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A BRIEF GL:\NCE AT NEiJ P.R.OBLEJ.viS .iiliiSING IN LATIN PJ;JERICA 

The i~ccumulation of. Foreign Exchange and the Balance of Payments· 

The pr<:,:lsent widespread concern in Latin America regarding the 
accumulation of fqr~ign exchange is a clear symptom of the deeper 
understanding of concepts· of economic development. Formerly any suqh . -

accumulation would have been welcomed as an opportunity for repla9ing, 
I 

moneta.ry r.eserves after a period of. di~turbing shortage. Now, however, 
although this view has not entirely ~isappeared, the stress is rathe~ 
laid on the need to make immediate use of these exchange receipts for 

I - - -

impc;>rting. capital goods and other commodities indispensable to production. 

ho~etary resources a~e nt present given preference as ·an inst~ent.of 
' . . . 

economic development; this change in attitude must have been linked with 

the exp~~ience acquir~d in certain,forms .of control compatible with.lower 
moneta~ reserve·~ than those .which formez:ly appeared to be' advisable. 

The· sudden. change in· the balat:lce of 'paym~nts .of the Le:tin American 
countries· rcf·ie'cted by this situation, :i,.s in turn creating new problems 

differing· from those which predomin&ted until recently. Problems which 
- .. 

had. 0ppeared ·urgent are no longer apptirent on the surf nee', but this does 

not mec::n that they have 1been eliminnted;' some of these- are ot a structural 

nature 8nd.the course of events yri_ll have to be studied C&refully before 

it c:m be considered that the factors governing them have really ceased to 

have any effect 
· Meanwhile·, more recent condi ti~ns, have., to a certc:,in extent, put a 

lcrge part of the developments covered in this report in the p~st tense. 

Nevertheless, it would be erroneous to ·set.them aside and deal exclusively 

with thes~ new events. There has been no break in continuity and neither 

th0 pre'sent po~ition, nor the probable future trends could be i,nterpreted 

completely without reference to these earlier developments. On this basis, 

&n attempt will be made here to outline the significance of the p:rincipel 

problems which are now taking shape. 
The most c;>bvious transfoz:i~at~on n&turally appec!lrs in the b<~lance of 

pRyments. 1fuen the countries affected by the dollar shortage were 

reaching a satisfactory degree of equilibrium, after having imposed 

severe restri-ctions on their imports, the rise in prices of their exports 

/changed the 
~ ~- ·--· 
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changed the posit~on in a very short time to one whGre exchange> if not 

abundant, was in relatively easy supply, <:md the improvement continues. 

L2tin &neric&, which htld a severe disequilibrium in its trade balance 

with the United States in 1947, hnd succeeded in reducing this· in 19.49 
and transfo;r-ii-ed it into a surplus of 240 nri.ilio~· d~li[1.rs i~ .1950; in 

1951 it is estimated that this 'sU!plus may range between 5oo'· nnd 

1, 000 .million dollars. Nevertheless> ·this improvement does not in any 

way ~~ly that a solution has been found t6 the structur~l problem to 

wh~c~ referance has so frequently been m2de in these reports. It is 
. . . 

anticipated, .in fact, that in 1952 the service payments on capital . 

invested by ~he United States in Latin AmericB may amount to 700 nullion 

dol12rs as against 590 million in 1950. Bearing in mind this prominent 

debit item, ns well as other less important: ones, the-n.at balance of 

payments in current account might. range between a ~~ficit of.~50 willion 

dollars and a surplus of the same amount, The .possibi~ity that the 

deficit may be transformed into .1 surplus· is due to the fact that a 

capital investment 
1

of 370 million dollars is estiJMtedY'for that year. 
I , 

It should be observed that this investment is lower than the ~mount of 
I . . 

service pa~ents on capital, and at a stage of development where.the 
'. 

need for foreign capital begins to decline, this s~tuat~on is to be 

expected. 
As regards trade between h1tin 1~1eric3 and Europe,, the efforts 

·Which the latter had mnde to Approach equilibriuru in the. trade balance 
' . . 

nre being fnustrated by present events. By increasing.its exports and 
. I , 

reducing-in1ports, Zurope had succeeded in reducing its trade deficit 

with Lc,tin /une:r'ica to somo 250 million d'ollnrs. In 1950, the figure 
i 

rose agc:tin to 325 ndllion, C!nd for the current yoP.r a deficit of 
bet~een 400 and 500 million dollars is estin~tod. The prospects ~re 

·' . 

ther~fore similar, in ~ert~in aspects, to those of the f~rst post-war 

years, .when 18tin 1l8erica had l~rge surpluses in ~ts trade with Europe. 

The. increase in prices of Latin An1erican products, which has not yqt been 

Jj Effects of the Uriitcd St2tes Defence Programme on Trade 'with 
L2.tin A:.11erica (Econonuc Conunssion for Latin America, Vnited 
NLtions Zuocument E/CN,l2/234. 
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followed by an equivalent increuse in European export prices> and the 

growing d~fficulties which hamper r;, mcinten<~nce of the -volume... or· these 

exports; are ~he principnl reasons for the. change which has occurred. 

Credits to Purchasing Countries 

Latin Arneric2 1 s _probler:t here is different fror.1 thnt with the United 

States. It is not expected that Europe can pay in gold or in dollarfo· for 
a substantial part of that surplus or those which will probcbly follow., 

should the.present state of affairs continue. It will therefore be more ... 
necessary to use inconvertible exchange, and the consequences of the 

bile;teral system of compensation will become r.tore serious, unless 
. ' 

satisfactory methods are found to mitigate at least the rigidity and the 

inconveniences of this fora of trading. \rJith inconvE:rtible currencies, the 

risk for the Lc'1tin 1\r.teric."ln countries is certninly greater than in the 
. I 

transactions effected before the present situation, when Europe w&s 

rQpidly increasing its capacity for export to Latin l~tericQ, wherens now. 

the opposite is the C3Se. In other \'lOrds' the acceptance 6£ foreisri~ 
excfin.'nge which cannot. be used for imports iuplies the gr.:mting of credits 

to the purchasing countries, and the nature of the problem ·thus engendered 
i .. . . 

should be cnrefully considered,· 
' ·This explains why the report mentioned ·concerning ·trade· . be.tween Europe 

. ' 

and U.tin .Amerfc3 ex<mli,nes the edvia&.p:Uity of seeking agreements to 

ensure futu~e use of ·this exchange for tho purchase of capital goods, 

protecting both. interested parties froh1 the risk of pric6 variations. 

The pr~ctical difficult~es oL carrying out such en app~rently simple 

idea sh9uld not be overlooked, pnrticularly when it is rer;iembered that 

stabilizntion of .douestic prices hCls not yet been c:chieved in the 

countries which a_rc undertnking rea:rr:tar.1ent, and thc:t therefore it would 

not be ee.sy to con.sid~r export 'prices separately. Notwithstanding. these 
I . 

difficulties:- it should not bo forgotten thnt dor:.1estic price V<'rL:~tions 

only involve- shifts in real income .:unong the different groups within a · 

country;_wherea~ in for~i~n price chenges,the advcntngos nnd disadvantnges 

are distributed runong different countries. Nevertheless~ the problem is 

sufficiently inport2nt to werrant the seeking of equitable solutions 

which will renove unnecessary obstncles to trade with Europe. 

/Easing of. 
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Easing of Inflationery Pressure 
' 

Mor~over,· formulae of this neture night consider~bly e2se· the solution 

of the d01:1estic problen which will cert.ainly arise as n result of the increase 

in foreign (;)Xchange holdings in the m.:,jority of L2tin "wericon countries. 

This will be exm.dn~d briefly. The incrense in foreign exchang·E:~ both 

dollars and other currencies> will have the ir.iltn<Jdi?.te result of increasing 

inflationary pressure. However,. it is not the inward, but re.ther the 

outward pressure which should cause nost concern. The inflationary process 

h,:~s elrecdy developed on n wide scale within tho Latin Jui.1ori.can co~tries. 
Th0 total money supply increased by 2,300 1nillion dollars in 1949 and 

2, 800 million in 1950 for LAtin Ai:.lerica c:ts a whole¥ therefore, an increc:se 

of 1,000 mdllion dollars, equivalent to the exchapge to be accumulated, 

would not be extraordinAry. It :-.1ay be expected, however, that mcasu,res 

will be adopted to prevent monetary expansion of domestic origin continuing 

on the same scale. Quite apart from this, the gre.:,t potentnl der.mnd for 

imports could be made effective by the increc:se in foreign exchange. As .-t;,he 

supplying countries are in u position to export less, rather thnn more, the 

infl.:ltionary pressure of this greeter demand will be very pronounced .. 

Should this situation be ·spread throughout the countries affected, it will 

cnusc prices to rise rapidly, und all that was forrJerly gained and recovered 
', I 

through the improver.1ent of tho ton.1s of trnd(;J will be lost,. And theses rn.ay 

Gven d(;Jteriorate in relation to their forr.1er position. Moreover: a 
' consider~ble part of the resources might be dissipated in purchases of 

consUliler goods at inflc.tcd prices. 

During ·~vorld ~{ar II, sorae countries introduced mee>,sures to absorb or 
. . 

neutr2lise the liloney crented by the abundance of exchange, but these were 

not very effective. It is conceivrtblo, howcve~, that if the absorption 

were cor.Jplement~d by an instrument whereby not only the future availability 

of oxch<mee was assured but <::ls·a its effective use for purchasing a given 

quantity of capital goods, i..he policy or' abso·rption of redU!').dant raoney 

1/ To convert douestic n1oney supply into dollars, tho par value accepted 
by the International ~-1onetary Fund, or the lowest official.buying rate, 
was used, so that the resulting figure may be taken us o. maxir::nm. 

/could h<we 



could h&ve r.1uah greater -ehanc;.es of success, 

· The:ro 2re other for::ts of c:.ction which should also be studied, for 

re4e:ving the outYfard inflationary prossur·o. Should the setting of GXport 

quotas· in tho producing countries be r..ccorap.:mi.ed by effectiv0 J:lensures of 

distribution in the i.lnporting countries, it should c:.lso be possible to 

nllevi2te inflntionary pressure cons~derably. This would be the cGse 

· providing that at the tir.1e of thG outlay on ir.1ports it were siault<meously 

possible internally to intercept soue of the inco:c1es cc.using that pressure 

and use thE:::m l:1ter for fincmcing econonic devolopr.1ent, once the iraport 

diffieulties h&d disappeared. The vast experience 6Qthered by experts of 

the Internfitional £11::metary Fund in their study of the nonotDry problems 

of the Latin ilr:1orican countries> as well os thnt of the econouists in th.a 

respective centr3l banks, should be very useful in considering these 

problcrJs. ' 

Imports of 6npital Goods 

Meanwhile, difficulties in li.~orting incrGaso constnntly, both for 

capital goods ,::md for certain raw wnterinls and ess.anti.::l.l coLLtodi ties, In 

the first report l~entionedl:{ it wr-:s estii:ltJ.ted th~t in thG last quarter of 

tho year, and in 1952, the supplies of cnpitnl goods in-the United States 

av.:.il.:lble for the L?.tin Al•·teric<'n countries t<light b..; 20 per cent. lower th.:m 

durint; 195Q. N_everthol~.;ss, if the estiE1Jtes of production increases are 

fulfilled and the recrmm:1.ent effort does not exceed present plnns, it is 

considered th.:1t in 1953 these could reoch the sm.w level :"IS before tho 
1-

present -,r,organcy. In nny cnse, however, r.m unsntisfiod de;nand will h::vo 

<:!CC1L.':lulntcd during this pGriod, npe1rt fror.t the displacc.:~.lEmt of danand which 

could C'.rise bacaus0 of. the lirci.tud export cap.:>ci ty of tho Europuc.•n countrL.::s. 

These. countries had previously r~de inportent adv&ncos in their 

0xports of capitnl goods, co::npcting favournbly with those of ·the United 

States, through devnluation of their currenci8s or tho ir.rprov~.:;;rrmts 

QChieved in industrii:l productivity :_md th0 efforts ,:_ .. ~do· to <:d2pt thul:·:S...;lves 

to L:::tin · I'..i:1<;rico.n requirc:;·::ents. The full i:..tpc.ct of def0nc<: proc;r:1:.t·.,cs in 

ivest,nn Europe is not likely tc be felt until the l!.:'st quo.rtor of 1951 or 

the beginning )f 1952. Europer.m exports to Lctin I'>J..,ericr.\ this yoe,_r will . . . 
probably equal those of 19.50, with .s:::>:J.c dec+.ine in the exports of c::-.pit~l . . 
e;oods townrds the ·end of 1951. However~ th<> British Governn~nt h'lS 

1/ Effects 0f the ·united Sto.tes Defence Pr.;~:~-:.~·;,n-.:.: ·on Tr2de with L.:::tin 
k.1eric:1.-.- - --- ----

/:=.nnouncod thnt 

- - _____________________________________ _j 
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c:nnouncod th.:~t ?.n c.ttm~1pt will be n<'.do to i.1<>int2in exports cf cnpitnl goods. 

~nthow~n it is oxpec~ed thnt British exports· of iron and steel products will 
drop con,sidernbly, oth.er Europor.!n countries, p,:~rticularly Gern<:my, Belgiw.t 

and Fr::~nce r.t:lY: b_c il~le t~ ~ffset this declin(; in. Brit-ish shipr.wnts. _ 

Prior to the present euerg<.mcy, shurtag.a of exehange, P""rticularly 

dolbr~, ~nd forc~d the LA.tin .Ai:tericD.n· countries to apply c~rtC!.in selcc.tivc 

stcndnrqs rolr>.ting tv il.1ports 'of both c::~pite.l goods Gnd other conuoditios. . . 
. Pres~nt conditj,.ons, however, are lcr.ding then t8 the str,[~e where th~y have 

to. :2dopt si::rl.l0r stnndards to !lc:1ke better ust: of the ~inited export cP.pacity 

of the supplying countries. Nevertheless, the pr.:;sent position is nore · 

difficult, bt.:;:cntise vvhi~c fol'!;tcrly each c')untry eould select the inports 

which it preferred, now it c<m only do so within the range which the 

exporting cJuntries dclcide to nanuf2cture. There .is thus no doubt that the 

introduction .by ~ach Latin k.tGric.:m country of .<m order of priority in, . 

their requireraents for capitnl goods, and the discussion of their joint · 

roquircr,iEmts with these exporting countries, could help to ensure c. r.1ore 

rntionnl use of the·Avnilable resources. 

Dcvelop~10nt Pro;:;rann:tcs 

. This order of priority would not nec~ssarily. coincide with thnt which 
. . 

would hnve to be introduced in no~w.l tines, for 2 wall pl<mned, ec~nonic 

duvolopE1Cnt proe;ra •. u-.ll;l. In a lnrge nu1.1bor of the Ii',tin f.;r~ric<m. coWJ,t~Gs, 

.:\s uentioned in another rcport,Y there wns Ct pressing need to substitute 

c0rtain D~ports by doQestic production in order to achieve equilibriuo in 

tho bt:lance of pc.tyi:tE:nts. The present G<::sin:s of the exchange position will 

in cort~in c2sas r.mke'it silllplo to solve tho e3rlier difficulties. On the 

other hand, others will arise through tho i~possibility of ?btaininG tho 

indisi?ensable ~-.1inimum of certo.in inports which c:.re pc:.rticul£rly important 

for aconor.lic devolopnont. New invest;:1ents, therefore, will not alwAys be 

.follow the snr.10 direction .35 before_, .:tnd the· order of· priority yf capital 
~oods .. > ns c.· result, will have to be different. 

Nuvcrtholoss, fundc:u.1ontnl probltn:ts shouid not b.; ob~cured in. any way 

by tuE1por2ry <1nd occnsional conditions, Ree~rdless of tho ;_wnnur in which 

th0 Lc:tin /~.t1Gric3n .econonies r.my ~row durin~ this e;:1orgency, the development 

will c0ntinuo to cre.nte certdn tendencies towards domestic ~nd foreign Dal-

. c.djustuont, cmd ~von though they uay not be: cle~rly apparant at th.,; present 

-U~ Theoretical l":nd Prcctical Problems 2!. Economic Growth (Econqnic 
·cullLJ.ission for Lat.i.n Arterieu, United Nations LDoeument E/CN .12/22JJ'). 

I 

.·. /tine, ·their 
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tirJC, the~r ~."'VI!H.J, ,.~ q.~--~ad ~ J:o•'lea ~ ~ . .ottc.:~ mre 'in 

a position to develop under. -.norr.}C!J_ c;ond~ t~ons. . . 

Groc:t ·c2ution should therefore be. followed in plan~ .for the futuro, The . . ' : 

experience of tho post-war. period, wh:i;ch is npt y;et very di~tant,. has t~ught 

certain lesst)ns which shou1Q. ~c ror.1.onbored in this. e1aere;ency •. L-:>;rt;c holdings ·.. . . . ..... 
·of foreisn ?XchG.rie;e which· appe~ted to ensure o. country !f? · abS<?rJ.c.e .from r.tonetary 

prooiebs 'for several yeD.rs:·web; dissipetdi· notably_ later :;n!. Jhcct snno 

for1:1er, abundimcv seemed. to· ol:i:r.ri.nD.tG tho rioed for a progra;:'li~ for the ~~-
J..<lter use of. these holdings: Thus' When. -iElports WrO possiblo-; unnecessary 

c~nsur~ption drained .:tway a considerable part of these foreien~exchDn~o 

holdings and. the l':.lost. ur~ent. rvquireu<.mt:s of c.:,pital- f o;n:w.tlon were not 

always Elct; This is ·yet· <1n.)tho:t importnht ro.!}son to be ndd.ed .t.o those which 

vlCre SiVcm Glsewhcre 'conc·clrnint; th0 noed for the .opp.ortune .pr9pnration of 

devol6pmcnt prbgrm,JiclOS. The i)robrtblc vTeakenin[; ~f .thq r.?.t.u of dovolcpi.lc.nt. 

iDposcd by prcvailinl5 conditi~u~s_,, .-t:.hu~- o_ffers a propit1ous._opportunity for 

excuiii:i:n£!.· thc-panvrc.r.J.a·. of the ccWttry;'s. e-conomy i_~· br';:t,d ~e~$p.cctive:, and

takin3 .:::dvnntnge ::;>f recent ~xporienco fer the.; better suidrmco of future 
' • • ~ • • I .::. • ( - -

de'V'dlopuon t . -. 

.. This by no- me."\nS signifies that tl].0 <:'.pplicntion of dev6lop;:.1ont LlGC'.suros 

should bo suspend~d. On .tpe C!;ntrc:ry, difficu],.t r,toments are 'usU:auy thCS(;J 

· whicl;l hp.vc led to the seoki~g .c.nd .. ~d~pting of s6lutions ;w~ich rt other ti1:~es 
: were c.onsidC:red ~J;lpossibl~· or ln~drls~bi~. It uc.y th~s be cxp;cted that. now 

ccrt.fi.n. }.de as conc~r;u_ne. th~ o~t£Jblishnont c.,f i.lutu.~lly · Sd-v.:mtk~Gi.ms 
ing~strius Day cone:; . to a head in certflin Latin .~.L...:ricen C'Juntrius. Ther\.l 

' - 1 • '. • • 1 
• ~.- l •• - .. • 

has already be(;;n cv~dGnc~;; of >vhc.~t can be don~:> ·.:ls regards iron c:.nd steel 

-::md this cxnmple could lec:1d to .::: cu11siderntion af the possibi-litie.:s for 
• J ' 1 I I • ~ ,. • -

.1ction in other fields, p<:,rticularly ·cellUlose· and pnper nnd ·sone basic 
'. . ' ~ ,.,.. ' 

che<.ri.cc.l product~, tc;,,~,tlintion only .:c few; J.,il this ·involves solutions 

which mil' hnve to 'b? ~dopted in one foru' or anoth€r in the: Lc;t~in .i:U.luricnn 

_ cuun~r~.os in t~e ~cou~~-c\'.~f ti1:1o ~ e~ their ·econor..uc [::;~owth,"' beco;;10s lir:utcd 
by thc~r c~pac~ty to J.r,lport, wh~ch docs ·nat usu.::>.lly ~.ncl'(;~se ,.:1t tho sa,1o 

rat0. Tho pressur8 ·or ·p~osent circm:iStnnce·s would only· n'nticipnt_c dovelop1:1.ants 

·which would''.hr..ve t•.) 'tak~- pl:1CC GVentut>.lly .... 3lth9Ugh.·not n~oossarily in the 

... !' . - . sn::1u way • 

.Ext.1:ri.nation uf the Capc.city to Export · -· 
. . . . . . - . . . I . . 

This should not li;)jd to ne[;lcc~ of the P<?s sibi;i.ttiel? f?r ~:rueter 

e,?Cpo;rts c·utside the proi::luctian of str.ate..zj.e wterial.s, !ar tho increase c•f 

. /which -o!fcctivG 
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~hich effee;tive t:l80S\U"U .are al.roady ~-t.a~. 
•'• • I I ._f .... • ,_,., ' • ' ' ' • 

Ap~rt~fror.r the· prosp~ctf;tor ·exports tt>· 'tb-l ·t.Jn1Mcl-.sta·tof1. which arc 

ana::J,.y~ed in a separate stUd.n· Latin ~ri•a 'may look forward tq a eue-tain.~d 
·.d.er¥mct :for ·its products in Ev.ropo. Bc~au•o····.ot ·c. .~ ~ic»,'l of 

•, I • '., : 

industrttil.·produetion and n· Pisi.ng staridard· or living, the lo~g:tcrm rate of 

Eur?~o 's ·i;'i>crts· or· ~ri:.aary produets· ruay be .. expeeted to increase, but it is 

.likoly' that its reqUirer .. KmtS 'Will ·vary greatl,y. as between indivj.dual . . . . .. 
coi:u.10diti~s. It would theroforc. be .worth .st~ying, .~ow, the Ct:!pacity of the 
Latin ,'\Dcr.ican producing count~ies to· expand -f~ture. output cf certn,in 

oxportaplc co.!~'ll·19d:itics .w~thout dotrirlor:tt to tho normt:~l. in.crease of. do;:1estic 
. . . .. : . - . . - . 

production. . ·. ,.-

- Having ·uc:rde_ t.neso- brief observntion!5 regal1ling present probler.1s, an 
• - < •- ' I ' ' ' 

nnalysi.s ·will bo i:Jadc. below .of- thE~ nost recent figures. relating to L1'1tin - . . . . 
i~l:.orican· ccorior.dc changes, which are presented ,in .,this way bo.causo of the 
. ' 

irnpossibilityr-of. introducin3 tho:.1 into the r.eP.orts w:hi~h follow •. _ 
' ' 

Foro_i,:;n·Tri·dc and the Cc.Paeity to Iuport · . 

.. ·:Exp~rts fr~·~~ IEtin Jb6riea, :th~- quantur:1 of which had -reached a l~;.axir.-tUD 
· i~ 1948, :declined in 1949 <md 'tho first hnlf <'Jf 1950; in .the second half; 

-. ,, ::· _. th~;; roversaJ, of the trend caused the total for the year to be 3 ~4 per cent -· - ,..,. . . . 
,· :hish::;r,th.:~n that' for 1949. This recovery:is still r.loderatG, hoWC:Vbr, wh~n 
.comp0r~~- ~th the:.lovels roG~h,od ·in.l94?-l948·'and, abov~ <Jl!, bearins in-

. - ·. 

• ·-· l. ' ' . '' ' • ' ' - -

.·_..mpd t.hc_ incrtlnse in populntion. Th-3 quantum, exprossod par capite, is 

stili.l~we~ tha~_.b0fcro. the war,. ~d: pa~ticula~ly the period preceding 

t~ e,r9e.t depression of. the 1 thi~ies. One· fact stcnds out cloarly· nbvve 

th~ rost:- .. Latin J~·tterlcn in l950 -~~orted 10.6 per- co~~ per inh~bitant less 
~ . ' . . 

th~n :1zj. 1937. .. . _ 
- ' 

On the imports sidci, th.; ir;1pr.vv~:a¢nt in 19.50,. althou~h c:ujountine; to . - - . ' \ . -

4 p~·r c~nt in _relation to +949, was not sufficient to rllaeh tho 1947-1948 
- - -· .. .· . ·,- . . ' 

l . .:-:v'-'1, :whj,¢}1 w~s \he hi::;hc~t for the: ·last twcnty-!iv.::: _yue.rs. P0r capite:> 

"Latin tu·.1-:-rj,.ca 1 s ihrports · in 1950 wc.::ro 33. por eont l;lighor than before the: 

. war, end .npp~a<J'ChQd the. J,.cvcls of the 1925-19~9 period, 2S shown by tho 
• • • I • • •· ' 

tabl:us;··i:u1d.-thc chart··insl3~.cd la.ter on, (Chart 1.) , 

_,: .- - Pric-06 of L.1tin ).tn.ori'ean exports hQVC r~vortcd ~Q th~ tre~c!. which 
they h~d shown sinco 1940 ~nd which W?.S only interrupted in 1949, actwovn 

· . 1/ Uni~~d ~tafip~- ~npncitY,~_f~bsorb 'L<>.tin · ;~10ri·ein. Products· (E~onor.1ic 
. _ C0r.ru;~J.ssJ.on f_or Latin ,t',l(;)nc;:!! ·Un.U;cd Nations· ~nt..·Ej£N ... l2/..zzg}.-

-. - -~'-, ·c . ' • : •• '-'"· . ·-. ·' : /that year 
. ,-; 
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that yo:Jr ~nd 1950, tho nverage general rise o~1ounts ~o $ ptlr cent, but it 

should b0 borne in nind Jhat the risin,g current of' prioo of tho r;l0:jority of 

thu p!!oducts '-'xported by Latin iu:10rica was only felt in the sE;ccnd hnlf of · 

·the yenr. (Chnrt 2.) 

In thc early i:tonths of 1951, the ri'sinc; tendency of prices of th~ 

i1ajority of k.tin .u:tericr.n products wr.s ;·:lE,intqi.nod; sorttO of thorJ hnd been 

affected by regulQtions ddopted in tho Unit~d Stnt~s concerning stnbilization 

cf prices, as in the casJ of copper. Chilw, huw0vcr, h~s nchieved n · 

rec,.;nsidcration of this ~1etc.ll 1 s position, and will now recoive r. premiur.1 

of three dollar cents per pound of copp~r, as ·well ns other incentives for 

increasing production. 

Price increases, as in thG c;Jse cf we ihl, vrhen they trebled in less 

than two yoars, and.coffee, whoro thoy doubled, nay be 0Xpl3incd by the 
I . 

. .;;xceptionnl·position of these two products whon domand, once stocks 
I . 

previously r:ccur.1ulated. had b0un exhc:.ustod, clearly exct:eds currt:nt 

production. v.Jhc[.t .:,nd·oth0r ~rnins, -1s wolt ns Llo~t) which <'.rc Lk'linly sold 

on Europoc-n LE.rkots, hcvf incrons<:;d proportL)n~toly lE..ss in pric0 th<m 

products purch.::~sed by the United Statvs, as recnrds J:lclc.t, the recent 

J',lodi;fication of the ,:.ngl~-:~r:scn.ti.ne n::;rocuont is bnsed ()n an incrcnse .Jf 

prices in ·sterling, which C<)111ponsntcd for the dE::v<.>.lu:-\tion uf this currency. 

(Se-CJ Chort 3.) j 
. Lntin :.c1erieo i~ "l only intcr.ostcd in the pr.Lce of the raw n111torials 

which it expc,rts, but c.lso in tho b~kvi.our 'Jf thG pricus of L~terie.ls e>nd 

products, ,5t:Jnoro.lly sen+finished, which it h~s tc- purch~sc outside tho 

re~ion. Rubber is e.;none; lthese products, o.s the f~w Lr.tin .'u,ierican producers 

of this strate.c;ic r:Jaturi.r.l are fc.r fror:• beine sGlf-suffici~t. Th<:: price 

of rubb0r h;:ts incrcn~ed ~~ven uore ·than th11t cf W')ol or coffee, c>.s between 

.-usust 1949 ,;md Harch 1151, it rc:sv by 1.1orc than 3 50 per cont. ThG price 

. of ·jUre-· another indisp,ensable in.?.terb.l for various ktin ,·,LtGrican. 

cc·untrios; · -:which had Jean fc::lline; until Septcr.lber 1950, cht.nt3cd its trend 

sbo.rply and frou thnt t+1o on, rose by 44 per cent. (F0bru~ry l951.) On 

the othGr hcmd, prices ')f .:;thor products which Lutin f:.r.wrica has to inport, 

such as newsp~int, r~yo1 y~rn, steel, tinplat~, h~ve risen by less than 

~0 ?Qr cent. Incr~asos cxceedi.n~ that percentc~o have su far been noted 

for pie-iron end' cl.ur..linlw.1 ( ChL:rt 4). 
I 

In spite · cf the re:lct..i. ve de~y wi. th which the ri Sl3 in prices of rr.w 

/nctorials is 
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1:1aterie.ls is transferr.ud to finished products, the statistics of some 

supplying c·.:Junt~ies have already begun to reflect ·the. chnnc;ed trend in 

their export prices •. ~n.thG United States, thoa . .ind~xof export prices .. 

rc2ched the lowest point in Mny 1950, Dnd since then began tc rise; b0tween 

June .:-.nd Decenbor .of _that: year, the increase· was .11 per cent. In the United 

Kingdon,. during the sane period, the_ ~dex of e.verage .prices for exports 

showed <::n inc~\3nse of 7 per cent. In F0brunry 1951, ·.there. was already a ... 

9 por cent i;ncre~se DVer the average for.l950, .while--the price- index for 
. . 

i!aports of r~w r.mte~inl:;, showed a rise vf' 50 per c·ont·. 

Latin Ju:1eric:>. is, thus in a position where its te~ms of trade h<:\Ve 
,. 

b0cot18 f~vourable, and this, toe;ether with the in?~ease. in the qu:mtun1 of 

exports, hC'.S r.:~.ised thG capr.ci ty to lllport. to record lev~ls; <:'.t least in 

absolute torBs. Th0 increase per capitn is not so significant, the level 

for th.:; first tine in twenty years, .ss shown ~r:t .Chart· 2; sliehtly exc.e~ding 

that ~f 1925-1929. . ' 
i•nother outstanding fact should also be- noted:- in 1950, Latin .Junericc. 

obtainvd an export_ -surplus ot about 1,.300 lAlillion. ·dollars, nlraost ·three 

times no~e than in 1949 3nd nbove the surpl~se$·shqwn in 1945-1946~ when . ~ . ~ 

ir.1ports_ were not yet norr:ml, .Of course,; the e.xi~tonce of .. this surplus d0es 

not )':J.en_n that there .is .a_n equivalent .:mount of ·exch.cm.se ·avail~ble; first, 

b(;;cause of other debit iter:JS, which affect tht; be1lnnce of p.:yr.1ents, nnd 

.. socond, because of _tho effect of bilateral aereements which reduc{;: the 

area of oxchang~ convertibility, 

.::.T.;.r-.a d;;:::.c=-' _;w.;;.;.i::;.;t:;,:.h::._;:t~h~e_;;;Un:.:::~t.~.lli.§. 

Lctin f-llilerica. 1s- trade position. is now much raorc favourable, m.:".i-nly 

t,hroueh inp;rovener...ts_ i_n trade with the- United StetGs. Until 1949,· there we.s 

n trnde deficit :with the United States,_ altly.J:ugh, since· 1947, a. tr.und has 

been noted t•)W<'.rds ~he reduction of these defic;its. This wns lnri?;ely due 

to the restrictions appl:'.ed by the r,mjority of the Lc.tin ;J.:10rican countries 

to prevent the shurtage v! dollc.rs. fror.r becorain[?; 1.1oro .acute: the l:.r.1po~t 

surplus fol~.fr.oa 1_~70$ ~~l;i;llion dollc::rs in 1947. .to 814 irt 1948, and '412-

in 1949 .. In 19?0, for tho .{irs·t tiE10 s:i,.nce tho war, .m export surpius 

appec.rcd, CJ_r:J.ount.i.n.z to s.one 240 r.:dllion duller's. Of this surplus·, 190 · 

Dillion dollars. cp':'re~p::mdod tr) tho second hnlf of 1 <150., wh~n th..;. new t:rade 
trend bGcame uore E12.rked. ( c:.art 5. ) 

1lL1ost al.i., =:'9 -.Lc~U:n .'~,e-ric.[\!1 count:::-ie!.:: ·improved their trnde positiun 

/with the 

~-- ---- ~----------------' 
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~ th tho U~itcd StottJs. ~~r.~'-:ntin9 providGs O_!l~ of tho uof:?t outstc.ndin(S 

0x.::.lples .. In spit0 of. thJ considero.blo reduction o.f inports. frou the Unit...;d 
.. ' ' - ~ - . . . . . ~ . - • . . I 

Stntcs, which hnd fall.:m frop 680 nillion dollnrs ~n 1947 to 129 ni.llions 

in 19'4_9, Ar[:;cntfn2 .h<'.d ·C\ riot d~f~cit of .32_ r,1.illion dolle1rs i~ thc.:t yvC~r. 
. .. . ' I l • I ~ • . • • ' 

In i950, th0 position chan~~cd subs.t<.\ntinlly. Exports to the United Stnt0s 
, • : .. :. _-. . . ·- I.- - .. . -. • . . . • 

were- doubled r.md 1n sp1te of the 1.ncrl;;)~se 1n l.i:lports} J.r,::;untl.n.:\. had .1 

sur-Plus c.nolintin:?; to nir.Jst 60 r.lillion dollers. Bra-zil,· fnv.oured by :the 

rise fn the price of cofteu, hr.'d ~ trndc. surplus of. _360 r.lillion dollnrs 

in 195o,· DS nftninst 170 1lullion dollars in i949. /-u_ione; the co~trios which 
. , - - -- . I... . . . - . . 
eon.;:raliy hna. unfnvourablG trGdG bnlanCGS Wl.th the Unl.ted Stc.tes' Ven..::zuelc-, 

considora-li>ljr iliiprov~d it~-· position in 19 5o·. H0xico continued to show 
~ . ·-

ner~ati vlr. trade btlances; l but this deficit wc.s i:lor~ . th~n--offs'ct by rGc~ipts 

froi:J. tho ·tourist trnde ~nd from Mcxicc:n workers abrolld. Cuba vnrios froEl 
l 

·.noc;ativo t6 positive b!'\ltnces. 
' j 

Ur::litod States purchQscs .from Latin i:u:10rica during ·1950 have ·particulo.rly 

bch0fit0d the countries 1roducin~. coffee, petroleuri and WOOl,· 0n t~e other 
. . . . I . 

hand, the new situation is I:lot yet reflected in purcho.ses of copper and -tin, ·• 

which hnd boun declininsl in relation to 1948. -~For suc;e.r; the--itrlltic: .of .Unitud 

·stnt~s 'iuports fron Latilr .fu,1erica w:1s lower in 1950 than in 1949. As r'-:lgc.rds 

CC\C~O, O~nc:nas, Ve£:etnblh ~ils und loe.f tobcCCO, ther~·. is C Slif;ht. 
- . f . 

iraprovouont over the previous yr.;;c.r. The interesting point, however, is thRt 
- I . -. . . 

in a1L1ost all products, tho fieurcs for the second half of 1950 are clo~rly 
. . I f' .. 

·hl.r~:hcr than those for thE: 1rst half of tho ycnr, th8 increase ·in vnluos 

havin~ been .30 p\;)r cent, I thus providin~ cle;ar evidence of the chen:~Gd trend. 

·conc.erning iraports fro!.l.- the United Stat~s, the .:>.vailablo fi.13ures show 

th.:1t, ,],n 195_0. the majorit~ of· itCi:ls showed declines in value in relation to 

- l94$ c.nd 1949, w~ch r.myj also reflect declin.!'ls in ·volwne, becaus~ prices 

in: :~ene~~l~ ~ave not ~hanged lil.Uch~ The increases took· place in farnrl.ne; 

r:w~h,i~o-ry, .. n.utomobiles. "'fd, ch_emi.cal products. (Chart 6.) 
~ . {"'-ltoJ!>e~her-, pric~.:;> -re,ve: been :t-he uost e.ctiv0 elei_aent up to the present.· 

cauf;in~ a considernble i.t1:1provom~nt _in the tenas, of trade botween Latin 

f-,neri9C. and the United Sfp.tes~ :rhis mny be appreciated f·rom Ch.:~rt 6, where 

the ind0X of Pr~yGS for 14 LAtin. rV:hlrican products in~orted by tho United .. - I . . 
St~t~s, which is dorainated to a lnr~e degree by the rise in coffee prices, 

he. s been used, a-s in the previous Econo1:1ic Survey, to indicate export 

prices. 

Under present condifions, the analysis of the United States bc.l~nce of 
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paynents with latin Anerica is of great interest. It is undeniable that the 

dollnr supply situntion has iwproved Greatly, However, in spite of this 

chnn3c, Latin ~nerica is still in a debit position in relation to the 

Unitocl- States; according to ·provisionul figures for 1950, that country's 

bo.lance of ·pnynents· with L.:1tin .Ar:mrica ·showed a final balance in fnvour of 

tho United States, a;aounting ·to 54 r.lilllon' dollars> which. is certainiy much 

loss than that for. the previous_ years, t&at is, ~20 nrilli~n in 1949, 830 

lnillion in 1948, arid a pcD.k of 1',554 i:lillion dollars in 1947. 

The ·chanr~e in sign of .the trnda balance toQk place in the fourth 
' 

quarter of 1949. It was insuffic~Gn~, however, to offset the deficit. i~ th~ 

other item-s such as~. -for _example, that of. ii)vestr.:.1ent incooe .P\lYnents, which 
• ~ ' I v, } .. ' :. ~ ' -

incree.sed to 8 ~~ry ~r.ked degree betwe~n ~949, and 195.0 •. Th~se payr1cmts 

exceed new UI1i ted Stc.tes .investments in Latin /J11?pica. , This is one of~- the 

J:1ost significant factors,, as it clearly shows the .insufficiency of .capital 

receipts_from ab~o~d, Moreover, private.cnpital inflow, which had-increased 

b~twe0n ~946 ~nq 1?49, declined nsain. tq a very considerable extent. 

