnced by the establishment and increased scope of
developnent corporatlons and 1nst1tutes and 1ndustr1al banks Banklng

leglslatlon and controls have also been modlfled 1n order to encourage

¢ s t

the tradltlonal commerc1al banklng 1nst1tutlons to play a more active
part in 1ndustry. ‘ , . L
' Pew countrlcs can, howchr, clalm any slgnlflcant 1mprovement in
thelr prlvate capltal markets, 51nce the 1nflat10nary process has
favoured money markets ‘rather than capltal markets, Nevertheless, there has
'been no 5reat effort to create them, . although at tlmes new organlsatlons
have been founded and old ones strengthened w1th the purpose of
stab111s1ng securities or controlllng new 1ssues. In general
the policy followed has tended to guarantee the llquldlty of securities,
though no very concrete results have yct bcen obtalned Industry has
contlnued to depend largely on flnan01ng by sources othcr than the stock
market In Latln Amorlca the small and medium 1nvestor has malntalned
the tradltlonal prefercnce for urban mortgages and the purchase of real
estate, In Argentina, the mortgage certificate market'was w1ped out
in 1946 by the calling up of all such certificates in circulation,
amounting to about 1, 500 million pesos. But the liquidity thus
afforded to the former holders of these mortgage certificates and
thelr efforts to find new investments for their capital produced little
—effect_on industrial shares, since most of this capital flowed on to
/the real estate
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the real®estdts market,

The most irtensive effort made during the war and post-war
peflods to create a capital market for the financing of ‘industry was
probably thgt of.México, which issued "Certificados de participacién®
(Participation Cbrtifiéates) of the Nacional Fimanciera.: These
securities provided a specific guarantee in the form of certain assets
of the-institutg ahd the obligation to redeem, at par, at one to two
months' notice.. These issués were floated for the purpose of raising
funds for thé transactions of the Nacional Financiera and also with
" the object of establishing a favourable mirket for industrial stock,
Undoubtedly the "eertificados de participacidn® havé provided a
suitable temporary investment for the idle capital of both companles
and prlvate 1nd1v1duals, since their llquldlty is absolute (they may
be redeemed at par, on sight)., '~ They have also contributed to the
financiﬁg of industrics pdrtiy controlled by the Nacional Financiera,
However, their value as a means of promoting savings is open to doubt
since they prov1de a false llquldlty and stability which cannot or
should not always be p0351ble on the industrial stock market. L

While ths Mexican "participetion certificates" show up the
deficiegcy qutnehiﬁdustrial'stock market in a country in which '
industrialisation has'progfesséd furthest during the past few years,
tHe absgrption of savings cértifiéates such as capitalisation bonds
shows how‘modeét saVings”abcounté can be utilised in a community
unaccustoied to industrial stécks and shares,” The element of a
gamble whlcg derives from these bonds belng dr wn for redemption
seems to’ prov1dé a special attraction to medlum and 'small- investors,

desplte their low rate of interest in comparison with other stock on
the market..“ 6apitaliéation bond s’ have become popular even on such
restricted éépital mrkets as that of Hondures,

The evolution of savings déposits suggests that this medium or
long term sourte of funds tends to expand along with monetary income,

except 1n perlods of intense 1nflat10n.

.

1/ During the past few months, Mexico made still another effort to
strengthen the capital market, by imtroducing national savings
certificates (bonos de ahorrc nacional).

/The scarcity of
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The Latin “merican countries were in the post»war period faced with

- the problem not only of finding non-inflationary sources of capital

to promote industry, but also of ensuring that private funds available
for this purpose were in.fact invested in industry., It is therefore
largely a problem of utilising the fﬁnds available, - Not infrequently,
such capital has been used for.commercial loans which offer greater
liquidity and higher rates of interesp,_ér alternatively for urban

mortgages which(appear to offer greater security. This has occurred

-even in the case of institutions whose pyiﬁcipal objective is the

development of industry by means of long-term investments, Savings

. deposits and loﬁg—term bank deposits have been drawn upon to grant

short-term comm%rcial loans, and funds belbnging to insprance companies,
as well as savings invested in capitalisation bonds, have also been
used for such short—term“loans and for urban mortgages., Legislation
establishing percentages of the. composition of the differeﬁt portfolio
of the institutions as well as the moral authority of governments and
Central Banks, has been responsible for ensuring that a part of
availablenfundé is utilised for medium or long—term.;oans.to industry
irstead of for 'short-term loans, The reluctant attitude of private
institutions in this respect may be expl@}ned.by their preference for
the higher profits and greater liquidity df short—-term loans and urban
mortgages in periocds of inflation, ’

- Of the industrialised Latin American countries Argentina shows the
minimum of ficial investment, while at the same time providing the
higheést guarantee of banking credits for working capital.l Official
protection in the Argentine seems to apply equally to all indusﬁries.
Direct fimancing by the Stete (or by its autonpmous bodies) is more

usual in other Latin American countries, particularly Mexico. The

*Nacional Financiera has made investments (that is, securities of

various categories: stocks and debentures) in practically-all the

leading Mexican undertakings comnnected with new industries: iron and

1/ Nevertheleés; in the past few months, there would appear to be a
" certain shortage of industrial credit in Argentina,

/steel production,
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steei production, electricity, paper manufactures, fertilisers, cement,
, rayon crystal, electrolytic copper, cinema, etc. There is a definite
' preference for industries which reqolre large capital outlay and which
utlllse domestlc raw materlals (though there are exceptions to this
rule). In Br321l off1C1al (or sem1—off1c1al) financing is less
diversifled than 1nAMex1co, though more so than in Argentina; the iron
"and steel industry, the manufacture of'paper“and of aluminium; and a
 few other products have béen aided in this manner, In less
industrialised countries,'officiai assistance to the textilé industry
seems to prevail and, more recently, the financing of the manufacture
of building materials, eSpecially‘of cement'has been undertaken by the
State. Official deveiopment organisations have played a bigger part
than prlvate enterprises in financing industry. ° Inflation has,
however, compelled some official organisations to devote an increasing
part of their resources to supplying working capital for the
undertakings which they have finance&, thereby reducing the amounts
available for the develoomeht of new productive capacity.

o Foreigo capital has played a significant role in government
financing of industrial developmenﬁ. As will be-shown below, the
Latin American coqnfries found that industrial development could not
be_stepped op to the desired rate by relying solely on”funds déerived

" _from normal fiscal ssurces - without involving a budgetary deficit -
since these would not release ﬁhe necessary foréign exchange for imports,
Governments have therefore made constant efforts to obtain foreign loans
and many prOJects have had to be postponed, due to the lack of foreign
capital, ' ‘ : ‘ :

The chapter on the Balance of Payments al so deals with foreign

sources of capital and.thelr volume. ’
Industrial Trequ

' “The cour se of Latin American industry is determined by two basic
facfors: ,Lbawextent«ofwthe?market-and‘theﬁavailability of productive

>“~factors.

. Apart from items such as sugar or the processing of coffee in
certain countries, Latln Amerlcan countries havé’ established industries
solely with a view to the domestlc market, Durlng the war, part of

/the productive
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the productive capacity of industry. was in .some countries directed to

the export market, when shbrtages caused prices to rise disproportionately

*in countries where goods were in short supply. ‘Several industries, however,

were set up to cater for the export market: e.g, the manufacture of

hard fibre'textiles, alcohollc beverages, sweets (candies), etc, In

.the post-war period, there have been some isolated cases of the utilisation
of a surplus capaglty for export purposes but in contrast with the war
period, the price level of such eﬁports during the last few years has

been lower than that obtaining on the domestic markét. However, some
industries have recently been established mainly for the export market, or at
laasat,, dependlng on- exports for then?proiltablllt’.\ The latest example

of this trend 1s‘prov1ded by the steel mill at Huachipato, in Chile, the

production capacity of which was double the country's total consumption

.at the time the factory was built, The important increases in the Mexican

industries prodheing electrical devices were made-with an eye to export
possibilities and nearly every. Iatin American country is now exporting
manufactured goods, to a ﬂreater or less extent. But these cases, though more
general than in the past may be cons1dered exceptional cor at least of secondary
importance. The extent of the domestic .market continues to determine.the

limitations of Latin American industry. The differences in soope therefore vary

considerably as, for example, between that of Brazil, with its population
of 50 million inhabitants, and countries with less than one million

bitantsl andeif{erent_levels of total income are found in countries

”with equal populations..

‘Industry naturally begins with the manufacture of thosepproducts which
have the widest market and for which therefore the minimum of specialised
factors are required, Foodstuffe, beverages, and textiles fulfil these
requirements to a greater extent than other products, when the level of
income is low, Even countriesvhaving relatively small markets can, with
fhe prevailing wage~rates,;generelly absorb the production of these
industries for which only a medium degree of productivity per unit is
required, Considereble increases arelrecorded in the industrial processing

of foodstuffs and beverages which in nearly every case, eiceeq the

1/ The size of the market, in the majority of the Latin American countries,

T depends not only on the number of inhabitants, but also on the existence
of adequate means of transport, the domestic market being sometimes
limited by transport deficiencies,

‘ /increase in the
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increase in * - . —wr milling,-the-preductiorn
of sugar (see chapter ‘on qgrlculture), edlble fats.and oils, preserved
foodstuffs, etc, Furthermore,'because the urban population has increased
faster than the rest of the population, the market has expanded for a
number of products such as soft drinks, becr ond cigarettes, which were
already obtainable in all Latin American countries before the war, Demend
for these products is comparatively inelastic in relation to prices znd mcre
in relation to income when the initial level of the latter is very low,
While prices of these goods have risen less than those of other articles,
the monetary income of the Latin American population is growing considerably .
The beer industry, for instance, has shown a substantial-increase in
several countries. This is the.case in Colombia, where investments in
breweries represent the densest capital concentration intthe country, The
‘-dex of the value of beer sales increased more.than’ that of any other
industrial product, though the price of beer rose less than that of any
other article (barely.20 per cent between 1945 and 19A9) = In Venemuela
the production of beer increased from 14 million litres in 1938 to L0
m:lllcn litres in 1945, and to 74 million in 1950. The same situation
has bpcn apperent in other countries thoughtherela‘h.ye..ncxe:@n = baer oo n
countries where consumption had already attzeined a high level during the
war,
Of the traditional Lotin American industries, textile manhufactures

have undoubtedly produced the greatest varicty of goods and there.ﬁavu

. recently been striking examples of the extension of diversificabtien iﬁ
this incdustry, The cotton industry developed considerably during the
wm st Lrious Latin American countries became important exporte.
tnis field, In the post-war period, however, some of these countries
lost their export market and this fact, taken in conjunction with %he
intensification of foreign compctition, has been respoénsible for new
investments being directed to the renewal of outworn equipment, and the
improvement cf quality rather thon to expanding -total capacitf. Cepacity

has undoubtedly increased in some cases but not to any great degrec,

WF*‘

"jOuyl& there is an added incentive “in the prohibition of the
drinking of "chicha", thus diverting capital to the breweries. The
spontaneous rcplgcement of "pulqui by beer has been noted in Mexico.

/whlle in others
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while in other irstances substantial reductions took place during the
first years after thc war. In countrics where no exchange problems
exist, and»conséquently where industry was not protected in order to
conserve .foreign exchange, the principal difficultics have been
encountered morg recently (for insténce; in Venezuela, Cuba and Guatcmala),
In these cases,!the change-over from & sellers' to a buyers' market has
caused tr%dltlon 1 exporters to follow a more liberal and more aggressive
policy, Attbntlon should bc drawn to the increasc of the spinning
industry," whlch has beun dlsprOportlonﬁtply greatcr than that of 7.
weaving, Weo v1pg Was already more highly developed than spinning, and
this fact constitutcs-ono of the mony examples of the Latin American
tendency to int%oduce industrialisation by undertaking the final
manufacturing pfoceéses before attempping the preliminary stages,

The ‘greatest progress in textile productioﬁ has not occurred in
cotton manufactures but in the rayon industry. In Chiie, for inst&npe,'
the number of looms for rayon iﬁcreasad frpm 1,000 in 1945 to B;OOO in .
1950, In Venezuula production was five times higher in 1949 then in ’
1945, and 51mller trends were noted in other countries, including Cuba,
which now flgurcs as an exportpr. The shortagc of forclgn exchange
hampered. raw mhterlal imports for ruyon weaving in various countries,

At present rayon yern is only produCud in Argentina, though various
projects arc undbr way for its manufacture in other countries, It should
be pointed: out;that the competitive possibilities for this industry on
the domestic mirket are greater thon those of cotton, since it is

casicr to supply varying local prcfcrcnces, whereas the unlformlty of
cotton goods is greater,

On the whole, the morc highly-developed Latin American countries
have now practically reached 2 . -point of self- suff1c1cncy insofar as the
textile industﬁy is concerned, as compared with the substantial pre+war
deficits;i In 2ll the other Letin Amcricon countries, there is now a
much stronger ?endency thon before to achicve such self-sufficiency, Tho

mejority of thése countries also aim ot- self-sufficiency regarding the

}/ Self-sufficiency, howcver, does not exclude imports of textile goods
of special qualities or types, which only incur the disburscment of
small amounts of foreign exchonge.

/production of fibres,
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production of fibres, There is, however, considerable room for improvement
in quality and cost,

Latin America has still 2 1ong woy to go in the fie eld of foodstuffs
and textiles though considerable progress was accomplished during the war
and post-war periods in this direction, The majority of countries have
introduced other types of industries, among the most imporﬁant.of which
are light chemical industries and the production of building materials,
Pharmeceutical industries and the manufacture of soap and other toilet
articles, eté., also developed considerably during the war and progress
in this direction has been maintained.

In most countries there is an adequate market for ﬁoderately
efficient units of production, or <lsc the market is developing together
with the growth of population and the level of its income, There is
also a possibility of working with a sm~llcr number of more highly
specialized factors which most of the countries have or can easily acquire
from abroad. The market for building materdicls hos expanded as a result
of increasing government activipy in public works and the development of
privaete building, caused by the expansion of thc urban population
and from infletion, Attention must'be drawn to the déﬁelopment of cement
manufacture, a number of Latin American countries being now practically
self-sufficient in this respcect, while Mexico exports cement, During the
period 1945-49, Argentine and Chilean cement production increased 30 per
cent, whereas in Bolivia, Brazil and Colombia there was o risc of more
than 50 per cent; in Mexico production rose by 100 psr cent and in
Venézuvela by 150 per cent, .

While the production of light chemicals and building materials has
beer dovalening, rovr ciber  industries have emerged in
Latin America, These ianclude tHe preliminary processing of rew materials n
and semi.-manufactured foreign products and arec scmetimes limited to
assembling -all the co“ponents of the finished product, Already marked
differences among the dlfferent Latln American countries have begun to
appear with respect o the size of the marmet, and the variety of products
is too numercus to mention in detail.

-~

The greatest differences in development occur in the £~""~wing

gtoee which drciudes thé hidavy chemical industries and the

manufacture of iron and steel, Only the larger countries

/have made any




E/CN.12/217
Page 95. .

have made any progress or undertaken. substantial projécts'in this field,
and they are the only ones.in which o market exists for such industries.

The following figures regarding the menufacture of iron and. steel
show the development which.-has taken places;. - '

In Brezil, production of pig iron rose 300 per cent from 1938 to
1949, when it reached o tetal of 508,000 tons. Before the war practically
no pig iron was. produced in Chile and even in 1950 production was
insignificant; the present annual output from the new Huachipato plant
is 250,000 tons,. From 1938 to 1949, Mexico's. production increased:from
.-100,000 tons to more than 350,000 tons and thot of Lgtin Americo. as a
whole, roée from 220,000 tons to 895,000 tons during.the some period.

This tendency to expand continues, and the projects under way ensure
extensive future development in this industry. The Brazilian plant at

Volta Redonda has already obtained the necessary funds for building a
-second blast furnace, the daily cvercge output of which is expected to

be 1,000 tons, Brazilian plans provide for an annual increase in productive
capacity in the iron and steel industry of more or less 400,000 tons mnually
in the next few years, of which total Volte Redonda is expected to supply
three-fourths, -The Colombian project, located at Paz.del Rio, and the
Peru&ian "Salta" Corporation plans are also under way, while, several.
countries have deyeloped facilities for the production of special

steels, . ‘ f A

The péttern bf‘development appears. to consist in first undertaking
the final stoges of pfoduction. There are two reasons for this policy:
The final stages of production require less technical skill and the final
units of production afe émall'enough-to be absorbed by the existing
mquets. As this trend develops, and the number of units for processing
semirmanufactureq goods increases, a market is created for units, producing
"rdW’matérials'which are common to various ihdustries. At this point the
heavy chemical aqd metoel industries areliqtfoduced.- This stage has just
‘been reached by countries such as Mexico, Brazil, Argentina, Chile, and to
a lesser extent;'COlémbia and Peru, The devélopment of a market for the
heévy industries, however, does nat depend on the completion of all the

previous stages of development, Cement provides an example

Jof 4 heavy
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of a heavy industry which, at a relatively early stage in the development

of these countries has found a market sufficiently large to justify the
establishment of units of an adoquate. size.

Another example is that of electricity, which, apart from being
itself -a product of growing consumption, is also an important factor in
various industries. Its rate of development is on a level with the
highest attained in any of the productive occupations of Latin America,
Between 1945 and 1950 production (KWH) increased by 40 per cent in
Mexico, 52 per cent in Brazil, 62 per cent in Chile and. Guatemala, 72
per cent in Colombia, and 133 per cent.in Venezuela. Nevertheless in many
countries the increased production was barely sufficient to meet rising
demand ., : .

These stages of industrial progress follow logically the normal
absolute and per capita growth of the market as well as the different
status of technical ability in each country. Industry in the various
Latin American republics has in the post-war period reached fairly

advanced levels both in. each separate stage of development and in the

. various stages, passing from one to another at different rates, in a

measure corresponding with the presence or absence of the three main
factors mentionéd earlier in this chapter: the level of income, the
availability of foréign exchange, and government policy.

State intervention has been the essential factor in directing the

course of Latin American industrial development since the war.

Goveérnment intérvention in industry has altered the course which
development: would have followed if official suppvort had been granted
without -distinction; if, for instance, -industry were protected against
the competition of all foreign imports by the ievying of uniform ad valorem
duties, or all the *industries were granted the same credit facilities or
the same tax eiemptioﬁs, etc., In granting protection to industry
Governments have been guided by a number of criteria, which often lead to
the same conclusion, That is to say, they have protected industries in
which private enterprise could not or would not ih&est, either owing to
shortage of cabital, or to the absence of technical capacity, or because

/of a lack of
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of 2 lack of knowledge of the morket, or, finally, because of the limited
margln of profit which it was deemed advisable or possible to allow,
Industries yielding the greatest sevings in foreign exchange hove been
protected, 2s hove those offering wide employment possibilities and .
producing goode, the general consumption of which is socially desirable..
Direct inveetment by the Stote hns corresponded closely, to the
availability of prlvote qultol and the attitude of the investors., In
Argentlnu, as stated, where savings were largest and investors adopted a
more enterprlslng attitude, the State has done little direct financing,
Adequate condltlons for the development of industrialisation zlong
certain lines would appeﬂr to be locking in the majority of other countrles.
The problem can best be explalned by the following example: the Chilean
iron ond steel plant at Huachipato, which was only recently inaugurated,
thus for has cost 85 million dollars, thet is to say, approximately -
3,500 million Chilean pesos, or 4.6 per cent of annual national income in the
period 1947-49, This would correspond to a 10,000 million dollor
investment in the United Stotes., If the per ‘capita level of income is
.low, that of the capacity to save will be correspondingly low, and -
consequently theé difficulty of obtaining such investments becomes.
prOportionately:greater. When, for instance, the establishment of a
cement factory,for en electric power station, of a given size (efficiency)
is propcsed in o country with o population of approximstely one mllllon
inhabitants and 2 per COplt“ income level which is -considerably lower then
: thet of Chile, the problem assumes similar proportions, The installotion
of the electric power station at Rio Lempr in El Salvador (the - pOpulntlon
of which is sllghtly more "thon two million dnhobitents), clearly
illustrates the dlffloultles encountered, Here 'is a country, w1th
favourable bolance of trade during the whole of the post-war period,
where there is no inflation worth mentioning and which is wenlthy by .
§Central Americon standords, with a great inequality of income
'(thus favouring the capacity to save). “The capital market in A
El Salvador is practically unexploited and therefore has o substantial
degree of liquidity. The problem consists of raising funds with which to
make an investment of 17million dollars on this market, The shares
are backed by a series of first-class guarantees given by the Government, the..
/Central Bank
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Central Bank and the Internationcl Bank for Reconstruction_ and
Development, and the scheme has been cleverly advertised., Yet, despite
these conditions, public subscription to these shares (including.
purchases by official institutiens) did not exceed 2,3 million dellars,
or, in other words, 14 per cent of the totol investment, It would
appear thet if the instollation of these large~scale units is deemed
advisable, stote intervention (mr that of foreign capitel) is practically
indispensable.

In the majerity of cases the resources available for capitelization
are severely limited. Undoubtedly this adds to the responsibility of
Latin American governments os regords the selection of investments,
since they must toke measures to ensure that such funds as are
avnilable yield the maximum advantage to the community.

The fact that industrial investments are largely dependent on
the nvailability of foreign exchange has frequently influenced the
guiding principles in the case of such investments. Government
protection in the form of taox exemption or preferenticl rotes of exchange
for the importation of machinery, etc,, has therefore, ns 2o rule,
tended to be more liberal towards industries processing domestic rew
moterials, In the some woy, o considerable number of large-scale
industrial projects, executed during the post-war peried, have been
carried out by meons of foreign leans without which they could not
have mrtericlized. The programmes for which leans have been requested
are 2lways submitted to careful scrutiny by the lenders, some hoving
been rejected because they were considered unsatisfactory. That is to

say, foreign credits have not been granted for every programme submitted.

Some projects have not even been submitted to possible lenders for consideration,

and were abandoned because it was not considered that they would prove
acceptable, To a certain extent, therefore, the directives of large-scale
" industrial programmes have depended on the possibility of obtaining
foreign loons for this purpose.

The exchrnge problem involved in‘the question of government

protection will be.considered elsewhere in this report.

/ihdustrialization and the
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Industrialisation and the Capacity to Imoort ‘ .
In countries which are still im a orlmury stage of development the

1n+roduct10n of -domestic foodstuffs and textlle 1ndustr1es bccomes

'1mperat1ve once- the’ cap301ty to import” ceases to expand. " Slnce it is

‘not p0551ble to inmport the 1ncre sing volume of foodstuffs ﬂnd textiles

required by the grow1ng pOpuluthn, the only alternatlve is' to establlsh

-doméstic oroductlon of these goods or else alternatively lower the standard

-of 11v1ng of the pOpulatlon. The. trend of events in Brazil offers 2 good

“11Yustration of: thls p01nt. At the beginning of this century, foodstuffs

»and tex+1les constltuted 50 per cent of Brazil's imports.’ Thls perlod

' 001nc1ded w1th the flrst CrlSlS provoked by the over—productlon of

coffee. ”t tre same tlme the per capita capacity to import contracted

: caus1ng a relative shortage of imported goods, which fostered domestic

" production. This trend which in the past was dependent on factors affecting

the market can now be ﬂttrlbuted in part to deliberate measures taken
by governments to foster prlvate enterprise. ThlS attitude of governments

is -also guided by the fact that if shortages are allowed to prevall too

.long.’ the general impoverishment may discourage private enterprlse; and"

- that, in any case, the shortage of savings and the psychological attitude

of the Latin American investors are not favourable to the investment of
the large.mnounts;of capitel required to improve the situation.

Some of the ﬁatin american countries are still in a preliminary
phase of‘development in which foreign exchange availabilities are, so -
to speak, monopolized by the'requirements for foodstuffs and clothing.
This constitutes a hindrance to subsequent development. The need for these
countries te increase their production of foodstuffs and textiles, in
order to meet the growing demand of an increaslng population,.arlses from
the fect that in the absence of domestic production, demand tends to ..
absorb 5n”ever—grdwing proportion of foreign exchange availabilities.
This occurs because the capicity to import does not expand at the same
rate as the pOpulatlon and, therefore, at the same rate as 1ncomez in
the maJorlty of the Latin /merican countries. Such for ‘instance is the
case of BOllVla where foodstuffs and textiles made up 37 per cent of total
imports for tne perlod 1938-39 and 46 per cent 1n 1948+ Venezuela. has been

t v S /able, due
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"‘able, due to the lntense—cevelopmoﬁt;cf-gmpert capaclty durlng the lagt

ten years, not only to maintain but also to 1mprove the nutrltlon standard

of its population by means.of imports. Foodstuffs and textlles, whlch in

1938/39 represented 22.6 per.cent..of the total value of 1mports, rose to 26.6

per «cent ‘in 1948/49.. .The- fact that the greater proportlon of the Venezuelan ‘

Dévelopment “Corporation?s (Gorporacidn -Venezolana .de Fomento) 1nvestments g
has ‘béen .applied to agriculturail. occupatlons is 1nd1cat1ve<of that government‘<
‘intention to guard against the pessibility of an eventual drop in forelgn
exnhange recéipts.which would cause a lowering .of the level of food
-consumption, .The Mexican policy .of self—suff1c1ency, with regard to such
foodstuff's.as maize, ‘beans (ﬁrlJoles),‘sugar and wheat (whlch has actually
"been svecessful regarding beans and .sugar 1n ‘the past few ycars),gshould be
“interpreted .as.an endeavour o avoid -the use of for01gn cxchange for ‘

' imports «of ‘these products which.were .often necessary in the(pust follow1ng
‘the frcquentlpoor*hervcsts. «Since in nearly every«Latln Amerlcan countny,
‘the capacity.to.dimport has .of Jlate grown more slowly than the populatlon the

"1repldcement -of 1mportcd textiles and foodstuffs by -demestic sub51tutes 1s

“.not only a‘basic.condition. of developmcnt but -is essentlal in order to

prcvcnt a deterioration -of ‘the - prescnt low :standard,. of{11v1ng of the

c

-'possn.bleo
"Insofar as cconomi-c devélopment is. concerned, such . .progress is necessary
©in order to “ensure.the  incrcase and- dlverm.ﬁcatlon of ccnsumptlonova' a grow.mg

.proportion-of.the population, .- The 1ncrease of. dcmand arlslng from the
.process.:of “development, soccurs at a .greater rateAln,regardwto productslotner
.;than,foodstuffs;fthet:is:toisey,‘industrialgpro@ucts'and:services,(ﬂnich‘

:depend~on*manufacturedngoodsl. AAs_aAresult1of;this;progress,_and'the

"-‘limited”perncapita‘capacity to import,-tbefreletive shortege increases,

-giving rise’to .the. establishment. of industries which constltute the flnal
steges«of the manufacturing . process.- .The development of a pharnmceutlcal

- infustry. which at: first.was largely- dependent on seml-manufactured 1mported :
‘materials, .and. thezdevelopmont of .a machine 1ndustry cmploylng senu-manufacture

{ imported metals .or: restrlctcd'to assembllng parts mdnufactured abroad are

B _exampl:e@&:thmfc rend...-Development in. thi s;,‘,q:,a.re ction, ,l,S. -perwuenced

., /by the_shortage
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-wu“‘by;tﬁe“shortage of sevings and progress is achieved in thoss ectivities
which entail only -2 moderate capital investment. The lack of technical

. knowledgc also 1nflugnces the course of development by cncouraging-the

' growth of those occupatlons requiring relatively little administrative and
dlreetlve capac1ty and a minimum amount of highly-skilled labour. By this
means it is possible to conscerve foreign exchange availabilities which were
fermerly used.up in importing the ccmponent parts of these goods and so
obtain a largerlvelume of availsable goods with the same amount of foreign
exehange. An industrial structure of this order, however, depends
fundamentally on %mports of foreign goodsi/and reaches its maximum limits

" in the capacity to import semi-manufactured products, In order to raise the
standard of liviné, (and assuming that impoft capacity does not increase),
economic dcvelopment at a higher rate than thut of the growth of the

' population will 1nvolve reducing expenditure of foreign cxc hnge without
prejudice to the 1mport of materials which are essentia 1l to maintain
'productlon of nationally manufactured finished goods.
‘ Argentlna has recently encountered difficulties in the netallurglcal
1ndustry, in the manufﬁcture of basic chemicals, etc. as a result of this
problem, nd in the study "Hechos y Tendencias Recientes de la Economia
Bra311eng”.(ReCenp Lvents and Trends of Brazilian Economy) it is pointed

- out theﬁ Bfnzil may also h;ve to find a .solution te'ﬂhis basic problem.

' Governmenta851stance in the development of the 1ron and stecl indnetrics

in Mexico, Brazil and Chlle, and also in the development of a heuvy

_chemlcal 1ndustry, is also Justlfled by the above reasonlng.
: ] ‘

_/ This’ dependence is twofdld: It hinges on the supply of products themselves.
and on the productive factors involved in the final stage of processing.
This second aspect of the problem is of the greatust importance to many
Latin American countries, which in pericds of substantial foreign exchange

. receipts have réstricted imports by means of controls -allowing the entry
into the country of only strictly essential elements for the maintenance
of industrial actitivy. = If the capacity to import of these countrics ‘is
reduced, there remains only & narrow margin for reduction of imports, in
order to maintain the supply both of irdustrial goods, of domestic ~vigin
and of the products necessary for their manufacture.

/It is often
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It is often left to the governments to take the initiative in ~
carrying out plans for these wngngtries,.sometimes directly and ~taor *3H€S
by encouraging private invesﬁors through the granting of SPeéiﬁl racilities,
State intervention is not aimed at altering the couree of private enterprise
when favourcble conditions prevail. The Latin American governments are
affcctcd by fluctuztions in the strength of the market to as great an
extent as private 1nvestors, though not alwqys in-the same way. That is
' to say, governments and monetary authoritics exporlence the pressure of the
" merket in the difficulty they encounter in providing foreign cxchange for
what are considered essential purposes, Though at times their decisions may
be influenced by certain c¢xtra-economic factors, there can be no doubt that
the capacity to import is the decisive factor detemining State invervention
'in‘industrialiéation. Should the gowernment not lend its support to this
*~-s3lopment the shortage of goods in proportion to the population would be
still more acute. The establishment of the so-called basic or "key"
industries on an sconomic basis with the present supply of technical skill,
is dependent on £he availability of dcmestic raw materials, substantial
capital investﬁeht'and a'high level of éemand. Few Latin American countries
fulfll these requlremcnts. Thesc countries are today faced with the
urgent need of flndlng substitutes for imported raw materials in order to
maintain the rate of their development. The present shortage of basic
products is largely rcsponsible for the stagnation of development in certain
Latin American countries, The recent attitude of the Colombian authorities
- controlling exchange is important in this eomnection, The mcasures
taken include restrictiuns on forcign cxchange for imports of machinery, if
the use of such cquipment also involves imports of raw materials. The
Colombian Government's decision tc cxecute the ireon and steel mill programme

at Paz del Rio, despite unfavourable repérié.on the competitive r-—-

/of the indne*-v

o
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- of the indusfry as compared witﬁ imported go»ds is also significant.
The Latin American countries recognize the nced for a wider market
than that which exists in the region in order to ensure the economic
operation of plants for heavy industry and this need has been advanced as
an argument in favour of certain forms of economic integration in Latin
America. The "Flota Gran Colombizna" (Greater Colombian Fleet) provides an
idea._ of the importance attached to acquiring an optimum unit in view
of market limitations, | ‘
The development of industry has, to a certain extent increased Latin
American dependence on foreign trade because, though more p;oducts can now
be obtained within the area, the soeial repercussions of an interruption
'in imports would be more far-reaching than formerly.,IThc’nqn-availability
of goﬁds caused’ by an interruption- in imports would be less eevere, but
a sericus prcoblem of unemployment wculd arise, in additipon to the non—employnent
of domestlc productive factors whlch could not be absorbud by a
self-sufflclent sconomy. This occurred in the past”when exports of primary
and particularly agricuitural'goods'wefe bestricted.. The cevelopment of
industry) with its-dependence.on imports of raw ﬁaterials, has therefore
‘ 1ncrease@ Latin Anerlca‘s social dependence on forelwn trade and created a

problem which cdnnot be disregarded.
‘ J .
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CHAPTER IV .. MINING

~ While industry in Latin Zmerica is mainly directed towards the
domestic market, and agriculture is divided between domestic
consumption and export, mining is definitely directed towards the
latter, The extent of industrialisation in Latin imerica is still
. too limited for any other eourse. Undoubtedly, with the progress
of industry, the processing of metals within the countries concerned
is on a larger scale today than it was before the war and this is
one of the salient points of the industrialisation policy of Latin
Amefica; but, so far, the general ﬁre—war situation has not changed
fundamentally.

The production of the maJorlty of the most 1mportant industrial
metals, and of their respective ores, reached a high peak during the
war and.cpntlnued at a high level thereafter, suffering only temporary
setbacks dufiﬁg the b:ief,l?héireCession, which lasted until controls
in the United States were relaxed and civilian production wes resumed,
and again during the slight U.S. depression in‘l9h9.l/ In Latin
awerica, however, with certain exceptions, there have been no substorc?--
increases in productive capacity, in spite of the existence of naturas
resources which could be developed without any great financiad outley.

The expansion of existing workings, or the opening up of new ones,
involves a considerable capital commitment which the countries
concerned cannot meet, while foreign companies engaged in this type
of activity have preferred to invest in other areas, principally in

1/ This generalisation does not apply to tin; the controls and
limitations on the use of this metal were not lifted until 1949,
at the beginning of the depression of thaf year in the Unitcas
States. Furthermore, the heavy buying for strategic reserves
makes it difficult to foresee clearly the market for this
rarticular metal,

/the United States
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the United States and in the British Dominions and Colonies (to which
may be added French Africa in regard to' lead and.zinc), Fairly large
foreign investments have beeh and are being made in some 'sectors, but

with the exception of ferrous metals (iron and mahganese) the sole-

‘object of most of these investments is to maintain the eutput of

certain mines ai its present léevel, rather than for purposes of
expansion, ~ This is certainly the sase’of thé largest copper mine
in Chile.: | RS '

The producfion of very few minerals is as high tdday as it was

during the Second World War, and. in some cases it is lower than it’

‘exhdustive nature of mining, and the relative limitation of investment,

In fact, there are few deposits in.the world which can be worked for
generations; in general mines are worked out after a few decades, -

In the Latin American countfies which have rich mineral deposits

. ‘there 'are, with certain exceptions, sufficient knowr new deposits in

which mining activity could be concentrated, ‘ThereAis, howsver, 4 -

~need for capital investment, especially in view of the fact that
‘investments for the development of new mines are generally used to

.modernise installations and in order to intreduce the mest modern

technique. Consequently, mining productlon is never stable, the

“-increase or decrease in output dependlng upen the ratie at any glven

wtine ‘between the numher of new mines belng exp101ted and the number

being abandoned or worked-out
Before the events in Korea, the failure te open up new mines
was causing a'decline in preduction, New iron mines, in spite of

considerable investments, <could not compensate for the loss 1n some

'of the non-ferrous metals, due to the low unit price of iron ore,

During this period, there was also con51derable expan51on in the
mining of other metals, m31nly in the United States and Africa, and
both factors were combining to reduce the share of Latin American
mines in future world production, - The yiélding up te other produoers
of part ef the market qﬁotas fbrmerly~filied byuLatip-America,wand“

the failure to expleit virgin deposits known to be rich, signifies

/many years delay
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jmany years deley in the utiiizatioﬁ bf available resources.

The fact fhat the largeﬁforeign mining companies have not invested
in Latin /merica is attributed by them to 2 number of factors, which
include: restriétions on the impcrts of items necessary for production
and on tﬁe ;emittanée abroad of profits on service and capital; insecurity
regerding lébour‘conditions; excessive taxation; end; finally, the
existence of taxes the emount of which is not clearly defined in the
laws which introcuced them znd which automaticelly increcse in proportion
to tte infletion in the verious cantries.

In & few cases, which are the exceptions, there is also a shortage
or a progreésive impoverishment of the mineral reserves necessary for
the installation of new workings. Undoubtedly, however, the most
important factor is the exclusion of Latin /mericen mineral products
from meny merkets, coupled with the increasing tendeﬁcy'for the
consumption of industrial metels to fluctuate according to the cyclic
variétions.of industrizl activity.

‘ This depéndence of metal consumption on cyclic variations affects
21l producers, but perticularly Latin fmerica, end the importemece of
this factor to the mining countries werrants a more deteiled analyéis.

In 2 study made by this Commissiond of the conditions affecting
the principel industriecl metals, it was shown that the consumption of 211
except aluminium, which™is of no interest to Lotin Lmerica, hes shown
2 constant though ot times fluctuating decline” throughout the last 25
years ond thet consumption is still dropping.

' The f2lling off*in demand is due t® meny conflicting fectors, which
differ in each case. In general, howevdr, the increasing use of plastics
end 2luminium in place of copper, tin, lead and zinc in the menufacture of
many consumer” goods, both dureble and non~dureble (céntainers, cutlery,
household utamsils, etc.) is en importent factor. Metals are being
reserved morc end more for the manufacture of copitel goods, the

—

" 1/ Hechos y téndencias redientes de la minerie de”los mctales : (
industriales, 1950.

/production of which
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production of which is subject to more pronounced cyclic varintions

" than is the case with consumer goods, The instability is increnséd

by the growing influence of scrap metal in supﬁlyingAﬁhe markeéts. In

the case of zinclthe importonce of secondory metal is still 'slight,
-representing only 10  per cent of the total, but in the case of lead the
figufe is 4O per cent, whilst copper and tin fgil between the two. The
cost of refining scrap is very low, so that iﬁ is not.greatly affected

by drops in prices which tend to paralyse marginal mining during =
depression, Furthermore, during f:lling-off periods, o number of
establishments cease to operate and the cmount of secondary metal
employed ‘1s thereforec greater. At these times‘virgin metél‘coﬁsequently
tékes o marginal place in relation to secondary.mctals, and siﬁce relotive

impoftance of- secondary metals increases within the totel éupply,iit

) mhy be inferred thot future variations of industrinl abtivity will affect

the demond for virgih metal more than the demand for the secondary product,
"“This situation, while affecting cll producers, will be particularly
acute in thé case of Latin America duc to the increases 1n productlon

which &re teking -place within fhe consumer markets. In the United States,

“_ which is at’ prescnt the principal merket, plo nts are being installed ond

mines brought into operation in order to increacse production within the
next few years to ~pproximately LG per ceﬁt over the l9h8.fiéure. The
cost of working thesc mines will be high éompared with pre-war mining,
either because the grade of ore is low, because it h&s td'bg égﬁracted
from.great depths, or because of other technical compligations; In any

case, their total production will not be sufficient toAmcet United

© States requirements ot penk periods, ond at such times the United States

will ég ain have to.import, espuc1"lly from Canadsa "nd Lotin America. L

On the other hond, during depressions, the productlvc Cﬁpnc1ty of the

United Stotes will more than meet demond, nd past experience shows that
at such times tariff protcctlon is 1ntbn31flcd '
' "~ A similor situation-is arising in. the Stcrllng Are~ w1th regard to

copper :ﬁd»zlnc, but this docs not offect lend ond tln, which this arer

l/ Tin must be excluded from this conclusion because the United States
has no domestic supplies of this metal,

/has 2lways exported
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has 2lways exported in considercble quontities., The increase in
industricl activity envisaged as a result of the Morshall Plan will
probably raise the demand for copper and zinc to such an extent that,
in spite of the substontial expansion of the mining industry, the
Sterling Arec will probably continue to be o potential importer of
small quantities of these materials during the peak periods of future
cycles, As in the cese of the United States, however, there will.
probably be surpluscs availoble for cxport during depressions and,
therefore, unless therc is some definite international agreement Latin
Americo cennot expect to mointain her market for copper and zinc to
the Sterling Arer during thesc periods at the same level as during
peak periods.

The situation with regerd to the industrial countries of Western
Burope is lcss pessimistic from the Latin American viewpoint, though
still complicated. In spite of the efforts made to increase production
in Continental Europe and in French and Belginn territories in Africa,
Western Europe still needs to import metols ceven during depressions,
although in much smoller quantities than during peck periods,

The mining production of Latin Americo is therefore more dependent
than other sectors of its cconomy upon the rise and fall in the
industricl zactivity of the major consumers. When this declines there
is a drop in the production of copital goods which in turn affects metal
imports, and this is reflected in both the prices and the volume of
Latin Americon cexports,

Since Latin American imports ond economie development depend
largely upon the export of minercls, these will in the future be
influenced to a greater degree by cyclic variations affecting the
industrial countrics which buy these minerals,

In the past, particularly before the great depression, the United
States, teking cdventage of low production costs, inﬁested heavily in
Latin American mines, with the principel object of exporting production
to Europe., This type of investment has almost completely disappeared
since the wer, Lotin American production from the lorge mines operated
with foreign copital is now almost entirely destined to meet the /
deficiencics which eccur in the production of the large consuming

/countries or
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countries or their depcndencies: .

The fact that the consumption of mincrals has increased in some
of the great mining and impqrting‘counﬁries; and that reserves have
diminished while production costs have riseh, has not substantially
altered this situation, which has been developing siﬁcé the 'thirties,

During the post-war years there hoave becen no ¢hanges in owﬂbrship
of the mines producing the principal metols, Only in Mexico has an
important mine passed into the honds of nationals, but on the other
hand a grect effért is being made to encourage”small and medium-séale
mining by neotionals, Protection of nationcl mining has been achiévad
by various means, such as tax exemption, reduction of taxeé, preferential
exchonge rates, credits, the installation of concentration plants, and
by compelling foreign firms to work on a toll basis etcetera.

Peru and Bolivia arc probably thCiCGHHtriGS'in which these efforts have
progressed farthest and have been the most successful.” Ta addition to ‘
the assistance given to the small producers of tin, gold, silver, etc,,

~ the vorious miners' banks have established a sma%l lead—mining industry
the production of which is growing in importance. . o

The protection of the small and medium mining industries streéses'
the increasing significance of merginol foreign exchonge income in
the Latin American countrics, and 2lso the difficulty of'finding
remunerative employmént for the increasing population (a coﬁsequence of
the low rate.of capital formation). The small mining indusﬁry, which
does not generally extend beyond the process-of concentration ond only
in exceptional cascs includes the refining of metals, is exposed to -
more severe fluctuations than those which'affect the prices of the métals
themselves, Furthermore, they cen seldom'tfade independently, since the™ -
scle of their pfoducts is bound by contracts with the large companies
which control the world markets.

With regerd to secondary minerals, the Export-Import Bonk has
granted & loen of 30 million dollars for the devclopment of a manganese’
project to o Brazilian company which receives technical assistance from
a large United States steel firm, This scme Benk announced, moreover,
in March 1951, that it is prepared to grant loans for mining expansion

-..and has-suggestod_to-various countrics the .advisability of studying the
/intensification of
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intensification of sulphur production, In general, these secondary
minerals for which the market expanded considerably during the late
war, and subsequentlyideclined, have begun to recuperate with the

recurrence of re-armament.l/

Excluding petroleum, the proportion of minerals in the exports
from Latin America has fallen from 15.3 per cent.in 1936-39 to 9.3 per
cent in 1946~49. If petroleum is included, the percentages ore 30.8 in
the former period and 25,5 in the latter.

In the countries where minerals constitute an importont factor in
the balance of payment, there have also been changés in the proportion
of exports, some of considerable importance; as in the case of Mexico,
where fheffigure fell from 77,7 per cent of the total exports in 1936-39
to 36.8 per cent in 1945-49; in Peru the decline wes from 59.6 per cent
to 34.5 per cent; in Chilc from 78.5 to 77.9. On the other hend in
Bolivia minerals showed an increasc in the proportion of total exports
from 91,6 to 96 per cent.

Before the war (1936-39) Mexican exports of minerals amounted to
8.7 of the total for Lotin America, whilc in 1946-49 they accounted for
only 7,2 per cent, The diffcrenceé are even greater ifl the post-war
period, ’

The following is a brief description of the pdsﬁiwar situatioen with
regord te the chief minerals produced in Latin America,

Copper,

Dufing the period 1945-49, the dverage annual production <¢f Iine
copper in Latin- America was 525,000 metric tens, compered with 447,000
in 1938, That is to say, there wos an increase of 17 per cent, The
highest figurc was reached in 1945, with 582,000 tons, and thc lowest
in 1946 and 1949 (average 473,000 tons), In 1946 the drop was mainly

}/ The increase in the demand for sulphur docs not orise from armaments,
but from the agricultural requirements in the United States, and the
change in the industrial structure which is teking placc in Europe.

/due to the
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due to the.effect of strikes in the Chilean mines and in'19h9'to phé

United States recession. The velue of the production, which was
98:7 million-dollors in 1938 averaged 200 million dollsars in.l9455ﬂ9,
with o maximum of 264 million in 1948 and 2 minimum of 12 miliion_'
in 1946. . I s |
Aport from the present international tension, the maiﬁ.factors
affecting minerals in Latin America, tcken in order of international
Amportance, are: }the declining importance of the traditionai European
copper-markets since the war, and the greater dependence upon the
United States mar&et. ‘This is partly due to the increased ihdustriﬁl
activity in the Uﬂitod States, to which the consumption of'COpper‘is
closely related, 'In addition, if the European programmcs for ihdﬁstrial.

development planned in 1648 and 19A9,aré carried out, the consumption of

_copper must increasc.  These facts point to an increase in the demand

for copper in the ceming years, However, both groups of consumers are
beinglsupplied in ﬁncreasing quentities from sources within their oﬁn
countries or theiq.depgndencies;k T | ) N "
On the domcsgic'&ide, somc of-the Latin lmerican minefal deposits.
are gradually bein% extisusted, while there gre not sufficient projects
in hand to maintaiﬁ.the:present lgye} of cutput, Still less available
are thé,megns to eﬁ@and production_by eﬁploifiﬁé phe numerous deposits,
the riéﬁhe;s of. wich is alrecady known. With thé present high rate of

demand'and cxisting prices, rcsultiﬂg from tre high consumption of copper

. by .civilian -indystrial activity and.th< manufacture of armaments, it is

. certain that procuttion and exports will maintain a maximum level so long

T

l/ The United Statés, which consumed 1,105,000 tons of virgin.éopper,iﬁ."
1948 and produced only 775,000 tons, expects-to produce approximately
1,080,000 tons in 1953 as a result of new investments, Western Europe

b
including the United Kingdom (and dependcncies in both instances)

_. .——consumed some 820,000 metric tons in 1948 and produced 557,000, With

projects now going forward, mainly in Africa, (as has been stated)
it is expected that o production of 910,000 tons will be achieved in
19530/ '

/as this intense
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2s this intense activity continues, ‘

After the "unfreezing'" of the price of 11,771 cents U.S, per pound
in 1946, thc price of copper began to rise, and from February 1947 to
April 1949, it held at over 20 cints, often rising to more than 23.4
cents per pound. At the beginning of 1949 the first indication of the
chonging situation in the non-ferrous metal market was a substantial
drop in the demand for lead 2nd zinc, "n the case of copper this change
was not at first so evident due to a strike which occurred in the United
States mines in Utah, but by Merch the contraction of the market was
apparent and prices began to fall, dropping‘aS'loﬁ as 16,525 cents per
pound in June, In August, when the stocks 'held by the refiners were
exhausted, prices began to recover, In October of 1950, copper was
quoted at 24.5 cents, at which figure it was stabilized ot the beginning
of 1951, although transactions are still taking place on the fgrey market?
at 30 and 4O cents per pound and even higher. ‘ | ,

The development of post—war capper produétion in Latin Aﬁericg‘has
not been -thé same in all producer countries. In the case of Chile, the
most important, the low produqtion figures in 1948 dnd 1949 were due
firstly to strikes and secondly to restricted production, (This restriction
was voluntary on the'part of the foreign’firms,'While the national
concerns, although they incrcascd their output, could not make up the
drop in production),"Production in 1946 was on the whole good‘in the
majority of the dther countries, though in Peru there was a sharp
decline (22 per cent) which was due to the gradusl closing doﬁﬁ of the
old refinery at Oro&a and its replacement by a new plant which began
to operate during the sccend half of 1948, 1949 therefore appears as
a.year of considerable recuperation in Peru, while the remaining dountries
in the region registered o siight decline. ' '

The importance of copper' was greatest in Chile, where it provided
56.2 per cent of the total foféign oexchange receipts from exports in
1946~49 as against 66.8 per cent }-in 1936~39. Peru ranked next with

5.4 and 9.8 per cent respectively for the two periods, The great

r—r

1/ Percentage of the nominal value of cxports.

/interest which
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”

interest which both these countrics have in maintaining their copper '
exports, is explained by the fact that their capacity to import depends
largely on thesc exports, The Peruvien policy in regerd to the
devaluation of the .sol was induced by the fact that it was uneconomic

to export mincrals at the old rate of excﬁénge. (After the aevaluation

in 1948, exports fecovcred rapidly). "Chile, faced with the threat of a
decline in proauftloﬂ, granted to the foreign companies a more favouruble
rate of exchange for the purpose of new investments in the copper
1ndustryl-thdn Lnat granted for operating expenses. Small scale
national mining 1pdus~rles are 2lso granted special rates of exchange.

In.geneval,.however, the investments which were planned .in 1950
in Latin America do rot suggest that there will be any immediate increase
of importance in production; in fact there will probably be a tendency
to decline until 1952, after which moderate increases may be expected,
The'only investrment being undertcken to increase production is in
Metahambre, Cuba, but the annual increase anticipated from this outlay
is insignific~n* 72 NQC “ons) and it is more than offset by the
reductions in output of other mines and other countries, If military
requirements reach 2 stage where considerafions of costs and conservation
of deposits teke ;eCOnd‘place, Latin American production may increase
by between 50,000land 80,000 tons per year by means of forced extraction
in certain mines. . '

Substantial éapital ‘nvestment would undoubtedly change this outlook,
particuldrly in Chile where production could be doubled with the addition of
new installaticns ~which would cost between 200 and 300 million dollars,

In Februaryvl951 conv.rsations werc entered into between the Government

and foreign producers cn this subject,

Lead. The avcrage annual production of lead in Latin America in the
years 1945-49 wa: 285,000 tons against an average of 330,000 tons in
1936-38. Tni: W@a‘u&m;va:;.ﬁ L2 tro average declinc-of 45,000 tons in
Mexdiean producticn, which fluctuates sharply, In the postgwmr period it

fell to a minimum cf 1/0,000 tons in 1946 and rose to a meximum of
223,000 in 1947, with 220,000 in 1949. The Mexican share of Latin

l/ The new investments contemplated in one of the mines amounts to-
170 million deollars over ten years.

/American lead
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. American lead production—has fallen from an average of 78 per cent in

1936-38 to 69 per cent in 1945-49. In Argentine and Peru production

appears to be stabilized) while in Chile and Bolivia it is on the

-~

* increase. Iﬁ‘spite of the foregoing, Lotin America's contribution to
world productlon has increased from 19 per. cent in 1936-38 to more than
25 per cent in 1948-49. (Mainly due to the fall in European productlon)

* Mexican productlon and exports have decreased since the wa
partly due to the exhaustion of certain mines which have not béen .
replaced by others, and‘parfly due to difficultiés in transportation of
the ores and e&uipment, as well as to strikes and stoppageslcaused §y
labour: disputes. In 1950 conditions appear to have improved in fegard
to transport and labour. A close study of ‘the Mexican picture shows how
the -decline in prodﬁction'experienced during the post~war years‘could
easily be overcome by the'opehing—up of new mines, Investments are being
mide with this end in view, but the mines in question are not yet in
production,’ The fall in ocutput in 1949 was also partly due tb a'spontaneous
reduction caused by the accumulation of stocks and the low prices
prevailing from March of that year until October 1950, o

The -greatest increase in lead mining since the war has taken place
in Peru, stimulated by the high prices which prevailed from 1947 to 1949.
It is'interesting to note that the greater part of Peruvian prqducfion
comes from the growing number of medium sized mines, working with
.Peruvian capital aided by the Banco Minero del Peru, which has also
established flotation plants. In addition to'this! La Cerro de Pasco,
which is the largest company in the country, is carrying out a seven year
programme 1nvolv1ng the investment of 25 million dollars, of which seven
million will be prov1ded by the Export~Import Bank.

“This is the only 1mportant investment programme aimed “t increasing
lead production being carried out -in Latin America at the present time.
The increase which has taken place in Bolivia is due to the protection: .
given by the Banco Minero-te the small mines, which has enabled them to
increase their ﬁroduction from 2,400 tons in 1945 to 16,900 tons in 1949,
The latter figure represents 64 per cent of the entire production of the
country. In Chile,.although the percentage increase is considerable,
the actual increase in tonnage is insignificant,

/The wcfld demand
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The world demand for lead is not so clbseiy related to the

" re-armement progrimme zs is the case with other minerals, and therefore
the world consumption will largely depend upon the extent to which this
progromme interferes with civilian activities. However, restrictions
placed on the use'of copper, zinc and aluminium will result in a greater
consumption of lead, which will be used to replace these metals in the
manufacture of many articles for civilian use,

In reviewing lead consumption as 2 whole, it is interesting to note
that the technological changes which ceoused 2 reduction in lead
consumption for mony purposes (in the United States) took place before
the last war, but, with few exceptions, the substitution of other -
products for lead ceased in 1945, On the other hand, the post-war lead
consumption in the United States is almost double the pre-war figure
" for those purposes for which its use is on the increase. For example,
the 19,6~48 lead consumption for the manufacture of electric batteries,
in the United States was 137,000 tons greater than in 1936-38, and the
percentage increase in tho production of lead tetra-ethyl has been even
greater, The tctcl poctwar conrmption in the United States,although 400,000
tons higher than the immediate pre-war peried, is only 150,000 tons
greater than in l927~29.;/

_ Although this increase is not remarkable when compared with the other
period of great prosperity in the United States, it is of great
significance to Latin America, since before the war the United States did
not import more than 5 - 6 per cent of its total consumption, while .since
the war imports have constituted a considerable percentage (32 per cent
in 1946 and 49 per cent in 1949),

United States lead production, which is costly, is tending to .
decline, with no improvement in sight, The balance available for export
from the Western Hemisphere has fallen from some 420,000 tons in 1936-38
to 115,000 in 1946-49. 4

— e e

l/ In 1946-49, scrap metal‘qonstituted~the'greateSt source of supply in
the United States, providing 425,000. tons as. against 346,000 .tons
produced by mines in the coumtry and 204,000 tons imported.

/On the other
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On the other hand an increase in production may be expected in the-Sterling
Area (due to ?he.invéstmentsAbeing made in Australia,Rhodesia and .South West
Africa). It.is also probatle that a greater quantity will be mined in Algeria,
Morwocco, Ffenqh Eguaﬁérial:Africa, Tunis and the Belgian Congo. This

" increase in productive capacity outside .the Western Hemisphere is being
achieved with the assistance of private United States firms and European
Governments using Marshall Plan Funds. As in the case of copper, the

decline in L@tin America;s share in world prodﬁction as a result of the
increase of mining in Africa and Australia will make the lead export

trade morejvulnerdble to economic cycles,

Zinc,

The mining of this metal has increased in Latin America since the
war,.put it has not yet reached the level of 1945, the last year of the
war. All producer countries have had a share'in this increcse, in varying
dggreesék : '

In absolute figures, the average production was 192,000 tons in
1936—38 and 227,000 tons in 1945 49. .The value of the production rose’

' from an average of 20 million dollars in the former period to 50 million
in 1945-47 and 70 million-in 1948-49,

The Latin American share in world zinc production was 12.4 per cent
in-l936-38, 18.6 per cent in 1945-49 and fell in 1948-49 to 17.6 per cent,
due to the recuperation of European production and certain increases in
Africa, “ps from 1947 Latin Americaanénductibn as a whole was stabilized,

The increase in per capita consumption of zinc between 1938 and 1948
was extraordirarily high. It is interesting to note that only in Latin
America, Australia,and New Zealand has the'per capita ‘consumption of lead
shown a greater increase than that of zinc, In many countries the per
capita -consumption of lead has fallen, but only in few cases has this

oceurred in regard to zinc. The production of alloys has been responsible

}/ The differences are partly due to the fact that zinc is produced
together with lead, the price of which has shown a greater increase,
.80 that the mining ccmpanies in the different countries have varied
the respuctive percentages where -this has been possible,

/for these greater
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for these greatef increases in the consumption of zinc,

‘The relative importance of Mexico in Latin American zinc mining
has declined from a maximum of 95 and 94 per cent in 1928 and 1929 to
a mihimum of 60 per cent in 1946, which was an exceptional year in this
respect, Mexico's average post-war share was 67 per cent. - Both in
absolute and in relative terms, Peru is the country in which the increase
in production has been greatest, rising from an average of some 15,000
tons per year in 1936-38 to 71,000 in 1949. There is also a plan.to
replace the smell pilot refinery, which has a .capacity of 1,800 tons
per year,by an industrial plant to be constructed in stages and which
by 1957 will have a capacity of 70,000 tons of electrolytic zinc.
Becouse of the geographical situation of the mines, not all the ore
will go th the new refinery and, therefore, in order to keep the plant
"working to capacity it will be necessary to increase ore production,

In the Argentine, where production has fallen since the war, and where
today the refining capacity is only 3,200 tons, a new plant is under
construction which will have a2 capacity of 15,000 tons, The Mexican
refining capacity of 49,500 tons dates from the late 'twenties.