Tha inq;r-ease in_ hol~ing_s of cold and short-terl71 assets in t.ba United 

States, r.JL>.inly reflected the doll~rs received, fror,l tr~nsactions with third 

countri~s, which hns p.;;rr.li.~ted a partial roccvery of the c~old reserves, 

these havin'3 beon on tJ::le. decline sinc·e. ~h~. beG;i~ing of. tti.e post-wnr 
p;::;riod. 

Increase in Internation~l Reserves 

In spite of thq increa$o in internation~~ reserves for L~tin .~~~rica 
' ' -- . ' - ' 

<lS a whvle, between tha r~~ddle of 1949 an.d __ the boginnin~ of 1951,_ C\S .yet 

not <;::Ven half o~ the- 2;old and f~rei~';n, exchan$c lost betwcen the high and 

, low point-s pf the post,-wa.r period have b~en r-ecovered, (Soc Chert 7.) · .. . . . 

However, th0 position is not.thc sane fo~ ?11 -the ·countries. Sane· of _then 

.have exqeeded the reserves of the ee.rly_ post-waryenrs, as in the case of 
. ' - . 

Bolivia> Cuba, El-Snlvad?r, Hondurns, N_i9arcgua, Pnr2guay, P.eru, Domnican 

Republic, Uru3uay Qnd Ven0zueln. Others have recovered at least 'half' of 

the .reserves lost.~between 1945 and 1949; as in the case of Brazil; Costa 

Rica, GueternC)l.a and. Mexico. Finally, three countries - Ar.:!;entina,- Chile 

and Colo1,1bin - have not recovered even hnli' of ·their· post-war losse's·. It 

should, of courst.i, bt;J reJ,letJberod thr.t sever2l Latin AmericRt-1 ·countries have 

used pnrt of their.reserve~-to re-purchase'tfleir externni debt and :t'oreisn 

invcst1:1ent8 L~r~entinn, Uru~uay and Brazil; in the l~st-ncUi'led,' the fal]. in 

reserves between 1948 and 1950·was· exclusiv~ly due to this procedure. 
; /Although it 
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1Uthough .. it cannot be stated with certainty, it is unlikely that th0 

e;e1p left by the shortae;c of ir.1ports during the war years has been filled. 

The reduction in reserves, starting in 1947, forced the I:mjority of Latin 

~norican countries to restrict their inports, et t~es to a very scveru 

dee;rc0, as in the: case of ,\r~entina. Now, when th~ increase in exports brings 

sor,le rcliGf, restrictions e.rc bc3inning to come into play on the other side, 

froiil supplying countries. Moreover, while for the mom..:mt. the rise in the 

· ··pric·os of raw r.mtcrials is ~renter than that for finished products, -this 

sftuntion is rather precarious. Tho expansiont.ry forces of the oonoy 

supply nre bound to tnke effect if the increase in exports cannot be 

i.J:?.vested in sreQ.'\;.er imports. 

This new pressure of external origin is added to that of domestic 

origin, which hn~ tended to. incrense in the wjority .of L'1tin iu:1eric1m 

countries. ·rn 1950, nn incronse in tlOney supply can be noted in the lJajority 

of those countri.;;s, greater than that registered in 1949, which on th9.J 

whole ~3d been less ?renounced than in the previous year. That is, the 

upward trend, which had tended to weaken, has again ncquired grenter force. 

'£he action of foreign demand is contributinG to the rise in doaestic prices, 

Th.:; cost-of-livine; index in the majority of the Lctin Araericc:m countries 

does not yet show any nora pronounced increases in 1950 thnn in the previous 

yonrs, except in Colombia, Costa Rica (}nd Parasuay. In the ·)thor countries, 

the incrvase hAs bc~n the sane as or lower than that reeistered in 1949, 

which is due to tho rc12tiv~ly dolJyed effect of ioport prices on the cost 

e>.f.__lil.r.i.B:~~..aclr-that· the· rise in export prices did not have an 

immediat0 effect through incoues, The first indices available for 1951 

indico.te that the upwnrd trond is becoEiing widespread, In Brnzil and Cub.?., 

the rises for the first quarter of 1951 nrc greeter then thos~ in the first 

·1uarter of 1950. 
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INTRODUCTION 

S~atistice.l li.ppcnclix 

·Table 1 1£, t.in k:lE:ricc:,: Quantw-:1 cinll Pri2.£2_of ~orts cmc~ Inp.9rts) 
Terns. of Trncle .~mel C;}p<>,city to Inport 

' . 

Indices 1937 = 100 

Years · Quantw-.1 of· 
e~rts I;,:,1ports -Price~ of Pri~es of TerELS C2pacity to 

Totc:.l Per Tot,3l P.:::r exports import-s of il!!port 

---- capita cnpitn ~~ Total Per - -- canitn 
-' 

1925/29 89.1 105.1 119.3 140.9 137.4 124.2 110.6 98.2 115.9 

1945 103.5 88.4 87.0 74.0 134.9 167.0 80.8 83.7 71.3 
1946 ll0.5 92.6 133.0 lll.O 172.9 163.0 105.8 116.9 97.6 
1947 118.5 97.5 191.0 156.0 213.4 191.0 lll.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 ll1.2 87.8 164.0 130.0 214.2 193.0 lll.O 123.4 97.5 
1950 115.0 89.4 .. 171.0 133.0 222.2 171.0 130.0 149.5 116.3 

Source: Estimte bcsed on <ktn taken fron off:!.cial stAtistics. For 
sources nnd r:wthod, see Econo;-.lic Survey of Lntin J-u:1erica 1949 •. 
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Latin America: Trade at Constant and· Current Values 

(in millions of.dollars) 

At 1937 prices At current prices 
Exports Im2orts Exports I!!!Eorts . Balance 

2.,415 1,398 3,259 2,334 925 
2 ·. 578" 2,120 4,459 3,456 1,003 
2,765 3,036 5·, 900 5, 798 102 
2,825 . 2,803 6,535 5,830 705 
2., 594 2>623 5,556 5,062 494 
2_,683 2,727 5,961 4,664 1,297 

Compiled with data taken from the official statistics 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 
i~ports, by deflating the series of current values by the 
combined index of export prices for the United States and 
L'r.ited Kingdom. 
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Table 3 Latin Arnerj_ca: ~ations in Prices of Some Export Products, 
Ac.cording to Quotations in the United States 

Products 

Tin 
Coffee 
·sug~·~:. · 

··wheat _c_ · 

Cotton 
Wool.·. 
Hides· 
Copper · 
Lead. 
Zinc' 
Petroleum 

Increases in per cent, in Ma-rch 195..L 
Over July 1~4_2 ·. OVer· 1949 minimum 

30.1 
93.7 
2.6 

·21.6-
49.6 

206.1 
71.8 
39.3 
21.4 
94.4 
25.0 

75.7 
1Qq.7 

9.1 
_· 21.6 

57,7 
209.3 
8Ll" 
39.3 
61.9 
94.4 
2.5 .9 

Source: Quotations on United S.tat.es markets~ 
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Latin America: Variatirns in Prices of Some Imported 
Products 

Products 

Rubber 
Jute 
Pig-iron 
JUuminium 
Rayon yarn 
Steel 
Newsprint 
'Tinplate 

March 1951 
August 1949 

351.~ 
5.4 ~ 

13.1 
11.8 . 

9.8 
7.7 
5.7 

- 1.6 

(Percentage inc~eases) 

March 1951 
194 9-50 Minimum 

351.2 
44.1 ~ 
13.8 
11,8 

9.8 
7.7 
7.5 
1.4 

Source:· International Monetar.1 Fund; Statistical Bulletin 
of the United Nations; The New York Times -- ----

~ Februar.1 1951. 
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Table 5 

'· 
Years 

1945 
1946 ____ .. 
1947 
1948 
1949 
1950 

1950 £1 
1950 £1 

Latin America: Terms of Trade with the United Stat~~ 

1937 = 100 

Index o~:~"I>it~S..:~i-:.n, prbducts':· · .... : . .-.=lnclt?:x;.-9!. Import. 
expor . .-t.ed··to the United States Prices __ _ 
1fith Coffe~ .. ~luding Cof{E?~ i/ 

124.6 
154.4_ 
216.2.: 
239.2 
252.6 
314.7 

287.2 
.3L:.O.,l 

" 
116.6 
130.8 
19'i • .'6' - ~"~·:.--.-: 
217:3 ...... ·- -· 
224.5 ... ,. 
22!1. 7 .. 

216.6' 
242.6 

174 
152 
178 
188 
177 
173 

' .. . . . 

Tern:s of 
TrCld~-

71.6 
101.6 
121.3 
127.2 
14.2,7 
182.0 

----
Source: Compiled from data supplied by· the Dcpnr:.ment" of Cc!n.>ner-:;e, 

_Wasl:linj?;~-~~· ::·.:-. ... :... ... · · · 

.f!) . .. Tt.l5!. 14 pr_~~~ct"S ::inc1'!l~ed,- with their:. rcspec.ti v:e vJcights for 
194? and_~~5.o,,_CJ.:r:~-the. follow~ng::, ___ ._. · .. · ·. 

---... ... . ... . ... · · 1°' c:: J9t:O •. , .. Cj.,~ - .J 

1. Coffee 
2. Crude petroleum 
3. Sugar 
4. Copper 
5. Cacao 
6. 
7. 
So 
9. 

10. 
11. 
12. 
13. 
14. 

12/ First six mon:-~s. 
£1 Second six months. 

Lead 
vJool 
Bancmns 
Tin 
Nit:-ate 
Zinc 
u~ d0 " ' • .... _,, ,.,d) n- ~"' \ l.:L ~·-::1.r: .... 
Hides (t.;m'"l1.ed) 
Silver 

Total 

3"b:J;'8. 4 9. 9?. 
. 8.38 1~ .. 45 
20.96 11.90 
13.13 7.08 
1.97 3.54 
2.48 3.27 
4.81 2,92 
2.84 2.60 
2.56 1.29 
J.96 1,06 
1.41 0.85 
O.J? C.G2 
0,23 0, :o 

-2:..:.k2:. ~--:...·--

100,00 
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Table 6. Latin Ame·rica: - Trade -~th tqe United States. 1247,19'50 · _ , 

.. (in· millions of dollars) 
. ' 

Latin American exports to 
the United States 

Argentinn 
Brazil-· 
Chile 
Colo~ia, 

Cubn 
Mexico· 
Venezuela 
Other c-ountries 

' 

Latin Ainerican- import:s-: from 
the United States 

Argentina 
Brazil 
Chile 
Colombiu 
Cuba 
Mexico 
Venezucln 
Other countries 

·-

~ : ~ .. -"' -

-, 

1947 
.. 
~J~ 

154 
446 
122 
206 .. 
510 
247 
174 
291 

-
3.858 

680 
643 - '125 

.219 
441 
520 
.427 
80.3 

1:948 

~ 
-

l8Q 
j1..4 
179 
236 
375 

•246 
271 
351 

' ' - ··---· 

3.166 

-.381 
49.7 - ro·6-- ·-
l97-
4i~l 
$22 
-517 "h._!_,(, 

.505 . . ' - .. 

~- ... ·1950 

2.302 ; -2:207 
.·. 

97 -·'. ·. 206 
552 r' 714 
152. 160 
24l . . .313 . .. . 
.388 406 
244. ·I .318 
27$.,·.· .322 
350 468 

_..._..; . ' 
2,714 ·'- - 2,668 

129 145 
.382 .: 

.354 
·- . .-142 72 

176 233 
380- .. ·.- .,. 460 

... 46.3. 516 
. . . _· 518 .,_ . .398 

~ .. .524- 490 

. • - ·- . . . • • • • ) ·- ·- .. i· j 

United stat.cs Dcpa~_I.lt. "of.Co~ree:· Survey .Q!.-Currcnt Business. Source: -... .. -- . - -
,J I, 

- ,v_l' . ' .. 

~· ;_ r . 

' .. 
•., 
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Table 2 Latin America: International Reserves of 18 Countries 

(in millions of dollars) 

Countries ·~ -~ J1lJil. ~ ... ~. illQ l2ll ~ 
Argentina 1,663 1, 696. 1, 071 869''-' 747 JY 941 'Jv' ·: ~ 
Bolivia 35 34 31 31 29 40 
Brazil 666 760 785 757 719 665 •• 
ColombiC! .. 177 176 ill 84 111 101 68 
Costa Rica 8 5 5 6 3 4 4·. 

.·Cuba £/. · · . 232 266 346 316 343 338 p_/375' £1. ' 
55 - 61 -· . Chile:: 110 69 .. 56 53 '43 . 

Ecuador 33 37 27 28 26 37 35 
El Salvador 28 29 29 30 37 41 58' 
Guatemala 41 47 50 44 34 35 40 
Honduras· 8 7 6 8 8 13 ... £V 
Mexico 344 223 126 78 126 287 E) •.. 

6' Nicarngutl 7 5 3 4 3 10 
Paraguay 10 11 9 6 3 12 16 
Peru - 38 35 32 44 47 52 72 
Dominican R9public . 33 .. 35 ?O 25 22 31 38 
Uruguay 252 291 255 241 216 312 
Vunezuela .227' 252 255 386 445" . 374 ·, .. 

-
Total 3,912 3,977 3,228 2,948 2,965 3,341 

Source: International Financial Statistics. 

y-· Mc;rch. 
§!' ·The figure given in Argentino sources for gold has been 
· converted at tha rate of 3'.04 pesos per dollnr, and .the figures 

given for foreign exchange, at the ~~.te of 3.545 pesos per 
dollar. For the years prior to 1949, the-figures given are 
t.aken· .trom International Financic:l Statistics (Intemationnl. 
M6netary Fund) 

£1 Excluding the investments of the Banco Nacional de Cuba and 
foreign exchange holdings of the cornm.ercinl banks. 

g/ Including forcign.exchange holdings in the banks. 
£I Figure for Mexico at the end of November. 
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" 

The generalisationsapplicable to the development of Latin 

funerican· agriculture during the post-war p·eridd are subject to the 

same ~xceptions as those applicable to other sectors of the various 

economie::.. 

· The folloWing excerpt from·a recent authoritative publication 

possibly provides an adequate ide~ o'f the Latin Am~rican situation 

towards the end of the period. under review: 11During the 

·agriculturai year '1949-50; the per capit'a qua'ntum'of· producth~n:··of 

the region's principal crops was' only 87 per cent of the pre-war 

levels. If the present estima:tet1 materialise, this figure will 

re3.Ch 95 per' cent iri 1952-53. Everi if we were to. exclude 

Argentina~ ·wh.e:t·e a substantial reduction has occurred in the total 

area har-vested' p~r capita'; rio progress would be reported ~lsewhere 

in this region/ in the rati" between ·the· total area harvested and 

the population.: Even mere imp.)rtant is the fact tl-tit,' with few 

~ceptions·, ;·the· yield per h~ctare ~btained in basic crops is, fvr 

practical purposes, no higher than it was fifteen years ·ago. 111/ 
· If, inst~ad of' studying productioh, ·attention is paid to per 

6apita domestic: supplies of th~ 22 principal Latin American · 

agricultural prcd.ucts '(production minus exports plus imports)' it 
·.r. . . . . . . . , . 
will be seen that accurding to available figures, 1 ih 1948-49 the 

volume of' supplies fWas 'only slightly higher than befor·e the war, 

and excluding A-rgentina, it was slightly lower·. These results 

occurred despite a constant increase of both total production and 

'production per eapita since the' war, indicating the low levels 
. . .. ,. .. . ·' . . ·., ,. . . . 

to which production· had fallen during the war. 
.. •. _.,. ,•; . ~' . . ·~ .• ~- . ~!:.>-· i-!-:: • 

-·----------Y Introduction of the Food and Agriculture Report ori Development 
.-.. Sill! Prospec~s 9,/... ~ )Unericen. Agriculture; placed befora the 
·'Second Latin Ani.erican Regiona:I Confe.rence held in Montevideo, 

- 0~f~mber -:~??0 • .. :· . / Ce~p~;in~ the agricultural 

'--....._ ... 
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Cemparing the agricultural panorama with that of·other sectors of 

production, it may be ebser~ed that. ~here the growth of agricultural 

production has been relatively greatest, ~hat is to say, in JVIexico, 

the index of industrial production in i949 (as co~ared· with the period 

1936-39) show~ an increase nearly 15-per ce~t_greater than that of 

agricultural production. In Argentina, J?razil q.nd.Chile, the increases 

recordod for indus.trial pr·oduction ··are at least 50 ,pGr cent higher than 

those of agricultural production, despite the fact that to a large 

extent industrial production depends on the volume of raw materials 

supplied by agricultural a·ctivities. 

Neverthe~ess, 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 b-ecome less; and, in the case of r.iex.ico, 

according to official indices, the rate of increas~ of agricultural 

production is now highe·r than that .of industrial p:t;uduction. Even in 

those countries where ari intensive ind-q.strialisation P?licy has been 

carried out and where industry is considered to h~ve developed most, the 

relative imp~rtance of agriculture has either remained stable or 

expanded since 1945. In Brazil, agricultural production accounted for 

36.7 per cent of the country's total production of goods during_l945 and 

36.5 per cent ;f that· tctal 1n 1949. ·In Chile, 17 per cent of the 

national income was supplied by agriculture in 1945 and 17 .,6 per cent in 

1948 (although 34.3 per cent of the country's total p~duction of goods 

in 1945 and 31.7 per cent in 1949 was made up of agricultural products). 

In Colombia, the contribution of agriculture te-the national incomG in 

1945 represented 38;"6 per cent of the total, whereas in 1948 its share 

38.3 per cont.1/ Thus, with very fBw exceptions during the post-war 

period, the rate of agricultural expan~ion has .either increased or the 

trend toward lower preduction has been checked, .bu~ in comparison with 

the yea.r.St~i.tm.l:adj:.a.tely' before ;the wsu-/·the· g$nt,)ral picture is still- l 

:r.-ather.poor_. 

l7 Due to t~e lack of th~necessary statistica~ data, it is nnt 
possible to use the same basis of comparis~n fftr the ·position 
of the various cnuntries • 

• /It is not possible'· -. 
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It is not possible to estimate the extent to which the inclusion 

of secondary products would alter the fereg6ing .gene'":i-a:l- ~ictur.e of_ the 

problem'of slow agriculture.~ development, a~- observed from the data 

available for the 2~ prin~ipal items of the areais.total production. It 

is quite possi~le, howev~r, that production of these may have increased 

at a_higher rate than that of. basic goods, since the growth of the urban 

populations, w~th their more diversified pattern nf food consumption, has 

been greater -~han that of _the total_ population. It is likely that little 

change woul<?- be noted in the total or the per _capita volume of production 

since the_ a~ea on _which such se~ondary products· a;re culti vat~d is. small 

in compariso~ with that utilised for basiq products: Nevertheless, the 
• 

results-of suc~.increases are important in relation to the diet of· the 

population, in view of the fact tlat_ th~ statistics referring to the .. ·.·. 
cal?ry. and I?rotein conte~t of the diet of seven outstanding Latin 
American co~tries (Argentina, Brazil, Colombia, Cuba, Chile, Peru. and 

Uruguay} indicate an improvement f o~ the pe.riod 1946-4 9, as compared 

with 1936-39. ' A. similar impr_evement is observed in· the statistics 
! . - . ·: 

referr_ing t.? av
1
?J.lable supplies of foods~uffs· for human consumption 

(kilogrammes- pep_ capita. pe~ annum), contained in the analysis of retail 
. -~--

sales. ·As will be seen, ~Qese data are hardly compatible with a 

.,.eduction ~n per capita supplies of f~odstuff.s. Y · 
In conclus.i~m, i~ may be tentatively stated that the decline 

recorded in agr~cultural p~ejuction per capita, if in fact such- a falJ 

occurred., was not -9-etrimental. to the basic diet of the Le1tin American . . : . . . 
populations as.co~pq,red wj,th pre-war standards; on'the. contrary, it is 

possible that their diet_ ~proved.~ There is greRter likelihood that 
the''increase in th~. per capita yield of agricultural production was very . . . . ~ . 

small, if ·i~deed any such increase occurred. 
0 

------------~~~- . -
See Tables XXVII and XXVIII of the aforesaid FAO fteport. 

Nor must the. possibility be over~ooked that the decreases of 
domestic supplies indicated by the.data available for certain 
countries may be ascribed te inad~quate st~tistics~ · 

- /Factors bearing on produ~tion 
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Factors bearing on P£Q§uction 

There are various r~·ctors responsible for the slow progress or 
. . 

the decline in agriculture.l production dUring the war and for the fact 

thnt the rate of growth, whilst still weak, has improved during the 

post-war period. There were, for example, l) The fact that greater 

attention has been paid to other sectors of the nat~onal economy; 

2) the continuation of trends in foreign trade (rather small in 

relation to the increases of population or income) whi,ch 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 pri~ate savings were invested in such 

activities, because they ~ffered greater epportunities for earning 

profits. Thus, during the ·war and the post-war periods, there was 
' 

a mffi.·ked increase of expenditure (either· iri the form of consumption or. 
investment) of the income derivecf.from agr·icultural ·production ,in other 

spheres· of economic activity. This development was·' a result of 

shortages and of the disproportionate rise of prices ef industrial goods, 

causing e. relative displacement of incomes from the c.ountry to the tewn 

which narrowed the possible margin for re-investment in agricultural 

activities. In addition ··to· th8se factors, there also arose the 

difficulty of supplying the agri~ultu~al equipment necessary for the 

extension, renewal or maintenance of existing facilities, in addition 

to replacing machines'which were depreciating comparatively rapidly; 

and there was little possibility of utilising existing equipment more 

intensively, as was d.one in industry, and to which may be attributed a 

large part of the increase obtained in. industrial 'preduction. All 

this contributed to weakening the growth of productivity and to the 

decrease of agricultural production during the war, though it did nC'lt 

hinder the accumulation of surplus stocks sf certain items such as 

coffee, cotton and wheat, for example. Nor did it hamper the increase 

0f certain agricultural productions providing raw materials for industry, 

and whic.h therefore shared in the .. profits of industry. 

/The recevery of 
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The recovery of the levels of production during the p0st-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 avaiiable; foreign markets were re-opened, high prices 

were received in the international market, relatively greater profits 

accrued to the agricultural producer as a result of the foreg0ing 

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 agri0ultural production since the war, and especially during the 

pant few years, can be ascribed to the efforts to expand exports c:.nd 

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) exe:·ted a 

1ecisive influence in shaping policy, as did the greater demand arising 

ot:.t of the increased monetary income or the total population. Putting 

the matter more clearly, it may·be said that, simultaneously with the 

per capita decrease of agricultural production, a disproportionate 

i~crease of the urban population in relation to the total popula~ion 

"""''=' ""ecorded during the period of, hostilities; and it should be noted 
that both as re~ards '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 imp~rtant sector of 

consumption, while per capita agricultural production was de~lining, 
and thus it resulted merely in the increase of agricultural prices 

(shared between the farmers, who used the money to maintain, s::: /3.:- ,a~ 

p:)s: ·: :,; __ :,), the level of their consumption of higher-priced manufactured 

goo~3, and the middlemen, who form part of the urban income groups). 

Since the war, the fact that urban demand for agricultural products 

co~J not be met has exerted the greatest influence in directing 
policy toward. th€ aci.npt.ion of measures intended to stimulate t:-,.e. 

/~rod:lst.:';_J'•n r·.f 
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production ~f foodstUffs, sin.~e in its efforts to.rais~ its standard ~f 

living the urban population.has pecome an impor~ant factor, and 

governments 'are anxious to avoid the repercussions of rising prices of. 

foodstuffs. · 

Nevertheless ;-the ei'fort ·to p~event a rise in the cost of l~ving 

has, in a certain sense, also been an ~bstacle to the maximum efforts 

of private enterprise to,increase production. That is to say, the 

shortage of the so-called e8sential agricultura~ goods has led to the 

adoption of import controls and the loweting of ~he selling 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 be·came 

greater in view of the check placed un private enterprise by import 

restrictions. .The policy· of low agricultural prices .is nev~rtheless 

losing support, ~s will be shown below. · 

.All the 5~cr:>n~;::_,T,-B ,p:rov:ided> have, however, proved powerless to 

raise p~oduction to the required level; as may be seen from the 
I 

calculations made by the Fo0.d and Agriculture organisation, and it would 

appear 'that despite continued and intensifi.ed effort in this direction, no 

substantial change-in the:basic position is likely.t~ be achieved for 

·the period 1952-53.1/ In addition to the fac~ors bearing on the 

trend, the slow progress recorded c~ul4 and will continue to be 

accounted for~by the need'for prior ~nvestment-of large amounts, 

either in the form~f basic develupment in nrder to cultivate n~w 

areas (e,_g., inrigation~)ii-gbways, colonisation), or in order t~ 
intensify develo'pment iri the areas--al_ready under cultivation. 

Gene·rally speaking, the adaptability- of pr~.~uctivn to. ~he stimulus 

~'f demand l:1as been sufficiently graat in La~:Ln AmeriCa·-.... There are 

various 0uts_tanding examples· of its r.esponsiveness in ~his resi?ect, 

am0ng which figure the increase of cvtton pr~duc.tion both in Brazil,. , 
(vJhere it replaced former coffee,..grnwing ar,Eilas) and in Mexico (in -the 

newly irrigated·r~giuns). The same phenomenon has ~ccurrcd in 

1/ See the pu~lication referred t" at the _beginn.ing of ·this chapter. 

/Uruguay where wheat 
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Uruguo.y where. wheat ha~ ·re-placed forage-:crops, and il:_l·ma.ny other 

count"i•ies lN"her·e' ot·her crop·s have· given· way to- sugar- and bananas.. In 
.~ 

Nicaragua, a product or" seeming uninlportance in· the country's exports, 

ajonjoli, is found assuming 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 pricre fell, pr-oduction ~f other 

items such as cotton !'l"'se. ' It is ne"V:erth~less evident that in a 

gdoa mariy c3bntri.$ij .the limit has be.;n reach~d as .regards land which 
C')'' A '• '' .-. ' 

may be -cultivated vrithout re•._;_uirin.~ the investment of heavy sums ·for 
. C' ' • . •. 

basic development in order to 'in~orporate these into the total surface 
('' . . ' 

of arab~e land. The increase in the-production of certain crops is, .... " ' . 
in.some countrie~, being achiev~d-~t the,~xperise of others, and therefore 

' . ·o . . . . . :- .. . .. . .. . . . 
does not correspond to a net all-round increase of production. Hence-it 

may be seen that_ ~he 9lo:wness·of development coumd not be accounted for 
' ,.. ~ .. . 

in the inadaptability of the crops; in fact;· the· relativ..e in~lp,sticity . .... 

of the supply of agricultural products was in part due.to the shortage 

of capital, in compari-~o~ wit-h the_ ~igher profit~ t9· be. _gain.ed fro~ its .. . . ,. 

investment erlsewher.e. . ..... , 

-:: · · The slowrre'3s of development: may also,, in part, bE?: attributed to the 

relatively short suw)lyof.J....~bou;r~ In Argenti~~' This shortage 1.vas 

greater ._than in ot,l:ler countries, .~n unusual+y strong_ migratiqn_ toward the 

to,.vns having· been rE?<;0rded, vJhilst. the _increase. in product.ion of . . . . ' - ... ' _,_.. . . 

maize, as compared with the,_pre-'\'.rar·levels, does not seem to have been . - 11 . . .. ·'' 
the cause of this shortage·. · Ho~rever, ·in various other countries; 

where there. is i a crbnic; state of .. disguised unemployment, and ~.vhere . 

as a result;··u tnight be. assumed· thatagric~~tural .lab~ur. vo1..1ld b~. e~sily 

obtainable, problems of relative immobility of labo~ are encounteres, 

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

of Mexic·o, the encouragement <~ffered to national immigrants v.ras sufficient 

to cause a substantial flow of labour from one agric1:1ltur-al region to 

another.· ·But in other ·countries, -anc:h especially those .in which ther,e 
: ·.;, . "'l. ,: .. ' .. . ...... -- .• 

is a predominant Indian population, a shortage ~f'·a:gricultural labour 

ie enc~upter;.ed in .certain areas, together with the disguised unemployment ... 

in other Pa:rts of the country, despite the considerable difference of 

wages. 

/ Plans for the Improvement of Agriculture 
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Plans f0r the Impr•wement of. j-~.gric·ultur>e 

. . "Hinifundi"s"V It is possible· that o-'te ef the princip.aT 

rcas?n3 f.or. the slight. mobi~ity of ag:r:-icultural lab(lur in 1:Pme countries 

is. the _prevalence of v,_;ry small pr"Qperties ,' which ·tends t·o .d:evE!lnp in 

the. lanqo~ners a deep .and instinctive sense of p~ssession and attachment 

to a .parti"u.lar piece nf ;Land, .despite the i.nadequacy o.f th,e 

agricultural unit nn whiqh they work. In .some cases the fight 

against the extreme sub-division of the lanq has so far met with little 

success, especia:).ly in th~se Latin Amarican countries 1irhic h a.re least 

developed. Despit~ the strong migrat~ry _current fr~m the country. to 

the t('wn, the area cultivated per agrif"ultural labourer, which was 

already inadequate before the war, has tend$d to become even smaller. 

whilst the.pr0gress of mechanisation, in the absente of any increase 

in the total cultivated area, would suggast the continuation of this 

trend. 

Agrarian Reform. In nearly every ~r,untry included in this 

region, pl~ns have been put forward with the object of improving 
'agriculture, varying both in extent and in the intensity of the 
efforts required t0 put them into ~ractice . 

. Ono of the more recent .and ambit'ious r~f these, that ef il.rgcntina, 

was drawn up precisely. after· peri0d when little stress was laid on 

agriculture . This scheme involves a programme of agrarian reform, 

with a view to guaranteeing thG security of the leaseh~lder who shall 

not be disp~ssessed of the land he tills, and whe, in fact, is granted 

fncilities for its .. purGhase. , This plan .also establishes ·the 

principle ::.f the "agricultural unit" (the area deemed necessary for 

the li~e and progre~s of a _family) and its indivisibility, with a view 

to countering the trend toward "minifundibs 11 • Furthermore, the 

1/ Rural farms which, by,reason ~~their very limited size, 
cannoL.be. .. .e~mically crulti:va:ted as ·ind.ep.eo.rl.ent units •. 

'I. 
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Argentine plan allows for a distribution of government-owned 
' •.' ~ ~J....' ' . • ,..,. ' • : • ,. r 

lands, the granti~g .of credit facilities, ·and the guaranteeing .. . ., . ·: . 
. The plan ~'s irrnnedi.ate object i~· the increase of of prices. 

. . .. . ~ 

agri~ultural produc~on.with. ~ view to increasing the country's 

export capa~ity, which had been seriously weakened during the 

past few years. 

Precedents for the various. featUres ·of the .H.:rgentine plan, 

both. in theory and in practice.; may be fbund not only within Latin 

America but elsewhsre, though in the past few years no country has 

put forward a plan of such outstand-ing importance. l![oreovor' 

since the Mexican experiment, no ~ther Latin ~mcrican republic has 

undertaken the task of dealing with land tenure problems and 

employer~employee relationships in agriculture on such .a wide scale. 

It is generally· adnlitted the.t in various Latin American· countries, 
. ' 

the land tenure system and employe'r-employee relq.titms, in addition 

to being. ·~ocially uridesirable; .constitute a consider able hindrance 

to the pre~ess. of production and pr'oduct:i.vity. 'Notwithstanding 

the fact'that the f~gentin~ problem does not present the acute 

difficulties characteristir. of other Latin American republics, in none 

of these oth0r countries has the government declare~ its intention of 

so zealously undertaking to improve conditions in general, nor have 

they, in any case,- had recourse to. such.efficie~t means of solving 

·problems 'so thoroughly. The expl~atio~ of the difference in 

attitude does not lie .e·~ly in, dif~e.rft.nce~ .of a political or ideological 

riature within the government, nor: in th,e ·varying· composition and 

traditions of tho peeples, but alsb .in the presence of. such factors 

:as the availability of land anq.easy access t? such terri-t;,,cry, the 

· · existence- of a market_ f.Qr t h~ ip:cr~as~ •. l:'±: :I?ro~~tien, a!ld. the 

availability of ftinds'or the acceptance by the government of the . . .. 

inflatiO~y o6nseq~nces·which ·su~h a programme.implies. 

/In Hexico, 
.. : •; ·:. ,~ :. . .. . r.·. 
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In Naxico, where broad 2gr~eulturnl development plans have been 
. ' . 

laid involving a longep period'for.their eo~plet~on than elsewhere, 

definite goals for production were set; but of eourse the ngrnri~n 

reforra ha.d been undertaken "! good rnany years before, It shoulc). however be 

emphasised thnt in the post-war y·ears, a 'new stress hns been laid on 

the implGmer.tation of Mexican la~d refonn, with the object of granting 

greate·r fncilities ·to tho smell-holding and less to the ejidal property 

(which; in fact, is the. "r.Unifundio 11 )~ This change arises partly from 

the fact that there nre·wider possibilities for obtaining private 

co.pit2.1 for individunl holdings thsn for communal holdings, The greater 

sto.bility of the agricultur2l s~tuation h6s increased the amount of 

private cnpital invested in agriculture, even :though this has not 
' been· cirried out on n scale sufficient .to reduce substantially the 

share ·of the Government in the financing .of agriculture. 

The 11 Agrt~rian Statute" pc:ssed l;>Y VE:Jnezuela in 1949, is an attempt, 

at ngrario.n reform in thnt it contains wide measures for ensuring the 

concession of land to fa~ers desirous of working, whilst m~aking 

o.llovvancGs for the expropriation of holdings which nre improperly 

develope<;!, nnd regulating dee: lings betw~en .landowners <md ~.hare-croppers 

or lenseholC:.ers. · . 

In Po.rnguay; the extent and the e.ffeet of the execution of the 

;,·Supervised Credit" prograrame h,qs effectively tr=msformed it into em 

atter,lpt to. ~ef.orm the w~rking and living oondition:·s of the pe<::sant 
... . . 
· population, <m nttemp!' which is ct the sante tiJ;1e deeper· and r:1ore intense 

than tho.t of any other country. 'lVloreover, given the ldtitude of the 

operations provided for under the Parc::gu<lyo.n plan, the word "Credit" 

does fiot convey the full meaning of the progr<lnune, as credit would 

appear to be no more thm1 an indUCGUGnt offel'ed to the peasant to 
. " . conform to ::\n all-round prog:P.::tuJme o! so•i~ i.L11provement and directed 

production policy. 

In .the m:=tjority of the L<:>tin Ameri·ean eountries, nevertheless, 

the pl.:ms seem to be less thorough .::nd too !!'agmentary to be of nny 

practical b~efit. The MisQton headed by Lauehlin Currie, under the 

/auspices of the 
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J.uspiccs: of the International Bc.nk for Development and Reconstruction, 

commenting on the work of the c.gr1c~lturnl development units in 

Colombi<:r, ·sto.tc.M' "The result is that there is no main objective [lnd 

no co..:.ordination of efforts in the agriculturnl programme, JVIuch 

attention is· given to protecting.,_ stimubting and ~tending crops <md 
. ~ 

cattle breeding~ but ~t wo~ld appear that for the most part the 

general question.of.the f2rms and tho rural popu~o.tion remo.ins on the .. 
whole.unheeded.·It is to be o.ssumed tho.t no·policy exists o.s regards 

the ndministrdtion of the family c.nd the farm, nor as regards ·the 

individual plnnning'of the.farms and the development of rurril 
. . ' 

cor.atp.unities in order to improve living conditions·=thereon.".These 

sa!Jle cornrnents can 2lso apply to other C<;)Untties in the region. 

One might perhaps state that in thos·e countries where there was 

the grea~.est need for nn integml prograrmne of agricultuml 
. . '; 

improvement,. its e:teecution would require eit.her ~ greater upheavnl 
. . . . ~ 

than it ·would :be ndvisable to. cause nt the ·present time, c:ir ·'o.n outl<:;y 

of ·fl.mds· :fo·r .. development which remains. be~rond the officL:~l resources 

since suq~tantial ~utlays are o.lso required espe9i~lly for transport, 

public hehlth improvenents and the opening up of new lands, with the 

object of establishing more adequate forms of pr6duation without 

nff0ct~ng vested interests, Undert2kings, such as tho recent 

establishment in Chile of a model c:'griculturnl village and. a system 

which fr~es the peasant from the'lec.sholding r&gime, are but a 

prelinune.ry step toward the solution of ~ vast problem and cannot 
' yield positive results in a short period. The co-operative agriculturel 

. ~ . ' 

movement, even though it rest.s on offi.cia:j. .support in the m.ajor:j_.ty of 

the~e 'countries~· has not.yet met ~~h outstanding success. 

The 11 latifundio 11 (lc.rge estates in contrast with the "minifundios") 

have been a source of concern in mont countries, but the efforts made 
- . 

since:·~tbsYwar: to·. achieve more ef.f.icient economic units have not met 

~nth much success. 

1/ Book I, page 126, of the Spanish Edition of the Report. 

/The reasons 
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The reasons for this are the same as thl)se holding up the adoption 
" -

of comprehensive plans· of agrarian reform. The fact is that the 

large estates are being pared down by the slow and sp~ntanecus 

process of land division invoived in the system of inheritance or 

sale of the property, to~ether with the fact that certain officia~ 

institut~ons have lent their aid in. the purchase of. such l.and! 

Hechanisation. Th~ugh little effort has becm made to improve 

agric~ture by modif.ying the structure' of pr~duction and the 

~elati~ns between capital and labour sihce the war, there has 

nevertheless been a substantial attempt to increase productivity 

per man employed, especially by the introduction of mechanisation. 

Fr~m 1948 to 1949, there was a total increase of 21,000 tractors 
. . 

in Latin rllllerica, thu~ lowering the proportion of hectares cultivated 
- . 

per tractor from 967 t~ 743 during this pericd. This trend has 

been extremely sharp in certain ~~untries, among which Paraguay and 

Uruguay have shown large relative increases and Hexico and Uruguay 

substantial absolute ,iricreas~s. In a few of these countries there 

were decreas-es in the number of tractors in.·use (Costa Hica and Hait~), 

whereas in others only a very small increase occurred·(Bolivia, Ecuador, 

Peru, Salvador, Guatemala ·and Panama). Seven republics - ~rgentina, 

Brazil, Chile, Uruguay, Venezuela, Cuba and Hexicc.- acceunted for 

90 per cent of the total increase of tractors over. this period.1/ 
• ' t ~ 

Venezuela and.Urugu~y_at present have the highest number of-tract0rs 

per unit of'area harve~ted (134_and 211 hectares p8r tractor, 

respectively). 