Tin,

In 1945-49 Latin American tin production averaged'38,7OO tons,
including the high pfoduction in 1945 (44,500 tons)., However, the
problems relating to ﬁhis metal affect one country almost exclusivzsly:
Bolivia, which in the post-war period was responsible for between 96
ond 98 ﬁer cent of the entire Latin American production. The imporfance
of tin to Bolivia'is clear from the fact that it represented 72 per cent
" of the total expofts of that country in 1949, and that Bolivia devotes
o2 considerable part of her foreign exchange receipts to the import of
foodstuffs and textiles, Bolivian tin production averaged 37,557 tons
in 1945-49 as against 26,283 in 1937<39, Although this represents a
considerable increase over the pre-war figure, it shows a fall when
compared with the war period, and the 1950 production (up to September)
~ is less than the average for 1945-49,

The most importent factor in the world tin situation is the
increasing use of the electrolytic process which replaces the immersion

process in the manufacture of tinplate, This has reduced tin consumption

/for this purpose
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for this purpose by some 66 per cent. The increased caisumption in the
manufacturesof bronze and ‘brass, elthough quite important, is nnt
sufficient to offset this reduction in demand, In 1942 only 3.3 per
cent of the tinplate produced'in.the United States was manufactured
by means of'the electrolytic process,.whilst in. 1949 this process was
employed for 56.6 per cent of prodﬁction. A saving of over 19,000
tons of tin was thus effected. "

Technigal progress in the processing of tln therefore received an
impetus from:the shortage which occurred during the war, while at the
same time the use of tinfoil for wrapping was practically discarded.
The effect of the price increase which took plqpe was less evident
because the possibility of substitution by other metals (as in the case
of tinfoil) is limited. Even if the price increase had not occurred
as a result of the influence of theé international cartel, the
substitution would still have taken place since the slternative metal -
aluminium,- has always been cheaper, In spite of the fact that the
rise in the prioe of tin was similar to that of lead and zinc, there
has been a reduction in tin consumption and ensuing surpluses over
' civilian requirements, which are temporarily being absorbed by the United
States for strategic stockpiling.

The future of tin consumption is not very clear. The International
Tin Study Group which compiles careful statistics of the production
and consumption by countries eccording to its principal uses hos .
~expressed the Oplnlon that world consumptlon has fellen sufficiently to
cause o surplus in productive capacity. Nevertheless in view of the
price variations which will be described below, articles published in
trade journals express doubts regarding this theory, pointing out that
the restrictions on the use of tin continued to be in force until 1949,
The relaxing of these restrictions coincided with the "slight depression
which occurred in the United States and the exchange shortage in Europe,
These articles meintein that this was not the time for the reconversion
of plantsin order to refarm to the use of tin for those ppllcotlons'
where its advantages justify its hlgh prlce. The recovery of industrial
activity c01nc1ded w1th the events in Korea, whlch resulted in the
re-establl~hment of restrlctlons on the use of tin, and it is therefore

' /extremely difficult



Lo e E/CN.12/217
. Page 119
extremely difficult to form any idea of the extent to which this metal
"~ had recovered its old markets during the six or eight months of great
industrial activity when its use was unrestricted, '

At the end of the war the price of tin coﬁmencgd to rise, starting
at 52 cents per pound for fine metal in New York, and rising to a maximum
of 1,03 dollars pér pound at which it was stabilized f;om June 1948 to
September 1949, During this period, and in view of the news that free
trading would be established on the London tin market,.the price began
to fall until it reached its lowest monthly average in February 1950 of
74,352 cents per pound, rising again to 77°688 cents in June, The United
States re-armament programme caused & rapid rise in price to 89,715 cents
in July, and 1,46 dollars in December 1950, - .

Prices would undoubtedly have fallen to a much lower level had it
not been for United States strategic stockpiling which absorbed most of
the surplus stocks. These purchases lessened the effects which |
temporary over-produzticn, caused by the lack of artificial restriction
on supply, might have had upon the market,

In 1941 on the eve of.the.outbreak of hostilities in the Far East,
and with the prospect of the Western World being'no longer able to depend
on supplies from that region, steps were taken to siep up production with
a view to increasing stocks, In that year, due to the pattern of the
pre-war demand and to the great industrial activity‘in the United States
and certain European countries, consumption rose to the highest level
ever recorded, but mining outpﬁt excceded demand by 70 thousand tons,
or 40 per cent, Due to changes in the structure of cohsumbtion, demand
has never again reached such o high level, in spite of the intenSei
industrialiacfivity; ncr has world production,.though production in the
Far East has been recovering slowly, It seems probzble that the 1941
production level gives a fair indication of what mey be expecfed in the
future, During the wer Bolivia, Nigeria and the Belgion Congo supplied
the tin requirements of the Allied Countries, Also, in spite of incentives -
in the form of subsidies paid by ‘the United States over and above the .
basic prices, the average Bolivian productioh in the years l942-h5;was
5 per cent lower than in 1941 and 15 per cent lower than the 1929 figure.

/The»failure to
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The reason for the-failure to increase of Bolivian production is probably
to be found in the nature of the minds. In Bolivia tin is principally mined
from seams wheréas in the Far East washing is the more general method,
Production in the Far East can therefore be increased by using drédges

or sludge~pumps, while in Bolivia increased production entails

additional machinery, as well as the building of new galleries;

ventilation shafts, ctc., in many cases requiring several yearSyi

These differences, added to the uncertainty of the merket and other
factors, tend to discourage investment in Bolivia, where in the event
of-a slump heavy -expenses would have to be incurred in mainténance
in order to protecthcapital—investment'while the mines were out of
operation, In the Far Fast, on the other hand, mining production can,
be curtailed by stopping the machines in operation. '

--The average quality of Bolivian ore has been slowly but surely
deteriorating since 1929, the year in which the highest préduction was
achieved, However, recent technical improvements especially in so-called
nlarge mining" have helped to check this decline, with the result that
labour productivity was as high in 1948 as in 1940, and in fact greater
than during the war yeﬁrsﬂ This productivity, which is measured in tons
per man per -year, was much higher iq Bolivia in 1948 thon it was in the
Belgian Congo or Nigeria, Labour productivity in Bolivia fell below that
of lMalaya or Indonesia, the difference being reduced if only the
production of large and medium scale minihg is included in this comparison,
In any case, there appeérs to'be room for costncutting'iﬁ Bolivia,
especially by increasing the bercentage of mineral at present recovered
from tailings. '

Bolivian tin policy since the war has beecn characterized by an
intense struggle betwien the Government and the great mining interests,
centred round the differences in the Bolivian exchange system. The
following two basic factors must be considered: the raté granted for
foreign_exchange derived from the exports of tin, and the pchentagé

of this foreign exchange which must be returned to the country, The

1/ It is estimated that an annual investment of 700 dollars per ton is
required,

/policy and the
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policy and the regulations in this respect have been modified as a
result of increased production costs brought about by inflation in
Bolivia-and changes ‘in international prices. Finally, at the end

of 1950 2 .complicated system had been evolved whereby a different
procedure wes followed for the first 75 U.S, cents quoted for tin and
for quotations over that figure., An agreement was also reached betweén
the Government and the firms concerned with the object of increasing
investments and production,

\An‘effort has also been-mode on the part of the Government to encourage
smoll-scale tin mining, both by granting preferential rates of exchange
and by means of credits by the Banco Minero de Bolivia. This Bank
has obtained a loan of 6 million dollars from the Export-Import Bank
for the construction of a concentrating plant. This plant, with a
capacity of 20,000 tons, should help considerably to improve productivity

by increcsing the metal content recovered from the ores,

Iron

The expansion, real or projected, in the production of iron-ore in
Latin America during recent years arises out of the recognized depletion
of mineral reserves in thc United States consequent upon the expansion
of the steel industry in that country, parficulérly since the beginning
of the last war, The e%pansion is also due to the growth of the steel
industry in Latin America which provides o domestic mineral market,

Certain European countries, in particular Spain and Sweden, have
been traditional importers of high-grade ore which has been used to
improve the average grade of their own deposits. Since the war mining
in Algeria,which has 50 per cent grade ores, has been expanded to meet

~this need, Conséquently in spite of the increase in European steel
pfoduction, in accordance ﬂith pbans operating since 1948, no steady
market for American ore can be foreseen., The average grade of ore )
exported from Itebira in Brazil is 68 per cent, and with steel production
being forced to the limit, it is possible that Europe may import a
certain amount of this type of ore. It is a fact that the addition of
small quantities of such rich ores produces an immediate increase in the
output of European blast furnaces, amounting to as much as 10 to 15 per
cent without any further technical processes, Similar steps are clready
being taken by several well-known steel firms in the United States,

/The following
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The following figures show the extent tn #hich Latin American
iren mining and pig iron production have developed, Production and
exports of ore have doubled in comparisen with pre-war figures
(reaching three and two million tons respectively), and the output
of pig iren .has quadrupled, reaching a figure of 900,000 tons, This
produétion’has cnabled the region to produce cpproximately 28 per cent
of its total steel requirmments,

Up to 1949 Brozil had invested 70 million dollars in the
development of the Itabqu deposits in spite of -the fact that prospects
for export have'béeﬁ halved, Today it is hoped to-export 1,500,000
tons annually, though this figure con only be achieved by mechanization
of the workings, In Chile new mines arc being opened up as the mines
ot present in operation are approaching exhaustion, In Chile it is hoped to
‘maintain an annfual production of three million. tons of ore until 1952,
and to increase this to four million tons from 1952 te 1956. The °
exploitation of o6res in Venezuela,which is better situated thaﬁ Chile,
for expert to the United States may affect Chilean productinn,

There have been no importent developments in regérd to Mexican or Cuban
' irnn:ore production, Though hopes have been raised of finding
considerable deposits in El Salvador, the most importent development’
in this region is taking place in Venezuela, where at the beginning of
1951, an important United States steel firm began te exprrt ore from
its concession at El Pao, This deposit is believed to contain.mbre

than 300 million tons of ore with a grade of 60.per cent, It is planned
to export 3 million tons per year, and, the investment is estimated to
be 50 million dollars., A project is also being undertaken by another
United States firm with a concession a£ Cerro Bolivar (estimated at
300 million tons of cre)., There is no preciqe:information regarding the
programme of this company, but it is believed to aim at mining 10 million
tons of ore annually; and their investment is estimated at 200 million
dollars., |

Petroleum'
This industry calls for a high initia) investment of foreign exchange.
In order to save forelgn uxchange by reducing imports, or to increase

\
5

/1nc0me by means
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inceme by means of‘exports, an outlay ef foreign exchange beyond the
capaclty of Latin American countries is required.i- In the prospecting
of new fields, even if surface indications are favourable, the
expenditure requifed in.order'fo.prove the existence of commercially
warkable petroleum, and the attendant risk of failure, involves eapital
investment which is very high'in relation te the economic capacity of
the countries concerned, For this reason there is ne petroleum industry .
ef any impertamee in Latin America which has been financed with patienal
prlvate capital. This field is covered almost exclusively by Latin Amerlcan
governmeént and foreign capital. In spite.ef the faet that in the
- exploitation of petrdleuﬁ there are va:ioué activities, such as refining,
which ore free of all mining risks, and which would allow cconomics -
in foreign exchange, Latin America has today only in a very few instances
been able to obtain international lqans for the purpose of developing
the petroleum industry in all its aspectsﬁé ’

Natural resources and organization differ in the‘various countries,
and the following groups may be éstablished - a) Those whiéh have at
present no petroleum production and have to import their requirements; -

b) those whose production meets port or all of their needs, and

¢) those which, after meeting their own requirements have varying .
surpluses available for export. These three groups arc faced with
different problems, and ecven Within the producing groups theré are
further differences, depending upen whether the exploitation is
carried out by~thé‘State or by foreign companics,

Although the group of countries as a whole has a censidcrable
exportable surplus, which amounted to 58 million cubic metres in 1949, .
this is mainly due to the large export capacity of Venezqela, which
exported 73 million cubic metres, and, to a lcsser extent, Colombia
which exported 4 million in 1949, The value of Letin American imports

in 1949 totalled nearly 300 million dollarséi/

l/ The petroleum investment programmc in Mexico which was announced at the-
beginning of 1949 requires 490 million dollars, or one and 2o half times
the entire Nutlonal Budget, '

2/ During the war a small loon was granted to the B011v1an Gevernment ,

3/ With the higher prices prevailing, the valuc of Latin American 1mp0rts
T in 1948 was 350 million dollars.

- /Between 1946 ahd
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Between 1946 and 1949 the consumption of petroleum in Latin Americo
had increased by 15 per cent while production had only incressed by '
7.3 per-cent, .

It is probablc that the demand will continue to increase, as
progrees is accompanied by an increasc of petroleum consumption per
cepitag similar to the increasc in consumption of clectric power, Should ’
there bec o slowing down in’ the production rate, as has hoppéned during the
past few years, the result will b® that the eéxporting countries will have less
foreign exchange aveoilable, and the importers will have to spend an
increcasing percentage of their foreign exchange receipts on petroleum.

Consumption levels differ widely in thc various countries, Venezuela
| has the highest per capitoe consumption with 386 litres, and El Salvador
the lowest with 4C litres, The per cepita consumption in 1948, in order
of importance was: Venczuela, Cuba, Uruguay; Mexico and Chile (in the
latter case it was 264 litres), Taken over a longer period, 1938-1948,
the highest percentage increase was in Ecuador, with on accumulative
cnnual increase of 12.8 per cent,followed by Venezuela with 11 per cent
and with Costa Rica showing the lowest figure of 2.7 per cent, Consumption
has therefore increascd faster than the population, The conviction of .
the @overnments that this trend will continue, explains the considerable
efforts they are moking to achicve théir own sources of supply. In the
cases of Argentine and Brazil, for example, the value of present annual
imports is neerly 100- million dollers.,

Total Latin American production rose from an average of 47 million
cubic metres in 1937-39 to 68 million in 1945, 97 million in 1949, and
110 million-in 1950, the total contribution to world production rising
from 15 per cent in 1937 to 18 per cent in 1949 and 1956.

The producer countries are: Argentine, Bolivia, Brazil, Chile,
Oalambia, Cuba, Ecuador, Mexico, -Peru and Venézuela, and of these
Colombia, Ecuador, ”exicor Peru and Venezuela have a surplus available
for export. These five countrlps, with the exccptlon of Peru, produced
more petroleum n’]&ﬁ@ than in 1937 Vcnczuclﬁ showing the greatest
percéntage increase with an index (1937 = 100) reaching 294 in 1950 as

}/ The problem: of &erms of trade is not.dealt with hcre.
/against 166 in

R
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cgainst 166 in Colombia and 15/ in Mexicoe. Venezuelan production
represents 8l per cent of the group as a whole and therefore Latin
American production has more ﬁhan doubled in the last ten years, the
general index for the five countries rising to 245, Within the
exporting group, with the exceptions of Venezuela and Mexico, blocked
reserves have diminished in the course of the last few years; that is
to say, the old deposits which are drying up heve not been replaced

by new ones, In some countries, such as Ecuador, foreign companies
have been very active and have invested in prospecting for new fields,
but without success. In other countries the incentive has not been
sufficiont to encourage foreign companies to make new investments,
'eﬁcept‘in Venezuelg where the industry has been more profitable., It
is estimated that petroleum investments in Venezuela including the
amﬁunts set aside for the building of refineries and pipelines, amounted
to 1,280 million dollars in thc last six years., In 1950 there was a '
sharp fall in.investmehté ih Venegucla which caused a considerable
decline in the country's foreign exchange reserve. The changes in
markets brought about bf increased production in the Middle Easf and
the policy of self-sufficiency in the Sterling Area, were probably
responsible for the reduction in investments in Venezuela, In Colombia,
which is next in importance, accumulated investments up'to‘l9h9 have
been estimated at 176 million dollars, ,

Mexico's efforts to increase production were meinly directed at
meeting the increased domestic consumption and aveiding the necessity
to import, rather than to become an exporting country,., Domestic
coﬁsumption in 1937 accounted for 54 per cent of the production, while
in 1949 it rose to 81 per cent., The expansion programme in 1949 and
1950 has'given rise to the hope that the country will again become one
of the major exporters. With the purpose of attracting foreign capital
for prospecting and exploiting petroleum deposits, Mexico has in the
last few years concluded agreements with certain forvign oil companies
which_ha?e agreed to provide the necessary capital, to hand over to the
State for exploitation any deposits found, and to accept reimbursement
in the form of a percentage of the petroleum obtained in addition to
participation in the profits at a later date,

/The petroleum
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The petrolcum industry in the exporter countries, with the sole
exneption'of Mexico, continues to be preponderantly foreign, though the
countries are now endedvourimg to retain a greater proportion of the:
petroleum prdduced. An outstanding cxample is the case of Venezuela,

In 1938 the Government roceived 3,97 bolivares per cubic metre of petroloum
produced, or 21,6 per cent of the value at the port of éhipment.

In 1945 the Government received 8,83 bolifares (4L3.2 per cent) and in

1948, 17.43 bollvgres (34.9 per cent) The salaries paid by the industry

have also 1ncreased. Finelly, the foreign companics have been compelled

to refine a certain proportion (10 per cent of the output)in the country;ﬁhus
increasing the country's participation in the final price of the product.

As a result of ﬁhis, Venezuela's refining capacity has increased from
19,000 cubic mectres per day in 1945 to 49,000 in 1950 which represents
24 per cent of the production of crude oil in 1949, In the last six
years 425 million dollars have been invested in new. refineries in:
Venezuela, ‘ - '

Argentine, Bolivia, Brazil, Chile and Cuba produce petroleum solely
for their own requireménts (total or partial) and with the exception
of the last named, the industry is a State monOpoly,g- Production in
Brazil and Chile is only just beginning, and is unimportant as regards
total demand, but in the remcining countries the production and thé

proven rcserves have not increased in proportion to the dcmand;é

l/ In 1948 the extraordinary prlce increase caused a drop in the proportlon
of the tuXu -

2/ In Argentina, foreign compunlos established prior to 1925 are allowed
to continue exploitation until existing fields are exhausted, but
they are not allowed to prospcct for new deposits outside thclr
concessions,

3/ This is only partially true in thc case of Boliviz which has surpluscs

T in its eastern ficlds but imports pctroleum derivatives in the west -
for its mining and industrial regions. The completion of the pipeline
from Camiri to Cochabamba is a first step towards the solution of .
these internal transport problems, Drilling activity in' ‘this area
has 6lso been limited in recent years, .

/This inadequate
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This inadequate development of state-owned petroleum industries has been
due to their inability to allocate from their normal foreign.exchange
income a sufficient proportion to meet the needs for expansion. This
state of affairs will probably become more sérious in the futuré if
consumption continues to increase at the same rate as it has‘done_in the
last few years.

Some of the countries which import -either part or all of their
requirements are endeavouring to reduce foreign exchange expenditure on
petroleum by importing only crude oil and refining it in the country.

By this means expenditure can be reduced by between 15 and 20 per cent.
Uruguay has been refining almost her entire consumption since 19323

Brazil has completed a small refinery with a daily capacity of 400

cubic metres and has plans for thre¢ more which are expected to handle

12,000 cubic metres per day. Argentina has increased her 1943 refining
capacity of 7,980 cubic metrcs per day to 11,300 in 1949 and approximately
22,000 in 1950.  Finally, Chile has callcd for tenders for the conétruction
of & refinery with a daily production of 1,900 cubic metres which it is hoped

will be in operation by 1953, using either domestic or imported crude.
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CHAPTER V INFIATION

Inflationery Phenomena

It is well-known that the majority of Latin® American countries ha;e
been subject to strong inflationafy pressures eiﬁcejthe beginning of the’
Second World War, ! ' o .

Undoubtedly, within the geherél picture, there abe.great differences
in degrée between one Latin American counﬁfy and another, 51nce 1nflatlon
in some republiés was not as great as in the Unlted States for example
This is understandable in view of the different degrees of development
of the countries in the area, ‘their dlfferent types of productlon and
in particular, the differences in the degree ‘and direction of OfflClal

intervention, Moreover, several republics have since the war passed
fhrough various stages of the inflationary process, or else have
experienced changes in the intensity of inflation in different years,
However, in every case inflation was evidenced by a rise in prices

and inflationary pressure was accompanied by increases in the quantity

of money, which facilitated expansion of money incomes
From_l9h0 to 1943 the rate of growth of the currency in circulation

contlnu%“éto 1ncrease, exceedlng 30 per cent per year in the majority of
countxies during the last two years of this period, In the following
year.ghe rate of growth diminished, reaching its lowest point in 1947,
after whigh there was a new rise which became sharper in 1950, After
the war ended in f945 the countries which showed the greatest average
annual increase in money in circulation were Paraguay, Argentina, Chile,
Venezuela and Colombia, However, in 1950 the rate of increase in these
republics declined, while in the majority of the other countries the
opposite occurred,

The different sources of monetary expansion (balance of payments
surpluses and banking credit in its different forms) were, in turn, the
main factor in bringing about this increase in the amount of money,

/During the period
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During the pericd from 1941 to 1945, the main incentive was the
accnmulation of reserves,'but.in five countries (Brazil, Chile, Peru,
Costa Rica and Nicaragna) banking credit to private individuals and
businessés}had‘considerable influence, and this was the principal factor
in the beriOd immediately preceding the war, : .

On the'other hand, although the accumulation of reserves continued in
some countries until 1946, during the perlod from, 1945 to 1949 as a
whole balance of payments surpluseS'were the most important factor in
only three countrles (Cuba El Salvador and Venezuela), In the remainder,
bank " credlt ‘took flrst place in its different forms and destinations,
that is, to prlvate individuals and businesses and to. the governments
and their autonomous 1nst1tutlons In general terms this period was,
for the maJOrlty of countrles, one of llquldatlng the reserves accumulated

during the war,
There are few countrles where bank credlt to private individuals and

businesses follows a contlnuous upward trend tnroughout the 1945-1949
period, nor does any cne year show a greater relative increase for the
different countries, Many of them reached thelr maximum expansicn in
1946, and in the maJorlty of cases—19b9 showed a falling-off in the rate
of increase, while in a few there was a decline in absolute terms, There
was a new upward trend in the rate of increase in 1950, either as a
reaction against the straitened situaticn in the preceding year, or else
because of optimism concerning the balance of payments position which
arose in some republics as a result cf a rise in international prices and
the strength of foreign demand,

While in the years immediately before the war budget deficits, measured
by bank credits to the‘government and official institutions, were in the
ma jority of countries almost insignificant, they rose considerably in a
few countries during the war and. in the majority after the war,
Nevertheless since 1947, with few exceptlons budget deficits tended to-
decrease, and scme republics even achleved surpluses,

In other words, whereas durlng the war the surpluses in' the balance
of payments were chiefly respcnsible for increasing the quantity.of .
money, since.the war the main factors have been internal.‘ In examining
the total figurés”of-money in circulation, it .should be remembered that
the degree of domestic expansion durlng ‘the postwar perlod has at times

/been- underestlmated
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been underestimated in the amoun® in which international assets have
declined, | | :
As stated abcve, in 1950 the rate cf increase of money in ¢irculation
again rose rapidly. This was in some cases due to the-fact»that internal
expansion was not counteracted by loss of'foreign exchange, "and in“others,
to an increase in exchangé reserves, o | , o
The extent of mcnetary expansion undcubtedly does not indicate the
inten31ty of inflationary pressure, whlch is derived. from a variety of’ ‘
circumstances linked to-the relative shcrtage of goods in comparison with a
income, as,well as ‘to the propensity to invest, consume and maintain o
liquid assets, For example, it is & well-known fact that,.in the
majority of,Latin American countries the increase in the money supply“
during the war was accompanled by an 1ncreaseﬁ preference for liouldlty .
(the 1ncllnatlon to maintain- llOuld assets) and that 51nce the  war the’

smaller increase in the money supply was partly counteracted by a
decline in liquidity preference, ) o {

There is therefore no reason why 1ncreases in the money. supply
should correspond to'an -increaSe in prlces, In 1938-1941 while ‘the -
amount of'money in circulation increased prices'fell or increased at a’

much lower rate im all the Latin Amerlcan countrles (except Bolivia); in-

and in 1945-1949 the increase in priceés equalled or‘exceeded_that of ‘the
quantity of money in the majority of countries ‘ However in 1950 the
situation apparently reverted to that obtalned during the war perlod
The year of the greatest increases in prlces (l9h7) was also the year

of the smallest increases in money supply, .

In any case in Latin America 1ncreases.1n the quantlty of money -+
suggest, prima facie, an increase in money 1ncomel and thus a rise in’
prices, evenlthough they may not be proﬁortionate 1/

In the Lotin. Averican countries, when no overriding non-economic

factors are present, the degree of 1nflatlon in relation to other

- -
R TR

- LS

l/ In some Latin imerlcan countries the wax and postwar .periods have
seeh 1arpe masses of the population incorporated into the monetary
economy, as well as the extension of banking customs, This, together
with the increases in population, has been advanced in some nuarhg;s
to explaln why the increases of money and prites have not coincided,

/countries can prooably

l9bl-l9h5 the dlfferences between the rates of 1ncrease were not so marked°- -
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countries‘ean probably vest be gauged by‘the degree of disequilibrium
in the. be]ance of paymclts Since the margiial propensitv to import is
very hlgh any 1ncrease in income- bends to have rapid and 1ntense
repercussions on the demsnd for imports, However, this could only have
been used as a ba51s of comparlson if 1nflatlon had been allowed to -
operate freely on the balance of payments of the dlfferent countrles
With this criterion, it could be said that the republics which did noét
suffer a disequilibrium in their balance of payments (e,q. E1 Salvador
aﬁd Venezuela) eiperienced a degree of inflation equal-to or less than
that in the United States, The United States can be used for purposes
of comparison dufinp the postwar period With tﬁe ma jority of Latin
Amorlcan countrles, since it is the country which can- probably supply
nnports at the lowest prices, Price movements, however deficient,
/thus appear to. be the most suitable basié‘for measuring the iﬁtensity
of inflation, o o ‘ A
The - period from 1938 to 1941 was ene of relative price stability,
Few countries had an annual increase in pl;ees “exceeding 5 per cent’, }/'
Following the United States entry into the war and until 1947, rises in
prices were greater, very few countries hav1ng average annual 1ncreases
of less than lQ pef eent, In‘ﬁhe years 1948 and 1949, ﬁhe rate of
increase‘declined, HoWever, in certain ccuntries such as Argedtiha,~'
Chile, ?araguay and Peru, the rise cohtihued at annual rates exceeding
10 per cent, C ' ‘ A . .
On the basié of partial information, the rate of incfease in prices
in the majority of cases was greater in 1950 than in 1948 ahd 1949,
However, Chile, Peru, Uruguay and Véﬁezdela,~showeduslight reductions
in their price indices in comparisoh with 1949, The most.hotable rises.
were in Argentina, Bolivia, Colombia and Paraguay, Thia last country
experiénced the highest rise in the wholé region. 4 '
"The rates of increase indicated by prlce indices do not reflect
accurately the intensity of inflationary trﬁqu in the different
countries, Prices are affected not only by inflationary pressure, but

also by changes in international nrices. indirect taxation and subsidies,

l/ a1l percentages are simple averages.not eOmpuunded;

/Mcreover, they are
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’ ._Moreover,mthey épg/aIg;“influenced by such factcrs as price controls-.and

preferentialéé;change rates for the import of essential -consumer goods.
During.the war substantial increases'in international price indices_"‘ T
_tock place, in some cases.exceeding those shown in the United States

indices, which are generally used as a basis for comparison, The prices
actually paid for United States products were at times higher than those
shown by these indices, Many countries before the war had a heavy trade
in consumer goods with European countries and Japan, where prices were e
lower than in the United States, During the war, it becane necessary to .
shift certain purchases towards the United States and towards the Latin
American countries themselves, where prices were eben higher,
Nevertheless, international prices probably helped in some cases to
reduce the rise in price indices, since in the four countries for which
official data are available (Costa Rica, Chile, Peru and Venezuela){

//’import prices rose less than these of domestic products, and to thi§
extent the inflationary pressure was greater than that indicated by ‘the
inqices. On the other hand, at the end of the war, wheﬂ price contréls
in the United States were'lifted, international prices rose as mucq:or~‘

more than domestic prices in certain Latin American countries, and to
AN

N,

"this extent the Latin American indices over-estimate .the degree of -
inflation, This is particularly so from 1946 until-the—end of 1948, \
In 1949 internaticnal prices décliggg,,indicating that the»incxggffs'

in the Latin Amer?gggﬂprice«indiges once again tend to underestiméﬁé\\\\\

ﬂ’ﬁﬂdnmsstininfiﬁfigﬁany conditions, . ™~
The indices are also influenced by export products, the prices of \\\
which were determined by circumstances unconnected with domestic N

inflation, It seems that, with certain exceptions, export‘priceS‘rose

more than import prices, _

In general, then, the rise in price indices would have been ‘greater if
goods which are internationally traded were excluded, and this incféésé
would have been more marked during the war than in the ﬁoét—waf peribd,
Moreover,'inflationéry pressure is further underestimated due 'to the
inclusisn in price indices of goods officially listed at controiled |
prices which, however, are not always observed, I ' \\

Comparing the rates of increase of the Latin American and United — .
States indices, it.appears that Latin American active inflation was * - v

N : . /much greater than \

- T \
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much greater than ‘that of the United States during the ﬁgf, althougb‘thié
incrcase was not so marked after the war, .This was aue to the .fact that
while the inflationary pressures were very strong in the.United States
during ‘the war, they were kept.in check byﬁtheAefficient‘use of controls,
After the war, when controls were relaxed, it ié possible that inflati§n
in the United States was greater than in certain Latin American countries,
If'in‘spite of this the effects -on the balance of payments were
considerable in the postwar period, this was due to the fact that the
inflationary preésure in that period was added to that of the'war,
giving rise to absolute price differences, At the same time there were
factors such as the increase in incame and the diversion of expenditure
towards capital formation and durqble goods which called for a high
proportion of imports, at the same time as these became more readily
available, - C : - '

International evert s in the ;econd half of 1950, together with the

hope of iﬁcréasing the rate of development . pose the poésibility of new
inflationary preésufe;.‘vOn’the other hand, the improvement in the '
terms f trade increases the margin of possible capital formation for
increasing productive capacity; and on fﬁe other, the possibility of
restrictions on exports by the supplying countriés suggeétzthat a new
period bf shortage of goods may arise simultaneously with an increase
in income, - The lLatin American countries are féced with the neéd to take.
the fullest possible advantage of their capacity to import in order to
increase their production, '

Measured by prices; Latin American inflation since-the war can be .

‘said to be considerable, whether or not it is higher than that

experienced by the great powers, Consequently, it can be assumed that
prices, production and the composition of income have been affected o
considerably.

The structure of prices and production

If the economy were left absolutely free, differences in the price
elasticity of supply and the income elasticity of demand for different
goods wculd cause:the prices of these to be altered in varying degrees,
and technical and institutional elements would also cause the prices of. .
the différent groups of factors of j;roduction and finished goods to vary

/in different ways,
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,/’”” in different ways, AT the same time, éﬁénges in the prices of the._factoei
and in the selllng prices of the products would alter the relative
profitability of each branch of ecénomic activity, engendering changes
i the structﬁre of production, An inflationary process therefore
necessarily implies a distortion.in the structure-of prices:and productio,

In latin Americé, during the period undeér review, other influences
helped to alter the picture, particularly government intervention, In
view'of the significance of rises in the cost of living to governments,
they made continuous efforts to combat this development introducing
controls which took different foims according to the country and the
time, In the same way, policies for promoting food production. were
often influenced by other motives than those arising out of the free
play of the forces mentioned above, It is therefore possible that in
some cases in Latin Amarieca cofficizl interyention was succeszul in
lessening the price dis stortions which would otherwise have taken place
and even reversing thelr qlrecblon

Information has been obtained coxcerning the distortions, or
differences in -degree and direction of the changes which have taken
place in relative prices paid by consumers, taking the cost of living- -
indices as a guide, In eight of the eleven countries studied there
were strong price distortions between 1945 and 1949 (Argentina, Bolivia,
Brazil, Chile, Mexico, Paraguzy, Peru and Uruguay), and in three only
slight distortions (Colombia, Costa Rica and Guatemala), although in .

‘ these three the distortions were moi'z acute in 1949, Nevertheless,
no correlation has been discovered v=tween the degree of price distortion
and the degree of inflation (measured by the rise in the general
indices), '

In nearly all cases, the distortions have been greatest in the case -
of rents, which have declined in relation to the cost of living in all
countries except Colombia, Costa Rica and Guatemala; In Argentina the

rental index has fallen 50 per cent beiow the average level of pr1ce="

and in Bolivia 35 per-cent, ’ ;f,u/’
Among industrial products clothing prices are the'énly ones on

which there is enough information in a sufficient number of countries,

to.make comparisons, These take sezond place in regard to degree of

/distortion, although in
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distortion, although in Colombia, Costa Rica and Uruguay the dévi%tion f:
of clothing prices in relation to the general index has been unimﬁértéﬁt,
Thé‘greatest relative increases in thesélprdducts were in Argentina and
Chile, In contrast to the situation as regards rents, which show a -
downward deviation in most cases, the price of textiles- shows:no ::

. régularity in the direction of distortion: in.Argentina, Chile, Paraguay

and Bolivia the distortion is upwards, ‘whereas .in.Peru, Brazil, Mexico

" and Guatemala’ it.is downwards,

Of the three groups of products wii ch: can be compared foodstuffs -
experienced the least distortions in prices, Only in Brazil, Guatemala,
Mexico and Peru did these prices deviate from the -average shown by the-
indices, and in all these cases the deviation was upwards, There was
no'important downward deviation, '

It is very probable that prices of foodstuffs would have risén much
more than they did in Argentina, Chile and Peru had it not been for
‘the influence of direct subsidies granted to docmestic producers in
Argentina, to importers in Peru, and for preferential exchange rates in-
Chile, For example, in the case of Chile, the -increases in the price
of* tea, yerba mate and sugar, which represent.a high percentage of the -
inde¥, would have been almost double if the import of these products had’
not been-assisted by favourable exchange rates,

Iri‘the case of rents, the effects of controls are even more.obvious,
since they have been more widespread and efficacious, " It is evident -
that the indices do not.reflect the rise which has-in ‘fact taken place
in the cost of building, nor the frequent evasions of controls,
Neveriieless, it is clear that the controls %ere fairly efficient.in
this respect and that rents provide the most outstanding example of
distortion in the opposite direction to that which would have been

expected from the free play of an economy in a period of inflation, It

“"is.also evident that the price of clothing, or textiles, would not have

risen so much had it not been for the~p£otection provided against

imports, International prices of textiles have shown a downward trend

! since 1948, but this trend is not evident in the Latin American countries

.except in those such as Cuba, Guatemala or Venezuela, which can trade

freely. without 'experiepcing difficulties inr the balance of payments or-
> — .

T o .- - - [without a very .
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w1thout “a very strict protectlonlst pollcy, or those whloh .like Mex1eo
and Bra21l have a surplus of productive capa01ty,

It cannot be stated exactly whether the changes which occurred in
sectlonal prlces closely reflect the variatlons in relatlve profitability
of the activ1ties which they represent, This is due in the first place
to the distortlon .of the prices pald by the consumers not necessarily being
parallel to that which takes place in the cost of the factors and raw
materials, Nevertheless, in the case of the four countries where there
was a rise iﬁ the prices of foodstuffs (Brazil, Guatemala, Mexico and
Peru), it appears that in all except Guatemala (where costs rose
con51derably) the relative profitability of the production of foodstuffs
rose in comparison with that of clothing;

In the case of Chile, changes in. the prices of consumer goods
favoured textiles, but as stated before, these prices were influenced by
the subsidies granted to imports of. foodstuffs, If the prices of
domestic foodstuffs are compared with. those for textiles, it is clear
that food prices are favoured, which goes to prove that there has been
anlsvident improvement in the relative profitability of food production
in Chile sinoe the war,

It has already been stated that in Argentina the relative price of
clothing rose‘ip\comparison with that of foodstuffs and, at least until
recently, this reflected the relative profitability of both activities
and helped to sxplsin the rapid growth of. textile production, Argentina
should perhaps not be taken ss a general ekample) because changes in
the composition oprroduction might be influenced by factors: other than
relative profitability, probably depending more on the absolute
profitability and mobility of the factors of production, However, it
does in fact appear that the relative changes in production of foodstuffs
in ccoparison with clothing have followed variations which can be noted
in their relative profits, ’ '

As regards building, volume rose sharply in all the countries except
Peru and Paraguay until 19486, after which it declined in some countries,
In Colombia, Cuba, Mexico and Guatemala there was a continual rise
throughout the postwar period, It is clear, then, that the volume of
construction does not follow the movement of the rental indices, since

/these naturally do
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L these naturally do not represent the prices of rents for new bulldlngs.‘;/

/ ‘ This' i5-s6, both because controls do not génerally affect suéh’ buildings,

‘ or only t5'a lesser’ degree than old bulldlngs and because the volume of

bulldlng is probably determined much-more by the: 1nflatlonary prospects

S and the ‘availability of funds than by their immediate profltablllty‘

-During the five years from 1945 to 1949 building has tended to 1ncrease
more on an average- than the productlon ‘of foodstuffs or textlles
" The fact that the production of foodstuffs and textiles seems to
follow the movémerits of their relative profitability does not mean that
this Holds good’in"general for'agriculture in'comparison with induStry,
While the fact that industrial wages rosé more rapidly than agrlcultural
. .wages-and: that the prices of agrlcultural raw materials rose at a’

//" relatlvely rapid rate suggests that the profit of agricultural productlon
rose more than that of 1ndustry, it does not seem as if this hﬁs caused
any great displacement of resources toward agrlculture, It can be stated
that in '1945-1949 industrial production rose more rapidly'than;agrlcultural
production because the dlfferences in the rates of iricrease were less’
than durlng the war ' B ' ‘

It is’ very dlfflcult for 1ndustr1al rescurces to be dlverted to '. )
agrlculture 'ho matter how much the relative. profltabllltJ of the latter
1ncreases whlle absolute profltablllty contlnues to be much lower ln‘
fact, it appears relatlvely easy to divert resources 1n the opp051te B
d1rectlon _from agrlculture to 1ndustry, Where agrlcultural productlcn

‘ has risen cons1derably, as in Mex1co thls“has been the result of the .
//// combination of many factors such as government 1nvestments technlcal |
d '1mprovements use of better seeds expan51cn of the area under -
o cultlvatlon été; in short favourable 1nfluences very largely derlved
from factors other than the relatlve or absolute profltablllty of
agriculture, It could be stated that in Mex1co w1thout the government
effort which was gulded largely by soclal cons1deratlons the relatlve .
prices and relatlve profltablllty of agrlcultural products would have

been even more but productlon would have 1ncreased less

o

- T :
. 1/ Many of the new buildings are not made to let,. . . .
: _jfn. L e ~+ .~ : .'/When theére are




E/CN. 12/&1;7 ‘
Page 136 R e D e \\»;\__\.

o
T
-

Whengthere-are«cbanges“in profltablllty faveuring agrlculture,
there,seem to be dlsplacements of resources- among “the’ dlfferent klnds of
agricultural productlnn The clearest example of this is the lncrease
in production of certaln types of foodstuffs, pertlcularly vegetablesl
and protect1Ve foods 1n general in, comparlson with' increases in general
'“////’/agrlcultural productlon 1n the maJorlty of céuntries,

Certain changes also appear to have taken place in 1ndustry, There
hds been a more than proportlonal increase in the- manufacture of '
producer goods and industrial raw materlals and. there have also besn'
substantial increases in favour of consuner goods for hlgh “income '
groups (for example, novelty goods and jewellery, clothlng, nylon, etc Ys -
particularly in countrles w1th dlfflcultles in -their balarice of '
payments, In the smaller Latln American countries the productlon of
luxury articles for the mass of the population (e g.,beer, gaseous
beverages etc,) seems to have increased morg ‘than that of articles for
high income groups. (On this subject. ‘see the chapter on industry).

There is little information concerning services in the Latln
American countrles, However, it appearsﬁthat their 1mportance has
increased in comparison with other aotivities, at least in'cértain
important cases, Surveys on the nationalilncome'oﬁ Chile show that
commerce and personal services considerably'increased their share of’
the national incane between léhh and 1948, Data on-Colcmbia indicate
that commerce and banking ineréased their sﬁare in the riational income o
between 1945 and 1948, while in Argentina there has been a heavy increase in

the income generated by government act1v1tes. In Mexico, between 1940, and

1946 the number of employees in the categorles of "communlcatlons~and.transport .

and "commerce and others" r rose by 68 and 49 per cent respectively, whlle

the total gainfullyemployed population only rose by 15 per cent, and the
number of workers in construction and'industry;rose by 25 per cent, o
However, it is unwise to genéralise for all the countries on the basis
of these and other figures, since statistics for the national income of
Peru, for example, do not ‘show any relative increase in services
between 1944 and 1947, o ‘

! The changes which have taken place in the structure of prices and
production have undoubtedly been different from those which would have

/resulted from an
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resulted from an inflation which was not controlled to the same extent,

but the distprtioﬁs dé qot~appear to be very seriéus when the intensity

of the inflationary phenocmenon is considered, Moreover, it is probable
thét thé~directibn of changes in the structure of production has been .

the - same as.ihat which would in any case be expected within a normal
process of development. Certain points relating to ﬁhe‘official programme

of the countries are studied in the chapters on agriculture and,indusﬂry.

Inflation, distribution.of income and capital formation

When .the war beéan the Latin American countries experienced an
increase in their~incoﬁé becausé of the higher value of their expopts,i
This increase could not be compensated by an increasé in imports, which
are knowh to have Qeclined. The increase in incomé“thfough favourable
results in the baiancé of payments was accompanied by a'scarcity of
imported-goods. At the same time the price of those imports which
could be purchased rose, Governments increased tﬂeir expenditures over
receipts and had to resort to the central bdnﬁ finahcing, The currency
expansion resulting from the eredit balances in.the balance of payments
and the budget deficits provided barks with the means to expand their
credit operations, and banking tocok advantage of the situationy makihg
it easier to meet the pﬁbiic's desire to invest, Not all these financial
operations were éccompanied by a simultaneous or commensurate increase
in wages, ﬁowéve}, since the war, international prices rose sharply on
the one hand, while on the other, the effort of the.groups whose real
“incomes had declinéd to reestablish their relative positicn and of the
" investors to malntaln and improve theirs, tended to create a ‘wages-prices
spiral which helped to 1ncrease the 1nflatlonqry pressure, Thus, the
evolution of inflation since the war is to a certain extent the.
gonsequence and.continuétion of that which occurred during the war
period; it is the iﬁcrease‘in international prices and the greater.
pressurerf Qages and salaries which gives it its distinctive
characteristics,.

This subject will be dealt with more fully below,

. It may be éaid at least .for purposes of analysis, that-before the
" wary, say in the 1938-41 perlod there was no inflation in Latin America
' /of eny degree

i
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of any degree worth menticning; in fact, during that period prices4either \
rose moderately or fell, It can therefore be, supposed thdt the economies
were adjusted to a .certain pattern of distribution of. inccme between
consumer expenses and savings,

Among the inflationary pressures during the war there was a part -
the accumulatlon of international reserves - which was derived dlrectly
from the war itself and which could only have been avoided by a
compensatory policy, Actually a tentatlveuattempt was made in Colombia
to absorb the incame derived frem the accumulation of foreign exchange
by the forced purchase of bonds, and in Mexico too relatively large sums
in gold were spld-to absorb money, However, in both cases the measures
did not last long and Wwere insufficient to counteract the inflationary
pressures arising out of the surpluses in the balance of payments, 1/

The first source of inflaticnary pressure is thus the increase .in
international reserves, 2/ ' .

However, the inflatiorary pressures arising out of domestic factors
have more interest, '

Durlng the war, a considerable part of the increases in production
took place w1thout increasing capital formation, that.ls, they were
achieved con the basis of more intensive use of'ﬁhe existing capital
equipment., To the extent that this uas so, the time uhich elapsed between
the expenditure of. additional iucoﬁe on factors of production and the
appearance of more available goods on the market was short, and the
inflationary effects of investment would have been negligible,

Possibly the inflationary character of this expenditure was
increased due to the necessity of ccmpeting for the factors of production
needed to dtain the fullest use from existing equipment, and to the fact
that, in terms of physical output the productivity of these factors was
lower than that of the factors: already employed,

When produétion.can no longer be expanded in this way and the

expansion has to be based on the acquisition of equipment, as was ‘the

'_,,...—A-.-,-A .- ~_-—_‘_~ ———
e o e \

e —"

1/ _Paraguay and Peru’ were the onIy countrles which did not’ substantlall§ o §
increase their reserves during the war, ~
2/ Another, although less important, factor was the increase in prlces
of those imports which: could be purchased

!
1
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case after the war, the period between the creation of income and

the production of goods lengthens, and inflationary pressure
increases., That is to say, when the period of production is
lengthened, the inflationary pressures on the demand side grow, even
though they may be reduced on the supply side by greater productivity.

During the war, there were relatively few opportunities of
making investments in acquisitions of equipment, since this requires
imports which were not available (as well as at times presupposing
a technieal skill which did not always exist)s, The period in which
the. market largely depended on domestic production, when there was
exchange available to purchase equipment and when prices were a
powerful incentive for expanding productive capacity,  could not
therefore be fully utilized by the. Latin American republlcs. The
shortage of .imports and of technical skill brought about a
diversion of expenses towards commerce and certain services.

Future prospects also played a most important role. The-"-
shortage of goods on the market and high prices could be a
tran51tory phenomenon9 this situation might result in the diversion
of expendlture towards non-reproductlve purposes, partlcularly real
estate, which seem to offer better profits over a longer period.

As the useful limit of exlsting préductive equipment was
approached, all these activities became more attractive, and banking,

fed by the. surpluses in the balance of payménts and the budget
deficits, facilitated the process. 'The resultant ihcreases in
income were accompanied by proportionate lower increases in
prodﬁction. In this first stage of inflation, however, prices rose
much more rapidly than wages, that is, the share of consumption
within éggregate income was reduced, The real income of wage-earners
declined at least in relative terms, and in many countrles also in-
absolute terms.

When the war ended, the pressure tending to reduce the relative
share of  consumption within income continued, but there was more '
and more resistance from the wage-earners to any decline in their
real income. Where the race between price and wages became more
favourable to the latter, attempts to increase igvestments were
counteracted, or inflation advanced .at a faster rate,

" /In Argentina the
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+ In Argentina the pressure of wages and saleries was apparently more
obviouskthan in other countries. Real wages in Argentina remained relatively
stable until 194 and the proportion of consumption to %néome did not

change significantly, 1/ However, after'l9hh real wages”in industry
began to rise so rapldly that by 1947 they were 51 per cent hlgher than.

' at the first date, and after 1946 agrlcultural wages rose even more
rapldly, although they always.remained at much lower absolute levels,i
The rate of increase of real wages began to decline in 1948 and from

. 1949 onward wages dropped in absolute’ terms as a result of the fall in
real income per capita, 2/ ' '

Information available in Chile regardlng dlstrlbutlon of 1nggme

.suggests that real wages 1ncreased untll 1944 and have tended to drop
slightly 51nce then 2/ ‘This means that, in contrast to other. ¢ ries,
the maximum pressure on costs took place in Chile during the war,

‘However, the acuteness of the pressure of wages on costs has not
been similar in the other countries, where increases of wages either:
have not been sufficient to prevent the proportion of consumption in
relation to inoome.from declining 'in relative terms-or'else'have"
stabilised it, In these cther countries it is probable’ that’the real
w1ncome of wage-earners follows a certain upward trend as a result of the.
increase in production,. that is, that the deterioration in the pOSltlon‘
of the. wageéearnersfis Felative and not ahsolute, as was the case in the -
majority of: cases durlng the war, '
In Mex1co for example the proportlon of ccnsumption to income,

whicH ‘seems ‘to have remalned relatlveLy stable between 1940 and 1944,
dropped from approx1mately 89, 5 per cent in this last year to more or -
less 85, 5 per cent in 1946 and remained from then-on at this new level,} _/
Thls process could be interpreted as the adaptation of- consumptlon to ‘
the change in dlstrlbutaon of income which took place durlng the war,

Between 1941 and 1945 prices rose at an annual rate (not compounded)

of 26 per cent, and real wages eXperlenced a sharp drop, partlcularly .
1/ All statlstlcal 1nfonnat10n used -in this section is in ‘the nature
" of rough estimates; and therefore conclu51ons should be drawn. w1th

-the necessary cautlon

2/ These statements .are based on the figures on Argentlne phy31cal
productlon and foreign trade, -

3/ According to the calculations of national income of the Chllean
Corporacidén de Fomento, ’

L/ Figures for the years 19AO 1943 and 1944 are based on a survey made by,
the Nacional Financiera and published in El Mercado de Valores No,37,
September 1950, Figures.for-1946-48-are—taken_ from-unpublished- sources,

/those in rural
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these in rural areas and those of civil servants, The increase in the
proportion of investments in relation tc income which took place between
1944 and 1946 was accompanled by a diversion of capital from non-productive
to productlve ‘investments, This helped the wage-earners to recover their
' 01d absolute positi~n to a certain extent; since the real total income
increased as a result of the conSequent increases in production, In
spite of.this' however wage-earners had not by 19A9 ‘re-established
thelr real pre-war income,

' Bra21l experienced its maximum period of inflation between 1941 and
1947. Here réal wages declined, at least between 1945 and 192+7§(the
years for which data is avallable), and inflation ar151hg from the
surpluses in the balance of payments and flsoal deficits was checked
after this last year, before the wage-price'spiral startéd However,
1n this case it sheuld be remembered that 1nflatlon declined in force
at the same time as a con51derable 1ncrease 1n productlon occurred
together w1th a substantial 1mprcvement in the terms of trade, which
increased the availability of consumer goods, |

. There has been a substantial increase 1n productlve investment of
goods since the war in El Salvador and Venezuela Venezuela is pOSSlbly
the Latln American country where the probortlon of investment to income

has risen most rapldly, partlcularly since 1944, This rapidrincrease

' was accompanled,by a sharp rise in real industrial wages which. 1ncreased

by 65 per cent between 1944 and 1948, There is no 1nformatlon regardlng
agricultural wages, but the indications are that these have also’ risen,
'Nelther increases in wages nor the peak of 1nvestment however; have
brought in their train a serious inflaticn problem for Venezuela The -
‘reason is undoubtedly that the greater part ‘of the increase in e
investment was financed with funds from abroad ‘and that part of the
investment (in’ petroleum) did not requlre g large’ 1nvestment, while at-
the same time it provided foreign exchanoe which‘allowed'the'volune'of
avallable consumer soods to 1ncrease con31derably. Veneauela is'an
example of a case where the 1ncrease in 1nvestment was accompanled by

an increase in the ava;lab;llty of goods with no tlme—lapse taking

place between the. two, | _: l ~4 | ‘ - :’
At uwould be interestlng to learn whether the coincidence ofrformer peak

e Coa L S - /periods of exports
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. noriods of exports with an absence of dlfflcultles in the balance of payments
tended to be accompanied by heavy investments of foreign capltal whlch would
allow consumptlon to 1ncrease whlle at the same time acting as a stlmulus

to 1nvestment Venezuelan exports in 1950 were greater than during any
other postwar year, but the country's international reserves dropped very
sharply, which would appear to suggest that the increase of maintenance
of Venezuelan consumptionprequires the continuance of foreigh investments,

If the years 1941 to 1945 are compared with the immediately
preceding years in the countries Wthh 1t has been possible to investigate,
it would appear that in Argentina and Guatemala 1nf1atlonary pressures
arlslng from sources other than capltal formatlon were of the greatest
relative importance, A change of this klnd also took place in Colombia,
but the situation was remedied sooner than in the other two countrles '
In Argentlna the inflaticnary effects were not so serious, since that
country already. possessed a well developed 1ndustr1al structure and an
elastlc supply of foodstuffs, The 1nflatlonary effects of re-dlstrnbutlon
were much stronger in Guatemala The information avallable for other
countries suggests that in these the.diversioh towards capital geeds
investments_occurred sooher after the war than in'Argentina and Guatemala,
This assumption:is supported by the increases in production in Mexico
and Brazil, for. example, f - .

Summing up, then, 1t can be stated that during the postwar perlod the
intensity of inflationary pressures,(lnternal\prlvate investments, budget
deficits and surpluses in the.oalsnce of payments) in relation to income,
declined or increased less than during the war, and that during this
period there was an increase in capital fornatlon 1n relatlon to other ,
expan51onlst influences, .