Though in a good mapy countries the possibilities for 
. . 

mechanising agriculture en the land at present cultivated ·would 

seem t~.:.~ be overest.imated, the deficiencies are fully recognised in 

conneetion with this aspect ~f agricultural production. In 

Uruguay, where the high_est de_gree of mechanisation in agriculture 

has bean reached in Latin Junerica, the government ~~s been fost3ring 

t-he development of mechanisation.as a mean,s of gradually eliminating 

the use of 200,000 oxen and 100,000 work horses employed in 
• • ' ' ~ \, I • 

agricultural t:'\sks·~ · 

1/ ~Tithin thc.se countries live--80 per ce:q~ ('If th.e J>9p~tion of Latin 
America. ., /It shuuld also 
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rt should also be pointed out tha~ the atte;npts to-m·~~~ 

pr::>duction 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 inefficient 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 Venez~ela·for 1949 (pages 21-22 of the original 

text), which reads as follows: "Given.the very backward state of 

the large ~jority 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 t·o other c0untries in the area. 
I 

Though the shortage of foreign exchange has in some cases been 

the cause of delaying the process of mechanisation during the past 

few years, it is also obvious that the low relative profitability of 

agriculture in relation to other activities has also served as a 

contributory factor, as have the persistently low salaries in 

agriculture in many countries, a factor which tends to reduce the 

incentive for conserving manpower in a substantial sector of 

production. As has· already been stated, when circumstances have 

justified the trend, that is to say, when the international price 

or national markets were favourable and production could be increased 

in a short period, investments were satisfactory, and mechanisation:· 

progressed •.. · E!ridilmca M'alb.hisdwj:ll be found in t.he- mefi~ed,productioTl 

of cotton in Mexico, of sugar~cM.e1in Cu,ba and of riee iin~Siafsteral of the 
\ 

Latin ·American countrie~, .. especially in Brazil. 
Nor can there remain any doubt as to the influence 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 incr~ase more than. the price of 

mechanical equipnent, by 1947 this trend had been reversed. It was 

estimated that ~he production costs of a metric quintal of wheat were 

238 pesos where only very elementary methods of mechanisation were 

/used (an ox-drawn 

'·. 
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used (an ~x-drawn plough and manual.so~ng and reaping etc.), whilst 

ccmplete me c}:lanis a tion raised the pric.e to 242 pesos per metric 

quintal ·(n.t 1948 prices) if the mechanic·al equipment were the prc::,::-.:~•.y 

of the. farmer, and 267• pesos it if were state.,..owned. Since wages 

in· agricultural activities did not incr·ease in proportion t" the 

·depreciation of the Chilean pe·$c in 1950, or even with the price of 

agricultural products, i_t· is probable t'h6.t·thc rati" of the price of 

wheat to mechanical.eqlu,.pmont has fallen even further, reducing the 

-inc.enti ve for mechanisaticn.· · 

--

Whatever the dif fi~uities may· be,· pr~gress is unquestionably 

being made in the' introduction of mech~isation into Latin American 

agriculture and it would appear ·to be devel~ptng at a greater rate 
' • " ' "~ ' : J • I 

than that of the grf:wth c:~ the population. . This has im:p~rtant 

lcng-term c~nsequences, because mecpanis~tion displaces workers and . . . 

does not increase production .. 
. . . . . All the difficulties in ab~orbing the 

' 
surplus-population in non-agricultural activities are likely t~ 

' . . . . . . ~ ~ '· . . 

heighten the lab', ur prcblerp. .. -Although the implications cf· the ab~ve 

ar.e great-, _-they cannot· be entered into ·here; .·.however, it ·is ·suggested 

tJ-in.t in those ·Latin ·American· couritrie~··whore· demographic pr~biems and 

those ,.,f i"w agricultural pr0ductivi ty ar~ found in conjUnction with 
. ' 

shortage of land, it may be argued that investments which increase the 
' .. 

unit yield without displacing labcDr frcm th~ countryside~ seem 'to be 
. ,; . . . .· .. ·. 

m~r~ ur:~en.t~y required than investments in 111echani$·:-:d equipment. 

There. are also numerous examples -of :a t.te.!Jlpts to -.increase -·th-e: yiel.d .. 
- ' - ~. I'\ - ~ ' ' • :, ~ ' I •' i ,, •' • 

of the c.rops ·by- imp~oved t~C:_~~ar_met{l<?,ds, <tJUQ~g- -wh:;hqh- fig·~e· the 

selection cf maiz~ SE:leds in Hexico, -·which ·has :progressed.--

. ccnsid~rably dur:ing:the past few"years,. an:d the efforts being made by 

various Central f-JTterican· c~uritries. to ·"'·--invigqrate their coffee lands 
' . . . . ~ . . 

with divers hy~rid types (particuJ? rly of th,e k~n~ _.grown :i,.n El Salvp.dor). 

At the· same time, attention should be drawn to _the agricultural extension . . . . . ~.. . •' 

services, which offer the f~rmer a means of _~ploying tho techniques 

/develrped en the 
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developed on the eXperimGntal stations.1/ 
•' 

IrrigatJ-2!1· -Among the many· aspects of the Cl. gricul-tural- improvement 

prog:ramrres, _irrigation is one that should be studied s~parately. In 

1950, ~lans had been drawn up for the irrige.ti~"~n of 3,600,000 hectares,_ 

that is to say, about 5 per cent of the total surface cult~vated at 

present; and if these are fully carried ~ut, it will mean an increase 

·-~of 60 per cent qf the total irrigated surface. . However, it is unlikely 

that the program."'les will all be put into operation, since the present'· -

·state c~ the projects for nearly half of this irrigated .area is, unknown, 

and furthermore the period necessary for their completion varies from 2 to 

·6 years, d'epe~ding- on the extent of the undertaking and ~he r es~ur ces 

available for it. Until December 1949, of these 3,600,000 hectares 

which it was pl<mned to irrigate, work on some 425,000 had actually bee11 

concluded, of wh_ich no less than 379,000'hcctares were located in He.xico. 

It would, in fact, appear that at present lADrk is. g"ling forwarc,l on t.~.9 

irrigation of about '920,000 hectar.es in·Mexico and a total_ of 439~000. 

hectares in the other Latin American:rcpu~lics. It will thus be seen 

that. the greatest prcgress achieved···in irrigation among these countries 

has been in Nexico, both from the relative and the absolute_p<"int of vie-w:. 

No other Latin American country sets aside for this purpose so large a 

propnrticm _l')f its offic:ial budgetary resources (about 200 million ~esos 

annually).. Since 194 7, 90 per cent of the investments in irrigation 

made in Latin J.merica were irt Hexico, the total amount spent on 

. irrigating tha 379,000 hectA-res totalling about 125 million dollars 

(U.S. currency). Next in order of extent come the irrigSJ.tion plans of 

Chile and Peru, covering a total area of 226,000 and 78,009_hectares 

respecti ve:).y . .?./ . ' 
So far, the principal obstacle to the ex?ansio~ of irrigation 

pr~grrurunes has been the lack of·.funds, added to which is the lack or 

inadequacy of prior research ~n the water courses, discharge otc., and 

At the Sec(lnd Regional Meeting of FAO, held at Hontevideo in 
December 1950, emphasis was laid both on the need to ~ontinue 
these services and on the apparent J_qck of coordination which 
has existed for many years between experimentalists and the 
farmers ~ho should apply their results. 
The six year plan of public works recently published in Pcrli 
assigns..--2..,.000 million soles to irrigation. 

/a· dear'hh 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 BRnk to 

Mexico, involving the sum of about 30 million dollars for irrigation 

projects, which made allowance not only for dollar expenditure but also 

for the peso outlay required. 

Price Controls 

The policy of price fOntrols has b~n 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 consumer, though results on the Whole were rather unsatisfactory. 

After the c esse.tion of hostilities, many countries sought to limit these 

restrictions to those products most directly affecting the cost uf living 

and most easily controll~d in the distribution stage, that is to say, 

they were maintained principally on basic food products, .\n li:r-~enae. · 

~truggleoa:t'oc~ here beh~3en two conf1icting interests: the lowering of 

the cost of living and the development of agriculture. Up to a short 

while ago; pressure on the part of the consumers influenced gove~nment 

price poli9y, and in.fact still does. The authorities were c~mpellerl 

to divert certain amounts f~om 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 th_e delayed expansion of production. In general, the 

persistent inflationary trend and its effect on costs has been stronger 

thc:m the price t"-"ntrol systems in many of the Latin American countries; 

and where these systems did survive, the officially controlled price has 

been ~ubject to constant revision. Thus, even assuming the efficiency 

of th9 control system, the price curve shows no consi~erable fall, but

rather 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 c.ontrols, together with the· growing burden which, in 

some aspects, they imposed on official resources during a period in which 

opposition to inflatiun was sharpened, has contributed towards their 

relaxation. 

controls on the 

Governments have also justified the setting aside of 

prices of agricultural products by referri~ to their 

/apparen~ inefficiency 

-------------------------------------------~ 
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apparent inefficiency ,--.alleging moreover that the ~ncouragemmt. _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 exrunples of a reduction in the number-of products subject 

to consumer sale price controls are to be found in Brazil, for inst·ance; 

where during the past few months controls ha've been retained only on. a 
few products, all others being subject to the interplay of the factors of 

supply and demand. Per·u has also done away with most of its price 

controls recently (ceiling prices), the consumer being co~pensated rcr 

the lifting of these restrictions by receiving wage and salary increases 

~n order to offset the effect Qf the rise in the cost of living. Controls 

of one sort or another are still maintained in other countries, but there 

is a definite trend toward exercising increasing pressure on_prices by 

meth0ds intended to increase the supply of agricultural products by means 

r:·f better distribution systems. This has been the case in Brazil, where 

the municipal authorities have entered the market as retail distributors; 

a s:i111ilar trend is observed in Argentina, Colombia, Ecuador and hexico. 

In Chile, and in other Latin American republics, one could find, and still 

does, the existence cf markets where producers enter into direct ~ontact 

with tne consumer. 

At the end o:f th-:; war, no special attention was given to agricultural 

activities fc::- eDor-i~ purposes since increases in export prices more than 

co;npensated for the rise in costs. In fnct, these activities v.rere ')nly 

looked upon by tne S·i:,ate as a source for increased tax ret'.lrns, and as a 

means cf 0btaining larger contributions with which to cover the increasing 
g-yGrru~lent expend:~tures. It was interrled tC" combat rising prices by 

placing the greater part of this onus on agricultural production for 

domestic consumption. However, as inflation began to ?...i'fect costs, 

and especially when the rising trend of international prices was 

interrupted and the curve showed a drop, the maintenance of the former 

le-..rel of agricultU!'al production for export purposes became the main 

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

/means employed 
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means eiT.plnyed was the imp::"'o·yem~nt of the eq..rivalent _amourit in national 

currency nf the pric·es received by the exporter, that is, modification 

. of ·the ex,:::hange rates in_ one way or another, a method which has been· 

frequently _ariopted in the past two years. . The refusal to vary the rates 

o{ exchange h.qs been finnest in the case of basic export goods,· though 

less strong 'HhGre secondary prodacts were concerned; this can be 

explair.ed e.s an effort-to f.:>.vom· new exports with the pmpase of 

· diversj_f;{in.g p:rodt,ctian, and als_o, probe.l:Jly, because insofar as basic 

products ~re concerned, the P!aducer's efficiency is greater and therefore 

his capacity to ,;:);1l!:''~te in foreign markets is proportionately gre9.ter. 

It is often found thP.t the least favourc.ble rate of e.x.chan.ge has been 

allocated to basic agr.'t.cult.ural products for e:A'Port and that the 

increases in exrart. prices are accompaniBd by ta.."\. increases 1r1hich allow 

the Gn,[er~iment to claim par-!', 0f the increaso:d profits thus obtained. 

This has or.::cm-rec1 :Ln ,ceveral CeE:.raJ lune-riC'an republics e.s a result of 

the rise in coffee p!'j.:::e.s;~ a:tld i\fe;;·~.ico l"::.a:• proL:0

_:~ed greatly frc,m the 

increa_3ec1 r8\ ..... c:iptc accr~~u.ing fro=:. the tax la~iied or! its e~v.:-ports. 

Venezuela, i:1 turn, h2.s adopted a sli-ding scale of exchange rates for 

coffee and cacao ~>ales) acc-::n·d=!Jlg to. wh:i,c h the. rate applicable to the 

foreign ex:;:.ha.nge ~.e-rived fr0m exports of thei;c two products varies in 

accordance 1r:i ~h the pric c s thereof. An analysis of the rates o i' 

exchange app-.. ::_(:able to Le.tin lu-nerican exports of agricultural products 

during 19/.,.B a;-:d these in .f,Jr-ce at pre5ent clearly reveals the 

ex:Lstenc.e ·).fa very :>~:.sta.YJ."t.:i.al G.:fferel}.\e. It also becomes 

variau:.:n.s l.:-1 the rc:·~je o::: ·:::xcbar:ge wa::.·e a:i.m .. ;st exclusively Jl'lade for 

the pilrpose o~ restri·::ting imports ar:G., e.s t:i.me went O!l and. inflation 

tended to gro".N ~ ·sho:r-::> ·v~as al:;w a move to ;;_ncreass e;.x.ports. 'Ibis trend 

S ~.,- ..Lh~ 'e 1--v. --···.<~. -~._,... .......... f' -. ~.!(',; ..... -r~J - ,J, .. .f'-, --·t· :.,ftn' .. ,;".;; o:s_, _e::·~,~··-· _._,_,._,_ ::11:' e.~ a0.:.J.-U~.u. .. c.:.. p:.-0-.:.~,ce ~o~ oom-::;;;, lC 

consumpt.ic.tl l::; c.cnc:er:ned, h~ts be·:m that c: g-~a:rEmseeing th.-:; price 

C:x:; ta Rica 
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Colombia, Costa .ttica, Chlle ~ Ecuador, 'etc. It will thus be .seen that·/ 

there 'has b~en an attempt to 

enc~uraging the producer·a~d 
' . 

control agricultural prices, by 
. - . 

guaranteeing tha.t the increase of 

product:ion will not pnvoke a fall . ' . . . . in prices. 

Agricult~al Credits 

A considerable effdrt ·has beeri made in the past few ·years as regar•s 

the extension of agricultural ·credit facilities, and the difficulties 

which this· task involves· ·have cbecome very evident. In the majority 

of the Latin Ame:rioon countries,, crops fo.r export purpose3 have alway~ 

been assureQ. considerable credit facilities, the same applying to the 

rate of exchange. For instance, toth before and since the war, 

prod·Jcers in· the coffee-growing "'countries have been able to • btai n 

credit fac,ilities, but th~re. has ·bee~ a m~ked decrease in t h3 granting · · 

of credits by ·the importing countries, these foreign loans being 

replaced by agricultural credit's or'" domes tic origin. This trend has 

been greater in those cdUfitries where the rates of exchange are 

controlled.(because the elemerit'of risk is heightened), but it also 
. '\.._ ' :· . ' ' 

obtains where there ~s a free exchange market. Nevertheless, ip the 

majority of.cases where agricultural credit plans and programres have 
. ft ... ) . ' ; ~ • ' . : . . 

been drawn up, exports_h~ve been regarded as an item of only ,.. .. '. ~ ' ... 
secondary import~nce until very recently, that is, until agriculture . .. . . 
was lookad to a_s a means of contributing to _the credit i terns of the 

balance of paymunts, while production for domestic consumption was 

consi~er~d as the pri~cipai' :econorriic fnctor justllying the establishment 

of such p~ans and programmes. The granting ef credits for export was 
: ' 

never a vital problem. In those countries whare little progress has been 

made in ~pnection with the granting of a_gricultw:al facilities and 

where there is little concentration of production, the small producer . ' . 

whu also supplies the export market makes use of private sources of 

capital at a high rate of interest. The benefits of loans granted 

/by credit establishments 

:. 
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by credit establishments at a lower rate are being brought forward 

as a means of eliminating this 'procedure. 

In most of 'the plans for agricultural development, their social 
" . 

significance as well as their economic importance c·an be noted. In ·· 

fact, at times it becomes difficult to distinguish' where the· economic· 

importance ends and the social significance begins. Often the 

~hangeover from foreign to national sources of credit, af lower rates·· 

·of interest, constitutes an essential part of these prograrru!les, and 

both the ecopomic,cons~quences of the subsequent redistribution of 

income, as well as the inflationary effects, tak~.a secondary positi0n 

in relation.to considerations of social justice. It is,generally 

argued,. however, that by obtaining a higher percentage of the ultimate 

price of hi~ produce, the farmer can improve production. As a rule, 

little account is taken of the inflationary· effects of investment, or 

expenditure in other a~tivities, 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 which .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 social aspiratii,.ns·, 

is not eligible for commercial credit from the point of view of 

providing ~ci!·3ptable collateral for loans or possessing the aptitude 

for the cultivation of more lucrative crops. Under the circumstances, 

it is· easy to see w:1y private b~mks should hesitate to enter l'l 

spontaneously into such transactions and why they put up such ·a strong· 

resistan~.;e to vfficial ~ssistance. In Hexico, in 1949-50, it became~~> 

necessary to resort to extreme measures such as demand~ng 100 per 

cent reserve requirements· against increases in bank deposits, except 

when a minimum is used for· the purpose of supplying credit to fanne-rs. 

/The difficulties· 

I 
I 
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The difficulties involved in the increase of agricultural c~dits 

may sometimes be due to the lnck of basic developments such as 

trnnsport facilities, which could be utilised to obtain better 
distribution of increased production. Even in Cuba, which could be 

considered an advanced countr,Y. by Latin knerice.n standards, it is 

found thct access by motor vehicle to 37 per cent of the properties 

cannot be gunrnnteed all the yecr round and th~t access to 31 per 

cent of the others is only possible during the dry season. 

There has been CJ. growing tendency to recognise the importence_ 

of still another aspect of the problem, viz: the need for credit 

supervision where it is sought to ensure that both the farm~r and 

the country's economy as a whole gain the maximum benefit from the 

credits granted, since the agricultural sectors, in which the 

grentest relative incre~s0 of production is expected, arc not nlways 

those least capable of introducing the necessary improvements in their 

agriculturnl technique. The absence of such supervision has led to 

credits becoming merely a substitute for private investments by the 

fermer in his own property. The fnrmor is_ then free to direct his . 

funds elsewhere to schemc.s which possibly do not contribute to the 
' improvement of production, either because of the latter's persistence 

in maintaining old methods of labour, a trait that is notoriously 

difficult to eradicate in the small property holders. Even among 

far.mors who are in charge of fairly large estates, but who ~re also 

engaged in other activities (which often occurs among the absentee 

farmer clnss), one frequently finds that the failure to control the 

use to which the loans are put results in their inve~tment in 

undertnkings Which the credit establishments would not be likely to 

snnction. The offial L"tin American agricultural .. crodit. .. insti tutions 

/at the 
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institutions, at the outset, sought to extend their activities·over 

too wide a field of operations when they lacked adequ~te means of 

control, resulting in situations such as 'those which have just been 

described. As a result .of this defect, there i·s a growing tendency 

to concentrate agricultural credits in definite areas ~n order .to 

facilitate the task of their supervision, and reduce the costs 

thereof. However, despite such conc~ntration, owing to the 

considerable number of ~.~11 loans which these establishments are 

.bound to make in order to fulfil their purpose, the cost of adequate 

superv:i,~ion is higher than the resouroes of the in~'titutions 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 involvirtg Rural Credit Boards 

controlled ~Y: the National Bank, which have been eonsid~·rably 
expanded in the po_st-war years. ·The Costa Rican system, based on 

the distribution of credits and their· supervision by the farmers 

themselves, has been studied by the exp'erts 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 enahle the introduction of the 

plan elsewhere. Moreover, it appears that the level of educational 

advancement.of the Costa Rican peasant is much higher than that 
I ' 

attained by other Latin American countries.· The ParaQ-layan scheme 

is even mor.e i~teresting! since it involves adapting the basic idea 
. . 

of' the United States HOI:te Farm 1\dr.i.i.ni.stration policy to local 

conditions. 
Th_is s;;r:;t, .!',:,1 r<-sults in the credit f2d.lities 

1 

becoming part .of- a ;m;.ch •v:i.der prograru21e of.social improvements. It is 

nevertheless possible the.t in the ·more back't<r.::J.rd paJ;"ts of t~e country 

agricultural credits vrould be of little use unless they were backed by 

co.r.1prehel'!-sive socie.l progre.mrr.t.: s of supe:::'visio:l and technical assistance 

such as those enforced in Paraguay. 

_, ' 

/Another aspect 
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J,no_:t..l<er .aspect of growing :importance and that has been given 

increa~ing attention during the past few years, concerns the periods 

-rar' which the s~ credit ~- st.ablishments should be· ~uthor:i..sed -to operate. 

' In many cases, these perio~ls are far· too short for the loan to be of 

/ any use to the farmer. There have been many cases of the agricultural 

departrrient.s of bankinG establiphments having their assets frozen as a 

result of the concession of short. term loans for purposes which 

/ 
. . 

required medium or lon~;; term credits, or because agricultural loans 

_.for adequate periods have been refused in view of there being no 

red.iscount on the obligations. There have been recent examples of 

the extension of the periods for -~hich the corrnnercial banks of Mexico 

. and Colombia were authorised to operate·. Let,i.slation passed in 1950 

affecting the Central Bank of Honduras allowed the issuing 

establishment to rediscount paper maturing in more than one year in 

amo~nts e~ivalent to the f~acti~n falling due within. that ye~r. 

As a rule. the new agricu~tural credit establishments have been 

authorised to negotiate loans for varying periods, as d:istin_ct from 

the.rulings controlling specialised and pr~v~te i~stitutions. 

_ There has been much. criticism (arising within L·atin America rather 

than abrq~;td) of the shortage of funds available for agricultural loans 

and investment inagriculture within the region. As a matter of fact, 

in the majority of the countries where official agricultural 

development organs have been set up; even thvUGh these todies ·are 

ung.ble to extend· credits to the extent desired by their directors, 

considerable progress has been made. This is particularly true in 

comparis.on with the total amount of cr.edits granted in each country 

or with those formerly granted f~r agricultural purposes, as in 

Mexico in the case of the Banco de· Credito ~•ericola and the Banco de 

-_Credito·Ejidal, in the case of. the· National Banks of Costa Rica and 

Nicatagua, and with the Development·Banks of Ecuador, etc. It must 

be noted, however, that part of·the·expansiDn 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 developnent and the 

possibility of carrying them out in a short period by means of 

/agricultural credits. 
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agricultural credits. It seems, however, that the small increase of 

agricultural production recorded can be ascribed to the crcdits 

extended and that the expansion of g.o'\ernment loans 'to agricultUI"c 

is essential in order to achieve a higher rate of increase in production 

· than has been attained during the past few years. Government 

assistance is necessary because private credit is scarce and 

agricul~ural pursuits do not of fer the means of accumulating the 

savings necessa~y to create this stimulus, or there is not s~ficient 

encouragement to reinvest profits obtained in agriculture. 

Only a small part of the funds employed for agricultural creJi t 

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.!/ This has be8.n the case, despite the efforts which 

the sPa cialised establishments have made to attra~t deposits, and 

which have met with little success. Similar results were recorded 

with the issue of securities. It has been found that funds for the 

financing of agriculture 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 the raising nf at least a part of the capital by means of 

bonds sold to the central banks, thus permitting the g~vernments to 

postpone the settlement of the final payment. There are also vari~us 

examples of the 1 evying of differ::mt taxes and charges for the purpose 

of raising ·capital for the agricultural development organs. 

past few years, the income derived from ·differenc3s in. the r.'ltes of 

• exchange as a result o·f multiple exchange rates has been one of the means 

most frequently used for this purpose; that is to say, such income has 

been used to create the establishments themselves (as occurred in 3cuador), 

In various countries; the deposit account banks are those granting 
the fewest loans. 

/or such income 
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vr such income has considerably eased the government's task of 

rai~ing f~~s_for such establishments (as ~ccurred in Costa Rica, 

Chile and in other countries). In tre course o-f their transactions, 

the aid given by the central banks has, a_s a rule, been wide_ and of 

a gen(3ral nature, despite the conf+J_ct between the q.esir:e t.o- expand,-· 'r,. 0 ' 

:expressed by the-credh, ;institutions, and the rath_er more censervative 

__ policy of the c entl';'al banks. 
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Princ!£al Agricultural Products 

Cereals 

A surV'ey of trends in principal Lat~ "American· ag'rlculttlral. products 
. ·• . 

reveals deficiencies in the output of some and increases in that' of others; 

these trends va·ry widely among the different re.publics. 

Cereals are a notable example of this divergence. The fall in 

total production figures for Latin America is almost entirely due to the 

decline whi~ 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 maize production 

is caused by the drop of 3.4 million tons in Argentina, partly compensated 

by an increase of 800,000 tons in Mexico and smaller amounts in other 

countries in the area. 

· The falling-off in Argentine production can be mainly attributed, 

as already indicated, to the expansion of non-agricultural activities 

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 tra.I7,sport difficulties. These surpluses were to a large extent 

used as fuel, thus easing the problem 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 

and the annual surpluses atrelativ~l,r higher prices than those charged by other 

exporters; thi~. 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 :rrroduction to ·other activims. 

Consequently, the d~op in export prices was not compensated by an increase 

in the quantity expo±-ted. Fuz.thermore, adverse climatic conditions 

/during two 
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during tW? years- ccimbil:led with these monetary factors to reduce the 

.. exportable ~utput. even more. Howe~er, Argent·in~. plans, which have . 

recently been put into practice, aim to reverse the declining trend in 

.. production and should give it a strong stimulus: 
~ , . , ~" . - I . 

: Brazil has made- ·most progress in its efforts to increase wheat 
. . . . - . 

production, and in the-1949-1950 season manage_d t·o trip.le its average 
. ' 

pre-war proquction. Similar efforts have been made· in the case of maize, 
, \ , • I 1 ~ I , 

parl.i. culpriy .. ih. Mexico •. 

In ··1949~19!j); the j;).ioduotion of Wheat ·excee.deci the average for the 
' .. .... . 

five years irruneqiately prior to the war by 700,000 metri.~" ·ions·. This 

was due to increase~ 'o.f.,-400,000 tonS· in Arge~t.iD.a and oveir 100,000 tons 

. in Mexi.~o, Urug~ay·.·and -~razil •. In the case ~f· maize,· ~n ~e- other-hand, 

th~re was a further fq],.l of over 2 million tons~· due to t·h~ dr.~ught ;in . . ~ .. . 
Argentina, which caused a· drop o£·2.5·miliiori metric tons in that . . ' . 
country ''s produ~ti,~n. 

As a ~~su.lt .of .. the decline irl total production ol wheat, Latin 
' . . .. 

American ~uai ~)lBumpti:o~·-p·er capita d~ing the J.a'st· fiv~ yea:rs was 4 

kilogramm~-~7lower.than the ave-rage fur the· ~eri6d 19J5-193EL Pra~ticall;y the 
. .. ' . . . .. . . . .. ~ . - . . . . 

whole· decline took plaue in the southern pa·rt of the region (mainly 
. - ..... . .· . 

Argentina) where qons\llilption. droppec! by 8.5 .. kilogrammes ·per capita. 
~ I • • 

In the maize countrf:es, increases in- 'income have tended to be accompanied 

by higher wheat consumption;, this change has b·een int.E?nsified with the 

growth ·of urban poptila.tion ... The illc~ase in Mexican imports of wheat 

is··very significarit in this re.spect; t·hey rose fr~m 97 thousand to 287 

th~usand to~ between 1934-1938 and 1946-1949. Between the same periods· 
. ' . 1/ 

Venezuela's wheat :i.mpot:'ts quadrupled and those of Costa Rica doubled.-

Ji:ccordi.ng to estimates 171a_de by the FAO based on official data and 

programmes, it appears that, mainly due to Argentine policy, t)'le 

downward trend noted recently in the total cereal production will be 

reversed in the next few years • 

. lJ Nevertheless, El Salvador, a country with one of the lowest pre-war 
~ consumption levels (5.6 kilogrammes 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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Bar ~e?" ~d, more J~~ic~ly, -ric£L are..--UI.I~..l-liJI.:'f-~n::..cl....l.ti~[}QJI'()..LI,g 

a s~ic~t increas~ in t~t~ ·production thrG~~out:th~ region between 

the pre:-:-war _period and the present~- ' 
. ~ ' .. . . . . ' i 

Rice production has more. than doubled in comparison "With the pr·e-war 
• • • • :. ' • • ...to ' 

years, rising from 2.0 million tons to 4.3 inilllon tons in 1949-1950. 
. . • - . ; . ~ . i ( ·. ' . . 

Cons~quently, the. net ·deficit ~itu-,it,ion in Latin ~erica of this· cereal 

has been reduced by more than half~ ·despite the very -~onsiderable 
. . ·. . ; . . .' . : . 

increase in consumption in all the coUntries incl~ded in this study 
; . . 

except thrE?e, namely, Guatemala, the Dominican Septiblic and Paraguay. 

Cuba continues to be the most imporlant ktin AmeJ"~a:n 'importing 

country. (averaging 233. thousand. ~ons)' .and Bra~il 'the major e.xPorting 
• .• 't .. 

country (an average of 155 thou~and to~s). · 
I 

Pulses 

The production.of bean~ is impqrtant_throughout Latin America; but 

most particularly in Brazil, the northern part of South America, Central 

Ame~ica and Mexico. ~-these regions_be~s, as a source of proteins,· 
• , ! '1 I 

form one of the I;llost import~t items of popular diet • 

. . . On the '\'oholeJ_ the production of beans ··since the war has been higher . . . . 

th~_during the 1935~1939 _peri?d, but only sufficiently to maintain· per 

ca:r:>i~.a dorm stic sup~ly a,t levels similar to or slightly above those 

. before the war and tp ·increas~ the vol~e of exports to a v~ry small· 
0 'l I •'••,: 

degree. 

Compar:i,ng the pre-war and post-war periods, it can be seen that only 
' '•' ': • f• ' 

.. Hondura_s, the Do~can R~public,. ~~it~; Ch~le and _Urugu~y show a. slight 

falling-off, .not olfly in voi~E? but,also in the are~ cultivated: In the 

. rest of the. countries, however, increases ·af var;Ying degrees have taken 
~ ' •' ' ' ' ' ' • ' ' ' I .._ • • • 

place~ the; . .highest of which occurred· in Brazil, where output rose from 

825.000, tc·~,:!< j_n 1935.-1939 '!:.o approximately 1,288,000 · tons in 1950~951~~ 
follo-~:d ·b;,' Hexi~9,: wher·~ it. r~~e .f~~m 1.2c(ooo to 234,000 tons. · El 

Salvad~r,. G~te~la~ Ni:c~ragu~ and _.P~~~ :~r~ctically doubled their 

production, and Venezuela r s .output inc~~-~ sed ·bi niO"re. than 2oo per· ·ciint, 

risi:ng ~.!~om 12,000 to .41,
1
000 to~s. ~ · ·- ~-

The~e has· be~n- sn'~ll. ±nd~~~~~nt to ;proquce .. :bec?.ns -·in Latin Ju;n.erica. 
· · . -. ... ..1, . ·I · J.. • , •• , 

Sin.oe. they are p~~~ ly .a :a ~arti,<;:,l~ · 9:f. pQpu,lar' den sumptio_il destined almost 
' . ' . . . . . . . .. ~ .. ... ~. .. . ' . 

exclusively- for the domestic market, demand _is relatively ~.nelastic and 

the price has. risen proportionally to a lesser degree than that of other 

products. 
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.·· Pl'Odu.ction "i.A .Chile-, the ma.in exporter . . a.r beans i.A La~ ..... __ _:. ·' 
I 

.... deel::i:ood _.eap.si.dera.bly .dJ.ri.rlg the. last .. five-year_.period. .. in'~eampa.rison..Jd-tn,_ 

. th~.·~· period .. A.sharp .tall.UI. prl.~o -ol\..tJte ·~~~· .................. ._,_ 

... eneou.r6.ged. its.. displacement, .ma.:i.JU.y ·by. swU:l..owe? · eeeds.....BJ"\.(i. o tner ~s ... . . . . ' -. . 
· It~.shouict' l;>e noted,· more<?ver., that for the· last few :Yean the eo~:s'W:lllptio.n 

of beans among the mass of the population has declined, having beeh 

···replB..cet;i partly py rice. It is ·hoped that with the rise in e.xport .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,nas already been ·made in 

this direction, as it i-s estimat'ed that the 1950-51 harve.st may be the 

greatest .in the country's history. In Mexico it appears that production 

'Will remain more or le·ss stable. 

There are very few statistics available concerning the other. pulses 
. . 

as their import~~e 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 cultivation for all these products except 

chick-peas, the production of which increased slightly. In Uruguay 

the~e was also a drop in the output of peas and lentils. 

Sugar 

Cuba occupies the sa,me position with regard to sugar as.Argent.~~ 

for cer64ls; develop:n:ents in this country have a dominating influence 

on Latin Affierican ·producti~n figures. However, while post-war production . ' . . . . . 
has declin~d in the case of cereals. in comparison with the pre-war 

period~ the ol?posite has occu'rred With reg~rd to sugar. Cuba's influe~ce 
on the total increase was decisive: of~ increase of.3.7 million tons . . 

in 1945-1949 for all· La-tin--America. c.ompared with l934-1938, a~ost 

70 per cent corresponded to Cuba. Latin America's contribution .. ·to world 

production rose fr;m 20 to 32 per cent between these two periods. The ' 

increase in production was' general. This. is pa,rtl~ the result of official 

~alley, as sugar is one of the products acqui-ring increasing · i.inpa'rt~nce 
. . 

in the post-war period as the balance of payments position has deteriorated. 

It is interesting to note in this connec.tion the relatively greater· 

increases in-the countries with a deficit ~n sugar!( TaktOg 1945 a~ a 

y Colombia, Ecuador, Hondruas, Panama, Paraguay and Uruguay. 

base year, 

-... 
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base year, pr?duction in these countries rose without interruption to 
" - . 

66 per cent over tl:r~t·.year in 1949. The lowest increase, in relative 
terms, occurred in the exporting countries, where it amounted to 32 per 

cent between .th.qs.:e. -d . .a~.$- •. l/" • .The. c.ourit ri·e:i"'Whi.ch . .ire: se:l"ftsY:f.:.r.ic:ren t- ·i·ri .. ·· · · ~ 
sugar sho"{_e;9.. p.q: inG.reas~ of 1.!) 1per ce~-t;,!-.0( .. Ho:r_EH?.:.ver-_,;- m~-3:mum P.roclucti<m: 
in the exp·~~t'i~g· ~ount.r.ie~· -~s· .~e~ched .. in 1.247 (.41 .Pfir c:;etJ,t greater.j:. han ... ___ ... 

. ·- \,..-.. ,_... . ... fl(•· • ,., .• ... •. ~ . ._ ~... • ... ~ .. J • .,. . • - . . . ' ; ' 

1945), with a sharpfart in·i'94"8 followed by increases in 1949. In the, . 
other two. gi"cnipii· 'the ":Lncre"as e :was"· unint·~r~~-pt.·ed .-:.- ·~. ... . . -· .. ' 

Cub~.is th&·cmljr e.ipor"ting·country wh~re. the· suprsiy .. 'of .. guga·rTs. 

elastic at present levels of. ·p:rod:uction. .It: .is.'' .. diffic'ult to increase 

production i.Ji1 t)1e .. Dol1J:ill~~an .Repuqlic.,_.-_peca~.e of_ q1e- ;Limite.d ·capa(::ity· · · 

iri"the industrial s.ector of th~ ~~g53-r irrlus:t;.ry, and,. in Peru,. where ..... 

shortages of land. and. ~u~n·o d~ not :r::e.rmit ,imm\=ldia.te ex~an~ion •. I~ Cuba, 
' £··~: -..: --:. ·:-~··· ~ ' ~: 'i.#o'' '·-~ ~':-; • '• ., •• •••• : • • •• II, 

on the other hand, ·there is unemployed labour., suitable land not at 

present being exploit'ed, ai:J.d ·unutiiised:.industrial·· ca:Pa,cit'y. P;oduction 
increases in Cuba are a chieir~d a:t ·present· witli~ a minimum add'i tiGn:i·l · 

investment.. .. J · · · · 

In add it ;Lon to. Goyernm~pt support,. a stimulus, to ~mgar· p:reduction, · _- - · ·· 
comnon to all non-exporting· countries, ·ha·~ exi-sted· in. the in~r<?ased . . ·; ·:. 
domestic demand associated with a rise in total income and p0pulation 
growth. In .. other--cases, demaricli'ha:s. been· st·r~ngth~ned' by the m.or~· --
moderate rise inth.epric~ of S'l,lga,r com:p3.red totb.a,t: of other·:f'ood-':prjlces.··· ... '.--'' 

Mexico pravidesan.ex~mpl~ of the co~~derab+e role of Government .. _.···:--;" 
action or that' of monc_:;pol~tic .producers; asso9ia~ion? ;1.-n t:he i.ncrease . , .. 

• • 
1 

) •' , ,.,. , ,. , - • , I 1 ,• r , , • , , 

of production. Niicioml F:l.nanCiera~ ·an· offi" cial credit ins~itution, · 
granted loans to .. :sugar· producers f~~-- the·· replacarient' ··o-f· macni~ery. an'ci ~ 
impravsnent in cultivation <;l.mourrting to 80 million pesos:- 'The begim·ing· 

of irrigation in several 9~ne-producing areas, leading to considerably 

increased yield~_. .. ,sh.ould ·a~so ~e not~d ... W:i.~h the ·fikl3-ncial ass,is.~ance.· 

of that institu.tion ~~d 'invest~ents carried"' ~ut .. by .the producers . , 
themselves, Mexi.co su~c eed~·d :in: increcising' .. it's. produdti:o~. ·capacity";' to 

• ''• ', • 'l ' ••' .r 

a level suffidient to .. sat-isfy domesti:c· derrand and"provid·e "sizeali1e-' .. : .: 

surpluses for export .•. -·Thus; during the last few years Mexico lias .' 
replaced Arge!'ltina·-.:as the. secon<;l. ~:ugar_~roducer. withip.th,e g_:r:-o:up_;of. 
self-sufficlent courrtrie·~. · , . . . ' .. :. ' 

1/ Cuba, H?-iti, Peru and -the pominican ·B.epu'bl:ic·."· 
y c·ourrtries with a• deficit ·dr surplus····of less··than 10 per·, cent o:f 

production. This group if:? composed of. Argentina., Brazil;, .Costa·': 

~~:· .. .. 