The significance of this last fact is however doubtful, since durlnp
the war the Latin Amerlcan countrles could not 1ncrease or maintain
their 1mports of capltal goods and after the war the abnormal
replacement requlrements made it practlcally 1nev1table that the
proportlon of gross capltal formation should increase in relatlon to the
inflaticnary pressures, The increase in capltal formatlon, in other
words, would probably have taken place with or without inflaticn, in
view of the need to replace equipment, It can be remarked, however, that

/although there sre
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although there are few available examples, the proportion of capital
formation has tended to 1ncrease more 1n those countrles when 1nflatlon
was not brought about by 1ncreased costs

Development durlng 1nf1at10n

It is a, well known, fact that per caplta incomes are small in the :
great majority of. Latln Amerlcan countrles while the proportlon/of B
savings in. relatlon to incomes 1s low It would seem then that the rate
of economic development whlch these countrles could afford would have to
be very low.if it were 11m1ted by the voluntary sav1nas available, Iﬁ,. ’
actual fact, the rate of economic growth could be so low.ln comparison
with the rapid growth of the populatlon that the real per caplta 1ncomeA
of the latter could scarcely be malntalned Whenever outside 1ncent1ves
have been lacklng whlch ‘would 1ncrease 1nvestments over and above
. domestlc voluntary sav1ngs, or whlch would 1ncrease 1ncomes cut of whlch
mere could be saved, or whenever there has been no dellberate attempt e
to. force capital formatlon, Latln Amerlcan productlon has tended to
follow a very low or negatlve rate of per caplta _progress, Capltal
formatlon has thus been the touchstone for hopes of eccnomlc development

During and since the war a factor in Latin Amerlca whlch was already
evident in previous periods acquired greater 1mportance That was them'
pressure of important soc1a1-polltlcal forces in favour of ‘a greater .
rate of development than thatpermltted by voluntary sav1ngs Moreover,
when the war ended there was an important change of attltude ameng the.:
high income groups, The greater opportunities for spendlng money on ‘
durable goods imports and .of investing in luxury bulldlnps as well as
the uncertainty of being able to compete in domestlo markets, caused ii
‘these grcups to be less 1ncllned to use thelr own 1ncome for 1ncrea51ng
productive capacity, Consequently the authorltles were thus faced w1th
the problem of the extent to which economic development could be hastened
by inflationary procedures, adding to capital formatlon from voluntary
savings a capital fcrmation with  forced savings, Rosslbly,;t.was.
thought that after a re-distribution'of income achieved in thisvmay,
sav1nps and 1nvestment weuld represent a oroater proportlon of 1ncome v'.
and 1nvestment.after a temporary decline would be more productive of new
consumer goods, If the re-distribution of income thus achieved were

/maintained, inflation would
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maintained, inflation would be arrested and economic development could
proceed at a faster pace,

The most important limitation of the increase in capital formation
through these inflationary pressures was the balance of payments, The
increase of savings in terms of natiocnal currency was not sufficient to
encourage investment through a re-distribution of income, since it was
also necessary to increase the availability of foreign exchange té acquire
capital goods from abroad, Consequently, it was necessary to increase
"exports (or obtain foreign credits), or else to reduce the avgfage and
marginal propensity to import consumer goods, There is no reason to
think that a redistribution of ‘income in favour of the higher income
groups would bring in its train a reduction of imports of consumer
goods or an expansion of exports, In fact, it is probable that the
opposite would occur, since cn the one hand the relative profitability
of export industries is reduced, and on the other, the redistribution of
income necessary to briﬁg about an increase in savings would bé accompanied
by an increase 'in the expenditure on imports (unless these were limited
in some way),. If imports of consumer goods are not reduced and exports

'redse capital formation will result in a

do not expand, the efforts ‘to irc
reduction in foreign exchange holdings; however, this reduction has a
1limit which was reéched by the majority of Latin American countries soon
after the war, Many countries managed to counteract to a large extent
the increase in the demand for imports of non-essential consumer goods by
means of exchange control systems and customs regulations, which at’
times were responsible for serious social-political tensions, In any
case, however, even with the demand for imports of cocnsumer goods, being
limited, available foreign exchange was often insufficient for the
desired capital formation, after paying for minimum imports essential
to maintain the*standard of life and activity of the different countries,
Thus some countries probably reached their limit of capital formation
not only because of preferences on the part of the savers.but also
~through an absolute shortage of exchange,

‘Several other factors relating to the structure of Latin American
economy also led to the point at wﬁidh inflationary procedures ceased
to be an effective incentive for productive investment, For instance,

/particularly in the
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~~particularly in the underdeveidbeﬁul@tih American countries, a large
part of the populaflon is self—employed (as small landowners) or receives
wages 1n kind, so that the degree to which a change 1n the distribution
of income can increase savings is limited, This means that the
proporticn of the population from whom forced savings can be obtained
is less than in other countries, This section of the population,
particularly the peasants, should profit by the inflaticnary process to
the extent that it tends to improve the terms of trade for agricultural
products (as occurred in several countries afeer the war) but since these
are low level income groups, it is not likely that-they will increase
their sevings. Bolivia, Guatemala and Peru are three of the countries
investigated in which this situation is most clearly demonstrated
(particularly in the first) where a system of forced savirgs can have
_very limited results, In all three countries, small businesses absorb
a very important section of the population, and a high propértion of the
agricultural workers receive payment in kind; while, industrial workers
are strengly organised, The changes in income ‘which have taken place in
these countries have been largely at the expense of the empleyees, and
to a lesser degree of the industrial wcrkers, '

In the second place, the exclusively rentier class in Latin América
is very small. in general terms; the greater part of income in the form
of interests and rents goes to the investing class with high incanes,

In the third place, while the'marginal propensity to save of-the ™
high income groups 1is greater than the average for the communify as a whole,
it may still be quite low, Consequently, in order to increase oav1ngs
a greater chan?e in the composition of 1ncomes than is sometimes p0551ble
would be necessary, Moreover, recent Latln.Amer;can experlence would
appear to prové that, as inflation develops, the groups which benefit
from the resultant redistribution of income chanpe thelr preferences
in favour of 1nvestments .which do not produce new consumer poods for the
market, such as property, stock and forelgq 11qu1d‘essets the value of
which 1ncrease more rapldly. ' | 4 ) _ :

Moreover, the experlence of the.majority of countr1es has been that
once the 1nf1atlunary process starts, the classes which proflt from it
want the redistribution of income in their favour to continue, Inflation

/does neot’ tend
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does not tend to work itself out but rather cnce it starts, forces are
created which tend to perpetuate it, During the first phases of an
inflationary policy, during'é period largely determined by social-political
factors, investment is in féct increased, In the beginning consumers
accept the fall in their realAincomes and private investors do not reduce
the proportion of capital formation within their investments, perhaps
even increasing it, Howe;er, a point is reached where an increasing'part
of voluntary.savings is diverted towards non-productive objectives and
that section of the population which suffers as a result rebels against
the relative fali in real income, From this point inflation caused by
the primary incentive is added to by‘inflation derived from the ;&cious
circle of costs and.pricés (wages pfices), and it becomes very difficult
to maintain an increa$e>iﬁ.the proportion df.investment§ within the toctal
income, o { g ~‘
" The ﬁoinf a§>which the section of the population which suffers a loss
‘of income rebels is det ermined by a number of factors, some very obvious,
such as the'degree of organisationof workers and the strengrh,of the
trade unions, Cther factors, such as the distribution.of population by
trades, the relative‘importance of the moneied classes, the consumption
habits of the higher income groups and the nature of investments, are
- less obvious, . 4 ' ‘
Ir the.investhent to which’savings are directed is nqnaproducfive
. of éqnsumer'géods and increased incomes cannot be spent on more goods in
the market, the wageipriée Spifal will be reached sooner than if new
investmenté increase the supply of available:goods, because the reaction
- of the'losing grbups will take place earlier, On the other hand, if in
a relatively short period the supply of .consumer gcods (whiéh had‘been
relatively reduced when the investment was made) is re~established, then
~ the consuming secticn of the population can recover its fonnef real income
without causing‘a reduction in the income of tﬁe infesters, In this way
thé new investments might cortinue to be.encouraged withcut'provoking
a wage-pricé spiral on a scale to hamper the pade_of devélopment.
Iﬁ:fggﬁmé,'it'canibe'said that in the majbrity of Latin American
cqountries there was evidence of the difficulties inhefént'in é continuous
process‘bf'develbpment by means of inflationary_prﬁpedﬁres, and that
the experiéﬁce gained is being used to seek more,sﬁipable methods of

. /increasing real incame,
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increasing real income, The degree of inflation following its course’
in several countries is due, in the majority of cases,'te social-political
pressures from each of the two groups struggling to meintain“a
privileged position when final steps are taken to curtail it, and to the fear
that the end of inflation will bring about uhemployment,; The depth and }
gravity of the problem go beyond‘the'sphere'of eeonqmics;

Anti-inflationary policy

It was sungested in the‘previous section that in many Latin American
countries the inflaticonary pressures of the war and postwar periods may have
arisen not only from the inecrease in favourable balance of payment, budget
deficits and the private eccumulatien of capital through inflationary '
measures or the increase of costs, but also from a change in the
composition of expenditure towards nqn—reproducglve purposes,

In the post-war period:the anmual rate of increase of government .
expenditures -was as much as 50 per cent in Argentina, 42 per cent in
Pakaguay and 4O per cent'iﬂ Venezuela, and of the 11 ctuntrles for which -
data are available, only Mexico has shown an annual 1ncrease lower than
14 per cent, Even'ln real terms government expendlture in nearly -all .
the countries rose at a rapid rate, ' In other words, the governments, as -
well as 1nvesters, have tried and managed to obtain a greater share in the
available prcductive resources, Thus, the process of expanslon of -
government expenditure has ehanged the compositicn of the gross national
product in almost all the republics, increasing, in reletive,terms,
the wvolume of services and reducing that of goods, .

Undoubtedly  part of the 1ncreased state expendltures has generally -
been directed towards productive 1nvestments Nevertheless most of
these have been very long-term productlve 1nvestments whlch produce
considerable inflationary effects, This structural change,has been
made -possible by the delay in increasing the wageslof civil servants in-
comparison with receipts and with -wages paid ln private activities,
However, even with the delay, it has often been necessary to make.
adjustments in wages’ (there has also been a wage- prlce splral altheugh
less pronounced,- in the case of civil servants) Just as 1n private
enterprise and this ‘has sometimes taken place when flscal recelpts were
barely. sufilclenteto meet current expendlture at the prev1ous wage

/levels When this
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levels, When this has occurred there has been a deficit. w1thout a )
corresponding increase.in long-~term productlve investment, .angd. therefore
of an even more inflaticnary nature, , ..

The 1nflatlonary influence of the change in the dlrectlon of sav1ngs )
towards non—goods-produ01ng 1nvestments ‘has been 1mp11c1t1y'or explloltly
recognised by all the Latin Amerlcan countries, which have as a result
tried to counteract ‘this influence by different. mebhods, some of Wthh N
have been described in other ohapters v Loy o

Probably no_ country. in Latln America hasifought so hard agalnst
inflaticn as Mexico, and it has dohe ‘s¢ with - more tanglble results
since the war, When the war ended the first measure 1ntroduced was an
1ncrease up to 50 per cent in bank‘reserve requlrements, which was more than
compensated by expanded government‘credlts especially to agriculture.ln other
werds, over. and 1bove the quantltatlve limitation, .on credlt there was &
selective expanSLOn Thi: expan51on flnancedtby the. central bank together
with the per51stent budget deflclts nroV1ded commercial banklng with the
means to expand credits to non-productlve activities in splte of the

constant pressure .of the. authorltles in the‘opp031te direction, Shortly

“"‘after-devaluition,. measures were adopted to prevent the diversicn to

commercial activities of funds of priviledged industrial credit
institutions, and redisoounting by'the natiohal agricultural banks was
suspended, Measures were aiso adopted to strengthen the oapitei market,
However, the stabilisation of the exchange rate produced an'inflow of
foreign exchange so great that it etrainéd the methodsAintroduced these
having led to a fair-sized budget surplus in 1949 and-1950..

Strong measures were. taken to‘comhet this menace,. Banks Qere reqnired to
malntaln a reserve of. 100 per cent to cover increases in thelr dep051ts'
over the figure reached in September 1949, - Exceptions were made 1n the
case of 1nvestments in. government bonds share certificates in’ the
Nacional Financiers: (1ndustr1al securltles), in beonds of the Banco
Nac1onal Hipotecario and flnan01al bonds, agricultural loans at dlfferent
terms and other securities representlng productive .operations, all 1n
fixed proportions, Some of these securities which the banks were able
to acquire came from the portfolio of the central bank itself, so that
there was no expansion in circulating currency, As a result of these
measures, ‘between September 1949 and November 1950 loans from private

.

/Mex1can banks to
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Mexican banks to commerce fell from 46,7 per cent of their totallloans
to 41,6 per-cent, the difference being absorbed in loans to producfive
enterprise, <Credits to\industry increased by 45 per cent, to agriculture
by 27 per cent and.to stock-breeding by 21 per cént* at the same time,
by the end of 1950, investments in securities of different types and in
~medium term loans reached almost 1,000 million pesos,

The Mexican attltude is not typical of the policy followed by other
Latin American' countries, but it is typical of the fear of having to
experience orice more the monetary adjustments which mlght be necessary
if, after the expansion of investments resulting from 1ncreases in the
surpluses in the balance of payments, a.dralnlng away of reserves were to
occus. It is-also an 1mportant example of a policy de51gned to achleve a
change in the structure of investments in favour of those which 1norease the
availability.of: goods.. ‘

In the majority of other countries-there have also been attempts
at selective control of investment through credit control, although
more countries Bave‘emphasized total investment thanhave made efforts —"~
toward selective control L h ' .A i o 4

" Countries- w1th no great 1nflatlonary problems and. no’balance of
payment s dlfflcultles, such as El Salvador, have since 1946 adopted
antl—lnflatlonary measures such as ralslng ‘the re~disccunt rate 1ssu1nv .
certificates to banks. .in order to halt thelr tendency to invest
reserve surpluses, 1ncrea31ng reserve requirements by 20 per cent, and *
formulating a pentleman s agreement between commerc1al banks and the
central, Yank to restrlct credit and direct 1t towards productlve
activities, ) '

Uruguay, whlch has a conservative banking leglslatlon, increased
the minimum lepal reserves and issued Deflation Bonds and Certlflcates
of Currency Defence. In small countries with sericus inflationary
problems affecting“the~balance of payménts, increasingly stronger
measures were taken to restrict credit, Thus, in Costa Rica the
payment of interest on current demand deposits was stopped,'and,thé"
ra?e on time deposits was reduced, in crder to lessen the incentive
of “banking to expand credit There was an expansionist policy in 1946

and 1947, but by the latter year a new attempt at stabilisation was

/launched by freezing L
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At the end of 1948, countries such as Peru had already decided to

put an end to the inflationary process while by allowing the economy to
adjust itself at the existing level of 'income, without extending the
controls, Controls, were used, however, to prevent the adjustment at

this level of income bringing about an excessive redistribution in

.favour of the higher income groups (e.g.businesses were obliged to increase
wages and salaries),

In 1949 many of the coffee producing countries, and by the second -
half of 1950 some of the other countries, found themselves in a more
favourable position with regard to foreign exchange, which enabled them to
combat inflation by increasing the availability-of goods, and in scme
cases controls were considerably relaxed, "On the other hand, the situation
in certain other countries (particularly those which dc nct grow:
coffee) was so serious at the end of 1949 that 'stronger -efforts than
ever before were made to end it, Nevertheless, ‘the political possibilities
of action were at times limitod and the most compliete plans to combat
inflation could not be put in practice,

Among the plans worth mentioning because of their hlgh technical
level were those drawn up for Chile by experts from the United Nations
and the International Monetary Fumd, Both, as was natural, aimed at
equalizing savings and investment, but there were differences in method,

In the United Naticns plan the objective was to be achleved by increasing
savings to the level of 1nvestment whereas ln that of the International
Monetary Fund, equilibrium was sought by ””du01n? vnvestments (through
credit) to the level of savings, oy

According to the United Nations experts, the active~§wztor .in
Chilean inflation is the attltude of the businessman who th a -

prospect of high profits in v1ew plans 1nvestment in excess of his
savings, meetlng the differcice w1th bank credlts The resulting
expans1on of money incomes causes prlcee to rise, and consumption to oe
reduced, The programme consisted fhen,'in stabilising the level of
prices and re-establishing equilibrium between monetary demand and the
supply of goods and services a&ailable FThe former was to, be achieved
by controls, the second by means of a compulsory s:v1rg” plan; r~onsisting
of a given percentage of all incomes being arbitrarily assigned to the"
promotion f preduction,: Thus.-the szvings woald be authentic and . g

. /irwvestrent would be
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and particularly during 1947 and 1948, it was based on the granting of .
subsidies in the case of certain essential.goods, such as bread, sugar,
0il, meat, dairylpnoducts‘“ewo:» But in 1948, when the prlces of Argentine
exports _dropped and when the differences between domestic and forelgn
prices did not leave the same margin with which to pay the subsidies,

these were abandoned and the problem was approached . from the. 31de of

profits. These were frozen at. fixed percentages, with the understandlng
that the margins allowed were sufficient to encourage productlon The

profit margins had already. been set by October 1947, but in February
and August 1949 they were very substantially reduced The pr1n01pal
manufacturers included cement producers (these were, authorlsed a
profit of 0,50 Argentine pesos per bag of 50 kllos) and textiles, with
profit margins on sales of from 12 and 11 per.cent for splnnlno and
weav1ng_mllls of cotton and woolen goods to 8 per cent for factorles
of seamless stockings (3 per cent for wool washln but thls is an
exceptlonal case), Profits were also reduced to 5 per cent for
importers and wholesalers who sold on credlt and to 3 per cent for
wholesalers making cash sales In August 1950 the retallers were
granted a profit of up to 20 per cent (formerly they were allowed a net
profit of 8‘perocent). In addition to these measures,.and after the
withdrawal of subsidies, official prices were fixed for essential

. articles, and in September 1949 tradesmen'werevobliged £6 deduct
increases in waées from their profits, In splte of these measures
Argentine prices have contlnued to rise, but thls is due to rev1slons
of ‘the celllng prices, as well as a llmltatlon in the number of
articles sub ject to .control, .

_An attempt has thus been made in Argentlna to control the effects
of inflation by using on a larger scale the methods followed 1n other
Latin American countries during .and shortly after the war, Argentlne
inflation is a controlled inflation which aims .at reduc1ng - at least
in.real terms - the spontaneous 1nvestment resultlng from prlvate
.interprise, Thus the old-established productlve activities, have
experienced a considerable reduction in that part of their 1ncome
(profits) which is most likely to foster sav1ngs The problem of
directing voluntary as well as forced savings tpwards productlve
activities is therefore all the more 1mportant
. /At the end
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" launched by . freezing the deposits of importers fixinp ceilings in portfolio

" investments, and dlrectlng credlt towards productlon The pr1n01pa1
measure taken in Ecuador was the utlllzatlon of exchange taxes (1947)

to amortise the publlc debt 1n the hands of the Central Bank, '
‘ But in the maJorlty of cases these attempts have been 1nsuff1c1ent

to control 1nvestment In the maJorlty of countrles ‘the pressure for

:ﬂ.the constant expan81on of credlt has been greater than the ablllty of

.the authorities to control 1t whlle the capa01ty for selectlve ‘control
has not always been as hlgh as was de31rable

Some countrles also follqwed a dellberate pollcy of expandlng credlt
to productlon. It was stated 1n Argentlna 1n l9h7 that the monetary
:policy followed by, the Central Bank .was that of dellberately ass1st1ng
all businessmen who requlred funds for the productlon of coods or the
’prov151on of serv1ces Jnecessary to the country, But these. tenden01es,
which were also ev1dent 1n a.lesser depree in other republlcs in the
area have been 1neffectual 1n practlce because of the dlfflculty of
exercising . selectlve control ,.Even in Argentlna in 19&8 it was
necessary to make an effort to prevent the, dlver31on of credlt expansion
towards speculatlve alms, such as, the huardlng of raw materlals and
operatlons 1n flxed assets At the end of 1948 apart from expressly
jcondemnlng all speculatlve loans the Government reduced redlscountlng
tand 1ncreased the rate ' It was also decreed that the Banco Industrlal

SErt

jwould not grant loans for new 1ndustr1es or the expan51on of ex1st1ng
;f,bnéé except 1n'those cases where they were thought to be 1n the nat ional
‘lnterest or where they entered the country brlnglng wlth them the
necessary personnel In short the Governnent thought that the time

' had come when the llmltpof 1ncrease 1n 1ndustr1al 1nvestments had been

u reached Ihe waga-prlce(sprral consplred however agalnst the freezing
of the volume of. credlt although 1n 1949 the rate of 1ncrease was much

. less ﬁhan in l9h7 and l9h8 1/ o ._" AN

' ‘ Argentlne antl—lnflatlonary pollcy has not then been based on

’the llmltatlon of credlt to the same extent as that of other countrles

But there has been an antl-lnflatlonary pollcy., Untll the mlddle of 1949

hal

- 1/~ . In 1956 ‘loans- have again begun to increase at'a growing. rate but
., they are not dlrected toward agriculture, ;

. /and nartlcularly during




E/CN.12/217"

Page 155
investment would be channeled towards capitalization, ' .
According to the Monetary Fund experts, inflation in Chile arises out
of factors such as the wage-price spirdl and an excess of investment over
savings, To prevent the latter, they proposed that a ceiling should be
set- for bank credit,.raising thé¢ rédiscount rate to 8 per cent and keepirg
it at this level until a non-infldtichary atmosphere is created which
modifies. the. present prospects of ‘continuous price ihcreases.‘ The
provision of a substantial fiscal surplus was recomménded as well as
the preparation of a plan for both government and private invéstment,
drawn up in accordance with'social priorities, 4 :
. Neither of these: plans was adopted, although the Government submitted
to public discussjon a plan which coincides substantially with that -
drawn up by the United Nations experts, '
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CHAPTZR VI  THE EXCHANGE SYSTEMS .

The majority'of the Latin American countries héve since the war
taken various measures to protect their balance of payments, In most
cases these measires have been-adopted with multiple objectives in mind
and have not been confined ‘to that of preventing losses of reserves
or devaluatlon of the currency. Protectionist aims,. fomentlng production
(w1th or w1thout protectlonlsm) and concern- with social- economic or
5001al-polltlcul problems are mingled with the: defence of the balance
of payments, so that at times it is impossible to d@tgrmlne which of the )
objectives has hed priority. |

The problem faced by the Latin American countries with balance of
payments difficultics ﬁas not merely one of elimination which could not
be financed in view of the exhaustion of intcrnational reserves, but of
eliminating this deficit without adverse effects on economic development
and without crsating social or political problems, considered to be more
serious than the deficit itself. The difficulties inherent in this task
were practically insuperable, given the available instruments, as to a
certain exent the immediate economic, social or political sacrifices
implied in the use of adequate methods appearad excessive in comparison
to the benefits to be obtained in a distant future. This applied
particul.rly in cases in which there were doubts within the direction
of economic policy as to the reality of these future benefits,
Discounting of the future has increased in recent times,

The social and political (and administrative) limitations encountered
by governments in dealing with balance of payments difficulties
have, in the post-war period, been added to other circumstances which
must be mentioned in order to complete the picture. Of particular
importance is the fact that the orthodox solutions such as devaluation,
have been usuzlly =zdopted to deal with these problems in czses of the
simultancous exi stence of several eircumstances; in the cass of Latin
America in the last few ycars these circumstances have, rather, appezred
successively. More concretely, with the increase in demand, the need
to restrict imports became urgent, while at the same time exports
increased in volume and in price and, consequently, devaluation did not
appear advisable. In addition, the need to restrict imports occurred

/in a period




E/CN.12/217

Page 157
in a period in which-it was -desired to encourage the entry of producer
goods which devaluation would have made mmre expensive., Export difficulties
arose sooner for some products than for others (since rmovements in
in international prices or the intensity of competition were not uniform),
so that the devaluation which some goods would have requlred would have

provided unjustified profits for the others.
Tn the course of time, however, these differences diminished. The

inflationary consequences of monetary expansion were affecting the cdosts of
all exports, The necessary restriction on imports was no longer limited to
luxury goods, but affected even capital goods and gave them a scar01ty
value, in view of which the justification for maintaining such preferential
conditions for their import was lessened. Increased prices of domestic
foodstuffs, in countries which also imported in order to cover the deficit
in supply, reduced the justification for maintaining special facilities
for similar imports, The difficulties in importing European merchandise,
because of the shortages of these goods and their high pfices, diminished’
with the recovery of Buropean production and the devaluations of September
1949, Before this process was completed, through successive adjustment of
the economies to post-war conditioﬁs and more uniform distribution of the
effects of inflation throughout the economy, the change in the
international situation brought abhout by events in Korea gave it new
impulse, _ x

" The accumulation of measures and countermeasures in Latin America
during the post-war period can only be explained in temms of the |
packground of social and political.considerations superimposcd on
economic factors, the objective of economic deveiopment, and the fact
that adjustment of the different sectors of the economies to chaﬂge
has been gradual. With regaerd to the balance of payments, there appéars
at times in the same country the desire to encourage cxports together
with export prohibitions, the admittcd advisability of restricting
imports together with the granting of facilities for the import of articles
whose production could be fomented; and the laborious attainment of budget
surpluses or immomilisation of private funds tégether with credi£ expansion,

The general policy ‘could bc descrlbed as characterized by the
" /adoptlon of
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adoption of measures which arouse lesser resistance, though they may not
" always be the best measures; it appears as a struggle against fluidity
“in the economy and the repercussions which events in one' sector provoke
in the others, ‘

Control of Foreign Exchange Payments

A firm conviction has developed in Latin America with regard to the
béiaﬁce of payments, to the effect that the availability of foreign
exchange will for many years be insufficient to meet the total demand for
imports. That is to say, it is necessary to make an effort to ensure.
that a minimum of foreign exchange is expended on imports or payments
which do noﬁ‘COnﬁfibute to the development of the countries. Monetary,
fiscal and exchange policies throughout Latin America sincé the.Secoﬁd
World War have all been directed towards achieving this purposé, with
varying degrees of success; for it must ke recognized that while there
is clarity in ideas, all Govermnments have heen forced to temporize to a
greater or lesser degree with vested interests. Thus, the policies
followed are the result of all the forces acting within the complex of
society, although this result may diverge from that which the free play
of market forces would give,

In monetary policy there is noted a desire to combat increases in
" circulation, in order to prevent the consequences which-greater income
may have on thé demand for imports, while at the same time there is
evident interest in preventing a shortage of money from creating an
obstécle to production. The attempts at selective control of credit
outlined in other chapters of this report arec a result of this attitude.
" There is an effort in fisdal policy to prevenﬁ a budget deficit, for
the same reasons as in the case of monctary expansion; at the same time.
there is growing pressﬁfe of the tax system on the foreign products
contributing least to economic development and on that part of income
which is most likely to be spent in acquiring them.-

The most radical example of the trend towards selective control

of ‘avallable exchange "is found in the import prohibitions which have

been set up in all countries faced with »alance of payments difficulties.
It is natural that strong protectionist elements should enter into the

/restrictions:
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restrictions: confronted "with balance of baymenfé difficulties and the
consequent necessity t-curb the expendituré of foréign exchange, there
is more ‘severc restriction of these'gbods considered less essential to
the life of the nation and of those which can be obtained in fheleountry,
particularly if these imports, besides absorbing foreign'exchange, create
unemployment. - - ' "

Prohibitions began ‘soon after the war ended,‘fer by 1947 several

‘countries had already -introduced them in considercble number \Peru in June,
Mexico in July, Chile in August) and they are still in effect in the majority
. of. countrles with balance of payments difificultizs, In addition to Luxury

)

goods, severél repulatlons spe01flcally restrict those already produced in
the country. There are only a few cases in which the adequacy of domestic
productlon to satisfy depand is made a condition for the valldlty of
prohlbltlon (Bolivia in Junuary ‘and Feb“uary ;9&8)

. Undoubtedly the prohibitions have keen more numerous than their
specific establishment. indicates, .since in warious countries the entry
of certain imports has been refused by including them in categories or
groups whlch do not receive offlClal import licences or exchange.

Several countrles passed through periods of very acute exchangé shortage
and establlshed temporary prchibitions which were much nore far-reachlng
~than the normal ones, while several other countrles have. 1mpoaed

prohlbltlons epply;qg selely to merchandise from the hard-currency areas.

. In all ﬁge countries whereli@pert prchibitions have been
established and ms¢rt°-"eﬂ over a long pericd, an atmosphere of considerable
tension has been prodaccd which hes often led to the tofal.or partial
elimination of these restrictions, inﬂgenerﬂ‘, the breaking of the
prthbltlons (legal or de facto) has,eeen brouéht‘about through
auihériziné imports on the free foreign exchahge.market (sometinmes
created.by legalizing the black market).
| There have usqe;_v been two types of justifica tion: for this
pollcy flrst in view of the pressure for the eliminotion of prohibitions

it has been considered advisavle to meke usg of the foreign exchange traded

iy Thls idea is llelC*t An *“e Ne(lca‘ prenizition .of the import of
) essembled automobik o

/on the
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on the free or black market, obtaining something for the country; and
_'second, sinceé exporters of products which were to be encouragéd had heen
-, selling their foreign exchange receipts on this market; an inerease 'in

demand for that exchange by .permitting imports to be made with it would

- further stimulate. those exports.

The improvement of the exchange situation in Mexico, as well as
the fact that prohibitions had not been very effective and encooraged
- contraband, led the Government to eliminate prohibitione (in December
1950) for 200 1tems At the same time, the Government announced that
they would be substltuted by hcavy Customs duties. .
There is no doubt that prohlbltlons of 1mports cbngidenedoho*beroﬂ
secondary importance have saved Latin American foreign exchange (it was
‘estimated in Mexico that the saving in 1948 may have been about 100
million dollars), and that there would in their absence have bcen less
possibility of importing producer and other goods. However, as in the
case of other controls, it must be admitted that the price paid for the
'prohibiﬁions”was a greater infletionary pressure, as those goods ﬁhose
‘1mport was forbldden became more expensive and the demand for other
goods 1ncreased apart from the admlnlstrotlve tensions to which they
‘.gave rise, ’ o '

The 1mport restrlctlons whlch have been establlshed w1thout

actual prohlbltlon, have 2ll implied the settlng up of a scale of
priorities accordlng to the relative importance attrikuted to the

merchandise. The most common practice has been to establish large ..

* groups of 1mports each receiving dlfferent treatment according to
availability of exchange and judgment as to the requirements of the
country Sometlmes, with a change in the availability of exchange or
the relatlve SCﬁrc1ty of merchandise, goods have been transferred from
one group to another while ma;ntalnlng the same rules for granting
exchange to eoch group. It seems clear that in order to have manageable

_clﬂ531flcﬂtlons it has been necessery to group and glve cquivalent
treatment to merchandlse of very different types and volues for the

.'dlfferent economies, Nevertheless, in practice, discrimination among
imports has been more subtle than the group classificetioneﬂwould
suggest. In granting exchange, the imperfections in the classifica oions

/established for
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established .for ccntrol'purpcees have to a certain extent.been corrected.

It is not p0331ble to enter 1nto detall here as to the systems followed

for this purpose

In general, foreign exchange has been granted in accordenée with
historic cripefia. That 1 to say, quotas have been granted to -impofrters
on the basis of ‘their iﬁports in previous yeers, and certain formulas. have
been usedcin_eetablishiﬁg the restrictions.l/ ” ‘

It can be steted that in several cases the complexity of the systems
became excessive for the authorities. Moreover, as a result of the
necessarily arbitfary‘natupe of some decisions and the discretion which
must be given to thoee in charge of administration, in-order to avoid
unéconomic rigiéity arising from. strict application of formulas,
situations of fesentmenbs and frictions have been created of varying
types and gravity. In some cases, there has been a lack of QQ;ordination

between those administering the import control syétems*and those. adiministering

the foreign exchange, or between both and those negotiating international

" payment agreements. This has led to delicate situations, such as the

accumulation of commercial debits abroad through the granting of import
permits and/or exchange to pay for merchandise whose import had been
stipulated in'eo"international agreement.

~ Such Sitﬁafinhs have been more frequent when there has been
intensified govefnment.deﬁand for foreign exchange at- times when its
shortage has béen parulcularly g*eat Some countries, particulafly Chile
Bolivia ‘and Brazil, have followed the system of exchange budgets, in
order tn preyen? maladJustmenus and excessive 1mports on the part of
Go&ernments the@selves and ﬁheif‘autonomous agencies, and in general
in order to acﬁleve the necessary co-ordination between the granting
of import permits aﬁd the availability of exchange. ®&etting up a
budget provides'an opéortﬁnlty to establish a scale of priority for
imports. Once this is known to the ﬁubliczvthé officials in charge of

controls are to a large extent freedfrom ﬁhe’criticiem to which they .