• • • !... ' 

( 

Rica, El Salvador, Gu.atema.la, Mexico/Nic~rag~a an_d~:venezue~a.·~,' . {.• · ...... : 

. , ... /Offic)aJ- a.i~ 1 .: ". • · ' . .. ·.::. r 

i: 
.: . 

. ,J: . -~ . ' ' ~.1 ~. •. ; : ... 

l ,i. -~ :: ... •f. • •• • • • • ' • ~ ... 
~. ~ . .. . . -:-
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Official aid also contributed to the development of the· sug!lr 

industry in Vere zuela. The Corporaci6n de Fomento (Developne nt 

Corporation), determined to improve the industrial aspect of the 

production process, financed the construction of sugar mills. The 

. fi'rst e:ffects of thi~ Goverrmtet:t action ~ere seen in 19.49, when 

i ·production showed an increas,e of 10,000 tons over the preceding year. 

There was little of ficia.l interven ti.on in the Brazilian sugar 
0 • • • ~ ' ' • ' • 

industry during the post~war years. This i~d~~try, which had become 

stagnant and been cartelised during .th~ )l~p~ession of the 'thirties, 

began to repJa ce its machin~ry and expq.nd capacity. as soon as ?omestic. 

demand.for sugar commenced to increase. The.period of strict 
. . . 

regulation of the industry. has thus been .followed by a_ ~tc,tge of free 

production, which still characterises the industry. The fact that a 
·' 

consid.erable part of the machinery for sue;ar Inills is at present 
I . . ' 

prod~ced within the country played ~n important role in increasing 

the rate of capital forma.tion._ 

· In pol_ombia,. the .association qf sugar producers assigned. the 

fund~ .derived from· setting the price of .the domestic product above 

its cost1/ to improving p:rodp,.cti~n methods an:i ~x:panding th~ 
industry's. capacity •. 

In other countries, e.g. Bolivia and Chile, the introduction of 
-· 

a modern suga!' inc;tusvy is st;i,ll_,iz:t_its fi~st stages. H?~ever, a mill 

is nQW under constructiqn in. the fonner (pnrtly financed by the 

Corpor~ci6n Boliviana cJ_e Fom~nto (Bolivian ~ev~lop~~~ Cor~or~tion)) 
and ·there are plans for the establishment of two _oth~rs. The basic 

. ,' 

project consi$ts of the constr~ction of _a mill ~th a p~oduction 

which would cover a bo1J.t 75 per c~nt of the country's. present 

consumption of sugar. The Co~poraci6n Boliviana de Fomento has 
requested a 3 million· dollar loan from international 'banking 
institutions for' the building of this· plant. 

In Chile, the Corporaci6n de Fo~ento (Development Corporation) 
has completed preliminary studies of beet sugar prod~ction, ·as.signing 
forty million pesos in the 1951 bu~get for the purchase of 'the land 
for the cultivation of- sugar bee~ • .Y : . . · 
1} Domestic sugar costs l~·ss than imported sugar and trn Government 

permitted the establishment of .a uniform price at the same level 
of the iinp·orted product. The funds obtained with- this 'higher price 
were received by :the Associ:ati:on. 

?} In .Cpile, moreover, it is ho~d that th~ production of 'beet sugar 
will' help to create an atmosphere stimulating technical 
improvements in otre r crops. /I M · n ex1.co, 

/ 
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=·summing up ... the position of ··the self-supplying countries, it can 

be stat~'d tru:i.t· the industry i:s in a . condition to increase production ·-.at 

the' s'aiiie rate as 'domestic· requirement's and in the' case of some 

courit:tle's, ·e·.·g. Braz~l;' there will probabiy be occasional' surpluses 

for exp~l"t ~· . Other countri~s such as El ··salvador and Mexico will 

probably produce permanent ·surpluses • 
. ,' . ' .. . ' l ' . 

. J.l.mong the expor.ting countries, . the Dominican Republic has· drawn 

up d~finite plan:~ (whlch ·hav·e been 'JX>.rtly·cf).rried out) to increase: its 

production to about 750,000· tons within 'a relatively short period.·' 

The replacement of machinery in two facfo~ies which ·produce jointl-y·-' 

about 33 per cent' of the count'ry Is t'otal:; was completed in 1950 •. In 

Pe~ the: situation 'is not as clear.. If, as s~ens' likely~ ··~he present 
,. 

ratio of prices. between sugar and oth:ir crops continues, it: is 

doubtful whether any increase in production will·take p~ace. Eipo~ts 

may ho~ever' be increased by a reduction· in domestic consumption. The 

·' ·Government recently lifte.d controls which ~d :kept the ··price ·of ·sugar 
'.. . ··. 

at a low level. · ·· 

· :·. ; Cuba· undoubtedly repres~nt~ the unlffiown cpantity·among 'the· 

ekportin'g countries. The import~nce of this country is such that · 

the; ~ctivity'. or' Cubarl.·lnduStry det~rmines the 'final level of Latin" 

A:oerican production ·and exports. ··cub'an· in.dustry ciepim:is, 'in turn, 

on producers' expectation.~. with. ~'egard" to prices and the level of' .. 

world de~~ci, particular~y .that .of. the u·~it-ed States~··. .·•· 

·In the latter part of 1950, change's: in the international 

p~l~tical' situatio.n'brought about an incteas·e in United States 
' ~ ' ' . • . • : . t . • .,, ' . . • • 

demand, which probably reached the. level of ::t-he highest· post-w~r , 

year and tre ·prospects .are that the preserit level· Wi.ll.' at:·.reast):SEt ~:· 

.l,Ila,;ilitained. . The. inc~ease: in· ·other· countr;i.e ~ ha·s not 'been as 'evide~t. 
,1.; ' • • ' • • • ; ' : • ••• 

Events suggest that externaJ. fa:ctors favour an inc·rease i.:n Cuban 
.. , .. . \ ' 

production a~v~. the 1950. lev~~ that is, to over .5.6 ·miili~~ metrib 
. ' ' 

_tom... A:s~ming an industrial yield <if 12·. 7 per cent ;..;,· that ·for.' the 

/previous year was 
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previous year was over 13.0 par cent- 1951 production can be 

estimated at between 5.8 and 6 .o milli-:m metric tons. 

As a result of changes in the industry since the war, such as 

the increase in productive capacity through replacen ent of ps.rt of 

the·machinery and intensified Qechanisation of farm work and 

transport, it can be assumed that Cuban industry can be adapted to 

the conditions of foreign demand more easily than formerly. 

Consequently if the level of world d~and is Tiaintained 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 and 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 

greater. This is not only because of the ntimber 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 develop:aent. 

hfter 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 rnintained 

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 consumere; 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 capit~ 

or labour. Moreover, Brazil has experienced adverse effects from 

:substantial increases in supply, on coffee prices, so that the late.st 

price increase,alt.hough constituting a strong· illt§htive for; .in.qreasiJig · 

production, will probably not raise it to levelJ ~-a~a.ble ~{ causing 

significant price declines. In general, tru·-~~r·e;the cou~~ry 
produciiJ£ .. coffee., :the greater the relative possibllitie s of. an · .. ,:;._. 

increase in production (given toe necessary ecolo~i:i~al conditio·ns). 

It appears that·mechanised crops can provide bett~r-wages than 
'~ I <" 

coffee, and consequently that the capacity of the., coun~ries .to absor.b . ' .. ' . . . 
popu;ta.tion into activi tie· s whcr~ tne use of nodern techniCF~~ .is_ 

facilitated will be a factor a~~e~ting the developrrent of the. co!f.ee · ' 

industry. . If the rate· ;f progress is rapid, it seems unlik~ly -that 

coffee cultivation can. ·advance much. (The drop in Venezuelan 

.rroduction would appear to be an exanple of these coniitions). 

The rise in price at the end of the war arrested the drop in. 

production in som~ countries and si;.;i.1:1Ulated production in others; 

but with the progress of inflation the relative profitability of 

coffee declined agai-n. Subsequently. the rise in coffee quotations 

in the second-half of 1949 while other prices fell, and the prospects 

of their maintenance at a high level for a long period, has evidently 

represented a good stimulus to production. The Food and Agriculture 

Organisation's estimate for 1952-53 is an increase in total Latin 

American production of 160,000 netric tons over the 1949-50 esti~te. 

The volume available fo'r export will not, however, reach' the levels 

of the early post-war years when there were still surpluses 

accumulated during the ·conflict. 

Except in Brazil, where the cert re of ·production hG.s been 

' . 

·shifting traditionally southward, the shortage of good la!lds and the 

need for heavy seasonal additions to the labour supply has led to plans 

ta.sed more on increasing the yield of the area already unier cultivation 

than on expanding the area. Progress in research is being mad~ 

concerning the best varieties of coffee plants, methods of 

fertilisation, etc., and- increases in production can be expected in 

/Central Anericpn 
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Central Arerican c<;mntpies ani in ColoP.lbia. Expansion. of the area 

under coffee cultivation.. is .also-being encouraged by menns of small 

units which .. a family can farra while at the same time raising other 

crops. It is hoped in this .way, apart from· increasing coffee 

production, to provide small farmers, particuiarly those with self

sufficient units, with a crop- ~hich can be sold for cash and which 

will provide continuous emplo~nent for their families. 

The rise in coffee prices and the resultant increase in exchange 

receipts, has represented a considerable relief for several countries 

in the region experiencing foreign exchange difficulties. In none· 

of them, hcWever, has the.rise caused an increase in reserves, and 

therefore the inflationary consequences feared at one time have nat 

taken place. This price phenomenon Ioay·on the contrary have had a 

deflationary effect. By ~rmitting an increase in'the supply of 

imported goods, it _prevented the continuation of the scarcity prices 
- -

at which those articles ha<;l be.en sold and al ro 'peroitted a speeding-
' 

up in the 'development of done sti c· productive capacity through imports 

of capital goods~ 

During the pos~wa~ perioq, Latin America has provided alraost 

90 per cent of the total .coffee pr_oduction Gf the wo'rld. 

Nevertheless, at curr\=)nt prices and in spite of their c-onsiderable 
' --:r. 

increase in the last few years, the importance of coffee in the 

composition 'of: Latin AP.lerican exports declined sorewhat in all 
!" . -

/ 

oountries except Colombia and Honduras, between thi:; five year period. 

from 193 5-39 and the post-war period. 

Cotton 

Important changes have taken place since the ·war in the 

production and consumption of. cotton. 

World production, which had dropped 

reached its· lowest point in 1945-46, and 

sharply during the war, 

later recovered slowly 
' -

reaching-31.3 riillion_bales in 1949-50,. aL~ost'half a million less 

than in the ,l935-J9 period. Consumption, which had ~lso declined 
'J • '. ' ' 

greatly, recovered more rapidlY: than production, so that it wns 

necessary to use a large part of thA ('D-!.)-sider2.hJe.·r::-serves which had 

been accumulated during- _the war. The level of consumption reached 

/in 1949-50 was 
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in 1949-50 was however somewhat under that of the 1935-3~ period. 

This level, together with the goCxl. harvest that year, enabled stocks 

to be accumulated once mare. .... ·;. 

·It is estimated that for the year 1950-51; world production will 

be lower than consumption by 4 million bales; 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 tht? war, brought a bout a progressive 

rise in prices until the year 1949-50, when there was a slight 

de_cline as a result of good harvests. Later, intensified demand 

and deficient world production· in the year 1950-51 led to an increase 

in. cotton prices, wbich reached the highest levels of their history.· 

World ·production trends and to a great 'extent those of tb.e 

United States, .,have strong .repercussions on Latin American· production, . . 
particularly in the case of rountries·ltke Brazil, Peru, Argentina 

and Mexico, which are exporters. Since the war, just as before the 

war, limitations imposed· by the ·Unite:.l States Government on the area 

sown with cotton, for the purpose of regU.lating production aild 

preve~ting a drop in prices, have been.'an incentive to production in 

several Latin American count rie s which, aided by this policy, have 

intensified cotton growing as much as possible. Brazil and Mexico 

are among those which 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 considerable advantage in cotton 

growing, especially in the second half of the thirties and during the 

early part of the war; similarly, in Mexico, the expansion 0f the 

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

restrictive United States policy. 

In Brazil, the accumuJation of large surpluses du~ing the war, 

as a result of the laCk of international transport, the consh::lerable 

rise in coffee prices in relation to those of cotton, .and the 

progressive decline in yields caused a sharp fall in proct;uction 

starting in 1944 to levels belaN pre-war. ~linimum production.was 

registered in 1948, at 319,0~0-'tons. .In 1949, thanks to increased 

cultivation of a new variety with much higher yield, Campinas 817, 

/and an increase 

;•. 

\ 
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and an increase of over 200,000 hectares in the area under cultivatio~ 

production increased by 24 per cent over 1948, and in 1950 succeeded 

in equalling pre-war-levels. 

Mexico, the s_econd producer in Latin America, has tripled its 

production in the last two years in relation to the pre-war· period.1/ 

The main cause~ of this expansion have been the increased use of 

i~rigated lands for cotton growing, together with the introduction of 

improved technical meth.ods of farming and disease cont. rol. 

Argentina, in spite of experiencing labour supply difficul'ties 

during the.l~st 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;Y 

In Peru_', 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 downward trend, resultirig from the 

· ferced. increase. :O.f fbod -crops in former cotton areas, the relative 

imprnverrent·'iri p.ric·es fbr foodstu-ffs, the difficulties in obtaining 

water supplies. for the irrigation of the -coastal valley~ and the 

shor.tage· of fertilisers· (·gu:anos). 

~ , .Colombian proctuctior1 .appears to have 'increased by more than 50 

per cent' in the J.a··_.::. L~ll'o y.e~rs ·in cdmpa.rison ·with pre-war. 

·Nevertheless, difficulties· of a technical' na~ure, which are reflected 

in the quality of the fibre, have somewhat retarded .greater 

devel0prnent. To c.ounteract these difficulties, industrialists, 

farmer·s and thet;Government· formed at ·the' ·end of '1'947 the ·Ins tituto de 

Fomento. Algodonero .. (Institute for Cotton Pro mot ion) whl.ch ·is. taking 

the nece,ssary steps to introduce improved techniques. of· ciul tivation, 

to achieve ulili~orm .q.J.ality and to intensif-y· production." · -· 

·' JJ Averaging:-334;ooo bales in the l935-39 period~ pi-'oduction in 1949 
was est:bmated at 920,000 ·and in 1950' at·l,llO;·ooo. · 

. . 
2) ·Foreign.'Crops and ~kets, .. July), .1950._ 

.J 

'' 
/In Cent·ra1--America, 

.· .. , 

·-
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In Central .h.raerica, El Salvador, Nicaragua and Guatemala have 

considerably increased their production in conparison with the pre-war 

period. The first two countries are net expcr ters and Guatemala is 

naking efforts to beco1:1e self-sufficient.· 

Sinc·e the war in Korea began, the panGrama of the cotton market 

has chansed radically. The greater requirenents arising ~ut of 

rearmament, the 'unfavourable balance of world production for the year 

l950-5l··in relation to consum.ption, princ'ir .. ally as a result of low 

United ·states production in that year and the setting of ·export quotas 

by that country, have brought about an unprecedented rise in world 

market prices for cotton.!/ As a result, Latin American producti.'on 

prospects for next year have inproved considerably since, at 

present·_.·· levels, there are well-Tounded hopes that ·cultivation will 

be inte.ns:ified. Thus, in Brazil it is··possible that cotton gl-owing 

will' ·.he strongly intensified·, since the increase in the· price 

of this -product has been relatively greater than in the· 

case ... of. coffee·,: :t0r , example, in addition to which cotton 

growing has 

required and 

the 

the 

acvantage 

profits 

that very small investments .· ar.e · 

are. co],.lect~d, in· the Satrl(·. year~' Wqilst 

it is true that there is no mediun or· lcing-terr1 labour suppiy' pr.oblen 

in Brazil, such a problem may_ ari·se in the short run, and if cotton 

prices cqntinue ·at their present lev-Jl there might even be a diversi'on 

of labour from coffee towards this crop. 

In Argentina, the Government is making efforts to imrease the · 

areg·under·cultivation, and has guaranteed higher miniffium prices· for 

th~ next harvest, as well as technical assistance and credits for the 

purchase of·.seed and the expenses of cultivation. It is consiaered 

that the shortage of labour might in part be solved through 

mech.tmisation. ~exico and the Central A:rr.e rican countries are also' 

planning c·ons·iderable increases. 

The: necessity to maintain and increase output of·foodstuffs may 

repre-sent a serious difficulty in the increase of cotton· product idn. 

1/Cotton Type 5 w~s quoted in Sao Paulo. in January 1951 at 0.70?4 
doliars pe·r lb. in comparison -with 0.306 ·in 1948. In Lima, Tanguis 
Type 3-l/2 was quoted at 0.4848 dollars per lb. during the same· 
month, for delivery in May/June. The: average quotation fqr 1948 was 
o;325 dollars.. . ' . ;o·l' d . 

·-------- ~ see s 
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Oilseeds 

•''t' 

'' 
The Second World War had_ impprtant effects.on the productioq Qf 

',I :,1 • • 

oilsee~s in Lat:i,_n America. The shortage of fats ?3-nd oi;lp during the 
'· . 

war and the _pric.e, policy .f.oll_ovred by the Argentine. Government led to 

_very h~~ 1~vels. :~Sr. oilSt?J~d quota~ions. ~his .enabled- .se_veral 

importing countries to begin g.rowing .oilseeds of_ expand their . 
. ''· . . . . : . . ,. . ' 

cultivation. Production therefore rose greatly .i~ the majo~ity of 
,4·. ' • ' ~ • • • 

the Latin American republics, just as in. other countr~e s after'.tl'le -. 
j• ' I ' •',, 

war, forcing_ a contraction in Argentine produ<?tion of ·over 47 pe~---" ... ll '• 
cent. . 

La~in_Amer,ican production of oilseeds reached ~_post~war .~~ 
. -

in 194~., sinc~ .. the .increa~es in: several republics (aboye .all in ... 
: • . l .• 

M~x?..co, ·Brazil anq.U;ruguay)_imore than_ offset the·Arge~tine-.decline. ·. 

Later the total pz:od~ tio~. of the. a~ea fell smr..ewhat, .. r.eaching by 
•.: . . ... . . ' 

1950 a ).evel ver_y similar to .that of the pre-war, .period,. that- ;is, 
.. ' . ' '• .: . '.. . . ' 

around_}60,000 met~i.c tons in i;.e!f!ls of oil. .. _ 

.Mor~- re?~nt events; particular:-ly. z:earmpmen~ of tge Western·.'- -

Powers, have .c~usyd a col').si~~rable iz:crease in_ the demand for- oils 

and fats with the stepping-up of strategic stockpiling and greater . ' . (. . ' . . .. . 
cqnsumption for_ indqstr;i_al. and food -purposes.. Ne.vertheless,. oils~ed . ,. ' . . 

prices have not followed thc:>~e. of -p~oducts_ such as .cotton,- wo_ol : 

and coffee; on ~he contrary, in spite_of.increases _averaging between . . . . - . 
25 and 30 ~r _Cel!-t _oyer the levels of the. first half o£ ~950, -price.s.: · 

·. ! . . . ' [ . 

have in no .ins:tance reached, the level.s registered in 194.7 and 1.948. 
' ' ·. ' ' . , . . '. '. - . '. 

Production of oilsee!is in Argentina has tended to reco.ver a-fter . ' ~ . . ' ' ' . . . . . . . . . . -

mving reached its lcwe~t point in 1948-49., Tne cult:i,va.tion of 
'.! o ' I I 

linseed, ~hich. ryp,~esented 1. 7 million ton~ of se.~d befo.re- _t_he. }'l_ar,-·. 
. . . _, . . 

suffered a considerable decline after ~he war. ~.or reasqn:s- given abqve 

and, a],so, t b_eca.use of t1;17 ArgeiJ,tine Governme~t.' s _policy of. nQt 
' . . . . . 

expor:ing see~ but rather the_ p~o~~s~ed ;oii,_ .. ydth th1;3 ;result that· 

considerable surpluses were formed. The .area .. un:ier--cultivation we:s---·-

lcwes,t in. the year: 1949-50j but due to good yields ·production :th:i t' · .,_-
) . 

. ' } -
. --

JJ'-.·Afi,er -th~., war-the: increase in Argentine 'prodl!ction of sl.lll.fl~Ywer ·· 
and peanl.J.t oil has been more than offset by the drop in linse·ed~ 

•' 

/year was greater 

. - -... 



· ........ 

E/ CN .12/217 . 
Page .63 

. --· ~ . r 

year was greater than in th~ previous year. In 1950-51 the area 

urrler cultivation was greater, in response to an increase inthe 

price paid to the producer, which.rose from 34 to 41 pesos per 100 

kilogramines. Preliminary estimates place product~on for this year 

at 770 thousand tons,. 90 th,ousand more than the previous y~ar • 

. The production of sunflower· in ·f.rgentina increased c9nsiderably in 

comparison with the pre-war period, ris:ihg from 154,000 tons to 1,2oo;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 sunflower remained 

at'the same level as in the previous year, the area under cultivation 

dropped to 400,000 hectares belcw that in 1948-49, but wa~ still·. 

greater than in 1947-48. 

Product~on of ~ottonsocd and pe~uts during the last· two ye~s. 

increased considerably 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 contributed to an increase 

in its production. Linseed reached a record volume i~ 1948-49, but 
. . 

declined steeply in 1949-50 due to a reduction in the area cultivated' 

and to very lew yields. It is estimated that'in 1950-51 production 

will be gr~ater than that for the previous year and the pre-war 

average, but considerably less than tha.t for 194·8 .... 49. 

Production of sunflower and peatna.ts in·Uruguay rose from~·.an· ... H~ 

_ins~goificant pre-war level to ·heights:~ermitting complete sel~-sufficiency 

in edible oi.;Ls . ( e_xcep_!:,ing eli ve oil) and evm the e:Xport of ~orne 

surpluses. Production reached its highest point in 1948-49 and, 

just as ih the case of. linseed, dropped significantly. in 1949-50, to · · 

increase once agaip in 1950-51. It is ho~d that future production 

will remain more or less stab1e. 

Mexico and Chile have shown a constant increase in production of 

oilseeds to.the point of practically eliminating all imports of oils 

and seeds. The increase in Mexico has been greater because of the 

possibility of grcwing a greater variety of oilseeds in that country. 

/In the last 
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In the last few years Mexico practically tripled its pr eduction of 

. ·peanut, cotton and sesame ·seed. ChiJB, fr0n practically non-existent 

·. levels before the war, tlana·ged to proJuce 69,000 tons oi sunfl~wer and 

4,000 tons of linseed in 1949-50. It is expected that the 1950-51 

harvest will be somewhat less because of adverse weather coniitions at 

the time of sowing and a greater proportionate rise in the prices of 

other products. Because of this the Government h~s been obliged to 

increase the exchange quota for the import of ·Oil seeds. It is 

estimat·ed that production for the immediate future will be maintained 

with .little ·change· and will at least be suf fic'ient to s'atisfy alr::Lost 

all dol/lestic req .. tirement s for oils. 

In Brazil, producti0n has also increased greatly over the pre-war 

period, not only because of intensified 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, babasu, 

tucum ani otl:~ rs. 

The Brazilian ha.rvest 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 seed, peanuts~ soya 

and castor ·oil will be.greater by a wide margin, but that of linseed 

:will be smaller. Partial increases a:re expected' in the nea:r future, 

above all in cottonseed~ 

Almost all the other countries in the·region have increased 

production of oilseeds. The large increase in production of ses~e 

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

one of the main raw materials for the processing of edible vegetable 

oils in this region, where the principal producers are NicaragUa and 

El Salvador ... 

Venezuela and ColoElbia have made efforts to increase production, 

but still have to· import ·substantial quanti ties of oil seeds, 

parti cula r ly c apr~ • 

/Cacao 

r 
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Cacao 
- .· . ·' ... ':..," • · .. i 'J.·., ·, .. ' ,., 1 

The relativ~ -~p~1~f~~~-e ·~f 1cace.o as a 'Lat'in·Amar±ca...T:ej(po·r~ .. h?~ ... 

de~lined ~onsic.lerably ·~in~ ~.:the :b,eginriing· of 'the ·ae~·t}lr.y, ·but· ·it si;.i-11. 
. . . . • ..1. 

continues.to P.~ay an iffiportarit role i~ the foreign ~rade·of co~ntries 

such as th~ Dominican Republic, 'Ecuador ·and Costa Ric·a.· ·.· 

As a ~·esu~.t of the faJ.l ·in· cacao prices after the First World; ' .. . . - . -

War an_d i~t~nsified :pr~d.~'c<iori o'f c~cao in British v-lest Africa, its 

cultiv§ltio~ i~ Le.·;.in; A~rica' had to. b~. redu-ced con·s-:_derably until t·t 
became st.abili.~e·d· i~ t.he latter ·part of the'= 'thirties and during the. 

war. With 't:~e large .pric c. ine·ease ;,rh'ich occur~ect ·~ectiately afte:f 

the war, prod:t~ction received a new st:iJnl.llus·'and pla:f~ing was 

intensified. At the e:1d c.f 19.46, wheri controls were .. lifted in the 

United States~· pr1ces of· taca~ ·rose rapidly·,. ·reaching their -peak two

years b~fo~~··;~·ff~~ .prices, . In Njv~~.:;sr' 1947-, p:::·::.r.:es- of this product 

in NQw ¥o~~ h;d l~ .. crec;.s~d aimos'~: fi~efc1:i ifl relation to the ceili~ 
~-.· . .. .. 

maintained durir.3 the war years;;-: In 1'/49 they dro;::>pe:d.to less than 

half of the p3e.k 'J.cvel r ~·::i.d1ed in ::.. 9!;.7·, b'~t· r'Jse considerably once 

more in 1950. I o 0 : .~ ' 

Br.~,z~~ c;,n'ct.'l-<hxf~o ha,.-e c'ck·tr:tb'ut6d .to· inct·r;.q,s·e .the 'ptoduc.tion of 
' .... ' 

caca~ in·:L~tin Ar.:~·;::_·ca. ··'· Th'o·-~;first h~d·the·· 1.3i<_~est, crop in it9 ...... .. 
• .1. : ' ·: ' • • \ • ~ \ • • • • • • •• ' 

history- 163,000 ton.3- in 1949,.:50 (-in 19"3'4-.)t~ 'the crop.•only··a.m.ou~ed.: 

to 130 ~·abo \oil~·)·.'· .. · This hxc~ptional ··ltar~est- :Ciccur.red in .a :Y~9:~ o,r 

ve;,; fa~6Ul~·~b':l:e.,..v:ieat.her'" c:-nditicrls for :ca.cao, ·but ··part .. of. t!J,e :i_n(!reaqe 

must be a~t;ib~tec(tb the· impro~emer..t of thetplat.:tations by r~pJ.c.._cr+.ng .. 
old tre~s· by oth~rs:i of a· highe:·=.'yielcL '' ·Prcducti~n is e:x:p~cted .. to ... P1~. 
much lcw.er in 1950·-51, although still' above p1'8-',\'.:lr levels,· due to .-the 

tendency of cacao' trees to· yield less after,'). yeo.r of high outp<lt... 

Adverse weat.l1er conditions have aL . .) contribded to this dec].,ir,e •. In. .. 
•, I • 

Mexico produ•::tion 'rvse fro:n 1,100 tons in 193h-'38 to.7,800 in 1948-49,. 

mainly d~ to the grea.ter yields of re--piantir~s.' In both co,~tr.ies 
planta~ions ha're been expamied since the war, so that it is hoped .. that 

production will increase in the near future, 

·; .. · 
.. ·-

/The Domirhca·o Republi'c, 
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The Domin~c.an Rep"Y,blie, HaJ,ti, Colembi.al/ and Eruador appear to 

have increased their production in 1949-50 in relation to the.pre-w~ 

period·. Cuba's production remained practically stable, while.that 

Costa Rica, Panama. and Venezuela decl,.ined somewhat. 

Special interest in this crop has arisen in certain Latin Arne~'. 

cotintries in· the last few year-s. In Costa Rica a foreign fruit 

G(l}mpany -sta:rte!i new plan~tioM and reaeh~<;l an agr~~ment with the 

GQvernm~nt tQ p:rovide it with plan§ tor improved yi~ld.s ~nge it.s . · · 

programme for increasing production was .completed. . Guatemala has 

been expanding the area planted with cacao and in 1948 this a:rea w~ 

15 per cent greater than before the war. Ecuador has started 

plantations in order to increase .product.ion' over a fairly long per~ 

Research has 'been j.ntensified in the experimental station of 

Pichilengue to find varieties resistant to diseases and particular~ 

to that known as 11eseoba de la bruja" (the witch's broomstick) whi1 

has caused so much damage to cacao trees in that country. It. ~1, 

only be possib~e to see the reSJlt$ Q.f these new plantation$ after c;. 

few years. 

It is difficult to make forecasts concerning the future market; 

for cacao·, but it is worth noting that· per capita world consumption 

is greater than before the war. Latin America has increased its 

consumption considerably ani at the same time has begun to process 

p'art of its production for export. The most notable example· of; th.~ ~ 

is Brazil. In the 1938..-41 period the factories in the state c 

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 pountries 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. 

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

/Bananas 



,• '\. .t,. . ... 
Cent:- raJ... America, Mexico, tl':le. C~:ibbean ar~a and the- trop.ical 

countries of South .America have -~n the last few ye~rs exp~rteci· oV.er· -
' .. . .. 

80 pr;Jr cent of the banana_s which enter world trade, while the United 
• - - • l • •' 

States has absorbe.d .app;roximately, 60 per cent of world trade in thi·s 
• • ' '• •• _ - 0 

fruit. 
' ... . ~ . . , .. ,.,,, 

Production had r~ached maximum levels in several countries .... 

before the war, and.h~d to,.pe ~~rp~;: c~~t.racted .at. the oU:tb~eak· -~i; 
. ; . . - ' . 

the Second World War, with the resultant shortage of maritime f;e,ight, 

which -limited e:xports to a minimum. When the war ended and with· th~ 

reopening of the United States re~rket to its rullest extent, planting 

was intensified once more and production returned to normal. . . - . ·; 

~~In Hor_1duras, the prind,pa~ proqucer, the area devoted to the 

cultivation of bananas inc~eased. by 19 per cent between 1945 and ], 9l~8. 
. ·. . ·. 

Alln0st all ·of·th.is_.~erea.9e. was ~n the part of the large foreign"···. 

companies, since the so-called independent producers are progressively 

abandoning the,i:~ plantatip,ns. . 'J'his is p:~.rtly C.ue to their 

difficulties ·in figh~ing the a~_tac1<: of the 11 Panama disease
11
and 

Sigatoka·,-, as well .as to, tpe difficulties they have someti.1Iles 

encountered in selling ~he~r production_ independently of the 

large foreign co:npanie·s. 
'' 

· .Production in .Guatemal~ practically tripled between 1920 and i939, 

when its e:xp ort s reach~d ov~~ 10 million ounc hes. . This expansion _was 

interrupted by the w::>.r, arKi. in 1943 exports were only 2.6 million 

bunches. Aftet· the war pro~uction recov8red rapidly and in 194 7 
13 .3 million· bun-:::hes were ex?orted. A large part of this increase 

took place alor,s the Pacific coast, a- region which is free from at~acks 

of Panama disease. Since 1947· produ?tion has declined smrply.for 

various reasons: Heavy s;to-rn1S seriously _dc:unaged tqe plantatiof'ls to 
' . .,. ., 

. the extent that it was fe.ared t:b.at a .large. part of th.em would .have to 
' I', 

be abandoned (this did nat happen because of the_ pressure exe;rt~d by 

the Government to keep this .irr.portant agricultural activ~ty :~live); 
and lauour·~difficulties also contribute~ to_ hamper-production, 

pa~ticularly. in 1948~ 

/Plant diseases have 
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Plant diseases have forced the large banana companies _qre·r~ting 

in Costa Rica to move from the .Atlantic-to the Pacific Coast. The 
' ' • ' . r: ~ ' 

resUlts of this move have been refl,ected in a COJ1siderable expansion 

of production. Exports in 1948 and 1949 were almost double those 
' ' . . ·: -

before the war; Costa Rica seems to,,be the country with the best 

prospects-for increasing its production. According to offi~ial 

statements, with the l~nds cleared for new baJ1ana plantations the 

country could in a few more years become the principal. exporter· in 

the worlci. · 

· Produ'cti on increased sharply iiJ. Brazil after the war, -:reaching a 

level mare than doubie that of 1934-38. 

In Ectiador. with the maintenance of high prices and ·strong demand, 

there has bem great intensification of banana product-ion. . With the 

granting ·of- government credit in 19L~8, new lands were open·ed up in 

the Provinces of El Oro and Esmeralda and cultivation in traditional 

regions was intensified. 

In ·the 'other ~ount~ies, while production has _bl=len r.e~overing 
. ( 

• I\ • ' ' 

gradually it has not yet reached pre-war levels •... Only Hai t:i:- and ·the 

Dominican Republic show an 'improvement over the pre-war period. . . ' . 

In 1946-49 Latin American banana exports had not reached the 

1934-38 .lt:vel, but :lt is e-xpected. th~t they will do so in 1952-53. 

It is interesting to observe that banana.p~ices are practically 

the only ones which have remained stable during the last four years 

and have e'ven shown· a slight do\<'Yn·:ard trend since the first half of· 

1949. The semi-monopolistic conditions which obtain in the produc~ion 

and trade 'of b'ananas may have been a factor in this occurrence. 

Meat· ·· --. 
The livestock situation in Latin America has improved 

c0nsiderably since the pre-war period. · The number of cattle increased 

considerably in several countries, particularly in Colombia, Mexico, 

Argentina., Guatemala arid Honduras. Only in Cuba, the Dominican 

. Republic and Chile were there declines. 

The .sheep· stock, which has assumed extraordinary 

importance ~n recent months due to the large increase in wool pl;'ices, 

/seems to have 

(I 
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seems to have increased to a lesser extent than that of ca~tle. 

The number of hogs has also increased considerably. 
' As a result of this general improvement in the number -or· 

livestock and of i'ncreaed demandt meat produc~ion ,has sl!own a. 

constant upward trend;·; 

are avaiJa. ble' it can be 
•' r • 

In- the nine .countries for which statisti1 . . : . · .. 
noted ~hat production.for.~he years 1946-

.. . .r ,' 

was 9 per cent higher ·than before the war ... Prelim:i,nary estimate"s . . . ... ~. . . 
for 1949 show production as 12 per cent above that of the pre-war 
peri~d.1/. .. . 

Recently published official figures for the Argentine show an 
. . 

increase of 21 per cent between 1937~39-and 1949 in co~ercia~ 

production of meat (excluiirg that con~umed in the coun~;ysid~),.and 
·a clecline 'of approximately 18 per cent in exports.' .The substantial 

' . . . ' . .. 
· in.crease in domestic consumption of meat has· placed .tl:lis coup.try 

.... •' 

among the three principal per capita -consumers. of meat in the world. 
. . ' . •' . 

This .high level o.£' consumption suggest~ that. the.r~ \'fill ~ot be. 
' . .. . . . ' .. 

~port;~t changes in ·domestic consumption, .but _ra.th,er an : 
..... 

intensification in foreign trade in meat,.which has declined . :. ·. 
considerably in recent years.· The· change of meat P!iC~_po~icy 

setting higher prices for the lighter steers(preferenc9 for those 
. . . . . 

of 470 kilo gramme s over those of 500 kilogramme s and over) . indi!!ates 
' . ' 

that Argentine meat exports tend to be e~tended to wider markets. 

In Urugtiay, the greater cons111D,ption of meat :per capita has been 

achieved at the expense of exports, as the latter de:cl~ned, . 

representing in 194 9, 77 ·per cent of the pre-war level. 

Exports of cattle on' the hoof declined · to insignificant 

·figures.· 

In Mexico; in spite- of the epidemic of.-hooi'-and-mou:Lh.- disease. 

which ·caused so much damage· to livestock, the number of cattle has 

increased by more than 20 per cent since the pre-war p~,r~od. Meat 

production and export trade also improved considerably. The closing 

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

1/. ~ Develop:rrent and Prospects __ .Q(~Agriculture,...fo.r~·America;--------

/development. With the 

; j 

.f 
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development. With the impossibility of exporting cattle on the 
.. 

hoof to that countrx, a meat packing industry on a.solid basis was-
, . ' . ' . . ' 

developed, which p~rmi~ted not only recovery of the lost e~art 

trade, but also oonsider~ble expansion. Exports of.meat increased 

from an average of ten tons in 19.34-38 to 58,300 tons in 1949. The 

gross value of these exports is higher than that of th,e former ex:ports 

of cattle on the hoof, and this does not take into account tne 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 million in·l949. Nevertheless, meat production 

declined sharply during the war reaching its lowest point. in 1944. 
, . .. ' ~ 

Since then it has been recovering slowly and by 1949 exceeded by .a.. 
• ' ' I 

very narrow margin the level of the 1935-39 period, reach~ng a total 

o'f i,105,000 tons, as ag~inst 1,090,000. tons)/ . Exports dropped from 
. - '; 

an average of 98,000_tons to 43,800 tons between these two periods.· 

Per capita consumFtion of weat, according to the Food and, Agriculture 
• I p I 

Organisation, declined by approx~ma. tely 20 pe:r cent due t.o the large 

increase in population. 

In Colombia the number of cattle increased between the pre-war 

period ·and 1950 from 8 to. i4.5 million~ or Sl per cent.~ Official 

estimates of beef production 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 capita supply, estimated 

now at approximately 29 kilogrammes a year. 

Venezuela is probably the Latin American country where meat 

production has incr0ased 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 lack _of data on the number of animals .. ., ' 

does not permit any conclusions as to whether the increase in meat . . ' 

production was achieved at the expense of livestock. 