1/ In March 1950. Bolivia changed the historic system of exchange
allocation for one in which priority is ‘given to imparters
cbtaining the best terms frsm foreign exporters.

/might otherwise
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might ciherwive he upen 1”oupz.r»g of merchandise fér cortrcl purposes

varies considerably from e counpry to another and reveals the different
circun stances encountered in each. The pattern, however, is almost always
vhe rame, wi'h priorities being given to major articles of popular
consumpticn (flcur, wheat, edible fais and oils, sugar, medicines).

well as to others (i.e., newsprint) whose restrictien could have social

m e
mptienkiang,

Supll These hnve been followed by producer goods - .

machinery, fuvels, raw materials auc., in general, gouds necessary to

maintalin ana eipand the country's productive activity -;‘follnwed, in
tarn by consume. goods which are considered less éssential, It can be
obszerved Linat, particularly in the years immediately foilcwing the war,
desoite'the general crientation of quantitative controls towards economic
development, the principal priority has corresponded more te consumer
gocdo consudered esgentlel than toH producer goods. ‘

I is-also worth ncting that not only have'quantitative import
reétric%ione been establiched in the pnst-war peried by countries with
balanpe ol pa; rents difficulties, but also by Republics such as Cuba and
Venezueia which have used vhem for the purpose of dsveloping local
irvdnciry. K

moedditisn o prcnibitions and restrictions, several Latin
Americen countriés used evehapgeu¢dte manipulation to ar: ‘est the outflow
of excnsnge ard reinforce Lhe se1ect1V1uy of their 1mpnrts in fact, nearly all

the repunlics which employed prohibi tions and restrictiens for balance

ci payments purposes, also resorted to multiple exchange rates or

geﬁg;ggilgj Developments in exchange rates are too complex to be
described in detail here, In general terms, multiple exchange rates.
(that is, the application of d*ffe ent exchange rates to different goods)
have represented a partial recognition of the inadequacy of the offical par
value, and have .en used as much for monetary and fiscal purpoees in
the sense ¢l ar instriieea’ in sxchange po“"cy, when the po,ulb*llties
of action by orthedox monevary and fiscal methods were not, cor were
not believed vo be, politically feasible,

Tue nwltiple rates for imporis -introduced, for example in'Ecuader

- . BTN

1/ This does not prevent the budget being modified during the year,
; cssivle cifferences nstween the estimate made and T

/in 1947
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in 1947 and Costa Rica in 1948, may be considered instruments of' monetary
policy, 1nsofar as the funds obtained from sales of exchange at rates above
par were largely used to reduce the Government debt to the banking system
and thus contract money supply and income. That is, a method was sought
for obtaining a budget surplus. In this case it was expected that the
system of multiple exchange rates would have a double effect on the
balance of éayments: a direct effect derived from increasihg the cost of
imports or, which exchange premiums had to be paid, and an indiréct
effect derived from contraction of income as a result of the drop in money
circulatioﬁ. In{both countries, the“prqtective aspect of the system has
been pfactically inoperative. Exchange techniques'were used to affect
the balance of payments by means of their monetary effects., This is even
more evident in the case of Costa Rica.-than of Ecuador, since,while‘nO'
quantitétive restrictions were introduced in Ecuador on imports of goods
which had to pay the‘exchénge surcharge, in'Costa Rica.these continue in
effect,and it was not expected (at least wheg it,ﬁas introduced) that
the.feduction in the exchenge rates for imports would in principle be
’ sufficient to kgep them within the limits of the availability of éXChange.

Exchange procedures have also been used to influence the.balaﬂce
of payments through their effects on money supply and income, by
requiring of the importers prior deposits in local currency equlvalent
to the total or a given percentage of the value of the import. This
system was followed, for éxample, in Nicarsgua, Costa Rica and Paragu Y,
with the obJect in the first place, of preventing credlts extended by
foreign exporters from cnabling importers to obtain products for a.sum A
greater than their available fundsj in the second place, of hamperlng
imports made with black market exchange; and, finally, through
immobilizing the funds deposited while exchange was belng obtained,
acting as a factor in conurqctlng ‘income and thus the demand for 1mports.

A1l the systems of multlple exchange rates have been used to
facilitate the task of the Governments in the sense of permitting them

to make a greater contribubion towards the development of the countries

i,
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reductien in money supply (as mentioned before) and partly to cover

Staté expenditures; in other casés thcy were used entlreLy for this

latter purpose.;/ In both- cases, and to the bxtent to which it was
-considered- necessary to spend the funds collected, an exchange procedure
was belng used to relieve the pressure on the balance of payments
dlrectly, by increasing the cost of 1mports, and 1nd1rectly, by preventlng
or reducing its ultimate deterioratlon as income derlved from the '
multiple rates helped to avert a budget deflClt ' B

In the case of multlple rates, either for purposes of reducing

. money ‘supply,; or of incréasing the funds which the chernments‘couldAspend,
there is ne difference in pr1n01ple between th se and Customs tarlffs or
taxes on consumption. Still less does the dlfference ex1st in those
republics in the arca which have been accustomed to taxing 1mports with
uniform tariff surcharges in order to cover specific expenditures:‘port
works, hospital constructioh, etcetera. The preference for multiplé

rates, instead of tariff increases or taxés on consumption, has been

partly due to their. flexibility. Thet is to say, their introduction th
prevented. the need to undergo the complex administrative processes ' '
. implicit in tax reforms of an internal nature. This was partly 1nfluenced
by the fact that, in- general, the conditions leading to their )
introduction were-¢onsidered or stated to be transitory,-while tax
reforms (tariff or-other) are reserved for méere leng-term needs.g/'At'
the same time, in several repu lics there has-been an.obstacle to the
introduction of other types of taxes on imports in the existence of trade
agreements which froze the duties applying to a considerable number :of
goods.whoselentry it was desired  to limit,

»»V_That is, scting through the exchange system does not represent an
advantaée in principle (except,perhaps; in certain-cases, the possibility
of taxing non—merchsndise trensactions) but rather in terms of .
expedlency in view of the urgency of the situation and the actual | |
ccndltlons in many countries. It must be noted that there are further

cons1derations 1nvolved besldes.those outllned in the preceding paragraph.

1/ In several cases, the funds collected weré assigned initially to
specific objectives, but often in the course of time they have been
used both for these aims and for others not foreseen at the time of
introducing the multiple rates.

2/ Multiple rates for imports were eliminated in Colombia in July 1950,
and incorporated in the duties gstablished in the new tariff schedule,

/The moaetary
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The monetary and fiscal aspect of multiple rates, whether for
creating budget surpluses (exceptional situation) or for preventing or
reducing deficits (the most common situation) has been their distinguishing
feature in Latin America in comparison with other exchange control systems,
The manner in which events have led to the use of multiple rates will be
described in the following pages. It will be seen that this has been due
at times to ineffectiveness, either implicit or explicitly admitted, of
the taxation systems, sometimes to the political impossibility of introducing
fiscal systems which would obtain for the State the extraordinary profits
méde by importers as & result of-a shortage of imports; at times
because it was the quickest and most abundant available source of
government ihcome; and at times to the extent of tax evasion. All these
circumstances occurred while inflationary pressures on the balance of
payments were heing produced in part by the monetization of deficits .
caused by growing burdens in expenditures weighing on the governments,

In the fase of this reality, other considerations appear very secondary.

The same criteria established for the application of quantitative
restrictions have beenbused in the classification'of merqhéndise for
multiple rate éjstems. Very different typés of products are included
ﬁnder.broad groubings. Cbnsequently, a given surcharge probébly serves
to limit effectively imports of certain goods, within the limits of the
amount of foreign exchange which it is desired to allocate for this .

.purpose (so that the quantitative'restriction in fact bécomes.inopefative).
On the other hand, it is probable'that the same surcharge will not
restrict adequately imports of other merchandise within the group,

Ecuador is the only country in Latin America in which a system of _
multiple exchange rates for imﬁorts has not been accompanied by .
quantitative'conﬁrols. In 2ll &he other countrivs, the mere classification
of products in preferential groups has_not necessarily implied free
access to the exchange required to pay for their import. Generally
speaking, in all the countries ﬁith'multiple rates there has been a

small group c¢f merchandise which has been imported with né restriction
other thanthat of demand, at the prices which arise from the exchangé'
rates, and quahtitative restriction has been necessary to limit all other .

imports. The multiple exchange rates have thus not reached the point of

/being an
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being an effective brake on the import of these geoas. fhe authofitiee
have not wished to go as far as weuld have heen necessar& fof tﬁe import
rates to fulfil their‘orthoddi'purpose of limiting demand to the exchange
available. This objective has been attained by administrative procedures, *
In those countries where inflation has advanced most and which
maintain multiple rates with'quantitative restrictions, the seérciﬁy .
price of imports is often mich higher than that which woﬁld‘result from
‘adding the exchange surcharge to the other components of the priceuof ~
acquiring them. In this case, access to the necessary exchange beeomes
the determlnlng factor for 1mports and the exchange surcharge takes
second place as a limitation an demand, thus 1ncrea31ng the importance
of the taxation aspect. In fact, when the multiple rates are inadequate
to restraln 1mports within the llmlt imposed by the avallablllty of
exchange and those limits are prov1ded by quantitative restriction, the
exchange pollcy aspect of the system disappears almost entirely and the
flscal character is accentuated to the same degree.
Under these circumstances,. the justification for the multiple rates

is jp their fiscal character, and not in their effect on’the balance of

payments, although they may provide an.important meéans of controlling the
latter . The fact that these mebhods were used instead of the fiscal
instruments customary in other countries is due to the reasons set forth
previously.

‘It is interesting .to note that in spite of the foregoing, very
few countries in the area (in fact, only Argentina and Paraguay) have in

the post-war period resorted to the auction system. This originated in

Argentina at the beginning,of the war and was introduced during the war

as iegislation in the monetary systems developed in other countries

(Paravuay and Guatemale) in collaboration with specialists from the

Unlted States Federal Reserve Board. This system should provide a

maximun of receipts. for the treasury, as well as limit effectively the

exchange payments to the amount available. Jhe fact that it has not been

+ adopted mofe widely is due, in some cases, to the reluctance of the- |

International Monetary Fund to accept fluctuating'exchaﬂge rates;'iﬂ ethers,

to the complexity of tho system itself when it is necessary to apply it
/to a
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to a very large number of goods, and to the scarcity of the funds it
provides when it is appliéd to few; and, f;nally;'at times, to the fact
that it'might‘indicaté tob clearly the'deterioratiqh of the exchangé
situation due té internal expanéion of money incomes.

The control of exchange payments has been very imperfeét in

invisible transactions and many governments, after passing through

stages of strict regulation, chose to legalize their sale on free
markets. This was not the case with transactions corresponding to

interest, dividend and amortization payments on foreign investments.

although there is a difference in attitude (tending to diminish) between
that regarding outflow of foreign éxchange resulting from investments in
export activities, and that réferring to activities directed towards the
domestic market., Controls have tended to be stricter in the latter
instance, altﬁbuéh there is evidence of the ever increasing importace
given to achieving a higher proportion of the value-of exports of foreign
énterpriéesﬁretdrned to the countries.iln general, it has been attempted
to limit such payments to'certain maximum péréentages of the value of the
investment. For exémple, this limit was of 12 per éent in Argentina (in
August 195( )interest payments up to 5 per.cent of the investment were
authorized); in Bolivia, 30 per cent for amortization; in Brazil a total '
of 20 per cent for transfer of capital and 8 per cent for dividends; in.
Nicaragua, 10 per cent for amortization; while in Peru the authorities
maj set a limit not under 10 per cent for the remittance of interest and
other payments abroad of. the foreign firms established in the country
(December 1947). Moreover, in several countries special permision has
been required in each case in order to remit funds abroad, although the
laws generally establish a high priority for these sales of exchange
within ﬁhe general allocation of the amounts available. Some counfries
restricted thesc payments severely in the periods of emergenéy which
occurred’ in the post-war years.

Control of Exchange Egpeipté

Efforts to increase receipts of foreign exchange complement those
dcsigned to equilibrate the balance of payuments by restricting exchange

 payments. In all the countries exeréising exchange controls the
/requirement was established °
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requlrement was established from the start of selllng the recelpte from
exports to.the central banks or authorlsed agenc1es, as well as, those

derived from other pagments-made to natlonals from abroad. Nevertheless in
those countries with -foreign investments 1n-export'ect;VLtles,thremregnlat1on
was limited by the authorization granted to retaintebreadthe sums in

excess of their payments within the EOuntry where the investment was made.
although at times there was the obllgatlon to return to the country a

minimum of exchange for the exports made. The mlnlmum was sometimes
fixed in accordance with the tariff.valuatlon of the:ezport (as in
Costa. Rica with banana exports), orfcnlthe,hasis of the so-called legal
cost plus taxes (in'Chile); while-in othere itvwae ncCOrding to the. .
volune or value of exports (as in Bollv1a) - .

_As. the post-wdr period advanced however the p031tlon of the
currencies of -many countries deterlorated as a result of 1nflatlon,
export prices ceased to rise, hnd.later.began to drop, whlle there was.
for the same reason an ever—growing'demenc fcr,importe,~both,in.;x
sbgolute and in rclative terms. Then the -emphasis which,had:been placed
on iﬁports was, relatively speaking, displaced towards exports, The
decline in 'exchange rGCeipte then becomes‘doubly serious and marginal
exports acquire much greater impcrtance than formerly. When the war
ended, many countries ‘accepted, without‘taking significant defensive-
measures, the fall in the exports of manufactured goods which had
developed during the conflict, but as the exchenge situation became
more strained, there was no longer the same passive reaction to these .
declines as existed during the early post-war years, and efforts of every
kind were made to maintain exports. Exchenge rates nhich had been
manipulated partlculurly for 1mports, were modlfled more and more for.
the export trade, The necessary conditions werc being created for the
acceptance by the countries, willingly or not, of a system which in
many respects is more orthodox, The rate of exchange required to
permit the flow of exports was approaching that needed toirestrict
imports. Examples of the granting of exchange rates ever more favourable
to cxports are too.wldespread to require citing here. 6£ﬁef facilities .

' " Jto the
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Other facilities to “he export trade have been no less numerous, and
several parts of this Repcrt have referred to measures for fomenting
exports, However, in almosi all cases there can be noted the intention
of not giving experts a greater stimulus than is actually considered
necessary, Thais atiizude is largely derived from the resistance on the
part of governmenls to deprive themselves ol the receipis obtained from
maintaining less favourable exchange rates for exporits together with
rates penalicing imperts.
In the chapnﬂ? cit the bvalance of payments, several observatidns
were made with rmgaM to the atiitude of the Latin American countries
towards entries of foreiga capital, It is sufficient to mention here
that exchange con®rol systcms have tended to favour these entries,
giving guaraniees ol authoriration to withdraw investment proceeds from

the country but keeping a relatively liberal control on receipts. An

attituce not tyoical of the practices followed by most countries is seen
in the granting in Thile of an exshange rate favouring imporis of capital

on the part ¢l the ccpper companies, This rate is much more favbtrable'

’I‘

than that whish thece came companies receive for the exchange whlch they
sell to mest surrent sxpercitures, This partlcular example relates more
[d fd /'l

to the fiszal fh aever of muliinle rates in Chile than it does to the

[
e
C‘

attitude toewards foreign cepital. ALL countries wihh exchange control

f

require regisiratior ¢f bthe entry of capital in crder to have the right

to make payments Ir many republics with
multizle rates and & free mapryet, imports of capi~al by the large foreign
enterprises astabliisihad Stheroin nav » granted only the parity rate,

which is noi

of legisiaticn wirshing the cptien for new lmporiers of capital to

bring it imuo the sountry wia the officixl market (wilth a lass favourable
& ;

excharge rate; or via ihe free market, gyorantesing, if the {ormer method

3 T S e ad- vt Amnda awd s A
is adepted, the retusm of inverest, diwvidends end ameritization also av

the officiat wa%e. ‘™is is 230 forth, for exsmnle, in the Brazilian,

/Senizol. of
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Control of the Direction of Payments and Receipts

The object of controls during the post-war pefiod was not solely
to maintain the talance of payments in équilibrium, tut also, as a
result of the inconvertibility of certain currencies, to affect the
geographic distribution of payments ard receipts, This need was naturally
more acute in those countries whose trade is directed preferably towards
Europe.

At the beginning of 1947, Argentina already considered it necessary
to restrict the impert of certain goods requiring payment in hard currency
if the dbmestic sﬁpply of these goods was considered sufficient. In
September of 1947, in setting up a cliassifizaltion oi high priority goods,
it waé'stipulated that their import would be permitited from neightouring
countries énd from those with which Argentina had payments agreements,

" but that imports from other countries would require the study of each
particular case, The classifization of goods made in June 1948 followed
the same criterion of influencing the origin of imports, ensuring that
these should he from coumbries for which exchange was available; in the
same month it wes laid down that exports to neighbouring countries

should be paid for with dollars {excepiting Uruguay in view of the
agreement with that country), or with Argentine pesos from special

export éccounts to te opened'in authoriced institnutions, When the
situation became most zevious. imports from the United States were
restricted (May 1949) to 25 per cent of their average value in 1947-1948,
while those from various Européan countries, the sterling area and Brazil
were resﬁricted only *o 50 per cent, The exchange reforms of October 1949,
in adjusting exchange rates to European devaluaticn, also involved a
greater devaluaticn with regardgto the dollar than %o the pound sterling
and other European currencies, and exports to the dollar area were '

- favoured by preferential exchange rates., In accordance with the regulations
of August 1950, the granting of official exchange for imports depends both
on the classification’of gcods and on the country of origin., In Brazil,
the policy of discrimination in favour of imports not requiring payment

in hard currencies was mainly carried out through the use of discretionary

/powers in
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powers in administering the granting of import licensesjbut starting in
March 1949, the policy of saving searce currencies beecame more explicit,
A very restricted list of "permissible imports" was issued, applying
solely to hard currency countries (a description which varies according
to the availability of exchange), and these hard currency importé were
strictly limited according to the exchange budget, and only permitted
when they could not be paid for in soft currencies.

Peru is another eountry which has discriminated against imports
from the United States in an effort to achieve bilaterally the equlllbrlum
which it could not attain by multilateral compensation.

The need to direct exports towards soft eurrency areas also forced
certain countries to aceept imports other than those most in demand,
Argentina, Brezil and Uruguay have at times been in this position with
regard to their-bilateral agreements, There have been cases of
international friction, however, through reluctance to accept goods
included in the agreements but which the Latin American countries
prcferred to do without. in order to reserve their foreign exchonge
for other purposes considered of greater importance to their economy,

In 1950, with the increased United States demand for imports
and. the resulting greater supply of dollars, there was some relaxation
of controls on :imports from the United Sﬁates.-ln Noverber, Peru added
over 500 items to the list of imports permitted from the United States.;/
Starting in July of that year Uruguay issued a series of regulations
lifting more and more the controls on imports from different countries;
by September there was freedom to import all goods considered essential
regardless of origin,-and in November certain non-essential imports from
the United States were authorized.g/With the European devaluations of
1949 and the increasing. capacity of Europe to supply imports, the
surplus of soft currencies generally tended to disappear, turning at
times into a shortage which forced the application of discrimination’

against imports in such currencies also, in order to avoid a deficit,

1/ Early in 1951, all prohibitions on imports were eliminated.

2/ In January 1951, restrictions on sterling imports, stated to be of
a temporary nature, were again imposed,

/Free Markets
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Free Markets < v T f“' R
 “As the post—war perlod progressed free exchange markets or

systems became riore w1despread These have taken a w1de nunber of forms
whlch could not be descrlbed here without g01ng 1nto excess1ve detall
Howemer,_lt is, of fundamental 1mportance to remember throughout that ,l
the only justification for the establlshment of free markets was that .
the controlled exchange r"tes dld not represent the equlllbrlum rﬂtes
whlch would hﬂve developed in the absence of controls

The countrles whlch set up free markets did so under pressure of
the demand for forelgn exchange and not as a result of 1mprovement in
the c1rcunstances determinlng the control of forelgn exchange. Moreover,
free exchange systens are a response, at least at the tlme of 1ntroductlon
to a breakdown through the weakest sector 1n ex1st1ng exchange systens ‘
(generally due to the per31stence 1nd 1ncrease of 1nflatlonary pressures)
The obJectlves whlch these are 1ntended to attaln vary from one country
to another, and several may be found at the samne tlme in one country.

The 1ntroductlon of a free market w1th fluctuating exchange rates
has also been in response to the de51re to favour certaln exports which
. have been 1n dlfflcultles because of the effects of 1nflatlon on their
costs or because of a relatlve fall in thelr prlce on‘lnternatlonal
markets, The nost outstandlng example of this is. gold whlch has been
~ influenced by both circumstances, In Colonbla, for exanple, the.
promotlon of gold productlon by this nethod (that is, by giving freely :
negotiable exchange certificates for the value of the gold) is of
1mportance for the balance of paynents, to whlch gold contrlbutes
between 9 and 12 million. dollars annually. In Chlle .on the other hand,
where a simllar systen was 1ntroduced .gold productlon ‘provides a nore-
secondary contrlbutlon to the balance of payments relative to total .
exports, In both countries, however, .the s001al problem which would be
created by unemployment as a result,of selling gold.at par in terms of
local currency, is as important (in Colombia). or‘more‘iﬁportant (in
Chile) a consideration as that of the beneflts which it 1s hoped to
obtain for the balance of payments; and the tw0~problems cannot be
separated w1thout giving an erroncous plcture of the motives leading to

/the adoption
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the adoption of this practice.

Free markets have usually appeared first for the part of exchange
receipts which is most.difficult to control, such as the tourist trade,
diplomatic expenditure, payment of cormissions étceterd.‘Moreover; ffom
time to time, when the shortage of exchange has been very écute, the
repatriation of capital held abroad by nationals has been legalized,
provided repgtr;ation tekes the form of impofis,.ﬁore or léss essential

according to the degregiof exchénge shortaga. This type of free market
has at times existed in the forn of ailowing_importers.to.use their
"own exchange" (divisas propias), this term not always being clearly
defined, and often implying the de facto legalizing of previous black
market 6perations. ‘ . .

In general, in those'countries where the exchange situation has
been or vmtinues to Se very unfavourable, "sécondary" exports have been
allowed access to free markets (ig.other,words, the right of exporters to
sell on these markets the exchangé they have obtained for certain
exports), The term "secondary exports" is, however, quite elastic, In
Colombia, where their'numﬁér has increased continuously, the résulting
receipts of exchange have been actually for gold (a very special case),
of secondary importance, Butlinxother countries, such as Nicaragua or
Chile, they have been sﬁﬁstantial} . .

Somne republicé have followed the practice of allowing access to
the free market of an established percentage of the exchange obtained fronm
_ certain exports, this percentage to be calculated in accordance with the
relative deterioration in production costs.l/others have followed the
.procedure of permitting barter transacfions. There are recent examples of
this in Brazil, wﬁich in September and in November 1950 extended the

1/ In some countries QArgehtiﬁa, Bolivia, Paraguay), the term "free rate!
has been applied to a spetial exchange rate fixed by the authorities.

2/ This practice is reallyva substitute for that of mixed rates, that is,
the purchase of a certain percentage of.exchange obtcined from exports
at cne rate, and the remainder at a more favourable rate, When the
second proportion goes to the free market, the.government saves the
exchange premium involved in the more favourable. rate.

- S ' /number of
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1/
nunbsr of goods whlch could be exported by‘barter transactions. The

system has ex1sted in Chile, since 1947, ‘when private compensation
transa*tlons were permitted with gold (from mlnes) and cerualn agricultural

exports. In the same year, the system was also adopted in Paraguay. This
method has been w1dely used and in contrast to the free market suppl*ed
w1th rece;pts fron invisible transactlons, 1ndlcates clearly the decision
to make maximum use of.exports in order to obtaln 1mports, even of luxury
goods (thus relieving the pressure on'the authorities). In the case of
barter, the existence of a free market is to a certain extent obscured
by the fact that there is no sale of exchange, but this difference is
little more. than formal The buylng and' selling operation is effected
implicitly by the same person, ‘the exporter, and is equ1v1lont to
permitting the exporter to use his "own.exchange", On occasions when these
barter- operations have been accepted;‘the-transaction”of purchase and
~sale of exchange has been effected through the purchase by the importer,
at a.high price, of tne favonred goods which are’then sold abrcad at a
loss, in terms of legal parity. (This has occurred, ‘for example, in
Nicaragua.) - - - = . f S )

' It has been stated above that the establishment of free markets
while systems of .control eré:in~efféct, represents a partial breakdown
of exchange cystems. This statement~perhaps‘reqﬁires some explanation,

' The need to give certain exports a-rate hiéher than parity or than the
highest official rate, togethef with thé fact that demand for foreign
exchange -is..so great-that the foreign!eichange sold on the free market
actually obtains this higher‘réte;féppears in itself a good indication
- of the divorce between the official'rate‘or‘rates and the equation of
suppiy and demand for exchenge at this Pate or‘rates. Thé very history
of the appearance of freec markets with fluctuatlng rates in the post-war
. period shows fhem to'be. ‘the’ result of g crlsls, At ‘times it is a crisis
in the adm*nlstratlve capa01ty for control a t others a crisis in the
capacity of the flscal system to favour exports, that is, a lack of
funds ‘to provide sub51d1es, or flnally, ‘of the availability of forelgn
exchange. Thus, as- has been stated in many cases free markets have
commenced as a result of the legallzatlon of black or grey marketls,

1/ Barter transactions were suspended in February 1951,
/These had
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These had been supplied by receipts derived from invisible exports, beyond
the administrative capacity to control; from evasions of the obligation to
hand over exchange derived from exports; or from over-estimation of the
value of imports made at the official rate. When these circumstances
coincided with a shortage of foreign exchange, some governments tightened
controls, but others legalized the black morket and allowed it to operate
for imports of essential commodities only if-the shortage were very h
considerable, or also for luxury or non-essential goods if the shortage
were less acute, Crises in fiscal capacity to favour exports have been
noted in certain countries where goods were allowed access to the free
market after having passecd thfough various increasingly favoured stages
within the system of multiple official rates (Chile), or in those where

a growing proportion of the exchange obtained from their sale was allowed
access to this free market.l Finally, there have been cases where a
major factor in the decision to create a free market or expand its
functions has been, on the one hand, the recognition that the system of
control had become, either altogether or in part, too complex to be dealt
with by the existing administrative organization, or, on the other, the
fact that the latter was subjected to undesirable pressure which impaired
the administration of the system., The establishment or extension of free
markets in all these cases, of which there are various examples, has thus
been a sharp disparity bstween the official rates and what would be the
equilibrium rate, and have been a manifestation of the desire to relieve
sone excessive pressure: that on the State of the need to subsidize
exports (leaving this task to importers); that on the Central Bank of the
' necessity of providing exchange for certain imports‘of payments; that on
the'controlling authorities from the applicants for exchange for specific

purposes,

1/ A system found only in Bolivia is that in which exporters are
permitted to retain for their own use a higher percentage of the
value of exports when these exceed a certain quota.

/Employment of
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C It was¥stated at the beginning of.this chapter. that the problem

‘Ermwloyment, of @rihodox: Methods

which the Latin Ameriean countries had ‘to solve,.lay in achieving
equilibrium in their balance of payments without prejudice to:their
econoniic development and without creating social problems: considered
to be nore serious than the deficit itself. Were these objeciives
attained by exchange control, or were they achieved.in greater measure
than if that control had not existed? It is probably impossible.to glve
an answer to this question, However, supposing monetary policies to have
remained as they wore and the adjustment of the balance of payments left
to the spontaneous evolution of exchange rates, it appears that the
social'prcblems wculd have been more serious than they'actually were
and that the availability of'fofeign exchange for economic development
would have been prejudiced. Given the monetary pol‘cy which was, in fact,
Follcwed fn Latin fAmerica and its effects on income, the defence of the
balance of pa~néﬁts by means other than pdfe and simple devaluation would
appear necésééry if the results desired from such a policy were riot Lr he
anmilies b+ sounteractive forces, Whether the nonetary policy which was
followad was nost "doou"*e for ‘ecohomic developnent is another problem,
Tt was 1nd;caued p“ev1ously that exchange methods were employed in
Latin Amer;ca whpre tne use of fiscal measures (Custons daules income

taneo, taxes on co“sumpclon etcetera) and of monetary technlquec would
" have been mere orthodax and, in the mhjority of cases, mcre subtle
methods for zchieving the desired objectives, However, the greater
feasibility of action through the exzhange system compensated for the

difference in results.'lt is evident that a tariff reform permitting

1/ Orthodox methods are understood_hoits.. as.the traditional instruments
of -economic policy: for example, promoting exoﬂrts and. curblrg imports
by means of devaluaiion and Customs duties; OOualn¢ng budgete¥y funds
by megns of higher taxes, .or issuing State bonds to the‘pubLl,,
acting on money supply by influencing the volume of credit through
r~discount rates, or allowing the deficit in the balance cf paymente
40 act w.. zirenleticn and so on.

/the imposition
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the impositien of duties affecting individually the price of importing
each article, in accordance with the conditions of demand for such an
arulclo and its substitutes, is more adequate as. a protectlonlst instrument

for. development for the balance of payments, and as a flscal instrument,
than the grouping of all commodltles in three or four categorles However,

the governments found that, for various reasons 1t was ea31er and quicker
to 1r+“oduce nultiple rates than to reform ‘tariffs to the ‘necessary
extont It is ev1dent that by means of a good system of taxes on income
and excess proflts the State would have recovered to the deslred degree
he prollts which exports could obtaln through devaluatlon, or whlch
imperters obtalned from the quantitative restrictions on 1mports better

than by. a systemxof'multlple rates,. Nevertheless, in several cases

.goveimments considered that the necessary fiscal reforms were not feasible

in the degree required to obtain such results, It also seems evident that
ronevary effects achieved through requiring prior deposits by importers
could have beeniassured to a greater extent by orthodox banking procedures.
but here again, the exchange method wes more expedient, In general
exchange techniques have found more acceptance than the others, in spite
of being less adequate in some cases,

‘However. in all Latin American”countries-which experienced exchange
iiffisulities during the post-war period, there has been a gradual approach
towards -the- orthodox practices usually employed in other periocds. This was
due iu large part to the judgment that some of the results which it was
desired to obtain through the different systems of exchange control did
nov represent a temporary but a long-term. need. Another influencing factor
has ‘been the recognition that fiscal and monetary methodl, applied directly,
may better serve the purposes in view, Finally,'the possibilities of action

by more orthodox procedure increased as the systems of control became more

' “‘and moré complex ‘that is, as the governments reached the p01nt of

: con51dor1ng the situation rlpe for the use of more ﬁdequate methods.

At tlmes the partlal return to moneorthodox systems suoh as free

mar: ‘ets in thelr various forms, that is, thelr ex1stencc 51de by side with

. pract*ces of control by fixed multlple rates and by othcr procedures givarc

"1/ For example. combating by means of income taxes and tariffs the high

crorngity to consume imported luxury goods; or exerting influcnce on
*ue balance of payments by limiting investment through credit
- restrictions, In general, these represent more indirect methods -
acting on the origin of disequilibrium rether than on the disoquilibriur
iveelf,



E/CN,12/217 P

Page 178 : L TG

the present Latin'Amaficaﬂiéféﬁaﬁgéf%&éiéms an even more unorthodox
appearance. Actuaily, these mixed ré%imes*shouldhbe interprcted rather

as a gradual approach to technlques 1n accord w1th traditional views than
as a w1thdrawa1from them, ‘

Those countries. such as Mex1co, which from the first rejected
exchange control as a means of deallng w1th dlsequlllbrlum in the balance
of paymsnts had soon after the war to employ traditional methods, such as
increases in Customs duties (Mexico in July 1947 and July 1948), but even
the countries using exchange control have also, to a certain extent, been

substituting multiple rates for the more discriminating method of Customs
duties, or superimposing these on the former., Peru resorted to this
procedure in 1947 and 1949, Colombia in July 1950 and Argentina in August
and December of the same year, Countries such as Cuba, which did not have
exchange control or balance of'?ayments difficulties, intend to introduce
substantial reforms in theit tariffs, and Guatemala has also expressed a
desire to do so. )

Mexico is, perhaps, the only country which has followed an
anti-inflationary monetary and fiscal policy with the object of remedying
the disequilibrium in its balance of payments; but the fact that it has -
been possible for governments or other official bodies in several
countries which have experienced and are still experiencing inflation to
propose such policies openly (in Chile for cxample), seems a strong
indication that the search for an orthodox solution is more active now
than during the early post-war years.

The adjustment of the balance. of payments ty devaluation pure
and simple, met at first with strong resistance, as already stated.

 However, since the beginning of the post—war-period, the process-of
devaluation has followed its course and in the last few years, several
countries have reduced the multlpllclty of their exchange rates, Multiple
rates and free markets, to whlch recelpts from some exports and certain
imports have access, rebresenf advaﬁced stages of this process, particularly
the latter. Resistance to arriving at cbmplete unification of rates at a
lower level, however, is sti1l strong, and as a result, adoption of the

most adequate methods is not usually very thorough, In most cases they
continue to be used partially mlxed with more expedient and less subtle
procedures. Only in a fow ééées,wif any,.would devaluation be indicated

RO o /as a
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means-of~achieving -an adjustment, if not used in conjunction-with.other
measures to counteract some of its effects, i.e. the pressure which it
might create by increased credit, wage adjustments, or greater budgetary
expenditures.
A1l Latin Americen countries with acute balanve of payments

difficulties.have had some devaluajion of their currency (either total or
partial) since the end of the *ar&This has. sometimss occurred on the officisgl

market, or on the free narket and sometimes on- both In none was there
an adjustment of the balance of payments to the end of 19&5 or' 1946
exchange rates by the simple use of quantltatlve controls. In ‘some
countrles devaluatlon has been minimum and only partial as in Brazil

while 1n others 1t has been small as 1n Uruguay. In others, as in the

case of Argentlna, Chlle, Bollv1a, Peru and Mex;co, there has been
31gn1flcant devaluation. |

- Mexico prov1des the most 1nteresting example of adgustlng the
balance of payments by means of a substantlal devaluatlon. ThlS country
according to _express statements by the authorltles, d1d not resort to '
exchange control to avoid the 1nconven1ences 1mplied in adnlnlstratlon B
of the controls,!In view partlcularly of the proxlmlty of the Unlted ¢
States, and the hlgh proportlon of travel to total recelpts of forelgn
exchange, it was%antlclpated that the bureaucratlc and pollclng system
necessary to make the control effectlve, would be exce351vely compllcated
It is worthwhile, studying the process in greater«deta;liforypurpeses of
comparison with other.countries in the area. . | .

In view of: the loss of reserves in 1946 and l9h7, Mex1co began by
employing the method of import prohihition 4nd of inereasing Customs
duties. It was. also intended to achieves results by avoiding budgetary
deficits’ and credlt expansion, but this was nots actually effected. The
efforts to avoid'a budgetary deficit and credit expansion- (principally

of official institutions) were inadequate, since the expansionary forces

- had attained too great a momentum to.be halted in a short period. There

was, moreover, the conviction that mere stabilization of credit at

-_j/P ~nama is an exceptlon but this id due to thp nature of the monetarv

"system of. that country.

. Jexisting levels
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existing levels would not Ee sufflclent, since the level of income permitted
by the existing credit was exce351ve, at the exchange rate of 4. 85 pesos to
the dollar, for adjusting the demand of foreign exchange to the supply. In
addition,the idea of carrying out credlt contraction was considered to be not
only impracticable polltlcally but also harmful from an economic viewpoint,
Restrictions on imports by means of prohibitions and higher Customs
tariffs were frequently evaded and to this was added the outflow of
capital. In spitd of utilization'of 'up to 37 million dollars of the United
States Stebilization Fund and 22.5 million dollars of the International
Monetary-Fund, the reserves of the Bank of Mexico fell during three
consecutive years by more than 300 million dollars, until they reached
critical'levels not only from the Yegal point of view (in proportion to
the Bank's obligations) but also from the economic. To all this were
added certain export difficulties due to increased costs and groﬁing
foreign competition on both the international and domestic markets., This
competition was particulérly sharp in the case of industry, which had
developed to o great exterit during the war.

This situation caused a crisis in July 1948. Mexico abandoned the
parity of the peso.and allowed it' to fluctuate, under the vigilance of the

Bank of Mexico. For several months, an attempt was mede to maintain the

.quotation at about 6,90 pesos to the doller, and certain aspects of

"economic policy were adjusted to this quotation, such as export taxes

instituted 2t the time of abandoning parity (with the object of recovering
for the State half of the increased prices of exports in terms of national
currency and mitigating.theiincrease in prices of export commodities on
the domestie market), and the gubsidies on wheat and lard.'However, after
a period of relative stability of the exchange rate, the peso showed new
signs of 1nstablllty, attributed In Mexico to the excessive use of
Central Bank credlt by the Government and OfflClal institutions. At the
beginning of l9h9, the Bank of Mex1co had to sell the exchange which it
had acquired 31nce.July 1948, and in the face of the insistent pressure

of demand it withdrew once more from the market., In May, there was a

period of violent fluctuation, partiy-due to speculative movements, and

Tin-June a new par value was set at 8.65 pesos to the dollar. It is known

that at thLS\exchange rate (although the specific figures were not
/revealed),
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1
_‘revealed) the Bank of Mexico has considerably increased its reserves,

~‘desp1te hav1ng repald 1ts“draw1ngs of 37 milllon dollars on the United

"'dStates Stabilizatlon ‘Fund, At the beglnnlng of 1951 the reserves of
‘.the Bank of Mexico reached levels comparable w1th those achleved during
.,the war. ‘ .
. Mexico‘followed a nore orthodox policy than the otﬂer countries in
. the adjustment of 1ts balance ‘of payments, Nevertheless, thls orthodoxy
is principally one of method Tradltional weapons were used to obtaln
the same obJectlves which other countries pursued by means of more
varied methods of action, Thus, Mexico carried out its tariff reforms
and established prohibltions on ‘imports when .other. countries did:the
equivalent w1tb multiple exchange rates andvprohlbitions, tariff increases
took the place of the multiple rates and fulfilled the same function in a
very'Siuilar although‘more selecfive fashion, But just 2s in the countries
"w“*b letlple rates (exceptlng Ecuadar and possmbly Peru) tariff increases
and p:ohlbltlons wero insufflclent. Then Mexico devalued its currencyr, but
':;1t was uot.a pure and,31mple devaluation, rather a devaluation with
multiple ratesfsuperi@posed on those already created by the tariff.
. That is, in deualuing; it introduced a system which was, in fact. ore ~*
multiple buﬁing rates, by means of an'eiportktax of 15 per cent, This
tax was.later‘selectively reduced for those exports which in spite of
devaluation continued to encounter difficulties on the foreign market.
In fact; this bolicy was equivalent to a greater devaluation of the
selllng than the buy1ng rate, a policy comparable,for example, with that
of Colombia 1n December 19&8 when the parlty of the peso was devalued Yy
10 per cent and surcharges on the selling rate were 1ntroduced that is to
say, on 1mports. The similarities do not end here; the result of the
Mexican system of export taxes is an inflow of funds for the government
of.the same nature as those obtained by countries through multiple
Aylno rates;. end these receipts, just as in the case of the others,
were used to contriQute to budget, expenses and to obtain a surplus which,
in contractlng income (in relative terms), would contribute to adjustment,

of the balance of payments. It is interesting to note that while in the

1/ According to Mexican sources (El ‘Mercado de Valcores, 25 December 1250, -
and E1 Nacional of 12 January 1951), reserves rose to 338 mill+-
dollars this figure undoubtedly includimgreserves in silvcr,

/nmjority of
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majority of countries with multiplé.raﬁes these were established at a level
insufficient to exercise their exchange function, which was achieved by
administrative methods, in Mexico fiseal.and monetary procedures prevented
the exchange policy from achieving its full effect; that is, the rise in
domestic prices of exported goods, excessive profits for the exporters,
and the full restrictive effect of the deﬁaluation on imports.l The
Mexican policy differs from that of other countrles in not requiring the
handing over of exchange obtained from exports and other transactions
abroad and when it complements the exchange policy with a monetary policy
also designed to contain the pressure on the balance of payments, It was
understood by the Mexican authorities that devaluation and the other methods
adopted would not serve more than as a transitory measure in adjusting the
balance of payments if the expansion of incomes continued, An effort was
therefore made to prevent the credit polioy from counteracting the effort
being made through the budget. The majority of the other Latin American
countries with balarice of payments'diffioulties did not consider it wise,
for variouslreésons; to follow as cautious a monetary policy as Mexico,
and in the absence oflsﬁch a policy devaluation without quantitative
controls would not have prevented the deficit,

The Peruvian experience provides another example in the field of
developments in Latin American exchange systems which may be useful to
review here, The'problem in Peri was particularly acute after the war,firstly,
due to the fact thet it was one of the few countrics in the area which could
not accumulate internztional reserves during the war and thus absorb the first
impact of the <eferred demand for imports; and secondly, because a considerable
part of the exchange receipts were in inconvertible currencies of countries
which'were not in a condition to supply Peru with the goods most in déemand,
To the import difficulties were added the adverse effects of inflation on
the possibility of export prlces covering the cost.,

Since 1946-1947, Peru has been movings by stages from a system based
on'restrlctlng imports- through import llcen31ng and a single fixed exchange
rate (with a tolerated black market)‘to a system with freedom to import
and a fluctuating exchahge rate, The process has not yet ended, because

there are still prohlbltlons on 1mports and restrlctlons on transfers of

funds abroad for purposes other than the imports- permltted

1/ That is, the devaluation was followed by numerous reductions in
tariffs, '

/The abandonment
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The abandonment of the system of quantitative restriction and the

dec131on to allow the exchange rate to find its level on a free market
was due to a large number of reasons whose relative importance it is not

p0331ble to measure, However, it can be stated thHat the ones of greatest
weight were, 1n‘the first place, that the complex system of import
licensing made’ phelr administration appear deficient, and in the second,
the growing difficulties of exportsel/An idea of the magnitude of the
problem as a whole can be gathered from the fact that freedom of exchange
involved a risz of over 100 per ceat in the prize of forcign exchange, in
spite of the restriction on the demand for exchange through maintenance
of import prohibitions and increases, on two occasions, of the Customs
duties,

This policy was accompanied by a series of measures of a domestic
nature, On the one hand, there has been gradual elimination of the
sﬁbsidies'covering the sale to the public of certain imporis and basic
products for general consumption, and the prices of these have been left
to find their levels as determined bty supply and demand. On the other
hand, a policy of budget equilibrium was followed and, for several
months, one of credit restriction. |

The Peruvian experience, poiznts up, as does the Mexican, some of
the typical difficulties of the methods of action available to the latin
American authofities, as well as the dependence of their economies on
the outside world. Quantitative controls were elirminated for the same
reasons which led Mexico not to introduce exchange control, that is
their excessivé administrative compliexity; subsidies were sliminated on
certain import vs considered to be essential, because also, as in Mexico,
they proved to be too heavy a burden in the budget; it was necessary to
fight against £he rise in the cost cf living, compensating the abandonment
of the subsidies by increasing wages and salaries; exports had to be
maintained even 2t the cost of being unable to obtain in exchange for
them the most desirable goods, and so on.

Through devaluation leaving the exchange rate free to find its

own level, the balance of payments was equilibrated (by definition).

1/ The fact tha% the exchange rate was allowed to fluctuate was partly
due to the difficulty of deciding on an equilikrium rate.

- /Individual incomes
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Individual inéomes did not increase sufficiently rapidly~to bring about

a deterioration in the gquotation of the sol with respedt to the level it
had reached, given the relative ineiasticity of the demand for permitﬁed
imports, and with the assistance of a restrictive credit policy in the
period when the internafioqal recession caused a decrease in foreign
exchange receipts. The restrictive credit policy-came te an end atAfhe
same time as 1nternat:ona1 prices began to react, and then expansion of
income was more Lhan compen ated by the increase in forelgn exchange
receipts, This reached the poi. nt where, 1n order to prevent an improvement
in the exchange rate, phe,Central Bank was obliged to buy exchange on the
market, in spite of tﬁe increase in Jmports, It should be noted that
devaluation provided a stimulus to expo“ts, whﬂch increased in volume
(particularly minerals), thus givinga double influence in increasing
foreign exchange receipts, The improvement in the exchange situvation led
the Goverrment to remove 500 articles from the list of prohibited imports
in November 1950, and to eliminate the prohibition early in 1951, In
summary, first devalua >ion, *aver the restrictive credit ‘policy and,
finally, _nte“natlonal evenws, have produced otabll*zau_on in the _
Peruvian balance of payments, and the exchange rate has been maintained .

approximately at the level. formed on the market at the time of devaluation.
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CHAPTER VII ~ THE BALANCE OF PAYMENTS

The balance of payments has been the most sensitive gauge of the
economic situation of the different Latin American countries in thei
post-war period, It has reflected promptly the rate of development,
fluctuations in production, changes in inflationary pressures, foreign
and .domestic price movements, etcetera., [The necessity for maintaining
equilibrium in the balance 'of payments has been a deterrent to plans
for rapid development and has led to complex policies of state intervention
affecting large sectors of the dif ferent economies., The Latin American
Governments have been particularly concerned in recent years, more so
than in the past, with maintaining their balance of payments at a eonstaqt'
rate of exchange, primarily because equilibrium at a fixed rate is
considered a favourable factor in economic development and for maintaining

certain social objectives (distribution-of income).

The Problem as a Whole
The shortage of available foreign exchange for 1mports has been

the main problem affectlng the balance of payments in Latin America. This
shortage is, of course, relative, This is to say, the volume of Latin
American imports in absolute terms (total and per capita) was greater in
the post-war period than in the years immediately preceding the war, when
the pressure on the balance of payments was less intense than it has been
recently. 'Eveq if the year 1947, which was exceptional, is not taken
into account,'there are very few Latin American countries which have
imported less, per capita, after the war than in the 1936-39 period,
ilevertheless, the pressure on the balance of payments was greater in the
post-war perlod that is, there was a greater dlsparlty between effectlve
demand in local currency and the availablllty of foreign exchange.
Stricter exchange controls, devaluation, import_prohibitions and increases
in customs duties were therefore necessary in order to avoid an even -
greater dafiecit than actually.occurred

# /This deterioration
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This deterioration took place, moreover, following a period of
expansion of industrial production, when the domestic food supply situation
had not worsened, when the unit value and volume of exports (total and per
capita) were greater than before the war and when, in comparison with the
earlier period, the terms of trade had improved. In other words, this
occurred at a time when, given prevailing conditions, a favourable balance
of payments might have been expected, discounting the effects of deferred
demand . o o B

Thls last factor cannot however have been the sole cause of the
per31stent pressure on the supply of forelgn exchange, as not all the
imports -suspended (during the war) were actually postponed to be effected
at the close of hqstilitieség The reason musf, therefore, be sought in the
expansion of ineeme and the high marginal propeneity to import which A
prevails in Latin America. _

The fact that foreign exchahge reeeipts-were insufficient to meet
demand cannot Be attributed fo a'reduction in ﬁhe voluﬁe-of exports which, as
has been stated increased con81derably in the post-war period (mpre than
20 per cent) as compared with pre-war figures. This applies also to the
unit value and terms of trade,g- Argentina. is ode of the few exceptions,
adverse weather conditions'ruiaing its harvests precisely when it was
encountering the greatest difficulty in placing its products at- favourable
prices, However,.the"principal factor in the decline iﬁ export ‘prospects
appears te have been the reduction in the area under cultivation, the
result to a large extent’ of industrialisation pOllCles which dlverted
factors formerly dlrected to exports towards the c1t1es and industrial crops.

Vlcaragua 1s perhaps the country in whlch a bad harvest. (coffee,
in 1948-49) has caused the greatest relatlve fall in foreign exchonge
receipts, necessitating a greater sacrifice of 1mports, HOWever though
there are few cases of a.severe contraction in the volume of export
(offset in the case of Argentlna in the years 1mmed1ately fol¢0w1ng the
war by price 1ncreases), various countries have, at different tlmcs and
more frequently since l9h8, suffered reductions ih some exports, .or in the

foreign éxchange obtained in return for thesé. In view of the llmlted

I7Tf'shou1d be remembered that the terms of trade between exports made during
the war .and imports.effectcd with the resulting surpluses in the balance
of payments were unfavourable to Latin America,
2/§ee Economic Survev for Latin America 1949, Docu-i it E/C\ot:/lsd/rfw 1
T , ool Mo LY

/supply of foreign
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supply‘of'for@ign exchange already existing in these countries, the
declines were pf‘mﬁch greater significance than thqir absolute
magnitude might suggest. The margin, therefore, became.increasingly A
important. .

The significant increase in production for tho domestic market
which took place in the Latin American economies during the war has
undoubtedly reduced the dependence of these countries on the outside '
world, in the sehse that a greater veriety of goods.can now be obtaihed
within the région., At the same time, however, Latin Americe's dependence
on other countries has increased in a socio-economic éoﬁse, which has
acquired, perhaps, greater importance than the prévioué.pﬁrely economic
dependence, Widespread evidenée of this fact was affofded by'the
recession which occurred in the secbnd holf of 1949 and, before that,
by the contraction of industricl exports at the end of thc war in
countries where these had been developed (for example, textile exports
from Mexico), As a result of the ckpanéion of industry, highly .
dependent on imported raw materials and equipment, and the increaéingly
capitalistic étructure of the econoﬁies, the dcdrease in impérts brought
about by exchﬂnge short"ges led to problems of unemployment to a.greater
degrec than when similor drops in exports and 1mports occurred in the
pest, This growth gives the wage structure a rigidity which hampers

adaptation to changing circumstances.

In many countrics in the area an artificial equilibrium in the

balance of payments has been recently attained following the serious

disequilibrium which occurrcd in the ycars immédiately following the war,
Some early malaajustment was forcseen as o result of the postpoﬁemcnt

of imports during the war, but the situation could not bc maintained for
long in the face of the cxhaustion of rescr&es accumulated during the wer
period., At the same time the authorities could not interrupt the pelicies
which were leading to a continuous defiéit and they gvoided as long as
possible the adeption of the orthodox wethed ef medifying exchange rates.

This last measure was vesorted te L .

/enly after all
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only after 211 other possibilities were. exhausted and, except in a very
few cases, was applied in a degree insufficient to obtain equilibrium
without the maintainancec of, severe exchange controls, import prohibitions,
or substential tariff increases. With few exceptions, therefore,.the
balance of payments equilibrium achieved by .somc countries after 1947 has
been an artificial one,

In some casces the reluctance to vary cxchange rates may have been
due to the hope that the adverse pressure on the balance of payments was
transitory; that exports, their prices.and those of imports would soon
move favourably; that, as a result of development policics, domestic
production would eventunlly grow sufficiently to bring about the adjustment;
or that inflation could be controlled so that a change in parity would, in
the long run, be unnecessary. In the majority of ‘cases, if not in all,
however, resistance to an orthodox policy of devaluation derives from the
view that the conscquences of increased prices of many imports would be
undesirable, and that in certain cases the possibility of increasing
exports by this method was considered remote. :In most countries,
moreover, it was feared that the tax systems would be inadequate to prevent
devaluation from causing an unfair redistribution of income in favour of
exporters, L This subject is treated more extcn51vely in the chapter on
the dev»lopmcnt of exchange systems,

In studying Latin America's balance of payments as a whole, it is
particularly important to bear in mind the variety of circumstances
obtaining in the different republics., Total figures are heavily weighted
by those -of several countries and at times conceal situations which are
diametrically opposed. An attempt will be made in‘thc following pages to
illustrate these disparities, though it is not possible to indicate the
special circumstaﬁces in each casc without going into more detail than
the nature of this report permits.

"Viewing the post-war balance of payments situdtion of Lotin America
in terms of«the fluctuationsin internationalsreserves, the appearance of
heavy deficits will be noted folleowing the end of hostilities. These
deficits reached a meximum in 1947, when therUnited States capacity to

export goods for civilian ccnsumption had recovered almost completely and

~}/ There is also a political factor of importance in the maintenance of
the exchange rate,

/Latin American reserves
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Latin American reserves were still sufficient to meet the demand for
imports postponed during the war and that derived from higher incomes 3
arising out of previous surpluses and domestic- monetary expansion, {'
Some deficit continued after 1947 but with a downward trend, and
others disappeared, changing to surpluses, but in general, these
novements do not reflest an improvoment in the balance of payments :_:
situation bur rather the result of pOllCleS designed to achieve an '
artlflclal equlllbrlun Ls the reserves of different countries approached
levels Whlc. the author;r"xs, for legal.or other ronzons, consideréd critical,
special meas-—cs were int-oduccd ‘o prevent their exhaustien: "In this
Tegpect Cuba was a notable cxception, with the year 1947 showing & maximum
increase in reserves. In Venczuela the accumulation of reserves.was
greatesﬁ in 1948, when those of the majority of other countries continued
to decline., Throughout the period there was a continuous rise in
Salvadorean reserves, which did hot experience the sharp fluctuatioﬁs to

be observed in cother republics,

Balance of Payments by Areas, The Problem qﬁwgnconvertibility

For certain countries within the area, the deficit in the balance of
payments was eveﬁ more serious in some years than was indicated by the
data-on reserves."Thls was due to exports being directed to soft currency
countries durlng a period when the latter, for reasons of supply and
prices, were not in a position to provide the imports reqplred As ali
result of the difficulty in effecting triangular settlements, by means.
of which it was in the past possible to meet deficits with one region by
surpluses from another, it was necessary for certain countries trading
mainly with Europé. to vestrict imports in some years in whlch their
reserves did 146t change significantly or even increased, Latln America ]
trade balance with the Unitcd States, which before the war had shown a
surplus, now showed a deficit, which the surplﬁses which existed with
Europe could not be used to cover, i

. Post-war developments in the Latin Amerlcan balance of payments
should .be considered not only in terms of Latin American economic
conditions, but also in terms of a worldwide phenomenon,vphezcounterparﬁ
of which is“to be seen in the United States balance of payments. The
heavy deficit in the Ln+4% American balance of payments with the United

/States and its
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States and its~gradual reduction by 1949, mainly through reducing
imports, corresponds to the extraordinary United States éxport surplus
reaching its peak in 1947 and then declining through 1949, mainly by
decreased exports, While the Zuropean dollar deficit, reflecting
post-war reconstruction conditions, was covered to some extent by

grants and credits from the United States, the Latin American deficit,
associated with development and high money income, was covered only to

a minor extent by international credits and was reflected almost entirely
in loss of reserves, (United States aid to Europe contributed indirectly
_towards relieving Latin America's dollar payments problem to the extent
that European purchases in this area were effected with dollars made '
available under the European Recovery Programme).

To a certaiﬁfextent the decline in United States exports by 1949
reflects a redirection of international trade towards pre~-war patterns,
resulting from increascd European productive capacity and,.at the end
of the period, from the improvement in Europe‘s competitive position as
a result of devaluation, However, the declinetwas in large part the
result of restrictive measures against imports payable in dollars adopted
by both reglons, separately and through bilateral agrecments,

The development in the post-war period of a large trade and current
account deficit with the United States and of a trade and current surplus
with Eﬁrope, linked to the imposeibiliﬁy of effecting adequate settlements,
represents a change in the geographical structure of Latin America's
international tranéections and of the.entire world pattern arising out of-
the dislocetions caused by the Seccond World War and the considerable .
growth in Unlted btates productive capac1ty. Thus Latin America's
inability to cover its post-war reglonal deficit with the United States

by means of multi%ateral settlements reflects the world=wide dollar problem,.

which'alse determined in large part these regional. deficits.

Latin America's pre-war belance ef payments with the United States
was characterised by:a surplus on account of merchandise and a net deficit
on account of services. At the same time, there was a trade surplus with
BEurope, largely offset by a deficit on services.l In the post-war years
(before effective measures were taken to approach regional balance) the

2]—N0£w1tﬁetand1ng the fact ﬁhat Cortain countries such as Cuba, Brazil
and Venezuela were net buyers in Europe and net sellers in the United
States..

/trade surplus
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trade surplus with Europe was considerably larger than in the ’thipties,

and payments for services lower, reflecting the decline in Europe's

position with regard to investments in-Latin America as well as réstrictions
on remittances., Mpanwhilg,~a very considerable trade deficit with the
United States appeared, and, services contributed further todthedcurrent
account. deficit, .

' The large trade deficit with the:United Stetes thus represents a -
new phenomenon, Whlle{ after 1947, this deficit appears stutlstlcally
baiaﬁced by the surplds with Europe and other areas, it was not to be
expected that Latiﬁ America could acquire elsewhére resources of a
magniﬁude equivalent to the payments to be made to the United Statés,
particularly in view of the international economic conditions already
referred to, Moreover, Europe is looking towards Latin America and other
areas for sources of foreign .exchange with which to cover its_own deficit. -
with the United States. '

The measures adopted by. Latln American governments to redlrect thelr
trade towards regional balance with the United States and with Europe
separately may not, therefore, be as arbitrary as has sometimes been
supposed ., .