Judging by tre increases in livestock .in Central Arrerican . I . 

countries and increased Paraguayan meat exports, meat production in 

these coun~ries may have increased. 

1/ Servis:o de: F;stadistica da Produpao, Ninisterio da Agricultura 

Y Foreign Crops ani Markets, 1 April 1950. 

/On the other hand, 
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On the other hand, the situation in Chile- and. tha..__Dominican 

Republic appears different. In the former the number of animals__· 

has de clip:! d somewhat, '·am in o'rder to· maintain its levels it has 

been necessary tro 'reduce -~i~ughtering of 'domestic animals and replac 

them with imported tattle.· In the latter country, the increase in 
. . 

meat production appears to h'ave taken place at the expense of 

livestock. 
. .' 

. . ' 
Sheep .. farming iri Latin America, as in the case of_ cattle, 

appears tc1 have· increase-d consi.'derably in recent years in relation 

to the pre-war periCxi. Of the countries which have statistics ... · 

on·the subject, only'Cuba, the Dominican Republic, El Salvador~ 

HondUras ani Ivlexico experienced small declines in the number of 

anirrals. · On the other ham, Uruguay, Peru and Brazil increased 

the total' number of sheep by between 2 to 5 million head each. It 

should be noted, hcwever, that the number of Argentine sheep rose 

sharPlY after the war, amounting in 1948 to 54.8 million head·1( 

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 tra t of the pre-war period, that is, to ·47.3 ~llion.Y 
With the global increase in the number of m eep, production of 

wool reached levels exceeding those of the pre-war peria:i. The FAO 

estimates that for Latin P~rica 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 tct al disappearance of the enormo-qs 

surpluses accumulated during the war which had been estimated in.l945 

as requiring 13 years to be used up • 

1/ Monthly Agricultural Statistical Bulletin FAO, Estimate. 

g/ The Review of the River Plate, December 8, 1950, No. 3060 - Estimate. 

/This disequilibrium 
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. , Th~s disequilibrium be.tween production ·and consumption-led ··to a 

rise in prices, which -continued to ·increase fairly 'stea:cti-ry··until 

the .m:iddl~ of 1950 and then rose· to levels--never before kne>Wn. These 

increases. and the strong-market su·ggest efforts by Latin American 

breeders at least to ~ecove.r the peak ·level of production of 1946. 
• ~ ' t ' 

The FAO ·considers that this can be achieved in the 1952-5'3 period. 

Exports of Latin American wool in.l949 were less than those' of 

the pre-war period, amounting to ·.157, 000· tons as against 206; 000. 

This decline in expo,rts when production was greater is expiai.ned ·by 

the gr.eate.r industrial consumption of wool within the region, which 

increased by approximately 83 · per cent. Exports in' the ·years 

imnediately following the war were, however, much higher, due to 

greater production and to ,~ovement of the surpluses which had been 

accum~lated during·the war. 

. The trend of wool producti-::m has ·varied ainong the producing 

countries.- In Argeqtina the· mmher o·r sre ep ·rea;ched the' highest 

point ,dUI' ing the 'fortie-s in -1946. ·-From t heh on ~arious tac'tors,' 

particularly the shortage and· high :cost of lab6ur and' unfavol.lrable 

weather. condition~,. obligect sheep breeders to a progre's'sive reduction 

in their. flocks.. Consecr.lently wool product'ion shqwed a· large' decline 

until 1948. ·However, -a slight reaction· 6 ould: already be . note'd by 

1949, .which was ~trengthened in 1950, ·but production is' s·t.ill.,far .. 

below the maximum register-ed in 1946. · Expettations for the rie'xt · 

·two years are very promising, as weather conditions-· up to the mom:int 

are favourable and the high price~, which have reached·leveis.never 

before seen, have constituted a powerful incentive· for sheep farmers. 

In Uruguay it appears that natural pastures have beerl' 

over-stocked both w;ith cattle and sheep. Thus the number· of 
1 :· 

she_ep reached a maximum for the. last forty years ih ·the middle o.f 

1949·. It may be necessary, then, to reduce tnis excess stock ·of 

sheep to' some extent and already some export.s .. of sheep rove been ·made 

to Brazil for this purpose; The production of wool in 1950 was 

higher than that of 1948 and 1949,. but l~er than 1946. ·It is 

offi~ially estimated that production in the ne~ two years will be 

/lower than the 

.( 
'· 
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. lower than the average for ~he last four years, but 40 per cent 

higher than that for the pre-war perio:i. 

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 promisine 

in spite of the fact that production in 1950 was slightly. iower 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 prod':lction ~se sharpf-y· 

again reaching a· total ·af 18 .• 1 million tons~ that is·, only 800 -tons-. 

less than in 194:5. 

':' ,;-
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CHJiPTER III 

Industrial Produ.ction 

INDUS'IRY 

The rate of ·development of industr±el·production between 1945 and 

1949 has been particular·ly outstanding in ·four countries of Latin JJnerica. 

According to published indices of industrial production end those compilet 

by the Economic Commission for Le.tin America)/ covering a total of elever. 

t ' 2:1 3/ 
coun rles, these four are: Venezuelc>. ,d.! with m Cl.verage mnual increase 

12.2 per cent; El Salvador,.Jiwith en increas8 of 11 per cent; rnd l.rgontin:..; 
'2 

nnd Chile, with 6. 5 per cent. The lowest increases were recorded in Cuba.: 

(1.5 per cent) and in Bolivia (3.3 per cent). In the-other six Latin 

hnoricnn countries tho rate of industrial expansion ve.ried between 4 and 

5.2 per cent ~nually. 

Similar differences ~re e.pparent in the growth of industrial 

production during tho period 1946-1949. In no country hf.s the r?.te of 

growth been uniform. In five of the eleven countries industriRl 

production developed more int6rlsively in the first half them in tho 

latter helf of this period, whcree.s in the rGme.ining six countries 

development WC1.s rele.tively slower in the period 1946-1947 thm in 

1948-1949. 

l/. Some of them cover a very limited number of goods and on tho whole 
their accuracy cmnot be depm.dec upon. 

2/ fll'gentin.:>.., Bolivie-., Bre.zil, Colombia, C~ba, Chile, El Salv~dor, 
Gur-tcmr.la, Mexico, Peru and Vcnezuola. 

1/ Petroleum is excluded from the Venezuelan indices, ~d the 
processing of coffee in El Salvador and of sugm in Cuba hl'.vo 
likewise been excluded. 

/These dii'fermccs 2..ro 

( 
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·These differences a.·re ·undoubtedly c.aused by a c_onsiderable number 

of factors· ,.;1!long -,vhich the most outstanding are: a) ·the .leyel-of . 

incom b) the position of the .balance of payments .and c) ~gov13:rnmental 
. . . 

. policy. It sfiould -also be·noted that the percentage cbanges may to a 

certain extent, magnify- the. -significance. of the expansions and contractions 

of industrii:l.l product 'ion, :when a very lov1 level of comparison is taken to ' 

begin witli. as: occurs in several of the countries ·studied. 

It seems evident that the· sharp rise 1e1hich took place in Cu'Qan 

iridu~\rial pro-duction during 1946 and 1947, and th~- .st.eep f~ll ·Which 

occurred in 1948 :and 1949 may be ascribed to the. ·increase in income 
. .. 

derived froni sugar exports 'dUring the former period, and to the 

reduction ·of t:his- income in.- the latter two years. Thisc adverse.· 

trend in the balance' of-payments in 1948 and'l949 was not checked by 

suitable: measures • . t. further factor which contributed to this trend 

in the last two years,· when there was no longer a ·seller 1.s m:.rl::et. ·was 

the increase of foreign competition on the industrial market in·Cuba. 

Events 'in Venezuela and the substa;.1c.i2.l increase .. of ·.~Jroduction 

in 1946-1947. followed by an even greater e.;~ansion in ·1948-1949 can 

be expla~ed by the simultaneous occurrence durlng the whole perio,d of 

the three factors referred to: a high level of incorae · a. favou,rab.le .. · .. 

balance of payme~ts· and a policy of· industrial deveiopment:·. in .. E.l: 
.. • ' .. 

Salvador the ex-pcinsioh v1hich occurred c~n. be attr.ibuted princ;ipally .. 

~o the first~~~ of these faciors~ ·~ . ·~ ·: · 

In .·.rgentina· .the rise. in: p_roduction rec.orc~e~-. 1in i945:..47 is 

connect.~d both uith. the iricrea~e ·in ·the l~vei·- o;f' :j..ncon{e ·and. ·the 

1
l'l 

'-high_ c..:'.pacity to import due- :to the accmnUiation. of resetves"and the 

strong· stiin~lus c;reat~d by the intr~duction· of cred:j..t fa~:Llities_:_.and 
of meas_u-~es designed to ··protect the county's .. for~gn e.;tchange: posit~ori. 
Siiailary, the relative ·stagnati~n noted in 1948 a~d the:- fall .in 

1949 and 1950 may be i asc"r'ibed to a ;eduction in the ~~p'acity :to ·. 

import. The same occurred in Chile as in ·_rgentina·, ·though on. a 

'./smaller ·scale: 

. ... 
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smaller scale: the: cont-raction in the--capacL ty· t-o--i.mport._i.n_reation 

to incorrie, was lower . than in the Argentir.e, whil;3t the stimulus given 

to industrial production was also less·. 

Peru offers another interesting example of this t~end. No 

increase in production took place in 1946, while the capacity to 

import was used to renew equipment and foreign: .cpmpetit:ion became 

stronger. A moderate rise began in 1947 and wa.s consiqerab1y 

strengthened in 1948, when the introduction of new equipment and of 

exchange restrictions began to· show res_ult_s, _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 and 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 difficul~ies 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 fo~eign c~petition. Both these 

countries which had become large exporters of. industrial products, 

lost a p~rt of their fo-reign markets when the tradi.tional suppliers 
' . . 

recovered their capacity to export. Brazilian imports rose by about 

10 thousand million cruzeiros in that year, that is, by about 75 per 
. I 

cent. In Mexico, imports rpse by mC?re than 6 hundred million pesos, 

as compared with an increase' of 1,700 million in the national income. 

That is to say, ~hile 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 imports 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/ CN...l2/2I7 
Page 77 

production· continued to expand, though at a oonsiderably lower rate; 

in Mexicn it rose by 10 per cent when a ten million dollar reduction 

in imports was effected, whilst further devaluatinn cf the peso lent 

additional p!.·otecticn tr, industry. In both countries, the increase 

in 1950 w:as p:-oportiona.tely smaller than that of 1949. This is a 
-

case of t~~ republics c.nploying different methods in an eff~rt to 

develop industrial p:.~oduction; in both countries develofment was 

checked by the competition of imports and increased when imports were 

restricted,_ while nat5.onal income rose and .foreign exchange receipts 

remaine·d at a high level. . 

Prevailing conditions are similar in each of these cases, tnough 

so~etimes the influence exerted by one facto_r has been stronger. t~an 

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

to the increase of produc~ion and the absence of any one of them causes 

a decrease rf industrial production. or alternatively a lo·,ve!i ng of 

the rate of its development. During 1948 and 1949 cUba experienced a 

weakening of all three factors, resulting in a sharp drop in production 

(about 10 per cent antr:.cally). In Venezuela, 0n the contro.ry, the 

three factors occurred simultaneously during t!1:.i_s period and production 

expanded by 23 per ceG-1:. i:-1 1948 arid 19 per cent. in 1949. In Argentina, 

there was a· rise in tl::.e level of income and protective measures were 

adopted, but there was ~~ adverse balance of p?.yments and consequently 

product~on diminished. In Mexico and in Brazil, the three factors . 

continued to occur in ·..ra.:rying deg:·ees in differ.e::.-.+J years Cli:' this period. 

when production decre':l.E·.3·~. in 1947 there was no ptotection .s.gainst the 

competition of imported goods; exports rose, ';)ringing abc·Ut an 

increase in the capacity to import. A consequE:nt rise in. the level ., 

of :i:ncome in turn led to 2.n increase ·in purchas:i. r>..g power . 

If the different ::)ates of 
.. 

r.~-+ taken into account exp..'l.nsl.on are .... v 

and if Argentina, and C12'::::;., are excluded , it · ·, J..l be Goo:' tho.t in 

1'.)1~8 ::.nc. 1949 th<;ro v:s -. high rn":-o of c.::::po.n::;:;_-:,,·. nf i:1dusJ. rial 

/;;:r-oductio::. · This 
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pro9,uctio~.;v This expan_sion can probably be attributed to tl!e fact 

tha~~ due to the exhaustion of reserves,·official protection was· 

exercise.d to a·greater exten·t dming these twg yearS_ ~han at any time 

in the.past. 
. ~ 

Other factors besides those of income level, balance of pa~ents 
and poli~y no doubt influenced industrial developmsnt·, in the pos~-war 

period: some favourably, others adversely, For eiample}during ~946 . 

and 1947 there was a relative increase in investment directed to~ards 

the production of exportable agricultural goods due to the relative 

increase in the market .price of the goods following the waro 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 principal exporting 

countries for the purpose of freezing tariff~, In some cases ~ere 

the foregoing factors did not play an~ part, expansion was curtailed 

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

wa-r •.. 

· Th~s, at the end of the war, a number of obstacles emerged to 

:hamper the rate of in~ustrial development. It is therefore not 

.: surprising that there are few cases in which the post-war rate of 

expansion was as high as during the war years, Considering the 

post-war.,period as a whole, it will be noted that, following a 

relatiye de.cline durir..g this period·, irtdu stry ·tended to reeover 

the· position it had obtaine:~ at the end of the Har in its contribution 
' 

to ·the·national product. In Brazil, for in~~;::mce, at the end of the 

warindus:trial proC.'Jct::.on constituted 45 pe::r· cent of the total production 

of goods. By .1946-47 it •vas contributing only 43 per cent to this total but 

by 1948-1949. its participation in total production had risen to more than 

4·6 per cent. In most countri<Js where agriculture and cattle· breeding 

remained at consta:-:"'.:. levels, or else decreased between 1945 and 1949, 

industrial production continued to increase its contribution to the 

to tal pro due tion of goods. This occurred beth .in Argentina and Chile. 

I~ the former, industry expanded not only i~ absolute terms (that is 
\~ . 

to say, there· was 1.:~1 inc::.·ease of industr:.al p::·c.,duc5ion itsblf), but 

1/ The position in Colombia in 1948 cannot be t~ken into account, since 
the failure of the index to register any increase can probably be 
largely ascribed to the r&volution which to: .. ;;~ place in April of 
htat yeare 

/up to 1948 
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up to 1948 there was also a corresponding-decrease in agricultural 

producti~n and cattle breeding. In·1949 and 1950~ however, industrial 

productio~ showed a decrease in absolute terms, and in 1950 there was 

also a relative redUction. In Chile, the post-war expansion in the 

production of goods can be almost exclusively attributed to the increase of 

industrial production, which rose from 42 per cent of the national 

prbduction in 1945 to more than 47 pe~ cent in 1948. These are 

exceptional cases, 'however, and it is probable that in the majority 

of the Latin American countries, 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 

th~s period. In Mexico, according to official statistics, there was_a 
greater development of agricultural production and cattle breeding than 
gf industry, but the expansi9n of these activities as a whole is somewhat 

similar to that wh~ch occurred in Brazil. 

Industrial Population'and Productivity 

The growth of industrial pr.oduction in re~ent years does not 

appear to have been marked by any n'oticeable increase in the absorption 

of labour, as it was during the war. It is well known that the 

difficulty in rep~cing equipment made it necessary during the war to 

obtain th~maxiffium utilisation of ·existing equipment, with a consequent 

general and very marked fall in labou'r productivity. For instance, 

the statistics available for Argentina show that between 1939 and 1945 

the production level per gBinfully· employed person fell 20.6 per cent 

in that country. Incomplete data from Brazil reveal that' there was a 
. II 

similar· reduction of 30 per cent in production per gainfully employed 

person during this period. Obviously, a large part of this decrease 

in labour producttvity can be ascrib~d 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 l~bour, 

etc. \"Jith r•the renewal of· equipment and a return to normal workil}.g 

conditions at the ·end' of the war, this decrease in labour productivity 

was partially or totally reduced. ·There' was an increase of 12.4 per 

cent in Argentine labour productivity betweep 1945 and 1949, and a 

similar increase of 22.5 per cent in Brazil. This recovery of 

/productivity pro~ably 
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producti v!ty probably oc-curred:..in -all·those ___ countries~·'in--which 

industri~.p~oduction had expanded considerably during the war, but 
•.. ' ..... ,; . ·:: ·... r .~.:·.-:·.!::nt: :H\ . .i J::j~ :., .. :::~·~~·-t·· ·; ·: . ·~ ; J. 

whic(l, .9o.u_l~ pot replace or. increase their eqUipment; · Mexi'cit Wa:$:-~,:~. rl;!' :;: 
- ~:, ' o ( ' .. • o ~ ~ t '' '_. o',, "~ ' ' /• I ~ ;.-, ~- .... \' ~- ' ' ' ( : ' o 'o" I ', ' ', •' o' ' o ... o o 

the. mo$t _fay91,U'ed country during the. war in"sora·r·"as · plirchase· of ( · · ·. · ···. 

indust.~~fl ~-~~-ip~~nt_· is -~on.ce;;·~d ·(tr~q~~nti~ -~edorid.hand), ·and ·- : 
' ' ' ' •0 ' ' 0: ' ,, • ": • ,.I < ""' ~ : '"\ o I ~ o ,.. • • ' { .. : '' ' 

. the.r.efore_ the above observations 'are' perhaps· less· a:ppliclible':' than: 
0 0 

0 

O 
0 

0 

O O I ~- 0 j O : 
0

: .' o 
0 

O 0 I 0 • I .~ : O I 

in other. Lat.in American countries • 
• : •• • '11 • ' : • 1 ; : ! . -~ . ~ . . ' . . . . . . 

The f~~.t. th:s-t indust:r:ial d,eveloprrent in recent years 'has not 

been acqql')lp~n:Le.d by- t_he displacem~nt. of lab61ir from primary. · 

occupati011f?, .. t9. man,ufact~ri'ng,' is .ct'ue to ·the . inc'rease· of labo'ur 
• ' I' • . ) ; \ ' ' I. ' • ' • • • : • • • :· • • • ' • 

produq~~v:t;tY.• . _The general terms of this statement must nevertheless 
• •• ' • ·, • • • ' ' f • • 

be e~i,nep. ~n relation to the v~rying circumstances of ·each country-.--· 
o ' I I • o ' o ' o 

Argen:t;,ina_ is agai~ an exception, since the strong stimulus to invest 

in .. ~~d~stry·a_r~sing_;r~m a d~Lib~~ate cr~dJ.t, PC?licy enabled 

. · ;ipdustry not· only .to inc_~~ase _its produ_ctivi-t;.y but also to 

absorb a greater amount of labo~r, though the_ increase between. l946 

and 1949 was only 13 per cent, as compared with 57 per cent between 

1939 and, 1945. In Chile, where there ·w~s a ·similar stagnation· of: 
• h ,. • • • 

pr:4Tia.ry ,pros:tuc~.ion. or, ai ternati vely, ~ ·greater expansion of 
. •' . ... ·.. . . .:. . . 

populati?n .th~ _of .primary preduction, the development of industry was 

not ~u~ficie~tly.great .~o enable _the country to achieve its t~ 

o~j,e:.c~i.ve.~: :the .increase ef productivity and the increase of 
I\ o o I 

empl<?~,e.f).~... . ;!;~ fac~, . :i,.~ .19~ 9 '·. the volume _of employment was lower. 

thai)-. ~n .1947 ,_ and indeed barely exceeded the highest 'level -attained· 

dur.ir;Jg .. the war •. 

The .inabil~ty ef· -~ndustry_ to absorb ·labou,r at a period in· which 

primarY occupatio~ are not ~xpanding._ is one of the facto'rs'• re'sponsible 

for th~ __ in~rease in the' relativ~ "i.mp~rtance of servic'es' i~'·the 'natiohai 
' . . 

~ . .... .. 
incom~ of various c.ountries between 1945 and 1'949. This implies that : . ' ~ . . . . 
serviceq_ of every kind (including, for instance, smaJi buSiness 

~nter:pz:is~s). are the first to receive the imPa~t of the mass of' the .. · '· 

populati9n turned away from the rural areas, thus. creating' a centre. ·of . 

urb~fl:-·~¢~r-:-employment .~~t·h· which it is difficU:lt t'o' deal.]} - · ·.' 
. ' ,l f .. '~ ::·\ ..... 

I • 

The. incr~ase in services is. also a ·na tuNtl r.esult -.of ·moneta:r.y 
e.xpan si on 0 ., 

.... ! ;~-.· .. :,. .. L i ·. ·~ . . . ' ·.· .·;' \ 
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~ In Brazil1 the growth of industry coincided with increasing 

productivity and a ~niffium.absorption.of labour; how~ver, since 

agricultural and cattle· breeding occupations develo~d to the same 

extent as industry, they absorbed the surplus popul~tion. ·not required 

by the normal development of services. 
. . . 

In any case, for agricultural 

activities to have developed as intensively as they did in Brazil 

during the period 1945-1949 (2.S.per cent armually in the cultivated 

area as against a 2_ per cent-increase in population), it would have 

been necessary not 'only ·for agricultural activities to have absorbed 
I 

the natural increas:.e of labour, but also to have increased produetivity._ 
. . 

This applies even more to Nexico,, where the ·expansion of agriculture 

recorded during the
1 

period under consideration, was the greatest in all 

Latin America. 

It is therefore highly probable that the proportion of industrial . . . 

labour to the total of the gainfully employed population during the 

past five years,has partially recovered its pre-war level, though with 

a relatively highe~ percentage of such labour in services than 

previously. This :·wouid seem to indicate that investments in industry 

during the past ten years·have not been 'sufficiently great to bring 

about any fundamental ·change in the structure of the Latin American economy 

v~hate-ver· prog:r:ess may have been achieved in industrial productivity 
• 

since the war., the 'basic position of low produ'ctivity which prevailed 

. before the outbre~ ·of hostilities still persists. This is partly due 
I • 

• I • • 

to the low capital investment per gainfully employed pe·rson. For 

instance, a detailed analysis' carried out in 1.££2 by experts of the 

Economic Connnission for Latin America in various Latin American countries._!/ 

during the past few months, has proved once again that there is an 

enormous -wastage of labour involved 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 

pvinted out other equally important aspects of the problem ·which are 
I 

generally overlooked. Attention is drawn tv the presence of a· vicious 

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 

J../ Document E/CN.12/219. Zconomic Corrnilission for Latin .merica 
United Nations. 

/ finished product. 



E/CN ol2/2l7 
Page 82. 

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 labour, that is to. say, than the price per man-hour. 

On the other.hand, the pric~ of.a metre of cloth manufactured in the . . ' . . 

United States is 5.9 times less than the price per unit of United 

States labour. This being the cas.e, the· effects of a re.duction of 

labour on· the 'cost of produetion in th~ United States textile industry 

is 7 or··g times greater. than in the same industry in Brazil. The 

conclusion draWn with regard to the relative:productivity of equipment 

and labour 'is equally significant, This point is well illustrated by 

reference to the Ecuadorian weaving mills, which are equipped with 

very old machinery, ·and in which there is a 575 per cent labour surplus 

in relation'to the technj_cal standard of ma . .xi.rm:L"Tl producti'Jity. 

Nevertheless, ·despite this old machinery, these 'mills' have attained. a 
' ' 

productivity level that is 10 pe:>:' cent hi.ghec- than the above stanqard 

by making greater use of their equipment than: would normally be 

required to obtain optimu.m labour pro.duc·t.ivi ty. This phenomeno11, 

however, is not limited to mills employ:i.ng old machinery. In the 
. . 

modern spinn1'ng mills· of ya;rious countries, an appreciable 'labc;>ur 

surplus has been found to exist, together wl th greater producti.on than 

would be possible in optil!i.u;rr conditions of labour productivity. 

These facts are highly pertinen:t t.o·the study ~f productivity and 

to the directing of investments in indu-stry. The l'abour surplus 

which is encounte~ed, 8'Jan in fsct:::>ries equi;:;yed· :vdth modern machinery, 

. d' t th I· . . f . · . t ' 1 ' . d ' · · t 1/ J.n J.Ca es e ·ack o _J.ncel:·c.J. ve o J.ncr8a.se .:2. oour pro -c.c ca_Vl y. 

The problem of productivity, as w:i.l.l have been s·eem from th~ _ 

foregoing examples; shJul~ be ccn~idered from two'different points ~f 
. . . . ' . .. 

view, namely; that of the shor.tage of· . .capital' and 'that of the 
... 

inefficiency of the methods :·.'.f vv-o::.".k. On the 0rie ·hand; greater 

prcduct.:!..vlty can be achie'red. by J.ncreadr_g. the capital· imiestment per 
' ' . ' '. 

labourer; on ":.he· ot.ber. hD.nd.). the ee.me reru:!..t mz.y also he r-eached by 

1:/ In additb:> -:-Jo 

fact0r;:; a'" :;:.he 
·· ,_ ~·-:uti.~n,al 

"0 i .•. ,:.-·ro "-J.ccount. 

/the intr~cuction of 
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introduction' of mor:~ rational methods· of work, implying a reduction 

in the number of lab'ourers employed. · The experience of the industrial 

countries shows th.at these are ·as·pects of the same pr.oblsm, since the 

introduction of ·modern equipment generally 'involves. an improvement in 

laboUr technique and, moreover, the stimuli·that·are conducive to this . . . . 
development, likewise prescribe an· increase of the capital invested •. 

The advisabiltty·of ·substituting labour for equipment in any given 
. i . 

economy depends on. the relative availability of both cap;i tal and la~ut:. 

Given the rates of''the formation of capital and -of the increase of the . . 
population, it is a question of working out the optimum proportion 

between extenS.t\te1.d.nirestments in labciur and intensive capital 

investments. Apal't fronr·this ·proporticn, there may be cases of over-

or under-capitalisation, inevitably prejudicial to eoonomic .development. 

No d~ubt. ~:more intensive capita·l formation, would help to solve this 
' 'I' ' 

problem, but this l:s not easy t·o atta:Ln when a very low level of 

income prevails. 

Insofar as th:e: post·~~ar adjustme·nt ·has enabled worn-out equipment 

to be :z:eplaced an~ working conditions normalised, the positi-on of Latin 

America has· improv:ed, not only with :begard to the increase in productivity 

but also With regard to preparation for a possible recurrenc of the 
• I 

relative ·sh~rt~ge bf industrial goods which occurr-ed during the Second 

Wo.rld W9-r. 

All other fa~tors being equal, it may be assumed that a constant 

proce~s of industrialisation with low productivity lev~ls, such as is . . . . 

encountered in Latin America, will in·crease the cost structure of 

export industries and prejudice their ·c·ompeti tive ·position~ 

Consequently the capacity to import which is essential to .. the process 

of industrialisat~on must be maintained by means of special meas~res . 

to protect exports. 

It must be a$sumed that the increased'costs of the export 

indu~tries,' resulting· from a process of industrialisation under less 

efficient condi~ions than those obtaining in the highly industrialised 

countries,' has been one of the causes of Latin America's exchange 

difficulties in the post-war period, though it is not possible to 

estimate the extent of this phenomenon. 
l 

/various factors have 
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Various factors have contributed to check this rise in costs. 

These in9lud~ the increase in productivity of traditional (or 

established) industries, the low productivity of which had previously 

influenced the. structure of. exP,ort costs. As productivity tended to 

inc:r'E3ase in- the post-war .. period (it is generally recognised that this 

occurred>1n different countries with regard to different products),. 

so the .i~ rea:se ;o·f costs, caused by Iow productivity (higher prl.ces) 

in the new industr1es; was correspondingly halted. Furthermore, 

prices. abroad also tended to increase; while prices of export· goods 

rose to an even greater extent .•. , yvhen prices abroad rose, low 

productivity was checked in ~ati,.q America, and as prices of export 

goods rose still higher, the expor.t. 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 c·ontributing 

to depreciation in Latin America's post-war economy. This factor, 

more than the low productivity of indust.ry, was responsible for the" 

r.ising costs of the export industries, since it iricreased money d-emand 

more tha< :. the increase in production. In a greater or lesser 

degree, however, the relatively low productivity of industry raises 

export costs and the adoption of corrective measures is necessary in 

order to maintain export capacity, and accordingly th6 capacity to 

import. The effect of low productivity is less dangerous in the more 

highly industrialised countries of Latin America, because tho process 

of raising the efficiency of the established industries may be 

sufficient to balance the low product~vity of the new industries, 

when measured by a comparison between the prices of their products 

and prices of imported competitive products. The greater the rate of 

industrial development,- 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. 

~v-hen the volume of industrial production is low, as is ·the ca.se in 

the ~jority of the Latin American countries, little progress can be 

made in raising the level· of productivity in established industries, 

· · /and t:he.refore 



E/CN.12/217 
Page 85. 

and therefore in order to protect the rata of exchange, it will be 

ne.cessary t.o study more carefully the le.vel of productivity in 

prospe~tive industrie~ •. 
. ' 

Increased productivity in export in~ustries ~hecks tht3 adverse 

effect of low industria+ .productivity on the cap~city to import.and 

on the rate· of exchange. 
l • O M • ~ 0 : 

Tha second point to be considered in judging the effects of low . ', . 

industrial efficiency is that of. its. productivity as compared with 

that of other occupations open to the gainfu~ly employed population, 

particularly agric~lture. If the yi~ld_per ma~-hour in agriculture 

in mq5t Latin Amer~can countries is compared with that in countries 
. . . 

with a more advance.d agricultural technique, it will be seen that the 
' . ~ . ' . . . .' ' 

differences,of productivity in agriculture are greater than in .' . ., . . .. ' 

industry. Nevertheless, the in~reaso of agricultural productivity· · 

is limit ad by the capacity to consume of both the· foreign and domestic 

markets. On the foreign markets, a price reduction caused by the 

increase of E:xportable production is likely to c·a.use a deterioration 

in the terms of trade, so that ultimately the inflow of foreign· 

exchange decreases with the expanded volume· of exports. This fact 

is borne out by pa~t events in Latin America, especially in connexion 

with coffee and-sugar~ "There i.e. ·at?-lwa.ys ~he possib~lity 
of increasing supp+ies on the dorrestic market, to the general· benefit 

of the community, but per capita consump~ion (however desirable) does 

not increase rapidly )J The nec:essary ·increase. in the· supp~y of 

.agricultural produce can be achieved without. addoo labour, -so that the 
increased population can be employed in other. activities, which .provide 
~o.re than· a subsistence ~eve( standard of. living .Y . 

1/ ~he relative stagnation of agricultura~ prices in Mexico caused by 
the increase of production, together with the rise -of. industrial 
prices, illustr~tes.this.point. 

gj Und~ubtedly, un~mploymBnt, upder-employmsnt and mis-emplo~nt ·ha~e 
. the same results as· low _productivity both on prices and the. capa.cJ.ty 
to sxport when these. factQrs.arc.a part of monetary economy. , . .. •. . . .. ' . . ; . ~. 

/Though the level 
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Though the level of productivity in industry sl;lould be raised in 

order to maintain the capacity to import, industrial dev.elo~~ent 

(even 1vith low productivity) v..rill provide a better standard of living 

than subsistance activities (disguised unemplo~~ent) or under 

conditios of unemployment or part-time emplo~nent. 

In so far as there exist a domestic and foreign m~rket for 
- . 

non-industrial products at remunerdtive prices and such products may 

be obta~ned under better conditions·than-those obtaining in industry, 

it, would a~'Jpear that productive factors should be diverted to prilllary 

production• The fact that- L3.tin .'merican countries have not always 

followed this principle during the post:..war years has been partly due to 

their fear th2.t the market for primary produ~ts would not last• 

}'_he FinanciER.2_f_Jn~~s·sry 1/ 

Durin.::; th~ post-war period a large part of the funQ.s employed in 

the financing of private industry was derived frdm profits accumulated 

in the preceding years, during '\.'Thich prices had risen more than costs 

and in which there v..rere no opportunities for ne'\.'r investments in view 

of the difficulty in obtaining equipment. But this source of · 

capital was soon exhausted and the infldtionary process provoked an 

J! Host c~~ries have used every possible means 'including the granting 
of Fiscal,. Honetary, Customs and Exchan:;e facilities to foster 
industrial development. Fiscal policies have been adop~eQ. involving 
tax exemptions for new and essential industries and for those vihich 
offer employment or are a source of' foreign exchange . etc. 1Ionete.ry 
legislation has been devised to protect these industries by d~Lrect 
financing and by the extension of credit fO..cilities. ~'lith the same 
protective bent Customs barriers have been set up and ~nport 
restrictions established; Similarly the'granting 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 increase 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 the~ would have occurred without this incentive. 

/ ever-grov.ring dependence 
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ever-growing d0pendence on the credit faci+itie s offered by the banks • 

. Eithe·r the demand·· for. an increasing amourit of wo~king. capital absorbed 

profits 'which would otherwi-se have been invested in productive 

equipment, or else·profits .d.erived from one.enterprise were witpdrawn 

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

Argentine ahd Chile, industry has become almost entirely dependent on 

the banking syste~.for ~ssential working ca~ital •. 
' . 

Thie ·increasing dependence has assum0d such proportions th1. t it 
I • . . : . . . .. .. . 

has. become a fundamental obstacle to the ariti-inflationaijT pr<?grarrme s 

of some: cif the' Laltin Arr,Lerican countries. 

Before. the war,' sever.al countrie-s in Latin America. had al~eady 
-~st~blished o~g~ri.isations .for ,the granti~g of cr~di ts to indust~y~ 
0 

0 
, ' , 0 I I o 

Duririg ·and s'ince the W:a:r, '.however, the're has been an' extensio~ in this 
. 'I . . •. 

policy, as .is evidence.d by the _establishment and increased scoP,e of 

developrrent corporat:ions and institutes ·and industrial banks. ··Banking 
' . . . . '. 

legislation ~d cont:~ols have also b~en modified. in order to encourage 
J I' !, • f : ,;,· ,. :· • • • ~- :. ':~: ·'" ., ~.· : • • ·:\~ I l •• 

the traditional commerc~~l banking institutions to play a more active 
. ' 

part in industry. 
·: ..... 

Few countrie~ c·an; howe~e~, . claim any signif:l.c~t.· improvement in 

thoi'r privat'e capli.tal markets, . sine~ .}.he inflationury p~ocess has 
I 0 

0 

! ;/ 0 
,\ ' 

0 

I 
0 

I '• 

0 

favoured money ma;rke.ts rather than capital mar:-k~ts. Nev8rtheless, there has 

·bee.~ ri.o great eff~rt 1 to: create them, .alt~~~~· at. times new o·~ganisations 
,\ o '•I ' 

have qeen ·founded and old ones strengthened with t.he purpose of 
' 

stabilising securities or controlling new-issues. ~ ge~er?l, 
I I • • • • 

the policy followed has tended to guarantee the· liquidi,ty of se~uritie s, 
' ' o I ' ! ''o • I 

though no ;,ery concrete results have y~t been obtained. I,ndustry has 
, I . " . 

continued to depend largely on financing by sources other than the stock 
I ' • • ' I . : . ~ 

market. In ·Latin ArnGrica the small and medium investor .. has maintained 
I' 'i• 

the traditional' preference fo;r ~urban mortgages and thE? purchase of real 

estate. In Argentina, th'e mortgage certificate market W8;S wipe~ out 

in 1946 by the ca+ling up of a-ll such certificates in circulation, 
I , •'w 

amounting to about 1,509 million pesos. But the liqui.dity thus . . 
afforded to the former holders of thase mortgage certificates and 

their efforts .to .find new investments for their capital produced little 

_ .... _-e.ffe.ct-on industrial; s· hares> siro e moot of this capital flowed on to 

/the real estate 
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the re~r•estat~-market. 
Tha most intensive effort· made. duri.ilg the war a·nd post-war 

pe~i~ds to ·create a capital .market for the financing of·industry was 

probably th_at of Mexico, which issued "Certificados ·de participaci6n" 

(Participation Chrti;ficates)· of the. Naciorial Fimnciera. · The'se 

sec~iti~s-provided a ·specific guarantee in the form of certain assets 
. . 

of th8 institute and the obligation to redeem, 'at par' at' one to two 

months I notice.: 'These issues were floated· for the purpose of raising 

funds for the transactions of the Nacional Financiera and also with 

the obje,ct of establi.shing a favourable market for 'industrial ·stock. 

Undoubtedly the '1certificados de partl.cipaci6n" have provided· a 

suitable temporary investment for the idle capital of both companies 

and ·private irHlivlduals, since ·their liquidit·y is absolute (they may 

be redeemed·at' par, on sight). ·They have also contributed to the 

financing of industri.0's p:.\rtly controlled by. the Nacional Financiera •. 

However, their value as a m0ans of promoting savings is open to doubt 

since .. th~y pro~ide ~ false liquidity arld stability which cannot or 

should not always be p~ssible o~ the industrial stock market.1/ 

While the Mexical']. . 11 partici:t:n tion certificates" show up the 

deflcie~cy q,f~-~1'\!=l, industrial 'stock market in a country in which . 

industrialisation has.progress~d furthest during the past few years, 

the absQrptio'n of savings certificates such as capitalisation bonds . . 
shows how modeSt savings"a·ccounts ·can be utilised in a ·community 

unaccustoire d. to· industrial stocks and shares. The· element of a 

gamble whi~h de.rives from these. bonds bei'ng drawn for redemption 
• • .~ • ~ ~ ~.'I• .~' ' ' I . ' ' ' ·" 

seems to· provide a special attraction to medium and ·small· investors, 

despi.te their 1ow rate of interest· in comparison with other stock on 

the market •. · ·capitali~ation bonds.._ have' become pcipular ev~m on such 

restricted capital rmrkets as that of Honduras. 

The evolution of savings deposi t·s· suggests that this medi u:m or 

long term soufce of funds tends· to expand 'alci~g with monetary income, 

except in periods of intense· ihf·lation. 

1/ During the past ;few months, Nexico oode still another effort to 
strengthen the capital market, by introducing national.savings 
certificates (bonos d"e ahorro nacional). 

/The scarcity of 
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The Latin '.',m.:ric~ countries were- in the post-,.war .period faced with 

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

to promote industry~ but a·lso of ensuring t~at· private funds available 

for t~s purpose were in-fact inves~ed_in ·industry. It fs therefore 

largely a problem of utilising the funds available. . Not infrequently, 

such c~pital has been used for. commercial loans which offer greater 

liquidity and higher rates o:t; interes~,. or alteri)atively for urban 
' . 

mortgages which !appear to offer. greater security. This has occurred 
I • ',. ' 

·even in the case of institutions whose p~incipal objective is the 
I 

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

deposits and ~0~~-term bank deposits have been drawn upon to grant 
I 

short-term commE?rcial loans, and funds belonging to insurance companies, 
I 

as well as savings inv~sted in capitalisation bonds, have also been 

used for such short-term loans and for urban mortgages. Legislation 

establishing percentages of the.composition of the different portfolio 

of the i'nsti tutions as well as the moral authority of governments and 

.Central ,Banks, ~has been responsible f.or ensuring that a part of 

available-· funds is utilised for medium or long-term .loans. to industry 
. I 

instead of for 'short-term loans. The reluctant attitude of private 

institutions iri this respect .. may be ex.p~.~ned by their preference for 

the higher profits and greater liquidity of short-term loans and urban 

mortgages in p~riods of inflation • 

. · Of the industtialised Latin American countries Argentina shows the 

minimum official investment, while at the same time providing the 

highest guarant-ee of banking credits for working capital)) Official 

protection in the Argenti~e seems to apply equall~ to all industries. 

Direct financing by the State·(or by its autonpmous bodies) is more 

usual in·other Latin American countries, particularly Mexico. The 

·Nacional Financiera has mad€ investments (that is, securities of 

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

lea:ding Mexican undertakings connected with new industries: iron and 

1/ Neverthe~ess, in the ·past few months, there would appear to be a 
certain shortag~ of industrial'credit ~Argentina. 

1 steel produc tt on, 
• 
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steel production, electricity, paper manufactures, fertilisers, cement, 

rayon, . cry:.stal., electrolyti-c. coppe z:., cinema, etc. There is a definite 

~;refere~ce for i~dustries .which re~u:ire large capi'tai outlay and which 
"' . -.. . 

~tilise domestic raw materials (though. there are· exceptions to this 

ru.le). . In Br~:~il,- offici~l (or seini-officia:l) financing is· less 

di~e~~ified than in_Mexico, though mores; than in Argentina; the iron 

and steel industry, the manufacture of paper and of aluminium;: and a 
. - . 

few other products have been aided in this manner. In-iess 

industrialised countries, -official assistance to the textile industry 

seems to prevail and, more rec.ently~· the financing· of the Iilanufacture 

of building materials, e'specially. of ce~ent; has been undertaken by the 

State. Official development organisations have played a bigger part 
.... ·, 

t~an private enterp~ises in financing industry·~ Inflation has, 

however, compelled some official organisations-to devote an increasing 

part of their resourcas to supplying working capital fo~ the 

undertakings which they h~ve financed, thereby reducing·the amounts 

available for the development of new productive capacity~ 

Foreign capital has played a significant role in government 

fj,.nancing of industrial development. As will be ·s'hown below, the 

,Latin American co~ntria s foUnd that industri~ davelopment could not 
. . 

-~ be stepped up to the desired rate by relying solely ort· funds derived 

, ___ from normal fi seal SNrOes ... without involving a budgetary deficit 

since these would not release the necessary foreign exchange for imparts. 

Governments have therefore made constant efforts to obtain foreign loans 

and ~~y projects have had to be postponed, due to the lack of foreign 

capital. 

Tho:3 chapter on the· Balance of Payments 8.1 so deals with· foreign 

sources of capital and their volume. 

Indust:ial ~reres 

~he course of Latin American ·industry is determined by two basic 
! • • 

factor;>_; ___ .the-exten:t,.-o:L/tha-market· -and ·thti. . .availability of productive· 

--·----factors. 

Apart from items such as sugar or th'e processing of coffee in 

certain countries, Latin ,f\merican countries ~ave· esta:bl·istred·industr:ies 
. : :. 

solely with a view to the domestic ri)arkei:,. DUring ·the war, part of 

/the productive 
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the productive· ~apacity of ~dustry.was in .some countries directed to 

the export market, when sh.orta_ge~ caused prices :to rise disproportionately 

'in. countries wher~ goods· were in short supply. ·several industries, however, 

were set up to cater for the .~xport market: e.g. the manufacture of 

hard fibre·· textiles, alcoholic beverages, sweets (candies), etc. In 

.the post-war p~riod, there h?ve_ been some isolated cases of the utilisation 

o~ a surplus capapity for export purposes but in c9ntrast with the war 

perioa, the price level of su.ch exports during the last few years has 

been lower than that obtaining on the domestic market. However, some 

industries have r~cently been established mainly for the export market, or at 

lBar-;t, depending on· exp"o·~t,·~- for the.ir prof'itabilit:• .; ,,;.'l'he· latest ~le 
I ·-

of this trend ·i.s ;provided 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 imp~rtant increases in the M~xican 
industries producing' eleqtrica.l devices were made ·with an eye to export 

possibilities. and nearly every. La:t.in _1\meri·c~ country is now exp?rt¥lg 

manufactured goocls, to ~greater or ~ess extent. But the~e cases, though_more 
general than .in the p~st,may be considere~ excep~ional or at least of secondary 
importance. Tne extent· of the domestic .market continues to determine. tre. 

limitations of.Lqtin /unerican industry. The differences in soope therefore var~ 

considerably as, for example, between that of Brazil, with its population 

of 50 million inhabitants, and countries with less than one million 

· bitantJ:/ and: different levels of total income are found in countries 
,~ - . 

. r with equal popul~tions •. 

·Industry naturally beginq with the manufacture of thosepproducts which 

-~· have the widest ~rket and for which therefore the minimum of specialised 

factors are required. F.oodstuffs, beverages, and textiles fulfil these 

requirements to a greater extent than other products, when the level of 

:)..ncome is low. Even countries having relatively small markets can, with 

the prevailing wage rates, generally absorb the production of these 
; . 

// ' ... 

,/,1 

•' 

1/ 
industries for which oniy a medium degree of productivity per unit is 

' required, Considerable increases are recorded in the industrial processing 

of foodstuffs and bevera-gep which· in nearly every case' exceed the . ' . . . 

1/ The ~ize of the mark~t, In" the maJority of the Latin American countries, 
·- 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 /

of sugar (see cha"ptcr 'on agriculture), edible.-.fa-t'.s-and-oifs, preservcd

foodstuffs, etc. F\irthermorer:because the urban population has increased

fasier than the rost of the population, the market has e:çanded for a

nr:rnbei of products such as soft drjnks, becr and'cigarettes, whidh were

already obtainable in al} Latin American cor:ntries before the war. Der:nand

fortheseproductsisccmparativel;rinelasbicinrelationtopr"j-c'eea]^lc]ïiÇre
in reiation tô i-ncome when the initial level of the latter i's very low'

idhile prices of these goods have risen }ess than those of other artieles,

the monetary iniome of the Latin Americari pôpulation is growing consirierabil''

The beer indr,rstry, for instence, has i;hclwn a substantial'incrcase in

several corntries. This is the.case in Colombia, whcre jnvestmcnt's i'n

breweri-es represent the dènsest capital concentration intthc co'untryo The

'-:.l.ex cJ' .rhe v,elue of beer sales increased more. the"n that of any other

industrial product, though the price of beer rose less than that of a':ry

ofhcr- n-tie'le (barely.20 per cent between 1945 aJId 194?).i/ In'licnezuela

the production of beer increased from I{ n:iltion litres it f93g to l+0

mlllicn litres in f945, and Lo 74 rni|lion in 1950. The same sit'uatj-on

has been apparent in other ôountries thoughthe.relative i:l-re;se /i'-'ii b€'r'", 1e''^ ''n

corurtrj-es u'here consumptiôn had already. e.tta.ined a high level'during -ine

war.

Of the trad.itional Latin American i:Tdustries, texbile mariufacttrres

ha.re. u-ncl.cubtedl.y produced the grea.test varicty of goods and there ha:rt:

recentLy been striking e:<anples of the exLension of diversificat'icn in

this ind.ustry" The cotton industry developed consid'erably during t'tic
.'-'-. -.1.--:- ':":ious Latin American countries became importcnt, ?.(portl'

1,nis iield" In the post-war period, howèver, some of these countries

lost their e>cport narket and thi's fact, taken in conjurction with -i;he

intcnsification of forcign compctition, has been responsible for new

inveslrnents being directed to tho renewal of outworn equipment'-and the

i-rlprovcment cf quality rather than to errpanding-tota1 capacity. Capaci-iy--

has gndoubtedly increased in some cases but not to cny great degree,
&.----TAT;:i-f,|'ria, there is an aaaeO lncentivê 'tn the prohibition of the

o,ri31king of rrchichalrr'thus diverting capital io the brewcries' The

spontenéous rcplêcernént of rlpulquirt by Ëeer has been noted jn lvl.;xic'c"

,/while il others
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while in other iristances substantial. r~ductions took place during the 

first years ~fter tho war. In countries where no exchange problems 

eXist, end consequently where industry was not pr?tE.:cted in or.der to 

conserve .foreign exchange, the principal difficulties have been 

encountorud mor~ recently (for insth.nce ~ in Von.ezuel<:'., Cuba and Guato~ln). 

In these cases,Jthe chango-over from~ sellers' to a buyers' merket has 

caused traditional exporters to follow a more liberal ~d more aggressive 

policy, Attention should bu drawn to the increase of th0 spinning 

industry,· whichr ha.s bel;n disproportiona.tely greater than that of 

weaving. Weav~g was already more highly dovoloped than spinning, and 

this fact const~tutus·· onu of the m.".Jly examples of the Latin American 

tendency to int~oduce i~dustrinlisa.tion by uriderto.king tho finnl 
I 

manufacturing processes before attemp~ing the prelimin<1ry stngos, 

The ·gr~atest progress in t~xtil~ production has not occurred in 

cotton mc..nufacturl:ls but in tho rc..yon industry. In Ch:(Lo, for instance, 

the number of looms for rc..yon incroas.:;d from 1,000 in 1945 to 3,000 in 

1950. In Venoz~ela, production wc..s fivo times higher in 1949 th~.n in 
I 

1945, and similfr trends were noted in oth0r countries, including Cuba, 

which now figur,os as an exporter. The shortage of foreign exchange 
I 

hampered. r.iw ma:torial imports for rayon weaving in various countries, 
I 

At present rayop yarn is only produced in Argentin~, though various 
I 

projects aru under way for its mrmufacture in. other countries. It should 

be pointed· out ·that tho compu.titive possibilities for this industry on 

the domestic mnrket nre grenter tho..n those of cotton, since it is 

cc..siur to supp~y varying local preferunces, whereas the uniformity of 

cotton goods is greater. 

On the whole, the more.highly-developed Latin American countries 

have now pract~caily reached a·point of self-sufficiency insofar as the 

textile industfy is concerned, as compc..red with the substanti<:'.l pre~war 
deficits.1/ In all the other Latin Amorico..n countries, there is now n 

much stronger tendency than before to achieve such self-sufficiency. Tho 
I 

majority of thqse countries also aim at· self-sufficiency regarding tho 

~------------------------------1/ Self-suffic~ency, however, do8s not exclude imports of tGxtile goods 
of speci.al qu.ali ti0s or types, vvhich only incur th0 disbursoment of 
small .:unounts of foreign exch::-.ng~. 

/production of fibres, 
' ..... , 
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production of fibr-es. There is, however, considerable room for :improvement 

in q~ity and cost, 

Latin America has still a long w~y to go in the field of foodstuffs 

and teXtiles though consid~rable progress was accomplished during the war 

and post-war periods in this direction. The rnojority of' countries h~ve 

introduced other types of industries, among the most important .of which 

are light chemical industries and the production of building materials. 

Pharme.ceutical industries and the manufacture of soap ~d other toilet 

articles, etc., also developed considerably during the war~ progress 

in this direction has been rnn.in,tnin.od. 

In mo.st countries there is an adequate market for moderately 

efficient units of production, or ~lse the mnrkot is developing together 

with the growth of populo.tion and the level of its income. There is 

also a possibility of working with a sm~ll~r number of more highly 

specialized factors which most of the countries have or can easily acquire 

from abroad. The market for building mntcr~als .h~s expanded as a result 

of increasing government nctivi~y in public works and the development of 

priv~te building' cause d by the expansion of the urban population 

and from inflation. Attention must be dr~wn to the development of cement 

Dk~ufncture, a number of Latin American co~~tries being now practically 

self-sufficient in this respect, while Mexico exports cement. During the 

period 1945-49, Argentin~ and Chil0an cement production increas8d JO per 

cent, whereas in Bolivia, Br~zil and Colombia there was a rise of more 

th::m 50 per cent; in l11exico production rose by 100 pur cent and in 

Venezl.''Jla by 150 per cent, 

~.'hile the production of light chemicals and building materials has 

be•<>c: C'.::.~;G.J .. e::_::Jing, c·'·:~:-"· c-t~'C" industries have emerged in 

Latin America. These inclw;l.e the preliminary processing of raw mterials ,...., 

and sewj_.-manufactured foreign products, and are sometimes limited to 

asse:nbling ·all the components of the· finis~ed product. Already marked 

differen::oes C~.mong the differe~t Latin American cou.r1tries have beg'J.n to 

appe.ar w;i.th :res:l'~ct to the size of the: ml"trket, and the variety of products 

is to-::· ml>:!e!c)·_;J to mention in detaiL 

The greatest differences in developme:.1t occur in the f~.~, '";.fn.g 

manuf&cture of Jron and steel. Only the larger countries 

/have made any 

·7'~.-



. ' 

E/CN .12/217 
Pal?~ 95 •. 

have- made -any progress or undertnken." substantial projeetii in this· £iela, 

and they are the only ones.in which a rnnrket exists for such industries. 

The following figures regarding the ~~ufacture of iron and steel 

show the development which-has taken plnce:. 

In B~~zil, production of pig iron rose 300 per cent from 1938 to 

1949, when it reached a· total of 508,000 tons. Before the wnr practically 

no· pig iron w~s.produced in Chile and even in 1950 production was . 

insigntficant; the present. an.nual, output from the new Huachipato pl~t 

is -?50,000 tons •. From 1938 to 1949, Mexico 1 s. production increase.d·from 

!.·100,000 tons to more them 350,000 tons :md·thc..t .of Lqtin Americc...as a 

whole, rose from :?ZO,QOO tons to 895,000 tons during. the .s~me period. 

This tendency to expand continues, and the projects under way .ensure 

extensive future ·deve:J_opment ·in this tndustry. The Bmzilin.n.plo.nt at 

Volta Redonda has already obtained.tne necessary funds for building a 

· seco11d blast furny.ee,. th~ daiJ,.y c..verc..ge· output qf v.rhich · i.s expected to 

be 1,000 tons. Brazili~n pln.ns provide for an annun~ incre~se in productive 

capacity in the iron and stee1 industry of more or· lel?s 400 ,QOO .. tons Rnnually 

in th~ next· few ye{'IS, of which total Volte Redonda is e;,;pected to supply 

three-fourths. The Colombian project, locnted o.t P::J.~.9-el Rio, and the 

Peruvian 11 Sa;Lta 11 porporation plans are also. ~der .way, -w:hile. s~.ve:r:_al., . 

countries hnve dere+oped facilities for tne production of special 

ste.eU..a ... I 

The pattern 'of. development appears. to consist ~n first unde~aking 
the final stc..ges of production. There c..re two reasons for this policy: 

'rhe finq.l stages :of production require less technicnl ,skill nnd the final 
_• ' - ... I 

smell enough to be nbso~bed by the exi~}ing units. of producti,on C).re 
' 

mn.rkets. .As this trend develop.s ~ n.nd the number .of unit~ ~or pr_oc.essing 

semi~~ufncture~ goods incrense~, a mnrket is cr~ated for. units.. producing 

raw mn~erials which are common to various industries. At 4his point the 

heavy chemice.l and metnl industries are :iptroduced. This. stn.ge hn.s, just 
I , '· 

been reached by countries such ns Hexico ,. Bro.zil ,· Argentina, . Chile,, :1nd to 
• t • • - : • • .. • 

a ;less.er extent., Colom.bin and Peru. The develop~ent of a ma~ket for the 

heavy ~ndustries, ho~er,. clo€s ·not depend on the . completion of ali the 
I 

_previous stages . 9f c;ievelopment. Cement provides an ~ple 

//"'"" lot'" ·a. 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 impo_rtant factor in 

various industries. Its _rate of d_evelopment -is on a level with the 

highest attained in any of the productive occupations of Latin America. 

Between 1945 and 1950 production (KVlli) increased by 40 per cent in 

Mexico, 52 per cent in Brazil, 6.2 per cent in Chile and: Guatemala, 72 

per cent i·n Colombia, and 133 per cent. in Venezuela. Nevertheless in many 

countries the increased production was barely sufficient to meet rising 

demand. 

These stages of induptrial progress follow logically the normal 

absolute and per capita growth of the market as well as the different 

status of t~chrtical ability in each country. Industr,y 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 st~ges, passing from one to another at different rates, in a 

measure corresponding with the presence or absence of the three main 

factors mentioned earlier 'in this chapter: the level of income, the 

availability of foreign exchange, and government policy. 

State intervention has been the essential factor in directing the 

course of Latin American industrial development since the war• 

Government·intervent.ion in industry has altered the course which 

develo'pment= would have followed if official support had been granted 

without-distinction; if, for instance, ·industry were protected ilgainst 

the competition of al~ foreign imports by the levying of uniform ad valorem 

duties, or ·all the ··industries were granted the same credit f21cilities or 

the S<1ine tax exemptions, etc. In granting protection to industry 

Gove:rmments have biaen guided by a number of criteria, which often lead to 

the same conclusion. T~ett is to SG.y, they have protacted industries in 

which private enterprise coUld not or would not invest, eithGr owing to 

shortage of ~apital, or to the absence of technical capacity, or because 

/of a lack of 
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of n. lack .~of kn.owledge of the m.?..rket, or, finally, because. of the limited 

m~rgin of profit which it was deemed advisaole or possible to allow. 

Industries yielding the greatest savings in foreign exch~nge ho.ve been 

protected, ::>.s h:-.ve those offering wide employment possibilities cmd .. 

producing goods, the genero.l consumption of which is socially depirable, 

Direct investment by the Sto.te hcs corresponded closely_ to the 

o.vo.ihbility of priv.:::.te c:lpit.:l.l o.nd the 2.ttitude of the investors. In 

Argentin~, n.s sthted, where savings were lo.rgest n.nd investors adopted o. 

more enterpri~ing o.ttitude, the State hcs done little direct financing. 

Adeque .. te conditipns for the development of industrio.liso.tion along 

certain lines would o..pper>.r to be l.:::.cking in the mn.jori ty of other countri.es. 

The problem co..n best be expl.:::.ined by the following e~~mple: the Chileo..n 

iron and steel plo..nt at Huachipato, which wn.s only recently ino..ugurated, 

thus far ho.s cost 85 million dollo..rs, that is to so.y, o..pproximntely · . 

3,500 million Chileo.n pesos, or 4.6 per cent of annual national incom~ in the 

period 1947-49, This would correspond t·o a 10,000 million dollo.r 

investment in the United Stc> .. tes. If the per ·cQpitc. level of income is 
I 

low, th~t of the capc.city to save will be correspondingly low, _c.nd · 

consequently the difficulty of obtc.ining such investments becomes. 

proportionately:greo.ter. When, for inst."...lce, the establishment of a 

cement fo.ctory, 1or an electric power sto..tion, of a givsn size· (efficiency) 

is proposed in o. country with o. populo.tion of ~pproxiillo.tely one millie~ 

inhabito.nts md o. per co.pitt>.. income level which is ·considernbly ·lower th<'.n 

thc.t of Chil'e, the problem o.ssumes similo..r proportions·. The inst0.llo.tion 

of the electric powe·r sto.tion .::ct Rio Lemp:>. in El S.:-.lvo.dor (.the :P<?P.uln.tion 

of which is slightly inore.th~n two million ·:fuhn.bitmt?..), clen.rlY., 

illustro.tes the. difficulties encountered. Here "is· n "country .·with ·; 

fcvour~ble bo..bnce of tr::tde during the whole of the post-w:-.r period, 

where there is no infl<:ttion worth mentioning 0-nd which is we:1lthy by 

Centr::'.l Americo.n st3.nd~r6s, with <:s. great inequality of income 

'(thus favouring' the capacity to save). -The capital market in 

El Snlvndor is prQctically unexploited ~d therefore has ~ substantic.l 
' ... ·~ .... ···-· .. 

degree of liquidity. The problem consists of raising funds with which to 

make o.n investment of 17 million dollars on this market. The shares 

are backed by a series of first-class guarantees given by the Government, the .. 

/Cent rn.l Bank 
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Centr~l Bank and the Internation~l Bank for Reconstruction_and 

Development, and the scheme h::.s been cleverly advertised. Yet, despite 

these conditions, public subscription to these shares (including. 

purchases by official instituti~ns) did. not exceed 2.3 million ~ollars, 

or, in other words, 14 per cent of the tot.:'..l investment •. It would 

appe~r thC'.t if the inst~llation of these l~rge-sc~le units is deemed 

advisable, state intervention (~r that of foreign capital) is practically 

indispensable. 

In the maj~rity of cases the resources av~ilable for capitaliz~tion 

nre severely limited. Undoubtedly this C'.dds to the responsibility of 

Latin American governments as regards the selection of investments, 

since they must take measures to ensure that such funds as are 

av~ilable yield the rrKcximum advantage to the community. 

The f:tct th,':'..t industrial investments n.re L-.rgely dependent on 

the ~vail~bility of foreign exchange ha~ frequently influenced the 

guiding principles in the ce.se of such investments. Government 

protection in the form of tax exemption or preferential rates of exchange 

for the importation of m,:.chinery, etc,, h:'..s therefore, :--.s a rule, 

tended to be more liberal towards industries processing domestic r.:;.w 

m:.terials. In the s~me w:~.y, a considero.ble number of large-scale 

industrial projects, executed during the post-war period, have been 

carried out by means of foreign loans without which they could not 

have mcterialized. The programmes for which ll'l.?.ns have been requested 

are always submitted to c~reful scrutiny by ~he lenders, some having 

been rejected because they were considered unsatisfactory. That is to 

so.y, foreign credits have not been gro.nted for every progr2Jllllle submitted·. 
' 

Some projecte have not even been submitted to possible lenders for 9onsideration, 

and were abandoned because it was not considered that they would prove 
acceptable. To ::1. certain extent, therefore, the directives of large-sc:tle 

industrinl programmes h~ve depeJ:lded on the possibility of obkd.ning 

foreign loans for this purpose. 

The exqh;:.nge problem involved in the question of government 

protection will be-considered elsewhere in this report. 

/Industrialization and the 
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Industrialisation and the Capacity ~o Import. 

In countries which ar~. sti:U in ·a ~rimnry .stnge of·developrp.~nt, the. 

introduction of· domest:ic foodstuffs. <md textile industries becomes . ' . ·.. . .... ' . .: . ' . 
'imper.ative once- the· c·ap;city to import'· ceases to _expand •. · Since it :i_s 

. ·• . . . ,_ .. . 
·not poss~b~e to :iJrtporl the in9reD.sing volume of foodstuffs o.nd textiles 

required'by the gt-owmg population, the.only alternative is' to establish 
I ' ' • • 

. d'om~stic productiqn of these goods or else alternatively lower the standard 
. ' 

·of ·living of th.e ~opulation •. The. trend of. events. in Brazii o'ffers <1 good 

·illustration of-tJis poirit, At the beginning of this century,. fooqst11ffs 
. I • . •• , • •••• 

' t>.nd text~les: .cons·titui:;ed )0 per cent of Brazil r_s imports. ·'T~is_ .period 

coincided -v.Jith the ·fi:i:•st crisis provoked by the over-production of 

coffee:· At t~~. same tinie, ~he. per capita co.p..1city to i1nport contrac_ted, 

causing a relative shortage of :imported goOds, which- fostered domestic 

· · production. This trend which in the past Has dependent on factors affecting 

:tf.le market, can 'now be c.ttributed in part to deliberate measures taken 

by governments to.foster private enterprise. This attitude of go~ernments 

is · ~s~ guided .PY the fact t}?.p.t if shortages are allowed t~ preva~l .too 

.long:' the gener.:.l· :impoverishment may discourage private enterprise; and· . . . 
that; ill tmy case, the shortage. of savings CJ.nd the psychological at.titB.de 

of· the: L6."tin .lmer:l,.can investor.s are not favourable to the investment of 

the large mn~un~s :of capital. required to :improve the situation. 

Some of t.he I1atin 'cmerican countries are still in a preliminary 

phase of d~velopm~nt in which foreign exchange ayailabilities are, so 

to speak, monopolized by the requirements for foodstuffs and· cloth,ing. 

This constitutes a hindrance to s.ubsequent development. The need for these 
I 

c~untr.ies to increase their production of foodstuffs 01nd textiles, in 

order to meet the growing demand of an increasli1g population, arises from 

the fe.ct >hat in the absence of domestic production, 'demariii' tends to .. :. 

absorb iffi· 'ever-gr~wing pr~portion of foreign exchange availabilities. 

This occurs because the·cap~city to import does not expand at the s_~e 
I 

rate as the popul4tion·and, therefore, at the same rate as· incomet in 

the majority of the Latin lun~rican countries, 
' . 

case of Bolivia, where foodstuffs and textiles . . . ' 

imports for the. p~riod: 1938-39 ru1d 46 per cent 
! 

''. 

Such for ·instrince is the. 

made up 37·pe~ cent of total 

i? _19.48· Venezuela. has .been 

/able, due 
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--~i~., due t~ .the ;in.t~~s·;.-i~~~~:t-:~--~-~ ··~;cl;~;r <f~~.g ~}18. la,~~ 
ten year·s., not :only· ,to :!Jl~.inta;i.n. but als.o to -:~mJ>rc;>:v,e -tp._~ nutpitiqn ~t~d~~·1 
·'of its popula·tl!on ·by . .(Ile,ans . r>J ;i.mpQrt.s .• fgod.~gff _s ~ztd ;teAt~l~s, whi.ch ~ 

1938/39 -~.epre.sent.ed -22.6. _P.~.r-cei:l~ ... o.f.~}).e .total Y:aJ.~.-.o.f i.~P~rit.~.~ _·:r:o?~-~~9-· '?.6 • .6 
per·,cent ·±n 194'8/49..~ ,\I'he ·.fS~.ct that tl}~ ._gre~:ter pr~oj~rti.oz; gf .~11~ :V~e~-u~.~~ 
Dev.e!l:o'pment "Corporat.ion:~~s {Q;.or.po_r?-eion -Ven~~o-;L(3.l',la .d~ _Fome!r~) _in~~s-~e.:t:l~~s 

has ·been .applied to agricult-ur;;l ... os:~:l;lP9-·t~9~_s. j,,~ ~I?-@99-tive pf tl,lat· ~~ove:~7,_t:1V. 

inten.tion: ·to gua:·rd q:ga.in:st j,~he ·IJ0~s.s~b:!J,:ity ~f ·an e.v~nt,u<iJ].. dl_9,P .;il! fo.r.~i,~ · 
·exchange ·receiDt·s-,;-vm:Lp};:l wqJJl!=i cq;:tf9.e _9- 19"\'fe,:ring ,of ,tqe l~v:~l . .of .f~<;>d . . . 
·consumption.. . .The ;Ms;r>tican H>li~Y .of .s~lf.-s:\l{fi.ci_E!n~Y., ,wi. th .r~gar.~ to .such 

. . - . . . ... -: . . ... "'· .... -
·.foodst).l.ff:s. as-·ma·;tze:, :be,an•s. •.(frr::itJo;Le.~},, :SUg(3.r .anfl :Wheat {\<fh?-~h :~a.~ actlfa~y 

-~been successful J•egar.ding .b~@s q.pd ..._::n.1.g~r ~n .~he -pa:st few .years), ,:fShq~~? be . . . . . . . . . ·.· ' '. ~ .. -

:interpretad ,as .an ~ndec:t.VOl,lr ::t_o .avoid_:th.e J~~e .of fore;i..~n e:.x:gha.11ge f~r 
. ·. . . ' . ' ' ~ 

·import;s· ~d'f ·thes.e Jpro_du.qt~ .Wlf;icq.,we,re,:o·f-t.E?P n~;c~s-sary -~ .tJ'l~. ipa-~t :.f.'_o~J.~v9-ng 

·the :'.frequent· ··po.or. :ha·r.v~ sts,. ·Since 'in .,nc;aJ;"~ly _oyery: (Wtin A.lper,:Lcan coyntry, 
' IF • • • I '

1 
' ~ ' r ': 1 !' ~ • ' , ~·: > •"' 

:the -capacity'.·to, ~impo.r.t has ._of 1late gro"!l1 m~re : s,l_owly .than ·the po!'~t,i_ort,,. ;}-f).e 
0 t' ,, '• 0 L 0 • ' ' ~-· • ' 

· trephrcemen.t ·of imp,ort.ed t-t.~:Xt_~l.es \lpd .'.f.'O:~d-~tu_.f.'fs J>y A~Qp.~·ic . ~~ s,it~t_~-s :is 
' . . . . ' .. . 

::not .<mly ·'l :h.:l-sic.-cond.t:tion .G.t: :dc::-:ve.~op~cn~ -.~).lt -.:i;_s ~e.~~ent~~l __ in .. Rrd~r t~ 

:.prever+t a dett>'riora.t:i:on ·of :the ·pr~,~-cmt) .. o:w ,~~~~.dar<tof (living. of r~P.e 

:pqpl.iltlt..:icr~· unt-il such . a , tim~ as . the E!~C?r.t, :of J.nd,,ll~~-I.'iB:l, gqo_d.s , bq._c.~~ s 
I , 0

' • •, 1' '• • O ' 'l • • 

'possiole. 

· ,- Insofa~ as·.ec.onomi'c .,de:veJ.o.pmQpt ,is .. cqncern.e.q,_.s,uch .pro.gress is,n<;'.cessq.ry . . . . . ' . . . ~ ' .. . .. . .. . 

in ord~r· to ~cmsure.\ttJ,e,. :Nl.cr.oase <md:' div:er~ .. fisa~_on of c~~ption over a gr~"'1Hg. 
,· ' . . 

·." :proportionc·of..t he. -,pqpul_atipn-•. ·:The ·tnqrea~e _.Qf.,-de~_nd, _ar.i-s:j.ng f.r.o~, the 
• • • ' 7 • • _ ••••• p • 

. pr0C0s:s.:of::dev.elopme.nt, 1;occ·urs. at a _-grea.t€!~ ratE? :in .rcg<.~r_dJ: .. o p;rod1fcts. ot~er-
. . . 

·:.than, foodstuffs;·~ tht;tt ::is -to, s.e+Y., · induf?t·)\ial ,,P:r~Q.l;l,ets and ,~eJ;"vices, (~~~.h 
I ' • ~ ' • ' 

:~depend· on' man:ufactune·cl goqdl?} •. :As a, re~u~t 1<;>f, this·. progress, aJ;J;d ·the 
~ . ' . . . . . . . . ~ t' 

· - .li.rirl..ted1".per···c?-pi ta'·9~P9-C.i ty to i.mP?rt, .-teE:! r9l~t:i,.ve. sf!?:r.tage. i11~..;reas:~' 

;:giving· rise·' to. th~, esta.Q.J,.~sbment, 9f in_0.1,1st:ries "wh~~h :CPPI?tit-u_t8 ~he final . . . . ' . . : . ~ . ' . " 

: .:·stages·· of .-the .mamlfq,ct_urip.g .. pr<:>ct;l~l?.- , The 9,eye:J_qp~emt 9f a. ph?pn~pe~~i?.a_l 
• • • ' • j • 

• -:· iridustcy.-which at; fi:st ·W~s l.;lrgely··d~Pt?.n.(ieiJ.t on. si?,P.i.::manuf~~t¥ryd: iJ;npo~t(d · \ 

· mc:t. teri<Us , .. and vthe --~dE?V!3lopmen.t pf_.a Ire.. ~hin.e i.l?4.1,.1.,St;1?Y-. y_~pl9yip.g ,,se~;-r-ma~l:lf~ct~re 
. . . . . 

;l_jfup'o:bted metals .or.: restrict.::;d to ~SSi?~b~:ng:.P?-:rts.!m~~tufac.t~r~q a~ro~~. are 

_ ~-- ~ei.cuP,.ple,s..:$,-;th±s-:i1:·r,en9,.. .. ~ · pecv~~~t. _;i.,n., . .t@ ~ ... _c;q..%'1? cY,i<:?~'L ~s, . p~~UE)nc~d 
. . /by· :the shortage 

• J • ·~ • • .. • 
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------by __ th€- .. shortage of savings and progr.:;ss is achieved in thos.::: r.ctivities 

which entail _only -a moderate capital investment. The lack of techniccl 

knowledge also influ~mce9 ~he course of development by encouraging ·the 

growth of thos~ o~cupat~ons Nqui:ring Nlatively little administr.::J.tive .:1nd 

directive capacit;y and a mipimum amount of highly-skilled labour. By this 

means it is possible: to conserve foreign exchange ava.ilabilith:s which w.:;re 

formerly used up in importing the cc.:nponent parts of these goods :md so 
. . I 

obtain a larger V?lume of available goods with the same amount of foreign 

exch,1nge. An industrial str~cture of this order, however, depends 

fundamentally on imports of foreign goodsY and reaches its maximum limits 
. I 

· ~n the capu.ci ty teD import semi-mc.:mufactured products. In order to raise the 
. I 

standard of livi!lg, (and assuming that import capacity does not increase); 

economic development, at a higher rate than that of the growth of the 

population will in~o~ve r8duc~g expenditure ~f foreign. exc~~ge without 

prejudice ~D the import of materials which are essential to maintain 
' ' ' . ' 

production of nationally manufactured finished goods·. 

Argentina he:..s recently encountered difficulties in the metallurgical 
, I 

indust:rj, inthemanuf:lcture of.basic chemicals, etc. as a result of thi:: 

problem, ;and in ~he study "Hechos y Tend~ncias Recientes de la Econc;:rriJ. 
. . 

Brasile:1a·11 .(Recent Events and Trends of Brazilian Economy) it is pointed 
• • ' ' I ' ' 

· out that Brazi.+ m:'4Y also have to find a .soluti·on to ·this basic problem. . .. . ' . . . 
· Governmentas~istance in the development: of the iron ?nd stEle;l. indll"'+,..iec:: 

in Mexico, Brazil, :=mct ·Chile, and also in tho developin.:::nt of a 'heavy 
I 

.. chemical· industry, .iB also justifh:d by the above reasoning • 
. ( 

, I 

This· d~pendenc~ is tw0f6lc:i.': It h:i,ng.;:s 0n tho supply of produc·ts themselves. 
and on the prochlctivo factors invblve'd in .the final stc:J.ge of processil'J€.·. 
This second aspyct of the problem is of the grcatust tmporttmce to many 
Latin Amer.ican.countrids, which in ,periods of substantial foreign exch~ng0 
.receipts have restricted imports by mec::ns of ·controls ·allowing the ent·ry 
into tile country of only strictly e.ssential elements for the maintenance 
of industrial. nctitivy. If the capacity to import of these C 1)untrics 'ls 

reduced~ there· rer.1ains only a n&rrow margin for reduction of imp·.)rts, in 
order to maintain the supply both of ·ind ustri 2..1 goods, of domesti9 · ..,,...igin 
and of the prodacts necossar,y for the~r manufacture~ 

/It·is often 
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It is often left to the governments to take the initiative in 

carrying out plans f•)r the~_ ~du.st.ri.e s ... so~t.:Lues directly ilrld -::-t.:-1 -..:r- _ -.-.2-mes 

by encour~ging private investors through the granting of spe~i~l racilitiesQ 

State intervention is not aimed ~t altering the ~ae of private enterp~ise 

wh0n fuvvuruble ccnditions prevail. The Latin Aosrican governments are 

affected by fluctuations in the strength .of the market to as great an 

extent as private investors, though not always ;tn.--the SQ!Ile way. That is 

to say, governm8nts_and ~onetar.y authorities experience the_pressure of the 

.m;:r~et in the difficulty they encounter in providing foreign exchange fo:..· 

what <1re considered essential purposes. Though at time·s their decisions r:h'lY 

be· influenced by certairi ·.:.:xtra-ccononic factors, there can be no doubt that 

the capacity to import is the decisive factor detennining State inverventi0n 

in industrializati·:m. Sh:~uld the government not lend its support t·:) this 
. . 

...,~··"llopment the shortagv of goods in proportion to the population would be 

still more acute. The establishment of the so-:ca]J.ed basic or "key" 

industri~s on an 8Cononuc pasis with the present supply of tochnical skill, 

is dependent on the availability of domestic raw materials, substantial 

capital investment and a hig_h level of denand. Few Latin Arlerican C•)untri<"s 

fulfil these requirem~nts. These c0untrics are today f2ced with the . . 
urgent nocld of fin,ding su.bstitutes for :L:nportcd raw materials in order to 

maintain the rat~ of their development. The present shortage of basic 

products is largely r~sponsible for th~ stagnation of development in certain 

l;1ti_J:" Americe.n countries.. The recent attitude of the Colombian authorities 

-~- controlling exchange is important in :this connection. The m0asures 

taken include rcstrictiuns on foreign exchange f_or inports of nnchinery, if 

tho use of such equipment also involves :l.r.1ports of raw li.l..:tterials. The 

Col01~biari Government's decisi-m tc· execute the iron and steel mill progn:J.f:"~':'le 

at Paz del Rio, de :;pi te unfavoora.ble reports on the competit.i w> ,..~~-

/of the indnco+~,r 

( 
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_____ __.....--"~f the industry as compared with imported go')dS is also signific<:mt. 

The Latin Am_erican countri.;;:s recognize the n.;:)ed for a wider market 

than that which exists in the region in order to ensure the econor.1ic 

operation of plaots for heavy industry and this need h.:,s been advmced as 

an argument in favour of certain fon:ts of economic integration in Latin 

~11erica. The 11 Fl;ota Gmn Columbiana" (Greater Colombian Fleet) p~ovides an 

idea of the irriportance att<:tched to acquiring an optim\lln. uni:t in view 

of market limitations. 