. In 1946, the def1c1t with the United States, of approxlmately
700 million dollars, (which may reflect séme errcrs and omissions), was
associated with a fall in Latin America's .gold and dollar reserves of."
about 200 million, indicating that there were still possibfiities for
multila@eral compensation. Several countries alrsgady had sﬁbsféntial
deficits in that year. Mexico's.reserves dropped by 120 million dollars,
Chile's by 40 million, Peru lost about 1C:per cent ‘of its reserves, and
the fall in Costa Rlca s reserves (in relative terms) was also con31derable.
On the other hand, Venezuela, Cuba, Argentina and Uruguay showed large
surpluses., - - ’

The disequilibrium reached 1ts peak in 1947. The deficit with tHe
United States on current account was at that time over 2,000 million. .
dollars, and the loss of reserves approximately 1,100 mllllon dollars, the
flgures 1nd1cat1ng multilateral settlements in the range of SOO million,

In the same year therg was a 1arge trade surplus with Europe and other

areas, Part of this was used by Argentina, Brazil and Uruguay to reduce

their external indebtedness. and part in credits granted by Argentina,
/which also
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which also acbumulated inconvertible reserves of abouf 300 million
dollars.l/ In 1947 Latin America had a slight trade surplus and its
loss of reserves was largely due to the necessity to grant credits to
its customers and repurchase foreign debt in order to utilise
inconvertible exchange, Thus the "quality" of the reserves deteriorated
with the accumulation of inconvertible exchange, The countries losing
most reserves in that year inelude Argentina, Mexico, Chile and Colombia
(Cuba was the main exception), The Argentine deficit reflects a negative
balance with the hard currency area greater than the surplus with the

soft currency area, this deficit being accentuated with the debt
repatriation, '

In 1948, the global deficit on current account was enly about 50
million dollars, while that with the United States exceeded 1,300 million,
The surplus with other areas was less than 1,300 million, The reduction
of the dollar deficit was due partly to the greater capacity of Europe
to export and partly to policies designed to effect the adjustment and to
replace imports from the United States with others from Europe. Exports to
the United States increased only slightly in this year, and the increase -
was largely offset by higher service payments, particularly on investment
income. The current account deficit with the United States was covered
with private capital inflow, multilateral compensations (142 million
dollars were received for exports to Europe under the Marshall Plan),
small net receipts on inter-governmental loans plus a slight fall in gold
and foreign exchange holdings., As repurchase of European investments was
greater than the current account surplus with that area, holdings of a
European currencies declined by about 440 million dollars. Thus, the total
fall in Latin American reserves (about 550 million dollars in 1948)
reflected mainly these capital transactions.

t

The reduction of the current account deficit with the United States

l/'Of the rest of the surplus with Europe that year, amounting to about
800 million dollars, multilateral settlements to cover the deficit with
the United States may have been in the range of 500 million dollars, the
remainder representing errors and omissions and possible unidentified
multilateral settlements,

/continued in 1949,
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continued in 19A9 the |improvement of 575 million dollars being meinly

due to the contructlonlln 1mports from that country. Exports to the
United States also fell by about 140 million dollars, but this was offset
by lower peymcnts on s?rv1ces, partlculﬁrly on the service of United
States 1nvestments. The trade deficit with the United States was reduced
to llttle over 100 million dollars. In contrast with 1948, the fall in
1mports from the United States’ (500 million dollars) represents an overall

decline, since imports Ifrom other sources wére al'so reduced. At the same
..tine‘ imports (partlcularly to countries other -than the United States)
also decllned 51gn1f1cantly. As a result the surplus with Europe on
account of merchandise was lower than the payments to that region on
account of services, The 750 million dollar deficit on current account
with the United States.was more than offset by increased receipts on
capltal account (partlcularly long-term investments), dollar purchases
under the Mﬁrshall Plami(more than double those 1n'l9h8) and some net
receipts from 1nter-governmental loans, with a resulting improvement of
approx1mctcly AOO mllllon dollars in Latin American reserves, On the other
hand, the pos1t10n w1th regurd to reserves of European currencies

deterlorated

The Structure of the Balances of Payments

Although rcllable balance of payments estlmates covcrlng the majority
of Latin American countrles are avcllable for’ only one pre-war ye
(1938), their structure is sufflclently well-known to justify the statement
that they have undergone only minor changes in this respect. Thoy still
present the characteristic structure‘of balunces of payments of under-
developed countries in &hich a surplus on merchandise account is offset
by adverse balances on ccount of serv1ces and remittances on forclgn
investments. L Wlthln the basic structure, Slmllar in the two perlods,
there.are a multitude of dlffcrent 01rcumstances resultlng from the
.dollar shortage, from changes in the export capa01ty of the Great Powers
taking part in the Second World War, from structural chcnges in the Latin
American economies, from 1nflat10n and from controls of various types

established to prevent thc cxhaustlon af .the. international reserves
l/ This structure is really more typlcul of a more advanced stage of
development than that of many Latin American countries at present.

/accumulated during
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- accumulated during ‘the war, o

The merchundiSe'accouﬁt;plays thé ‘same decisive role as in the
pre-war perlod, and consequently Latin Amorlca s capa01ty to import
contlnues to ‘depend almost entlrely upon its exports (and on the terms
of trade). Imports are the main debit item for_all countries, , There
have been certain changes inAthe’relatiﬁe importance of transportation
and investment income paymchts.whiéh, however, are not sufficient to
alter the basic structure of the current account of Latin American.
balances of payments. "Other currént‘transactiops" (that is, non-merchendise
transactions in the current account) continue to roprgsent net deficit
items which have to be covered with the surplus onAmerchandise agcount.
Uruguay, Afgentind'and Mexico are'the only excepﬁioﬁs to this rule,
Uruguay ‘has had a net surplué on these items throughout the post-war
ye&rs net receipts on travel ;nd"frahsporﬁgtibn Huving been greater

‘than investment’ 1ncome payments as a result of repatriation of the

external debt, A In Argbntlnd the chaﬂge con also be attributed to
repatriation of the external debt and in Mexico to increased recelpts on
travel .account, Béfore the war, these two countries had a sqrplus on
merchandise account which permitted them to cover their payments on
investment income and other :services, . Now, service itoms are ppactically
in balance .(Argentina) or. show a net surplus (Mexico). _

All the other countries show a deficit on services varying in
magnitude and absorbing different pereentages of their reéeipts from
-exports. In some cases these percentages arc small, as in the case of
El Salvador (about 15 per cent), while in others they are considefable,
as in the case of Brozil (between 25 and 30 per cent) or Venezucla
(aboqt LO per cent). In some .cases the surplus in the merchandise account
has:since.the wor ‘been greater than the deficit in the services account,
tas occurred in El Salvador or.Cuba, but -this situation has not been frequent,
‘ There has been, in general, an impriovement in the “current account of
the balance of payments to the extent that service payments appear
relatively less important, A larger percentage of export receipts can
therefore be used to pay: for imports, The reasbﬁs‘férﬂthis_change'are

}/j The net surplus on these items is, however, small, so that it is--
‘insufficient to cover. the deficit -on merchandise when this reaches
certain proportions (as in 1947 and 1948).,

/many and have
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meny and have voried injimportance in the different countries., They
include repatriation ofjthe gxternal debt, already mentioned; the increase
iﬁ the shore of éxports‘controlled by nationals; the dovelopmént of
national mprchﬁnt flocts, the concentration of foreign investments in
export act1v1tles, the proflts of which are reduced when inflation
increases local costs wﬁilo prices of their products do.not rise
proportionally and the exchange rates applicable do not vary in the
same decgrec; the greater weight of Latin American taxes, which had a
similar effect; the rugulﬂtlons restricting remittances of proflts,
dividends and amortlzgt}on, etcetecra, These factors have all contributed
to "the lower relative bﬁrdcn of non—merchaﬁdise items in the current
account, After the war:the servicing of foreign debts which had previously
beén' suspended was resuﬁed, although in many instances at lower levels
established in agreements concluded with the holders, Thus, the resumption
of these services was not sufficient to alter the situstion. The
non-trade items in the Qurrent account, although lower ih’proportion to
export roceipts, remain,of considerable significance in absolutc terms
in most of ‘the countricé ir the area. Moreover, the increascd importance
of the United States in total foreign investments causes the relative
decline of scrvice payments in question to conceal the problem of greater
difficulty in transferring these payments affccting various countries
whose commerce ié direcied mainly to Europec.

Exports have représented approximately 90 per cent of total receipts
on current account both in the pre-war and post-war periods, with the
exception of Mexico, where net travel receipts rose from 5 per cent of
the value of exports in,1938 to 30 per cent in 1949,

Travel receipts have expanded considerably not only in Mexico, but
2lso in other countries: such as Guotemals, However, the instability of
this source of foreign Fxchange should be stressed, since in the case of
Mexico and Guatemala itévuries considerably with chenges in the level of
economic act1v1ty in the United States and also in relation to such factors
as the attraction of Europe for United States tourists,

Transport receipts have been affected by the policy of various
countries concerning the development of their merchant fleet, but their
absolute importance'is Still very small, In Argentina and Chile, where
receipts for transport had incfeased'considerabiy during the war and

where they rcproscnted 6 and 3 per cent respectively of the valuec of

/exports they
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- exports; they dropped 6nce more to 3 and 1 per cent in 1949. In Colombia,

however, with the progress of* the Greater Colombian Fleet, receipts rose

from 1 to 2 per cent, while the increase in-Perdi was on the same scale,

Foreign ‘TAvestments

There has not been a fundamental alteration in structure
associ@ted with the investment income item, but some changesbof
significance ‘have taken place. While in earlier years most foreign
investmént was in the form of'ﬁortfolio secﬁrities, direct investments
and income from them ﬂow dominate the'picture. Net investment iricome
payments by Argentina fell from 119 million dollars and 134 million in

'1938 and 1946 respectively, to 15 million.in 1948-49; that is, whereas -

these payments had been equivalent to more than 25 per cent bf the value
of exports in 1938, they fell to approx1mately 1 per cent as g consequence
of the repatriation of the foreign debt and also of the restrictions on
the transfer of interest and dividends on dire¢t investments. In Uruguay
the reduction between 1948 and 1949 was from 6 to 2 per cent of the value
of exports, In Mexico, on the other hand, after a notable decline in
comparison ‘with the pre-war period (from 25 per cent of the value of
exports in 1938 to 12 per cent ih‘1946;'although the absolute value was
similar), the importance of these payments appears to be increasiﬂg, as

a result of the increase in direct foreign investmenf, interest on the
various loans réceived by the country and the resumption of service on
obligations in default. Thus, by 1949, these services represented 16 per

- cent "of ‘the vdlue of expofts.' There was also a significant relative

decline in Chilean and Peruvian investment income payments; however those

"of Chile increased somewhat after 1946, while Peruvian payments continued

to decrease in importance. In both countries (and alSo ‘in Hexico), the
proportion of interest payments on official loans to the total of the
item increaéed'considerebly. ‘Generally speaklng, of "the 11 countrles for
which pre-war data (1938) are available concernlng investment “income
payments, only four (Venezuela, the Dom1n1can~Republlc, Nicaragua and
Costa Rica) indicate a higher proportion of these payments to exports

in the post-war years than pre-war, In 1938 net investient income

‘payments. in the majority of countries absorbed about 20 per cent of the

" value of exports, and in five cases were over 25 per cent of exports.

In 19&6—&9 only Venezuela and Nlcaragua ‘had payments exceeding 25 per
‘ ) T © 7" /éent of exports,
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cent of exports, and11n four countries the prOportlon was 1n the range
of 20 per cent the post-war average appears around 15 per cent,.
Nevertheless, a tendency towards a relative 1ncrease in this item is
indicated in the post—war years Argentina and Uruguay bcing notable
exceptions Investnient 1ncome payments to the United States by Latin
America in the post-war perlod were, on an average over 20 per cent of
the value of exports to that country. ,
‘ Long—term prlvate capltal movements have played a relatively
. mlnor role in recent years, contlnulng a trend which began after the
’twentles. Slnce 19A6 however, they have taken place in significant
magnltude in contrast to the previous fifteen years, receipts from
the Unlted States exceeded 500 million dollars 1n 1949 This represents,
however only 10 pen cent of the value of total imports, and in the
first half of 1950 the inflow of Unlted.otates private long-term capital
(the United States p&actically accounting for the total) had contracted
to an annual rate oﬂ less than half that of 19A9 Latin American
llnvestment income payments exceeded its receipts from private long-term
capital 1nflow throughout the post-war Yyears. This occurred even in the
case of Venezuela, which received most private long-term investment.
Latin America appears to have reached (too soon) the stage in which
‘payments on existing 1nvestments exceed the volumc of new 1nvestments
before the economles can be cons1dered mature that is, when this
. phenomenon was tradltlonally con51dered to take place. Moreover, the
prlvate capltal movement s whlch took place only benefited a few countries,
belng largely concentrated in mining and other export activities.

. Considerable efforts have been made to attract foreign investments
to various Latin Amekican countries during the _period under study. There
has also been great interest on the part of thc Unlted States in the )
creation of legal condltlons in Latin Amerlca propitious to United States
prlvatc lnvestments , Thls attltude was cxpressed during the Pan American
conference hcld in Bogoté and on other occa51ons. However, with a few
exceptlons Latin Amerlca 's 1nterest in forelgn 1nvostment is not at
present as 1ndlscr1m1nate as it was before the uar Apart froﬁngagéﬁgﬁﬁggry
experience in some countries regarding the influence of foreign companies,
mining investments, ?or example, are looked upon as a contribution to
currcent foreign exchange receipts, but also as a use of ‘non-replenishable

resources, which
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resources, which in the future, when the countries are in a more
advanced stage of development:, will no longer be available to
contribute to the national welfare,  Similarly, the lands exploited

by fruit companies, in soveral Central imericen countries, lose ... -
"much of their fertility with intensive exploitation, so that, if returned
it the future to.ndtional ownership, they will not be able to meke the same
contritution.to the ecconomy.of those countries as. in their present state.
In countries foliowiqg a development policy by expansionist methods,
‘while at the same time maintaining. constant:rates of exchange, the
profits on foreign investments in activities for the domestic.market
miy represent an increasing burden, There are, thus, a series-of
factors, sOme.psychological and others economic, which tend to .orient
Latin American thinking towards a critical attitude on foreign investment,
However, the principal factor has perhaps been the evaluation of the
attitude of the investor. In general terms, there is an increasingly
“-widespread opinion to the effect that factors such as the fiscal system
héveilittle or no influence on the decision to invest, since the scales
prevailing in Latin America are lower than those to which capital would
be subjected in its country of origin, while profits are greater., It
is considered that the two basic factors favourable to investment
would be their profitability, largely a function of the size of the
market, and the possibility of withdrawing from the countries the return
on the investment., - There have been numerous examples in Latin America
during the post-war period of the importance of these factors as‘
incentives to private'foreign.investment.. Mexico has been ong of the
countries receiving most United States private investments in. activities
which look towards the domestic markect, in spitc of the fact that this
country is usually indicated as one where foreign capital encountered
most difficulty in former times. The reason for this preference may be
found .in the existence in Mexico of the two conditions indicated
above, of a wide market together with complete freedom to withdraw the
product of the investment from the country,
The fact that since the Great Depression. prosperity periods in N
" the great industrial countries have not been accompanied by such large
inflows of private capital probably constitutes one of the basic changes _
" /which Have taken
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which have taken place in Latin American Balances'of peyments since
that period.i- " The persistence of this situatien 1ﬁ the post-war
period, in spite of prosperity in the United Sﬁates, has been attributed
in the investing countries (and by some sectors of the countries |
receiving the 1nvestments) to nationalism, heavy tax burdens, lack of .
sufficient guarantees of equal treatment, 1nflat10n, etcetera while
it is generally con51dered in the Latin American countrles that the
basic and most decisive reason was the limitation of the capacity of the
large 1mport1ng countries to absorb foreign goods in view of the persistent
general orientation of the foreign investor towards,export activities,
To the extent that export markets have offered Qpportunities, foreign
investments have appeared. This occurred with petroleum, copper and
bananas in spite of heavy taxes in Venezuela aﬁd Chile, and inflation -

in ﬁhe latter countrny, and despite the peféistence of bad feelings against

‘the fruit companies in several Central American countries.

The natural field for private foreigﬁ investors, in view of the
limitation on the profitébility of export activities, would therefore
appear to lie in the domestic market. There is no doubt, that with a
strong current of foreign investments directed towards this sector,
the rate of development in Latin America could be speeded considerably,
with less pressure‘Qn the balance of payments. It would, however, be -
over-optimistic to assume that the'redﬁction in this pressure would be
direetly equivalent to the amount of inflow of capiﬁel‘whieh may be
eipected. <Foreign'investments in an amount eqﬁal to the deficit in the
balance of payments which would occur in.the absence of such investments
would not have a neuﬁral'effecf,-bup.wouid in turn give rise tp an

additional demand for foreigh exchange, the magnitude of which would

'depend on the circumstances of time and piace. This refers to short-run

cffects, the long-run effects would. be detcrmlned by a series of
circumstances varying in each country and according to its economic
policy, . It should be noted that the maJor part of the investment income

payments made by Latin America at present, which as already mentioned

1/—It would be worth investigating whether the marglnal propens1ty to .
import in some Latin American countries is such that an increase in
the value of exports requires that complement of capital inflow in
order to meet the demand for imports derived from the rise in incomes,
and whether the equilibrium in balances of payments in Latin America
during cyclical upswings before the Great Depression was due to these
capital inflows.

/exceed the inflow
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exceed the inflow of new capital, represent income paid on investments
made before the war,

It is not possible to state to what extent doubts with regard to
' Latin America's long-run capacity to bay have been a deterrent to foreign
investments in the period under review, but they have probably had some
influence in the situation,

While private investments have ceased to play the dynamic role
which they had in Latin America in the past (nothing having entirely
taken their place for nearly fifteen years), United States loans effected
through the Export-Import Bank haﬁe acquired incréasing importance since
the war and have begun to a small extent to fill the gap., The magnitude
of these loans has varied among the different countries and it is difficult
to establish the measure in which théy have contributed to avoid deficits
in the balance of payments. They would have scrved this purpose to the
extent that the specific projects financed with such loans would have
been carried out in any caseél In the years under review the loans
received by Latin America from the United States Government were in the
range of 100 million dollars. If interest and amortization payments are
A~Anrted the amount is considerably lower, In comparison with imports
from the United States, which varied between 3,700 million dollars in
1947 and 2,500 in 1949 and the first half of 1950, their relative
importance appears even iess.

The transactions of the International Bank for Reconstruction and
Development with Latin America are more recent and have not so far been
of large magnitude., They began in 1949, and since then Latin-America
has received the greater part of the loans effected, Disbursements on
these loans amounted to 36 million dollars in 1949 and to 29 million in
the first nine months of 1950. In September 1950, there were 142 million
dollars of undisbursed International Bank loans to Latin America, The
loans of the institution are, moreover, highly concentrated geographically,
Mevico and Brazil having absorbed 80 per cent of the amounts utilised and

accounting for more than 60 per cent of those not yet disbursed. The

}/ In some cases it is possible that the granting of an international
loan could cause a deficit in the balance of payments, as the
increased income associated with the investment would give rise to
additional demand for imports.

 /same situation
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same 31tuat10n applles to the loans of the Export-Import Bank, Chile,
Bra21l and Bex1co having received the major part,

This type of Ioan contributes to Latin American development .and
also 1nvolves a lower interest burden than loans obtained from, private
sources through bond issues (this advantage is partly offset by the
" short periods for repayment of the principal). .A particularly important
aspect (ekncpting for some loans of the International Bank), is that of
leaning the investMGnt in the hands of the country, and thereforec not '
constltutlng a permanent pressure on the balance of payments,

A recent chﬂnge of attitude in the Export-Import Bank should be
noted: the extension of some of the loans to the part of the investment
represented by local currency expenditures. This implies a recognition
- of the effects of thesc expenditures on the balance of payments as a result
of the high mafginal propensity to import which exists in Latin America,

The foregoing analysis of the current account and capital -items of
the Latin American Balance of payments shows that the mere-analysis of
the trade balancé:'and more specifically of exports; does not give an
adequate indiqation of thc international cconomic situation of the
countrics, Tﬁin is pafticularly important in thosc countries in which
a snbstantiai:pﬁrt of exports is produccd by foreign-owned companics.

"The total value of exports in these cases is not a figure of great
51gn1flcance. Nnaﬁ really affects the balancc of payments is that part
of the foreign exchange derived from cxports which returns to or
remains in the counfry (or thc cxcess recceived, when there are new
investments). Such foreign exchange receipts are the net result of .all
"the transactions - exports, imports, profits, capital movements, ctcetera -
of the forcign companies which enter into the balance of payments.

_The perccntagc of total exoorts controlled by forecign companies
varies considerably from one country to another, It is around 10 per
cent in the case of the Ecuadorean mining companies, betwecn 30 and 40
,.per cent in the case of Nicaragua, from 70 to 80 per cent for Chile and
as munn as 95 per cent in the case of Venezuela. In the Central American
"republics with large exports of bananas by foreign companies, the
proportion varies between LO per cent for Guatemela, 45 per cent for
Costa Rica and 75 per cent'(moreiif the mining companics are included)
for Honduraé.' The 1mportnnce of exports by foreign companies within
. ' ; /total cxports,
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total exports, comparing the postewar years with 1938; appears o )
have increased in Venezuela, Chile and Nicaragua, while that of the
Central American fruit ‘companies seems to have declined' “The exports

of foreign componies have shown a very notable upward trend in
Venezuela, and also, to a lesser degree, in Costa Rica, in contrast
with the situation in the majority of the other republics. ‘

In Venezuela, as a result of measures taken to this effecf, the
percentagesvfeceived by the country of the value of exports controlled
by foreign companies have, since the war, been relatively high, not
only in comparison with other countries, but also in comparison with
the pre-war situation in_Veﬁezuela. The proportion was 34 per cent in
1938, and rose to an average of two thirds in the post-war years. For
éhile it was 60 per cent in 1946-48 and about 75 per cent in 1949, as
against near 55 per cent in 1938, .In the case of.the Nicaraguan mining

enterprises, the post-war proportion has been between 20 and 4O per

cent, considerably less than in 1938, In Ecuador, in contrast to the
situation in other republics, there were significant investment s by
foreigﬁ companies, with the result - that their sales of foreigh exchange
to the country were greater than the value of their exports, alﬁhough

'the difference between the two figures has tended to decline,

The factors determining the contribution of foreign COmpanles to
foreign exchange receipts indicate & very significant contrast between
Venezuela and Chile. In the pre-wer period profits retained abfodd_by
the foreign companies in Venezuela were about 35 per cent of the value
6f their exports; in recent years this percentage has been highef. In
Chile'dﬁring the post-war period the corresponding proportion was of
15 to 25 per cent and was somewhat higher in the years of greater exports
durlng the period. However, there has been considerable capitﬁl ihfiow
in Venezuela., In 1938 these receipts were less than half of the profits,
but rose in the pOst-wwr period to more than 90 per cent in 1947, falling
to near 75 per cent in 1948, Abstracting from the other transactions of
the fofeigﬁ mining companies, this substantial capital inflow uﬁd the
exPan31on of Venezuelan petroleum exports, contrast with' the Chiléan
31tuatlon of absence of significant capital movement (until 1949) or of
an expansionary trend in mining (or other) exports, together with the’
contlnuance of considerable profits retained abroad, As 2 result,

/Venezuela’s balance
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Venezuela's balance dftpayments in the post-war period up to 1949 has
been characterized by surpluses, and receipts of foreign exchange from
the foreign petroleum compahies have more than covered expenditures .

A on imports, whereas in Chile the deficit in the balance of payments,

reflects,.apart from inflationary factors; a situation in which
foreign companies have not provided a source of foreign exchange
adequate to permit the increasing level of imports required by its
development aimé. The available figures on reserves, imports and
sales of foreign exchange in Venezuela in 1950, indicate that the
appecrance of a substantial deficit in the balance of payments in
this year is due to a very sharp fall in investments by the foreign ;
petroleum companies,

In Nicaragua, where the "foreign sector! is relatively smeller,
profits retained abroad have absorbed in the post-war period a
considerably larger proportion of the value of exports of the foreign
companies - between 45 and 55 per cent - and investments in the country
by.these companieé have been reiatively small, As a re§ult of the
lower percentage of foreign exchange returned to the country and the
relatively slow rate of increase in exports, the contribution of the
foreign mlnlng‘companles to the Nlcureguun balance of payments has
been relatlvely smell and of declining importance. In Guatemala,
where banana exports have a share in total exports similar to that »F

the mining companles' exports in Nicaragua, the proportion of profits

to the value of exports of that product in the post-war period is in

L

the range of 4O per cent, among the highest. There were inflows of

companies, but the figures availablé; although incomplete, indicate

that their contribution of foreign excﬁange was not expanding during *h=s
‘post-war period, ' ‘

In Costa Rica, where banana exports represent a percentage of total

exports lower than in Honduras and greater than in Guatemela, the
‘astimdteg of profits of foreign companies indicate that, since the war,
these‘haye repfesenfed an increasing proportion of the value of their
éxports, rising from 10 to nearly 40 bef cent, However, estimates -t
direct investments indicate that iﬁ'i9h§-h7 they were considerably =
higher than profits although falling in 1948 to less than 4O per cent

|
capital, which varied between 10 and 4O per cent of the profits of the
/of the latter
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of the latter, Tt &ppears that the foreign companics have provided
an increasing source of foreign exchdnge,'at least in 1946-47, both

becausc of increased value of cxports .and of the investments in amounts

- greater then profits. In 1948, when the value of totel cxports

exceeded thet of iﬁports, profits paid by the foreign compenics and
the reduction in capital inflow largely offsct thc greater receipts
on exports, . )
The Situation in 1950
In 1950, the Latin Amcrican balance of payments situation changed

for reasons different from those previously contributing to reduce

the deficit. In other words, whercas formerly the deficit wes reduced
by restricting imports, in 1950 there was a surplus as 2 result of an
ihcroaée in exports. There is a marked difference, however, between
the first half of the year, when the imprqvemenp.was relatively less
significant, and the latter half, Nevertheless in the first half of
the year Lotin America had, for the first time since the end of the
war, o trade surplus with the United States ‘(of about 120 million
déllar#); In the third quarter of the year the situation improved

even more, the trade surplus rising to a total of 347 million dollars
for the .first nine months of the yeqf; furthermore it is known that the

improvemen@ continued during ﬁhe‘rest of the year .ot a rate similar to

~that in ﬁhg'third'quarter. loreover, while‘in‘tpg first half of the year
: the flow of long-tormﬂéapital from the'Unitcd,States declined to less

than helf the rote of 1949, in the third quarte:_the situation changed®
considefably (2lthough without attainihgjthc levels of previous years);
invcstment'incomc'paymonts considerably exceeded receipts-of new cepital.

If the figures for the balance of payments with the United States '
during the first nine months of the year are converted to on annurl
rate (which should give a conscrvative impression of the improvement),
there would be a surplus on the merchandise account of over 460 million
dollars, as against a negative balance of about 155 million in 1949,
The negative'Balaﬁcé,on other current'transactibns would be 530 million,
with a tétal defiqit‘on current account of seme 50 million dollars. If
dollar recéipts,from capital mévements and European pufchgses with
Marshall Plan dollars are taken:into account, a nct accumulation of gold
and foreign éxbhange is indicated,

' /It is known that
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It is known that the last part of the year several countries,
including Mexico and Uruguay, received a considerable volume of
refugee capitel which to o certain extent strengthened their reserves,
although crecating a monetary problem.

The improvement in the reserve situation is not general, however,
The most notable exception is Venezuela where, despite the increase in
gxports, the intérruption of petroleum investments caused a decline
amounting to about 10 million dollars by the cnd of November. In scme
countrics in the area the increasc in reserves was relatively slight
and the improvement in the balence of payments situction was reflected
rather in increcses in imports without the cccumulation of commercial
debts which had occurred in other ycars., .

It is of prime importance to note, with regard to the improvement
in the balance of payments situation which took place in 1950, that i%
has beeon the result of disturbing intecrnational events and of the policy
adopted by the Grect Powers and especiclly the United States in
consequence, It is not an improvement bosed on o sound foundation 4+
Latin American economic development, nor on fundamental prosperity of
the great powers.
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