The developn;tent of industry has, to a certain ext'?!lt increased LL:tin 

American dependence-on foreign trade because, though nore products can now 
' . 

be obtainud within the area,. the social repercussions of an interruption 

in imports woUld' be more far-reaching than f0:rmerly. . The nqn-availabili ty 

of goJds cr.msed' by an interruption· in imports woulsi, be less s:;:;vere, but 

a serious problem of unemployment wculd ·ari~e, in addition to the non-em~loyment 
. . 

of domestic prod~ct~ve factors which could not be absorb0d by a 
' . 

self-·sufficient economy. This occurred in the past _when exports of primary 

and particularly a,gricul tural goods. were Destrictec;l. The c~evelopmen:t of 

industry, with its·dependenc~.on imports of raw materials, has therefore 

increased Latin ,Atler~ca' s socin.l d'ependence on fo;r~i.gn tracl.e and created a 
I 

problem which c~nnot be disregarded. 

; . 

' '~ 
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CHAPTER D1 ... lHNING 

While industry in Latin America 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 1\merica is still 

too limited for any other course. Undoubtedly, with the progress 

of industry, the processing of metals within the countries concerned 

.i::i or. a larger scale today than it was before ·the war and this is 

one of the salient points of the industrialisation policy of Latin 

l~uerica.J but, so far, the general pre-war situation has not changed 

f.undamentally. 

The production of the majority of the most important industrial . . 
me.tals) and. ~r· their ·respective ores; reached a high peak during the 

war and .contl-~ued at a high level thereafter, ·suffering only temporary 

setbacks du~i~g the br_ief. 1946 recession, which l~s~ed until controls 

in the United States were relaxed and civilian·production w~s resumed, 

and again during the slight U.S. depression in ·1949.1/ In Latin 

~3rica, however, with certain exceptions, there have been no sub~t~~~~-~ 

increases in productive capacity, in spite of the existence of natura~ 

resources which could be developed without any great financi&l outl~y. 

The expansion of existing workings, or the op~:ming up of nevi ones, 

involves a consider~blc 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 
l~nitations on the use of this metal were not lifted until 1940, 
at the beginning of the depression of that year in the Unitc~'
States. Furthermore, the heavy buying for strategic reserves 
makes it difficult to foresee clearly the market for this 
Darticular metal. 

/the United States 
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the United States and in the British Dominions and Colonies (to which 

may be a9,de.d French Africa: in regard· to' lead and. zinc). ·Fairly large 

foreign· investments have been and· a·re being made in some ·sectors, but 

.with the exception of. ferrous metaJ,.s (iron' ·and mahg-a:nese) the sole· 

· 0bject of most of these investments is to maintaih'the' eutput of 

certain ·mines at its present· level, rather than for purposes of 

expansion. This is certainly ·the ·•ase: o£ the largest cower !nine· 

in Chile.: 
I 

The producfion of'very f€M·rninera:ls is· as high today·as·it was 

during the Secopd World ·war:, and. in some·. cases it. is lower than it-

wa~ twenty years ago.. .This situation is largely due to the · 

·exnaustive 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 f,;iw decades.· 

In the Latin American countries which have rich mine rill deposit·s· .... 

_.:there ·are, with certain exceptions, sufficie~t' knowri new deposits in 

which mining activity could be concentrated. . Th~re is, ho'wehter ~: a 
.. need for capital investment, ·especially in view of the fact that 

·investments for the development of new min!ds are generally us€id to 

.. 'inocternise insta+lations and in order to' intr~duce the mC'st moderri 

t'e'chnique. Co~sequently, mining production is never stable, the 
. ' . 

"·increase or 'decrease in output depending up~n the ratio at any given 

:c:t~ "between the mnnloler o'f new min:es being ~xploited and the number 

being abandoned or worked-out. 

Before the events in Kerea, the failure t~ open up new mines 

was causing a d~cline in preduction. New iron mines, in spite of 

considerable investments; ·could not- compensate for the 'loss_ in some 

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

During· this period, there was also consid~rabla expapsion in the 

mining of other metills,' mainly.in the United .States and Africa, and 
. . . . 

both factors were combining to reduce the share ef Latin American 

mines in future world production. The yielding up te other proctllcers 

of part ef the markat quotas formarly: .. fil-led by .. Latin America, ... and ·. 

the failure to expl~it virgin deposit,s known to be. riCh, signifies 

/many years delay 
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meny years dela.y in the utilization of e.vailable resources. 
. \ 

The fact that the large ~oreign mining companies have not invested 

in Latin t!lllerica is a.ttributed by them 'to c:. number of factors,· ·which 

include: restrictions on the imports of items necessary· for production 

and on the ;omitt<'-nce 8broad of profits on service end capital; insecurity . . . 
rege.rding lc>.bour conditions; excessive taxation; md, finally, the 

existence of taxes the amo~t of which is not clearly.defined in the 

le:ws which introc.uced them enc vvhich auto!Il2ticrlly increc-se in proportion 

to the inf].P ti on in the vc- rious clll!ltri es. 

In a few cc:.ses, which .sre the exceptions, there is also C! shortage 

or n progressive impoverishment of the minera.l' reserves necessary for 

the installc:.tion of· new workings. Undoubtedly, however, the most 

importcmt factor is the exclusion of Le.tin fmericen mineral proa'ucts 

from meny markets, coupled with the incre<:'sing tendency· for tre 

consumption of industrial metals to fluctuate C?.ccording to the cyclic 

vnriations .of industri&l P.cti vi ty. 

This dependence of' mete.l consumption on cyclic varintions affects 

all producers, but.pe.rticulBrly Latin i'.mcrica, end the importmce of 

this fe.ctor to the mining countries werrcmts c>. more dete.iled m?lysis. 

In a study me.de by this Cormnission1/ of the conditions affecting 

the principel industrir.l me'tals, it we.s shovvn the.t the consumption of e.ll 

except alumiii.ium, which ... is of no interest to Lf'.tin f.morica, hee ·ehown 

r: const;:mt though· c:.t times fluctuating decline· throughout the le. st 25 

years .:mel thet consumption is still dropping.· 

The fe.lling ofr in demand is due tt> mcny conflicting fc ctors, which 

differ in 8C1Ch case. In generP.l' how ever' the illcre<'.sing use of plE.stics 

Dnd aluminium in place of copper, tin, lead and zinc in the nk~Ufacture of 

many consumer· goods, both dur2ble c>nd non.-dure.ble ( c6ntc>.iners, cutlery, 

household utcn sils, etc.) is r:m importr11t fe.ctor.. Mcte.ls c>..re being 

reserved more end more: for the rnP.nufacture of ce.pit2l goods; the 

· ]/ Hechos ;[. tendenci?.s reCientes .££_ k. miner1.a. de'· los·· mot2.les 
industriales, 1950. • 

. " 
/production of which 
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produ·eii6n of which is subject to !llor.c. pronounced cyclic v~ri:.'.tions 
. . 

than is the case with consum~r goods. The instability is increased 
' . 

by the growing influenc.e of scrap metal in supplying the m::.rkets. In 

the case of zinc the importance of second::.ry metal is still 'slight, 

representing only 10· por·cent of the total, but in the case of le::.d the 

figure is 40 per cent, whilst copper ~nd_tin fall between the two. The 

cost of refining scr.:cp is very low' so thc.t it is not grec.tly af·fected 

by ·drops in prices which tend to p~ralyse marginal mining during a 

depression. Furtht:rinore, during f2.lling-off periods, c .. ~umber -of 

est~blishments cease to oper2te c.nd the ~oun~ of secondary mGtal 

employed· is ther~fore greater. At these times virgin mett~l· consequently 
. . . 

takes a m~rginal plaGe in rel~tion to secondary m~t.2ls, 2nd since relative 

import.::mce of· secondary m<Jto..ls incrc,:..ses within the total ~upply ,. it 
· Ilk!.Y 'be inferred tho..t future vo..rio.tions of industrial activity will affect 

tho de!II2.nd for virgih mGtal more th.:..n the demo.nd for the second~ry product, 

·This si"tuo..tion ,··while affectip.g o.ll producers, w_ill be p2.rticul::.rly 

acute in thE\ cc..se of Lntin America due to the iqcre:J.ses in production 
. .· 
which C;re t::.king ·,plc.ce within the consumer mo.rkets. In the United st::.tes, 

'· which is at· pres~nt· the principo.l mc.r~et, pl-.:'..nts nre bei11'g instc..lled nnd 

mines brought into operation in order to incre::.se production within the 
. . 

next few ye·ars t~ ~pproximately 4G per cent over the 1948 figure, The 

cost of working t:he'se mines :will be. high comp::'.red with pre-war mining, 

ei th0r bec:J.use· the grade of ore is lo:w, bec::m~e it h::.s to be extracted 

from .gre.':l.t depths 1 ·or· because of other. technic.:1l complicn.tions, In ::my 
. . ' '. ' 

c:1s0 ·, their total production will not be sufficient to .~cet United 

· States requil-ements at peo.k periods, .:..nd at such times the United States 

'will ~go.in h:we to· import,.· espuci.:'..lt~ from C:1n.:..d2. .:..rid L;::tin Americr . • Y 
. Oii the other h.:..nd, during depression$·, the. producti~e· C!J.p,~city of the 

United St['.tes will ·more than meet dero,..".nd, .:..nd past experience shows that 

o.t such times t::triff protoct:i,.on ,is intensifi~d. 

· A similar situati~n-is ::.~isi~g in.the 0Ste~ling AreG with regard to 
' . . . . ' 

copper :.nd ·zinc, but this docs not .::.ffect lec..d ::.nd tin, which this .2re,~ 

1/ Tin must be e~cluded from this conclusion because the United St.:..tes 
he1.s no domesti,c supplies of this metal. 

/has .2lwc..ys exported 
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hn.s .~lwo..ys exported in considern.ble qun.ntities. The increo..se in 

industric.l o..ctivity envisaged c..s o.. result of the ~1c..rshall Pl.m will 

probably raise the demo..nd for copper ::tnd zinc to such o..n extent that, 

in spite of the substc.ntio..l expGnsion of the mining industry, the 

sterling Area wiil probo..bly continue to be n. potential importer of 

small quc.ntities of these materials during the peak periods of future 

cycles., As in the c~se of the ·united States, however, there will 

probably be surpluses ~vailc.blo for export during depressions and, 

therefore·, unless there is some definite intern:'..tional .:1.greement Latin 

Americo.. cannot expect to mc.into..in her-'llk."'.rket for copper c.nd zinc to 

the Sterling Are~ during these periods c.t the sc.me level o..s during 

pel'!.k periods~ 

The situo..tion with regard to the industrio..l countries of Western 

Europe is loss pessimistic from the Latin American viewpoint, though 

still complicated. In spite of the efforts llk."'.de to increo..se production 

in Continento..l Europe c.nd in French and Belgi~ territories in Africa, 

Western Europe still needs to import metals even during depressions, 

c:.l though in much smo.ller qu.:1nti ties th.:1n during pec:.k periods. 

The mining production of Lo..tin Americo.. is therefore more dependent 

than other sectors of its economy upon the rise .:1nd f:\11 in the 

industric.l c.ctivity of the mc.jor consumers, Hhen this declines there 

is .:1 drop in the production of co..pit.:1l goods which in turn affects meto..l 

imports, and this is reflected in both the prices nnd the volume of 

Latin Americc.n exports. 

Since Lc..tin American imports c.nd economiG development depend 

largely upon the export of minero.ls, these will in tho future be 

influenced to c. greater degree by cyclic vc.rio..tions .:1.ffecting the 

industrio.l countries which buy these minerals. 

rn·th~ po.st, particulc.rly before the great depression, the United 

Stc.tos, to.king o.dvo..ntage of low production costs, invested heavily in 

Latin American mines, with the princip~ object of exporting production 

to Europu. This type of investment hL1.s o.lmost completely diso.pper\red 

since the wo.r. Lo.tin American production from the lGrgo mines operated 

with foreign co.. pi tal ·is now o.lmost entirely destined to meet the / 

deficiencies which &ccur in the production of the lnrge consuming 

/countries or 
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The f~ct .th~t the consumption of miner~ls hns incrensod in some 

of the grent mining·nnd impqrting ·count.ries; and thnt reserves hnve 

diminished while }!)reduction co.sts h::-.ve risen, 'h:1s not subst:J.ntially 

iltered this situntion, which· h~s been· dev0loping since the 1thirties, 

· During the post-w~r ye,:-..rs there hi'..ve been nb chnnges in ownc;rship 

of the mines producing. the principnl met~ls, Only in Mexico. h.:-.s ~n 

import:J.nt mine pnssed into the h.:-.nds of nc.tionnls, but on the other 

hnnd a grent effort is being mnde to encour~ge"smnll nnd medium-scnle 

mining by nntion~ls. Protection of nntionnl mining h~s been ~chieyad 

by v~rious menns, such ns t~x exemption, reduction of taxes, preferen~i~l 

exchnnge r~tes, credits, the instnllation of concentration plants, and 

by compelling foreign firms to work ori a toll·basis etcetera • . 
Peru and Bolivia are probo.bly the cduntri'c;s· in which th~se effort"s have 

progressed farthest <.'.nd h~ve been 'the most' successful.. ln nddition to 

tho nssistnnce given to the smnll producers of tin, gold, silvor,'etc,, 

tho vnrious minerE! 1 banks hnvo established o. si!k:.ll lcetd-ridning industry 

the production of.which is growing in importance, 

The protection of the SIJk•ll c.nd medium mining industries stresses 

the increasing significance of mc.rginc.l foreign· ·exchr..nge income in 

the L~tin Amcricnn countries, nnd ~so the difficulty of finding 

remunerative employment for tho increasing popul~tion (a consequence of 

the low rate. of cap;itnl formation).· The si!k:.ll mining industry, which 

does not gen~rnlly extend beyond the prOCGSS·Of concentration c.nd only 

in exceptional cc.sus includes the refining of met.:Us, is exposed to -

more severe fluctuat~ons thc.n those which'·nffect the. pr~ces of the me.tnls 

themselves. Furthormor:e, they ern seldo!fl trnde independently, since ·too---·-·----·

snle of their products is bound by contrncts with tho lnrge c·ompnnies 

which control the world markets. 

With regc.rd to second<.'.ry mincrnls, the Export-Import Bc.nk has 

granted a loc:>.n of 30 million dollars for the development of a mnngo.nese· · 
' 

project to c. Brnzilir..n compnny which receives technical nssistance from 

a large United States ste0l firm. This sc..!Jle Bc..nk C'.nnounced, moreover, 

in JVIarch 1951, trw.t it is prepnred to grant loc..qs for mining expansion 

_ .. __ u.nd--has~su.gg~t.od_t<'-w.r::Lous. ~untri.o.s :the- . .advi&J.bility of studying the 

/intonsific~tion of 
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intensifi_.cation of sulphur production. In gencrc.l, these secondary 

minerals for which tho mrket expanded considerably during the lc.te 

w~r, and subsequently declined, h~vc begun to recuperate with the 

recurrence of re-armament,1/ . 

. Excluding petroleum, the proportion of minerals in th& exports 

from L~tin America hD.s fallen from 15.3 per cent.in 1936-39 to 9.3 per 

cent in 1946-49. If petroleum is included, the percentages c.rc 30.8 in 

the former period nnd 25.5 in the latter. 

In the countries where minerals constitute an importnnt f~ctor in 

the balnncc of payment, there have c.lso been changes in the proportion 

of exports, some of considerable importance; as in the cD.se of Ji.'Iexico, 

where the,figure 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 was from 59.6 per cent 

to 34.5 per cent; in Chilo from 7-8.5 to 77.9. On the other h,~d in 

Bolivia minerals showed an increase in the proportion of total exports 

from 91.6 to 96 per cent. 

Before the wo..r (1936-39) Mexican exports of minerals o.mounted to 

8 .• 7 of tho total for Latin America, while in 1946-49 they accounted for 

only 7.2 per cent. Tho differences arc even greater im the pos~-wo..r 

period. 

The following is a brief description of the pos~~war situation with 

regard to the chief minerals produced in Latin America. 

Copper. 

During the period 1945-49 ,· the average annual production of :'inc 

copper in Latin· America was 525,000 metric tens, compnred 1.-.rith 64? ,000 
in 1938. That is to say, there wo..s an increase of 17 per ce11.t, 'Il'le 

highest figure was reached in 1945, with 582,000 tons, and the lowest 

in 1946 and 1949 (average 473,000 tons), In 1946 the'drop was mnL~ly 

~--~----------

1/ The L~crease in the demand for sulphur docs not arise from arr~cments, 
- but from the agricultural requirements in the United Stat<:;s" cmd the 

- change in tho industrial structure which is taking place in Europe. 

/due to thG 
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due to the .effect -of strikes in- the Chile~_jnines o.nd in 1949· to the 

United Sto.te.s recession~ Tho vc.lu~ of the· production, which wns .. · 

98. 7 million· dollo.rs · in 1938 :werb.ged · 200 million dollars in 1945-_4 9, 

with o. Dk~ximum of 264 million in 1948 and a minimum of 142 million 

in 1946. 

Ap~.rt from tho present 'interm.tional tension,' the Dk'l.in factors 

affecting minerals in- Lati~ Americn, taken in order of international 

. importance, 0;~e.: i the declining importnnce of the tl~adi tional E~ropean 
copper-markets siqce tho wo.r, and tho greater dependence upon the 

United States ~~r~et, ·This is partly due to the increased industrial 

f,ctivity in the Uriitod States, to which th8 consumption_ o.f' copp<:.:r is 

closely relo.tcd, In addition, if the European progrnnnnc.-:;for industrio.l_ 

development plnrmed in 1948 and 19/_,.9, a:r:-e carried out, the consumption of 

copper._must_increaso< .These facts point t9 ~increase in the demand 

for copper in thti:: 1c cm:ing years~ Hmvever, both groups of con sumer_s are 
' ' I ' 

being supplied in :increo.sir.g quantities from sources within their own 

count~ies- or their1 -dependencies)./· · 
• I , 

' 

On the dom..:stic· bi:dc, i::Or.1e; of.:the L-:tin /.rncric.:m mineral deposits 
I ' 

are gradually being exhaustud, while there are not 'sufficient_ pi'Oje ct~ 
I 

in hand. to maintain the present level of output~ Still less available 
' ' ~ . . ~· . . .... :. 

are the-,meens t:J e1xpand production~ by e~loi.tiri'g ~he numerous dept>sj_ts, 
. . !. 

tho ric~ess of. wl· ich is 1\lro.'<dy known, With the present high rate of 
. . 

demand and existing prices, resulting from tre high consumption of -~Opper . . . . . 

by .civilian ·indtJ,st-:::·icll a.~:tivity and~thc ma'1ufacture of armaments, it .iS_ 

certa:i.n that procuctim and export~ wiil maintain a max:in"Lum level eo long 

; _. 

1/ The United Stat~3, which consumed 1,105,000 tons of virgin copper,in 
1948 o.nd· produced only 775,000 tons, expects.- to produc-e approXiinn."tely" 
1,080,000 tons in 1953 as a result of new investments, Western Europe, 
including the U~i-l:.ed Kirigdom (and dependencies in both insto.nces)· 

------conswn~d some 8;20·,000 metric tons in 1948 and produced 557,000. \1Tith. 
--------- projects now going forwo.rd, mainly in Africc.., (as has been stated) 

it is expected th.-:-,t c. production of 910,000 tons will be achieved in 
1953. ~ 

/ las this intense 
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~s this intense activity continues, 

After the "unfreezing" of the price of ll.77l cents U.S. per pound 

in 1946, tho price of copper bognn to rise, and from February 1947 to 

April 1949, it held ~t over 20 c0nts, often rising to more than 23.4 

cents per pound. At tho beginning of 1949 the first indication of the 

ch~nging situation in tho non--ferrous metnl market was n substantial 

drop in the domnnd for lead ~d zinc, ~n the cnse of copper this chango 

was not at first so evident due to a strike which occurred in the United 

States mines in Utah, but by JI:I~,rch the contra~tion of the m.1.rket was 

apparent and prices began to fall, dropping. as·low as 16.525 .cents per 

pound in June, In August, when the stocks'held by the refinors were 

exhausted, prices began_ to recover, In October of 1950, copper was 

quoted at 24.5 cents, at which figure it wc:.s stabilized o.t the beginning 

of 1951, although transC1:ctions c.re still taking place on the 11 grey market" 

at 30 and 40 ·cents per pound. and eve~ higher. 

The development of post-war copper production in Latin America has 

not been -the same in all pr?ducer countries. In the case of Chile, the 

most important, the low production figures in 1948 d.nd'l949 were due 

firstly to strikes and secondly to restricted production, (This restriction 

wns volunto.ry on tho pc.rt of the foreign firms, while the national 

concerns, although they increased .th~ir output, could not m.:tke up the 

drop in production),· Production in ·1946 was on the whole good in the 

mc.jority of the ot~er countries, though in Peru there wns a sharp 

decline (22 per cent) which was due to the grad~l closing down of the 

old refinery at Oroya and i.ts replacement by a new plb.nt which began 

to operate during tho second half of 1948. 1949 therefore appears as 

a.yoar of considernblo recuperation in Peru, while the remaining countries 

in the region registered a slight decline, 

The importo.nce of copper·w<'.s greatest :i,.n Chile, where it provided 

56.2 per cent of the total foreign cxcho.nge receipts from exports in · 

1946-49 as against 66"8 per cent Yin 1936-39c Peru mnked next with 

5.4 and 9 •. 8 per cent respectively for the two periods, The great 

1/ Percentage of the nomino.l value of ~xports. 
/interest which 
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interes~ which both these countries hRvc in maintaining ~heir copper 

exports, is explatnod by the f:1.ct thnt thE:ir ca.pc.city, to import depends 

largely on theso exports. The Peruvic.n policy in reg~rd to the 

devaluation of the .sol wa.s induced by the.fc.ct tna~ it was uneconomic 

to _export min, .. m:;tl~ a.t the old ro..te of exchange. (After the devo.luation 

in l948, exports vecovcred rapidly). ·chile, fnce~ with the thrca~ of a 

decline in produr.:;t:icn, granted to the foreign companies a.. more :favourable 
I . 

r~te of exchange for the purpose of new investments in tho copper 

indust:ry:1/th~ th~t granted for operating expenses. Small. scale 

nntional :rrin~.ng ~d.'l.:.s+,ries ,';',;:"': :1-lso gr:-.!1yed spedal rates of exchange. 

In.gene':'J.l, .qowever, the investments which were planned .in 1950 
' 

in LaU.n Americ.:J. do r.ot suggeet thnt t-here will be any· immediate increase 

of importance in p~odt::~:t.:~:-:.1.; in fa.ct thert:J will probably be a tendency 

to decline until 1952, after which moderate inc!'ea~es mpy be expecte_d. 

The· only invest~ent be:L~g und~rtaken to increase- production is iri 

lVIc.tahambre ,_Cuba, .b'..lt the annu<"-1 increase anticipa~ed_ from this outlay_ 

is insignific~~+ '~,nQc ~ons) and it is more then offset by the 

reductions in ot<tput of other mines and other countries. If military 

requirements reacl-i ~ stage where conside·rations of costs and ~oneervation 
I . 

of dopostts te.ke ~econd ple.cr:J, Latin American production may increase 

by between 50,000 l~1d 80,000 tons per year by rr£ans of forced extraction 

in certain mines, 

S':lbstan ti:J-1 capi.t3.1 ~_nve stmen t would undoubtedly change this outlook, 

particularly i.l1 Ch:~le where producti.on could be doubled with the addition of 

new instc..lla tion s ··.'hj,ch wouJ.d cost ·between 200 and 300 million dollars. 

In February 1951 conv~~sations were entered into pctween the Government 

and fpreign produocrs· en this subject. 

Lead. The average m1nual production of lead in Latin America in tho 

years 1945-49 We.:3 f235 ,000 tons against an average of 330,000 tons in 

:!..9.36-38. -r:nl.:.. w-.1o '-'':1.~.:.-.ru.::. :___ ·': :.:· ::-:-2 .::·;aragc ~zc2.ir:::; -of 45,000 tons in 

Nexican productio:-1, ~v:-1ich fluctuat(;Js sharply·. In the post~war period it 

fell to a mini.:n:u."l ci :.:,.o ,000 tons in 1946 and rose to a ~urn of 

223,000 in 1947, -v.fi.th 220,000 :i..Il 19h9. The Mexican share of Latin 

1/ The new investments contemplated in one of the mines amounts to· 
170 million doli~rs over ten ye~rs. 

/American lend 
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. Americ''c..n lead :Productiorr-M.s fallen from an average of 78 per cent in 

1936-3$ to 69 per cent in 1945-49. In Argentine and Peru production . 

~ppenrs to be stabilized~ while· in Chile and Bolivia_ it is o~ the 

increase. Ih ·spite of the foregoing, Lo.tin America's contribution to 

world productidn has increased from 19 per cent in 1936-38 to more than 

25 per cent ·in 1948-49. (Mninly due to the fall in European production). 

·· Mexican production ~d exports have decreased since the war, 

partly due to the. exhaustion of certain mines which have not been . 

replaced by others, .md· partly_ due to difficulties in transportation of 
r . 

the ores e..nd equipment, as well a-s to strikes .:md sto~pages caused ~Y 

labour'.disputes. In 1950 conditions appe.:>..r to have improved in regard 

to trari·sport and iabour. A close study of :the ~1exican picture sh.ows how 

the-decline in production ·experienced during the post-war: years could 

e.:t·sily be· overcome by the 'opening-up of new mines. Investments o.re peing 

made with this end· in view, but the mines in question are not yet in 

production.· The fall in output in 1949 was .:>..lso partly due to a spontnneous 

reduct'i'ori caused by the accumulation of stocks and the low prices 

prevailirig' from rvr~rch of ·that yenr until October 1950. 

The ~reatest increase ·in lend 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 production 

comes from the growi.rig number of medium sized mines, working with 

·-Peruvian capital aided by the Banco lJiinero 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 -involving the investment of 25 million dollars, of which seven 

mtllion·will 'be.provided by the Export-Import Bank. 

'·This is 'the only important investment programme aiffied at_inqreasing 

lead production ,being carried out ·in Latin America at the present time. 

The incre~se -which ho.s taken place in· Bolivia is due to the protection:. 

given by the ~co Minero·to the small mines, which has enabled them'to 

inc-rease their production from -2,400 tons in 1945 to 16,900 tons 'in·l949. 

-~he· latter figure representp 64 per cent of the entire production of the 

country. In Ch.ile , .. although the percentage incrense is considerable, 

the act~l increase in tounage is insignificant. 

/The world demnnd 
·-
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The world demand for lead is not so closely related to the 

re-nrmc.nient progr.3:mme 'c..s is the cnse ·with other minerals, 'and therefore 

the world consump~ion will largely depend upon the extent to wh~ch this 

progrQffiffie interferes with civilian activities. However, restrictions 

plc..ced on the use: of copper, zinc·and nluminium will result in a greater 

consumption of lead, which will be used to replace these metals in the 

manufo.cture of many articles for civilian use. 

In reviewing lend con·sumption as a whole, it is interesting to note 

that the technological changes which caused a· reduction in lead 

consumption for rncny purposes ·(in the United States) took plac~ before 

the lnst WQr, but, with few exceptions, the substitution of other· 

products for lea~ 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 1946-4S lead consumption for the manufacture of electric batteries. 

in the United States was 137,000 tons greater than in 1936-3S, and the 

percentage increase in tho p:roduction of lead tetra-ethyl hae been even 

greater. The tc~(·.l :pc::-/'.T::,:.:- .:;o;.-::-·1"'lption in the Unitad States,although 400,000 
tons higher than the immediate pre-war period, is only 150,000 tons 

greater tpan in 1927-29 .. J! 
Although this incrense is not remarkable when compared witn 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 thnn 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 hns fallen from some 420,000 tons in 1936-3S 
to 115,000 in 1946-49. 

1/ In 1946-49, ·scrap metal ·qonstituted. the ·greatest source of supply in 
the United States, providing 425 ,ooo_ tons as. against 346.,000 .tons 
produced by mines in the country and 204,000 tons imported. 

/on the other 



E/CN .,12/~17 
Page 11.6 

'•: 

On the other hand an increas~ in production may be expected in the-sterling 

Area (due to ~he _inv~stments being made in Australia,Rhodesia arrl. .South West 

Africa). It_ .is also probat.;',_e that a greater quantity will be mined in Algeria, 
Mor·occo, Fren~h ~quatorial :Africa, Tmll.s and the Belgian Congo, This 

increase in productiye c~p~city outside .the Western Hemisphere is being 
.. 

achieved with the assistance of private United States firms and European 

Gove1~ents using Marsha~l Plan Funds. As in the case of copper, the . 
decline in Latin America 1 s share. in world productiou as a result of the 

increase, of mining in Africa and Australia will make the- lead export 

trade more vulnerable to econ9rnic cycles. 
I 

Zinc. 

1 
The mining of this metal has increased in Latin America since the 

war,_ ?ut it has not yet reached the level of 1945, the last year of the 

wnr. All/reducer countries have hnd a share in this increase, in varying 

d 1 . 
~grees.-

In.a~solt:.te f~gures, the. average production was 192,000 tons iri 

1936-JS and 22·1;000 tons in 1945-49 •. The value-of the production rose 

from an ~verage of 20 milli~n dol~ars in the former period to 50 million 

in 1945-47 and 70 million-in 1?4S-49. 

The Latin American share in world zinc production was 12.4 per cent 

in_l9~.6-3S, 1S.6 per cent in 1945-49 and fell in 194S-49 to 17.6 per cent, 

due to the-recuperation of European production and certain increases in 
. . . 

Africa, ·P.s f::rom 1947·Lat:L'1 Anierican·~productfon as a whole was stabilized. 

The in.:re:1se in per capita consumption of zinc between 19.3S and 194S 
. .. 

wa.s extraord5r,ari.ly high. It is interesting to note that only in Latin 

America, Australia,and New Zealand has tne per capita ·consumpti~n of l~ad 

shown a_greate:::- increase than that of zinc. In many countries the per 

capita ·.consumption of lead has fallen, but only in few cases hc.s ·this 

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

1/ The differr:nces are partly due to the fact that zinc is produced 
- together vd. th lead, the price of which has shown a greater increase, 

. so that th8 mining ccGpanies in the different countries. ·hav:e varied 
the resp[.;.,;;tive percentages wh_ere -this has been possible. 

. . . 

/for these greater 
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·The relative importance of Mexico in Lo.tin American zinc mining 

has declined from a maximum of 95 and 94 per cent in 1928 and 1929 to 

'· 

o. minimum of 60 per cent in 1946, which wo.s an exceptional year in this 

respect. Nexico 1 s o.verage post-wo.r share wo.s 67 per cent •. ·· Both in 

absolute and in relo.tive terms, Peru is the country in which the increase 

in production ho.s been greo.test,rising from an avero.ge of some 15,000 
tons per year in 1936-38 to 71,000 in 1949. There is nlso a plan. to 

replace the small pilot refinery, which has a .capo.city of 1,800 tons 

per year, by an industrial plant to be constructed· in stages and which 

by 1957 will have 6. capo.city of 70,000 tons of. electrolytic zinc. 

Because of the geographic~l situation of the mines, not all the ore 

will go tb t~e new refinery and, therefore, in order to keep the plant 

·working to capacity it will be necesso.ry to increase ore production. 

In the Argentine, where production ho.s fallen since the war, and where 

today the refining capacity is only 3,200 tons, a new plant is under 

construction which will have a capo.city of 15,000 tons. The Mexican 

refining capaci·ty of 49,500 tons d3.tes from .the late 'twenties. 

Tin. 

In 1945-49 L3.tin American tin production 3.veraged 38,700 tons, 

including the high production in 1945 (44,500 tons). However, the . -· . . 
problems relating to this metal affect one country almost exclusively: 

Bolivia, which in the post-war·period was responsible for between 96 
~d 98 per cent of the entire Latin American production. The importance 

of tin to Bolivia'is cle3.r from the fact that it represented 72 per cent 

of the total exports of that country in 1949, and that Bolivia devotes 

a considerable part of her foreign exchnnge receipts to the import of 

foodstuffs and textiles. Bolivian tin production nvero.ged 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, ond the 1950 production (up to September) 

is less than the nverage for 1945-49. 

\. 

The most important 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 pu.rpose by some M per. cent." The increa"'Sed corisumptiori in the 

manufactures of bronze and ·brass, al tho~gh quite important, is n'>t 

sufficient to offset this reduction in deman~. In 1942.only 3.3 per 

cent of the tinplate produced in tpe United States wa~ manufactured 

by_ means o:( the electrolytic process,_ whilst in-1949. this process was 

employed for 56.6 per cent of production. A savtng of over 19,000 

t·ons of tin was th\ls effected. 

Technical progress in the processing of tin therefore received an 

impetus from~~he sh9rtage which ocGurre~ during the war, while at the 

same time .the use of tinfoil for wrappip.g was practically discardeQ.. . . 

The effect of the price incre~se which took pla~e was ~ess eviqent 

because the possibility of supstitution by o~her metnls (as in the cnse 

of tinfoil) is -limited. Ev.en if the pr~ce increase hnd not occurred 

as· a result of· the inf~uence of tne internntional cartel, the 

substitution wo.uld still hnve to.ke'n place since the ·a:uernntive metal -
. . 

aluminium,- has always been cheap~r. In spite 9f the ~act t~at ~he 

rise in th~ price of tin was similnr to that of lead and zinc, there 
. . 

has been a reduction in tin consumption and ensuing surpluses over 

civilian· requirements, which are temporarily b~ing ~bsorbed 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 according to its principal uses has 
- • 1 ' • 

expressed the ·opinion that. world consumption has f_allen sufficiently to 

causa ,'1 surplus in productive capacity. Nevertheless_, in v~ew of the 

price variations which will be. described -below, nrticles published in 
. . . 

trade journ2.ls express doubts regarding this theory, pointing o"ut that 

the restrictions on the use of tin continued to be in force until .1949. 

The relaxing of these restrictions co"incided :;dth the· slight depression 

which occurred in the United States and the exchange shortage in Europe. 

These articles maintain that this was not the tim~ for the reconversion 

of plants~n order _to return to the use of tin for those applications · 

where its advantages justify its high price. The recovery of industrial 

activity coincided with the events in Korea, which res~lted in the· 

re-estabLisrLment of restrictions on the use_of tin, and it is therefore 

/ext~e~ely difficult 

( 
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extremely difficult·to form any idea of_the extent to which this metal 

ha~ recovered its old markets during the six or eight months of great 

~dustrial activity when its use was unrestricted. 

At the.end of the war the price of tin commenced to rise, starting 

at 52 cents per pound for fine metal in New York, and rising to a mximum 
l 

of 1.03 dollars per pound at which it was stnbilized from June 1948 to 

September 1949. DurL~g this period, an~ in view of the news that_ free 

trading would be established on the London tin mnrket,.the price began 

to fall until it reached its lowest monthly average in Februa~ 1950 of 

74.352 cents per pound, riping again to 77.688 cents in June. The Uni~ed 

States re-armament programme c0.used a ·ropid rise in pr:Lce to 89.715 cents 

in July, and 1,46 dol~ars in December 1950. · 
Prices would lli1doubtedly have fallen to a much lower level had it 

not been for United States strategic :Stockpj~ing which absorbed most of 

the surplus stocks. These pu~chases lessened the effects which 

tempo.ra~ over-produ~ticn; caused by the lack of art.ificial restriction 

on supply, might have had upon the mnrketo 

In 1941 on the eve of the outbreak of hostilities in the Far East; 

and with tho pro~pect of the Wester~ World being no longer able to depend 

on supplies from th.'lt region, steps were taken to step up production with 

a view to increasing stocks. In that yeD.r, due·to the p0.ttern 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 minjng output exceeded demand by 70 thousand tons? 

or 40 per cent. Due to changes in the structure of Gansumption, ~emand 

has never again reached such a high level, in spite of the intense 

industriD.l activity; nor has world production, though production in the 

Far East h<'-s been recovering slowly, It -seems p:cob::~ble that the 1941 
production level gives a fnir indication of wh:~t mD.y be expected in the 

future. During the vrc. r Bolivia, Nigeria and tl:ie Belgion Congo supplted 

the tin requirements0f·the Allied Countries. Also: in spite of ]ncentives 

in the form of ~ubsidies p::d.d by the United States over and o.bove the . 

basic prices, the e.verage Bolivian production--in the years 1942-45 __ was 

5 per cent lower than in 1941 D.nd 15 per cent lower than the 1929 figure. 

/The-failure to 
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The reason for the ·failure to increaee of Bolivian production is probably 
to be fou."ld in the nature of the .rn:inee. In Boltvia tin is pril}cipally mmed 

from· seo.m.s whereas ih the _·Far East washing is the more general method, 

Production in the Far East· ·ccn therefore be increased by using dredges 

or ·sludge-pur.:lp·s, while in 'Bolivia increased production ent<J.ils 

add-itional mL!.chinery, as well as the building of new galleries, 

ventilation shafts, etc,; in ~~y CC!.SeS requiring several years,l/ 

These differences, e!.dded to the uncertainty of the II!['.'rket and other 

fo.ctors, tend to discourage investme:nt in Bolivia; where in the event 

of'. a slump heavy--expems~s wauld ·have to be incurred in mintenance 

in order to protect CC!.pital investment while the mines were out of 

operation, In the Far East, on. the other hand, mining production pan_ 

be curtailed by stopping the mo.chines in operC!.tion. 

·-The average quality of BoliviQn ore has been slowly but ?Urely 

deteriomting since 1929, the yee!.r in·which the highest production wp.s 

achieved, However, recent technical improvements especie!.lly in so-called 

"large 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 wo.r years--. This productivity, which is measured in tons 

per man per ye<1r, was much higher iJ?- Bali via in 1948 thnn it wn s in the 

Belgian Congo or Nigeria, Labour productivity in Bolivia fell below that 

of l·blaya or Indonesia, tho difference being reduced if only the 

production of large and medium scale mining is included in this. comparison, . . 

In any case,· there appears to be room for cost--cutting iri Bolivia, 

especially by increasing the percentage of mir.e~J.l at pros2-nt recovered 

from taiJJ::gs. 

Bolivinn tin policy since the war has been characterized.by an 

intense struggle botw~en the Government and the grJat mining interests, 

centred round the differences in the Bolivian exch<lnge sys~em. The 

following two basic f<1ctors must be considered: tho rate granted for 

foreign exchange derived fr?m the exports of tin, and the percentage 

of this foreign exchange which·must be returned to the COQDtry. The 

1/ It is estim.ated thnt an nnnunl investment of 700 dollnrs per· ton is 
required, 

/policy and the 
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policy and the regul~tions in this respect have been modified as ? 

result of increased production costs brought about by inflation in 

Bolivin:.and changes ·in international prices. Finally, at the end 

of 1950 ~-complicated system had been evolved whereby a different 

procedure w~.s followed for the. first 75 U.s~ cents quoted for tin ~nd 

for quotations over that figure. An agreement wv.s also r.eached between 

the Government and the firms concerned with the object of increasing 

investments and production. 

An- effort has also been-mnde on the part of the Government to encourage 

s~ll-scale tin mining, both by granting preferential rates of exchange 

and by means of cFedits by the Banco Minero de Bolivia. This Bank 

has obtained a loan- of 6 million dollars from the Export-I~port Bank 

for the construction of a concentrating plant. This plant, with a 

capacity of 20,000 tons, should help considerably to improve productivity 

by incre~sing 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 the United States consequent upon'thc expansion 

of the steel industr.y.in that country, particu~rly since the beginning 

of the last war·. The e:icpansion is also due to the growth of the steel 

industr.y in Latin 'America which provides a domestic mineral m~rket. 
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 ?O per cent grade ores, has been ·expanded to meet 

this need. Consequently in spite of the increase in European steel 

production, in accordance with p1ans operating since 1948, no steady 

market for American ore can be foreseen. The average grade of ore 

exported from :Itabira 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 innnediate 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 already 

being taken by several well-known steel firms in the United States. 

/The following 
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The followdng figures show the extent·t~ which Latin American 

irC'n mining and pig iron production have developed·. Production tmd 

exports of ore have doubl0d in comparis~n with pr.e-war figures 

(reaching three and two million tons respective~y), and the output 

of pig iron .has quadrupled, reaching a ·figure of · 90.0 ,000 tons. This 

production· has enabled the region to prod~ce approxink~tely 28·per cent 

of'its total steel requir.amants. 

Up to 1949 Brazil h:J.d invested 70 million dollars in the 

devel0plii.ent of the Itc..bir<l deposits in spite of ·the fact tho.t prospects 

for export have 'been hD.lved. Today it· is hoped to-export 1,500,000 

t·ons annually, though this figure c.:J.n only be achieved by mechanization 

of the workings, In Chile new mines nrc-being opened up as the mines 

D.t present in opero.tion D.re o.pproo.ching exhaustion. In Chile it is hoped to 

·maintain an annual production of three million_ tons of ore until 1952, 

.t and to i!1fcrease· this to four million tons from 1952 tc- 1956. The · 

exploito.tion of ores in Venezuela,which is better situated than Chile, 

_for_ e~<:rt to the· United States I1W.Y affect Cl~ilean produz-.ti-,n. 

There have been no important developments in regard to Mexican or CubD.n 

ir~n·ore production. Though hop~s have been raised of {inding 

cons~dernble deposits in El Sal vndor, the_ mos~ _ import~t development . 

in this region_ is taking place in Venezuela, where nt the beginning of 

1951, an important United States steel. 'firm began t~ expr-rt ore from 

its concession nt El Po.o. This deposit is believed to conkin .more 

than 300 million tons of ore with a gr<;~.qe of 60 ... per cent, It is planned 

to export 3 n:J.llion tons per year, and, the investment is e~timated to 

be 50 million dolla·rs, A project is D.~ so boing undertD.ken b_y D.nother 

United States firm with a concession at Cerro Bolivar (est~tcd at 

300 million tons of o.re). Thqre is no precis_e _inforJIU~.tion regarding the 
. .. 

progrmmne. of thi·s compD.ny, but it is ·believed. t·o <lim at mining 1,0 million 

tons of ore .:J.nnuD.lly; and their investment is estimated at 200 million 

dollars. 

PetroleUlll 

This industry calls for a high initial investment of foreign exchange. 

In order to save foreie;n·cxchange by reducing imports,·or to increase 

/income by means 
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:Incemc by means ef exports • an outlay •f foreign exchange beyond the 
. l/ 

capacity of Latin ,~crican countries is required.- In tho prospecting 

of new fields, even if surface indications are favourable, the 
. . ' 

expenditure required in ~rder to prO'V"e the ~xistence ef commereiall.y. 

~e petroleum. and the attendant risk of failure, involve~ eapital 

:investment which is very hi~ in relation teo the econ.anic capacity of 

the countries· concerned, For this reason th~re is ne petroleum -~~ry. 
~r any imp~rtanee in Latin America which h~s- been financed with.nati•nal 
private ~~pital. This field is covered alm~at exclusively by Latin American 

government and foreign capital. In spite'.ef the fact that in the 

exploitati-on of petroleum there are vc::.r_ious activities, such ns refin:ing,. 

which are free of all mining risks, and which would allow economics· 

in for.ei·gn exche.nge, Latin America has today only ;in a very few instc..nces 

been able to obtain international loans for the purP9se of developing 

the petroleum industry in all its n~pects.Bf 
Natural resources n~d organization differ in the various count~ies, 

and the following groups may be established - a) Those which have at 

present no petroleum production and have to iffiport their requirements; · 

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

c) ~hose which, after meeting their own requirements have ~arying 

surp]llS9.s available for export. These throe groups arc faced with 

different problems, ,.,_nd even within tho producing groups there -:-tre 

further diff0ronces, depunding up~n whether the exploitation is 

carried out by .. tho. St::'.te or by foreign companies, 

. Although the group of countrib$ as a whole has a_considurable 

exportable surplus, which amounted to 5S million cubic metros in 1949,. 

this is mainly due to the lo.rge export co.pacity of Venezuclo., whicn 

exported 73 million cubic metres, and, too. lesser extent, Colombio. 

which exported 4 ·million in 1949. The value of Latin American imports 

in 1949 toto.lled nearly 300 million dollars,3/ 

1/ The petroleum investment progro.~c in :M:exico which was :1nnouncod at·tho-' 
- beginning of 1949 requires 490 million dollars, ~r one ·and ~ half times 

the entire Nationo.l Budget, · · . . 

~/ During the wa~ ~ small lo~n was gro.ntcd to the Bol~vian Gevernment. 

3/ With tho higher prices prevailing, tho vo.luc of Latin American impQ.l'ts 
.- in.l948 was 350 million dollars. · 

· · /Between 194i "ilha 
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Between 1946 D.nd ~949 the consumption of.petroleum in Latin Americ~ 

had incre3..sed by 15 plo)r cerit while production he.d 'only incree.sed by 

7.3 pcr·cent. 

It is probable t}1a:t the dcmo.nd will continue to incre;~sc, ·:lS 

progrees is accomp~niea by an increase of petroleum consumption per 

• 

., 

capitae similar to the increasu in consumption of electric power: Should 

there be a· slowing down· in· the production rate, D.s h.J.s ht:-.pp6ncd during the 

pD.st few ye~rs, the result ~dll b~ that the ~xport~g oountries will have less 

for:eign exch.'lnge ava:i,lo.ble, ~J.nd the importers will ho.ve to spend 1J.n 

increasing pe;rcentage of thoir for~:;ign exch<mge receipts on petroleum.l/ 

Consumption levels differ widely in the various countries. Venezuela 

h3..s the highest per capit3.. consumption with 386 litres, and El Salvo.dor 

the lowest with 40 litres. The pe~ capita consumption in 1948, in order 

of i~portance wo.s: Venezuela, Cuba, Uruguay·, ~1exico o.nd Chile (in the 

latter c:J.se it wn.s· 264 litres). T.:>..ken over a long.ar period, 1938-1948, 

the highest percentage increase w~s in Ecuador, with an accumulative 

annual incr8ase of 12.8 per cent,followed by Venezuele. with ll per cent 

and with Costa Rica showing the lowest figure of 2.7 per cent~ Consumption 

has therefore increased faster than the population. Tho conviction of 

the ~ovvrnmonts that this trend will conti~ue, explains the considerable 

efforts they are making to achieve their o~ sources of supply. In the 

cases of i'.rgentine and Brazil, for ex.:cmple, the vo.lue of present annual 

imports is nE.e.rly 100· million do1lD.rs. 

Toto.l L&.tin American production rose from an Q.vurage of 47 million 

cubic metres in ~937-39 to 68 million in 1945, 97 million in 1949, and 

llO million· in 1950., the total contribution to world production rising 

from 15 per cent in· 1937 to 18 per cent in 1949 and 1950. 

The producer countries arc: Argentine, Bolivia, Bm_zil, Chile, 

Oo1.otnbia, Cuba, Ecuador, Hcxico, ·Peru nnd Venezuel~, end of these 

Colombin., Ecuador, Hexico~ Peru an'd Venozuelo. h'lve.a surplus available . 
~or export. These five countries, with the exception of Peru, produced 

more petroleum if1950 tho.n in 1937, V~nezuolo. showing the gr0atest 

percentu.ge incre~'se with· an index (1937 ;;; 1.00) reaching 294 in 1950 as 

1/ The problem· of .terms of trado is not ... dealt with hore. 

/against 1.66 in 

( 
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~gainst 166 in Colombia and 154 in Mexico. Venezuelan production 

represents 81 per cent of the group as a whole and therefore Latin 

American production has more than 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 arid Hexico, blocked 

rese'rves have diminished in the course of the last few years; that is 

to say, the old deposits which are drying up have not been replaced 

by new orie~. In some countries, such as Ecuador, foreigri compan1es 

have been very active 'and have invested in prospecting for new fields, 

but without success. In other countries the incentive has not been 

sufficient to encourage foreign companies to make new investments, 
' . . . 

'except in Venezuel13. where the industry has been more profitable. It 

is est:i..Inc.'.ted that petroleum investments in Venezuela including the 

amounts set aside for the building of refineries and pipelines, amounted 

to 1,280 million dollars._ in the last six years. In 1950 there was a 

sharp fall in investments ih Venezuela which caused a considerable 

decline in the country's foreign exchange reserve. The changes in 

markets brought about b;Y' increased production in· the Hiddle East and 

the policy of self-sufficiency in the Sterling Area, w~re probably 

responsible for the reduction in investments in V~nezuela. In Colombia, 

which is next in importance, accumulated investments up to 1949 have 

been estimated at 176 million dollars. 

MeYico's efforts to increase production were mainly directed at 

meeting the increased domestic consumption and avoiding the necessity 

to import, rather than to become an exporting country. Domestic 

con-sumption in 1937 accounted for 54 per cent of the production, while 

in 1~49 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 fo~eign capital 

for prospecting and exploiting petroleum deposits, :f\1exico has in the 

last fewjrears concluded agreeme~ts with_ certain foruign oil- companies 

which _have a:grccd to p;rovide the necessary capital, -to hand over to the 

State for exploitation any dcpos~ts 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 petrolt:um industry :in the exporter col.lltries, with tho sole 

exception of He:x;ico, continues to bo preponderantly foreign, though the 

col.lltrios ~re now endeavouring to retain~ greater proportion of the· 

petroleum produced. An outstanding example is the case .of Venez:uela, 

In 193$ the Governm~nt received 3.97 bol~vares per cubic motre of ~otroloum 

produced, or 21.6 per cent of the value at· the _port of shipment. 

In 1945 ~he Governmynt received 8.83 bolivares (43.2 per cent) and in 

1948, 17.43 bolivares (34.9 per cent) The salaries paid by tho industry 

have also increased.1/ Finally, the foreign companic; have been compelled 

to refine a certain proportion (10 per cont·of the output)in the country,thus 

increasing the ·co®try's participation in the final price of tho product. 
' . 

As a result of this, Venezuela's refining capacity has increased from 

19,000 cubic metres per day in 1945 to 49,000 in 1950 which represent_s 

24 per cent of the production of crude oil in 194 9. In the last six 

years 425 million dollars have been invested in now. refineries in

Venezuela. 

Argentine, Bolivia, Brazil, Chile and Cuba produce petroleum solely 

for their own requirements (total or partial) and with tho exception 

of. the last named, the industry is a State monopoly,3/ Production in 

Brazil and Chile is only just beginning, nnd is liDimportant as regards 

total demand, but in the remc.ining col.lltries the production and the 

proven reserves have.not increased in proportion to the dumand.1/ 

1/ In 1948 th~ extraordin::J.ry price incrt:ase CL'.used a drop in the proportion 
of the tax. 

2/ In Argentina, for0ign companies established prior to 1925 are allowed 
to continue cxploi tation liD til existing fields tlre exhnusted ~ .but 
they are n9t allowed to prospect for now deposits outside their 
concessions, 

31 This is only partially true in the case of Bolivia which has surpl~scs 
in its eastern fields but imports petroleum derivatives in the west -
for its mining and industrial regions. The completion of the pipeline 
from Camiri to Cochabnmba is a first step towards the solution of _ 
these internal transport probl0ms. Drilling activity irl ·this' area 
has o.lso 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.e~change 

income a sufficient propgr~iqn to meet the ne~ds for expansion. ~his 

state of affairs wlll probably become more serious in the iUture·'rf' 

consumption continues to increase at the same rate as it has done in the 

last few years. 

Some of the countries which import oeither part or all of their 

requiremen~are endeavouring to reduce foreign exchange expenditure on 

petroleum by importing only crude oil and refining it in the countr,y. 

By this means expenditure can be reduced by between 15 nnd 20 per cent. 

Uruguay has been refining almost her entire consumption ~ince 1932; 

Brazil has completed a small rufinery with a daily capacity of 400 

cubic metres and has plans for thre6 more which are e~pected to handle 

12,000 cubic metres per day. Argentina has increased her ~943 refining 

capacity of 7,980 cubic metros per d~y to 11,300 in 1949 an~ approximately 

22,000 in 1950. Finally, Chile has called for tenders for the construction 

of a refinery with a daily production of 1,900 cubic metres which it is hoped 

will be in op~ration by 1953, using either domestic or imported crude. 
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CHAPTER V 

Inflationary Phenomena 

.. 
'·· 

' ~ r 0 • 

It is well~·known that the majority of Latin'· American countries have 

been subject to strong inflationary pressures ;iri~~'the beginning of the 

Second World IJ<iar~ 
. ' . 

Undoubtedly, within the general picture·, there a·re great differences 

in degree between one Latin ·American coun~~y and another, ~inc~ inflation 
. -.· 

in some republics·was not as great as in the United s~~tes, fqr example~ 

This is understandable in view of the different degrees of d\3velopment 

of th.e c:ountries· in the area, -thei:i- 'different -types ~f prod~ct~~n ~nd, 
in particular, the differenc~s in the degree 'and direction of official 
intervention. Moreover, several republics have sinc·e the war passed" 

through various stages of the inflationary process, or else have 

experienced changes in the intensity of inflation in different years. 

However, in eve~ case inflation was evidenced by a rise in prices 

and inflationary pressure was accompanied by ~creases in the quantity 

pf money, which facilitated expansion of money incomes. 
I 

From.;.l940 to 1943 the rate of growth of the currency in circulation 

contin~~to inc.rease, exceeding 30 per cent per year in the majority of 

count~es during the last two years of this period. In the following 

yeari~~he rate of growth criminished, reaching its lowest point in 1947, 
.. :-.Tt:~ . 

after which there ~as a new rise which became sharper in 1950. After 

the war ended in 1~45 the countries which showed the greatest average 
I 

annual increase in money in circulation were Pa_raguay, Argentina, Chile, 

Venezuela and Colombia. However, in 1950 the rate of increase in these 

republics declines, 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 period from 1941 to 1945, the main incentive was the 

accumulation of reserves, but in five countries (Brazil, Chile, ~eru, 

Costa Rica and Nicaragua) banking credit_ to private individuals and 

businesses 'had_ considerable influence, a,nd .this was the. principal factor 

in the ·period Ll!liilediately preceding the 1r1ar. 
. . . 

On the other hand, although the acc1JII1ulation of r.e.serves continued in 

some countries until 1946, during the period from.l945 to 1949 as a · . . 

whole balan~e of payments surpluses we.re the most important factor in 

only· three ·.countries (Cub~·, El Sal~ador. an~ Venezuela). In the remainder, 

bank ·credit ·took first place in its different forms and destination~, 

that is; t'o privat.e 'individuals 'and business~s- ·and to. the gov:ernments : 

and their autonomo~s in~titution;. In genera;l_tenns. th~s period was·; 

for the majority of countries, one of_ liquidating_ the, ~eserve~ accumulated 

during the war. 

There'are few coUntries where bank credit to private individuals and 

businesses follows''a continuous upward trend t~roughout-the 1945-1949 

period, nor does any one year show a greate; re).c~t-1-li~/increase fQr the . _.,. 
different countries. Many of them reached :their maximum expansion in 

1946, and i~. the· niB.jority of cas~.s /19·49 showed a falling-off in ~he rate 

of increase, while i~ a few there was a decline in abs.olute terms. There 

was a new upward trend in the rate of increase in 1950, either as a 

rE:laction against the sfraitened situation in the preceding year, or else 

because of 6ptimism concerning the balance of payments position which 

arose in some republics as a resu~t of 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 

majority 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 exceptions, budget deficits tended to· 

decrease, and some republics even a~hieved surpluses. 

In other ·words, whereas during the war the surpluses in· the balance .. ·· 

of payments ·were_ chiefly responsible for increasing the quantity.of . 

money, since.the war the main factors have be~n internal. In e~ining 

the total fig11res of·_moneJ' in circulatioJ:!., it :$bould be remembered that 

the deg:.fee '?·~ domesti,c e~pansion during the postwar ):~.eriOd has at times 

/been--·und;restima ted 

\ 



E(CN.J2/217 
P'age 130 

been underestim~ted in the amoun~· in which international assets have· 

declin~d, 

As stated above'· ~n 1950 the rate of increase of money in ,circulation 

again rose rapidly. This was in some cases due to the-fact-that internal' 

expans~on was not counteracted by lo·s·s of ·foreign, exc~ange,. ·and in· 'others, 

to an increase in exchange reserves. 

The ~xtent of mcnetaty expansion undcubtedly does not ind~cate the · 

intensity of inflationary pressure, which is d.~rived . .f;r:-om a variety of: 

circumstances·linked to·the relative shortage of goods in comparison-with 

income, as:well as ·to ·the propensity to invest, consume and maintain 

liquid assets. For exampie, it is a well-known fact that ... iri the . 

majority Df,Latin American count~ies the increase in the money supply· 

during the war was a.-cc'oinpanied by "a~-- incre<7selll: . preference for liquidity 

(the inclination to .maintain; liquid assets) and that since, .the· war the{· . ' 

smaller increase in the money ·supply was pa.r,tly counterapted by a: 
. ' . 

decline in liquidity preference~ I , 

There is therefore no reason .why increases in the money supply 
I ' ~ ' • 

should correspon'i to· an ·increa·se in pric~s. In 1~38.-1941 while ·the 

amount of money in circulation increased prices fell or increased at a 

much lower rate ~n ~11_ the Latin American countries (except Bolivia);- in 

•• •J 

.... ' """"'·. ' .. 
1941-194? the d~ffe:r-Elnc.es ·between the rates of in~reasG. were: not S'O marked; 

' . . ' 

and in 1945':'"1949 the. increase in price·s equalled or ex_ceeqed _that of :the 

quantity of mon~y ~n the majority of countries. ~ow~ver, in 1950 the 

situation appare~~ly:r-everted to that obta~nad during th~ war period~ 

The year· of the greatest increases ·in pric.es ( 19'47) was .a.Lso the· y~al' 
·,; . 

of the sma~~est incre~ses in money supply. 

In any case i~ L~tin America increas~s .in ·the quantity of money 
-' . -· 

suggest, prima fac.ie,,, aq increa'se · th mo~ey i~come '· and thus a rise in 

prices, ev~n .though they.may not be proportio~ate. 1J 
In the L;,tin. A;'terican countries, when no overriding non-economic 

facto'r.s ar'e p~esent' the degree of infi~tion in relation to other 

., 

1/ In som~ f..atin Am.eri.~an countries the wa.r; .. and postwp,r _periods have 
seeh "large masses ofJ-t'he population inc-orporated into the monet.ary 
econoPW, as well as the extension of bankine customs. This, together 
with the increases in population, has been advanced in .some ·~ar.~s 
to explain why the increases of money and price~ have not coincictedo 

/countries can prooably 
' 
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countrie~ can probablJ· ".)est be gauged by the degree of disequilibrium 

in the. balance of paY!m ... 1ts. Since the margLal propensi+v to import is 

very high, any increase in income·. tepds to have rapid and intense 

repercussions on the demo:nd. f<?r im~•orts. Howev~r, this coul_d only have 

been used as a basis of ·comparison if inflation had been allowed to · 
' . . . 

operate freely on the bRlance of payments of the d~fferent countries~ 

\tvith this criterion, it 'could be -said that the republics which did not 

suffer a disequilibrium ·in their balance of payments (e.q. El Salvador 
. . 

and Venezuela) experienced a degree of inflation equal-to or less than 

that in the United States. The United States 9an b~ used for purposes 

of comparison during the postwar period with the majority of Latin 

American countries, since ·it is the country which can· probably ~upply 
' . - ' ... 

:iinports at the lowest prices. Price movements·, hoYsver deficient, 

:thus app9ar to. _be the most suitp.ble basis for measuring the intensity 

of inflation. 

The-period from 1938 to l94~_was one· of relative price.stability; 

Few countries had an 3.nnual increase in pLLCes exceeding 5 per cent.-. );/ 

Following tne United States entry into the war and until 194? ,_ ris·es in 

prices were greater,·very few countries ~avi~g average annual increases 

of less than 10 per c'ent. In _the years 19h'8 and 1949, the rate· of 
: . 

increase .declined. However, in certain countries such as Argentina,· 
. . 

Chile, Paraguay and Peru, the rise continued at annual rates exceeding 

10 per 9ent. 

On the basi~ of partial informatio·n; the rate of increase in prices 

in the majority of cases was greater in 1950 than in 1948 and 1949.·' 

However, .Chile, Peru, Uruguay and Venezuela, --shovJed slight :reductions 

in their price indices in ~ompadson with 1949. The most notable rises 

were in Argentina, Bolivia, Colombia and Paraguay. This last country 

experi'enced the highest rise in the whole region. 

The rates of increase indicated by price indices do not reflect 

accur,ately the intensity of inflationary tr,cnds in th~ different 

c9~ntries. Prices are affected not only by inflationary pressure, but 

also by changes in international :rJriccs .. ~ ndirect ·taxation and subsidies. 

y All percerit·ages are s-imple avera~Ses not compounded·. 

/Moreover, they are 



'"E/mJ2/217 
F'age 132 / 

... ~ -~ : . . .. .. --....... -

Moreover ,_.they a_r:.e...-a:Iso- influenced oy such factors as price controls .... .an§ 
-- ........ ... 

pre,t:er.entia.l exchange_ rates f0r the import of essential ·consumer goods; 
---

During.the war· substantial increases·in int0rnational price indices ·· ... ~-

.. _:took 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. M,any countries before the war haj a heavy trade 

in consumer goods with European·countries and Japan, Where prices were 

lower than in the United States. During the war, it·became necessary to 

shift certain purchases towards the United States and towards the Latin 

American countries. themselves, where prices were eben hi~her. 

Nevertheless, international prices probably helped in some cases to 

reduce the rise in price indices, since in the fuur countries for which 

official data are available (Costa Rica, Chile 1 Peru and Venezuela), . . ' 
____ .,....--

import prices rose less than these of domestic products, and to this 
. i 

extent the inflationary pressure was p.;reater than that indic;ated by ~he 
I 

ingices. On the other hand,· e.t the end ·of the war, when price controls 

in t0e United States were"lifted, international prices rose as much ·or
'. 

more than domestic prices in certain Latin i~erican countries, and to 
'"", -this extent the Latin /lmerican indices over-estimate .the degree of \ 

inflation. This is particularly so from 1946 .u.nt.i.l--'"'b-he-end_ of· 1948. \ 

In 1949· .internc>.tional prices decline~cating that ____ _..-/ 

in the Latin American_pric.e-i~es once again tend to 

--------_d.ome..s-~fl:atfanary conditions. 
__ ,~---

The indices are also influehc.ed by export products, the prices of 

which were determined by circumstances unconnected with' 'iomestic 

inflati'on. It seems that, with certain exceptions, export· prices· rose 

more than import· prices. 

In ganeral, then, the rise in price inlices would have been ·greater if 

goods which are internationally traded were excluded, and this increase 

wo~ld have been more marked during the war than in the post-war period. 

Moreover,· inflationary pressure is further underestimated due ;to the 

inclusi0n in price indices of goods officially listed at controlled 

prices·which, however, are not always observed. 

Comparing the rates of increase of the Latin American ·and Uriited -

States indices, it .. appears that Latin American ·active inflation was 

\ 
/much greater than ----.. ________ _ 

\ 
\ 
\ 

( 

\ 

\ 
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much greater than 'that of tne Unit~d States during the w~r, althoug~·thi~ 

incrE.ase was not • so marked after. the w_ar. . This was due to the .fact that 

while the inflationary pressures_ were very str._ong in the United States 

during 'the war, th'ey were kept .. in check by_ the ~fficient use of controls~ 

After the war, when ~ontrols were relaxeq, it is possible ~hat inflation 

in the United States was greater than in certain Latin American countries. 

If' in .sp:i,te of this_ t-he effects -on the bal~n(;!e of payme~ts were 

considerable in the postvrar period, thi$. was due to the fac-t that the 

inflationary pressure in that period was added to that of the war, 

giving rise to absolute price differences. 'At ·the same time there ~re 

factors -such as the ·increase in inc Om.e and the diversion of- expenditure 

toward9 capital formation and durable goods which called for a high 
I 

proportion of.imports, ~t the same time as these became more readily 

available. 

International events in the second half of 1950, together with the 

hope of iricreasing the r~te of development: pose the possibility of new 

inflat~onary pressures. - On the other hand, the improvement in the 

terms of 'trade_ increases the margin of poss{ble capital formation for 

increasing productive capacity;. and on the other, the ·possibility of · 

r'estrictions on exports by the supplying countr~es suggest. that a new 
' . 

period of shortage of goods may co.ri se sirrtultane ously with an ir:c rease 

in income.· The Latin American countries are faced with' the need to take

the fullest possibJ_e advantage of their -capacity to import in order to 

increase their production. 

Measu~ed by _prices; Lat~n 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 ass_umed that 

p:r:ices, product.ib:1 and the compoDition. of _income have J:>.een affe<;:ted 

considerably. 

The·strlicture of prices and production 

If the economy were left absolutely free, 'differences in the· pric-e 

elasticity of supply and the income el9,sticity of demand for different 

goods wculd cause· the prices of these to be_ altered in varying deg-:rees ,· 

and technical and institutional elements would also cause the prices of. 

the different grqups'of factors of ;Toduction and finished goods to vary 

/in different ways. 
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./,..- in different ·ways*· .At-~the same ti:me, changes in the prices of tha.fact0i 

-r ,:1--.:.·"" 

and in the -s~lling prices of the· products 'would alter the relat1ve 

profitability of .e~.ch branch .of economic activity, engender:'iug ·changes 

irt·the structure of production. Aninflationary process therefore 

necessarily' implies a. distortion·in the structure·of prices·and productio\ 

In Latin America, during the period ~~der review, other influences 

helped to alter the picture~· particularly government interventiono In 

view'of the significance of rises in ·th<:: cost of living to govel"nments, 

they made continuous efforts to co;i1bat 7.his development introducing 

controls which took different fQ:i"'IlS acc.Jrding to the country and the 

time. In the same way, policies for p:.··:->moting foog production. were 

often influenced by other motives than those arising out of the free 

play of the forces mentione~ aboveo It is therefore possible t.hat in 

some ca§les in Latin Amer:l.~a cffici::.l intewention was successful in 

lessening the price cj.j_.-:;tortions which 1>:1ould othei'l~se tia.ve .. ta!~en place 

and even re'."or·sing their direction . . . 
Information has been obtaiJ?.ed cou~erning the distortions, or 

difference~ in·degree and direction of the changes which have taken 

place in relative prices paid by consumers, takingthe 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, Paragu~y, Pei~ and Uruguay): and in three only 

slight distortions (Colombia, Costa TI:ica and Guatemala), ·although in . 

these three the distortions were mo1·s acuce in 1949. Nevertheless, 

no correlation has been discovered u·?tween the degree of price distortion 

and the degree of inflation (measured by the rise in the general 

indices). 

In nearly all cases, the disto:..~tions have been greatest in the· case· 

of rents, which have declined in rcla.tion to ,the cost of living in all 

countries except Colombia, Costa Rica &nd Guatemal~~ In Argentina the 

rental index has fallen 50 per cent below the average level of prices; 

and in Bolivia 35 .per· ce1:t. .----·---------
;.~--

, Among industrial products clothing prices are the only ones on 

which there is enough information in a'sufficient number of countries, 

to .make comparisons. These t:ake se.~ond place in regard to degree of· 

/distortion: although in 

\ 
\ 
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distortion, although in Colombia, Costa Rica and Uruguay the d'evia..tion \· · 
· .. · 

of clothing prices in relation to the general index has been unimp;rtant •. 

The greatest relative increases in these'products were in Argentina and 

Chile~ In contrast to- the situation as regards rehts, whi"ch shbw a .,. · 

9,ownward deviation in most cases, the pri'ce of. textiles···shbws·: no :. 

· r~g\J.larity in the. direction of distortion.:-. in. Argentina, Chile,.· .Paraguay 

and Bolivia the distortion is upwards, ·whereas .in .. Peru, Brazil, Mexico' 

and Guaternala'.it. is downwards. · ··· · ·, _, .. 

Of the thre'e groups of products which: can be cotnpared,1 foodstuffs. 

e:Xperienced the least distortions in prices. O.nly in Brazil, .Guatemala, 

Mexico and· Peru did these. prices deviate frcm the -average shown by the

indices, and in all thes'e cases the devi.ation was upward£?. There was 

/,/· no· important downward deviation. 

It is very probable that prices of foodstuffs. would have rise.n much 

more than they did·in· Argentina, Chile and Per.u had it not -been for 

·the influence of direc't subsidies· granted to domestic _producers. in_ . 

Argentina, to· importers :Ln Peru, and for. preferential exchang~ rate~ in,.· 

Chi'le." For. example, in the case of Chile, the ·increases in the price 

of· tea, yerba mate· and suga:r 1 which represent.a high percent-age of the 

·LndeJf, would have been almos't double if the import of these product-s haq 

not be-en--assisted by favourable exchange rates. . 

Irii"the ·case of rents,. the effects of contro.ls are. even more. obvious, 

since they have been more widespread and efficacious. It is evident .: 

that: the indices do not. refle-ct the rise which' has~ in •fact taken plae.e 

iri the cost of building,. no'r the frequent evasions of controls •. · 
' N.:Jver'·Lie] <?ss: it is· clear that· the cbntrols were fairly efficient. in 

this raspect and that rents provide ~he most outstanding example of 

distortion in the opposite direction to that whiGh 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., woU;ld ·not h9. ve 
' 

ris.en so much had it not been for the· p~<>rtection p~ovided <?-gains t. 

iwports. International prices of textiles have shown a downward trend 
1 since 19.48, but this trend is not evident in t0e Latin :American countries 

_,:xcept in those such as Cuba,· Guatemala or ,Venezuel9-,, which .can:.tr.ade. 

frPely. with.ou.t_:experien.cing difficultie-s in the balanc,e o-f I(ayments or.· 

_.,....,.---~~;_. /without a v~ry . 

' t. 

i 
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without-a very strict protec_tionist policy, o.r thQse which_, likl? Mexico· 

and Brazil, have a surplus of p~ducti ve capacity. . . . ~ ' . ,. . . . ~ . . . . . 

. It cannot be stated exactly ')tJhether. the changes which occurr:ed in 

sectional _prices clos~ly reflect the variations. in. relative profitability 

of the acti vi tie~. :which they represent. This .is due in the· first place 
. . ' 

to the distortion .of the .prices paid by_ the_ consumers· not neces·sarily being . ·. . . ' 

parallel to that which takes place in the, cost of the factors and raw 

materials. Neverthe.less, in the case of the four countries 1...ffiere there 
'.' .. 

was a rise in the prices of_ .fo.odstuffs (Brazi.l, ·Gu-atemala, Hexico· and 

Pe~), it appears that_in all except Guatemala (where·costs ro~e 

considerably) the re;t.ative profit?-J:>ility of the production of foodstuffs 

rose in comparison with that of clothing. 

In the case of Chtle, changes in. the prices_ of consumer goods 

favoured t~xtil~s, but a? stated bef?re, these prices were influenced by 

the subsidiE;Js grantedto imports of. foodstuffs. If the prio·es of 

domestic foo_ds~':lffs are compared wit~ t0ose for textiles, it ~s clear 

that food price$ are .fa.voured,_ which goes to prove that there has .been 

an _evident imprqvement in the relative prc.£:itability of food··produ·ction 

in Chile since the war •. 

It has already been stated that in Argentina the relative price of 

clo.thing rose -~n. comparison with that of foodstuffs and, at least until 
' .·· .: . . 
recently, this reflected the relative profitability of.both activit.ies 

' . 

and helpe~ to ~.xplain the rapid growth of: .textile production. Argentina 

should perhaps not be taken as a general example_, beca~se ·changes in. - · 

the compositio.n of _production might be inf:)..uenced 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 comparison wi~h clothinG have followed variations which cari be noted 

in their relative profits. 

As regards building, volume rose sharply in all the countries except 

Peru and Paraguay until 1946, 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 ~ollow the movement of the rental indices, since 

/these naturally do 
·~-----. ---- ---~ --·-·-·-
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these naturally do not represent the pri~es of rents for new buildings, .1/ 
This' i~- s6,. both because controls do not generally affect. suc:'h ·buildings, 

or· on.i.y t'6 ·a· 'les·s~r·· de'gree tha·n· ·old buildings,· ·and because the volume of 

b'uildihg.is probably determined much·more by the·inflationary prospects 

ana tne. availab:llity of funds than by their immediate prof:it~biiity .. 
-During the five years from 1945 to 1949· building has tended to in-crease 

more on an average· than the productio~·of foodstuffs or textiles. '' 

The fact that the production of foodstuffs and textiles-seems to 

follow 'the movements of their relative' profitability does not mean that 

this holds good.' in'' general for ·~griculture i~· compa~ison with ind~stry. 
While the fact that industrial wages rose·m~re rapidly than agricultural 

. wages· and-._ that the prices of agricultural raw materials rose at a · 

relatively rapid rate suggests ~hat the profit of agricultural prod~ction 

rose more than· that of industry, :1 t does not seem as if this M.s c·aused 

any great d:lsplace!rtent of· 'resources toward agricultu~e. It· ca~ be stated 

tha:t in '1945-1949 industrial production 'rose .. ~ore rapidly 'than :~g~i.c~+t:ural 
production because the differences in the rates of increase were less' 

than duri~ g the w~r • . 

It is··v~ry.dif,ficult for industi-ial.rescurces to be di~erted to 

agricultJre, rid matter hovi much th~. relative. profitab.ilit; of the ;t.atte.r 

increases while absolute profitability continues to be much lower. In 

fact·, it appekrs relatively ea~y to di~ert re.sources in the oppo$ite 
; - . . ' ,' . . . 

dire.ct:lon,. {rom agric-ulture to· industry. Where agric\lltural production 
' - . ' . . ' ' ., ·~ . ' - ' . 

!las risen considerably, a~ in Mexico, this has been ~he, resu:Lt of the .. 
/' . ' . ,• . ·. . . . . ... . . '.' 

/ combination of many. factors, such a_s government. inve,st~ents,_ tec~n~9al, 

,/ "lmpr·~~ement's, use -~f better' seeds, exparisic.n ~f the ·~rea under . .. ... 
•, ro <' ' i I 'I 0 

0 0 
0 

0 

' '\ • 

0 

• • •• 1 : 0 ! 
0 

0 0 t \ 0 

. ' cultivat'ion7· etc', in short,. favourable 'influences very largeiy derived 
fr~m- f~cto.rs oth~r than· the. r.elatJ.ve;_~~r abs~lut·e .. pr-~fit~b-ilj.l-y ~£-· .. ··. 

• • - t 

agrJ.culture. It could be stated thai in. ·M~xico, · with~ut·. the government 

effort :~hich was guided iargely b; social'bbnsict~r~ti~ns, the' relative 

prices ·arid 'relati~e.Jprofitaoility of ~gflcultu~al proctU:ct.s ~o~id'h~~e 

. ' : \ .~ -. ~ '"' ;'!.••: .. ..,.·: .· 

Many .. q~ the ~~w 1?.uildings are not JD.a,,de. to lyt; •. 

: · •/When th~re 'are 

''i" ... ·. 
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1_rJhen'~he~~~ng~n-p~ofi tabili ty. :£ awu·ring . agrl.:cultu;e, !-.._. 

there. see~· t~ ·be ··d.:ispi.c~men~ s of. resour~es ·among ;the· ct1.de~ent kinds. -~i 
agricultural' p~odu:;ticn. ·The cl~~:r;.~st -example of this ·'is the ·b·lC·;ea-~e . 

- • ' • ,. ' • - • .- •. • _'. . - ; • - : - • ' . ' ~ l t ~ . 

in produc'tiotr 'o'I ce-rtain type.s \Yf .:foodstuffs,·, pc>.rtic'ularly vegetab~e.s.._ ____ .. 
' . ' 

and protective·. f6~·ds' in ~ener~i,_,in, ~omparison-with: increases in general; 

· ~;g;icultu·ral .. p~oductio~ .in tq~ maJo:dty of· cauntries. · . . 
.. . ~ ' .· . ' . ,. . : . 

Certain changes ·also appear to ha.ve taken plac·e in industry.' There ... -. ' 

has been a more th~m· proporti~mal increase ih the·- mai:mfacture of 

producer goods A.nd industrial r.aw. m9-te·;ials, and-there have 'also be~n 
. ' . '. 

substantial increases in favot.tr P,f pon:sur:1er goods for·'high ·income 

groups (for example, novelt;y: .. ~ood~ and. jewellery, -·clothing,'·nylon,_ etc.), 

particularly in countries with d~fficulties in·their balarice of 

payments. In the smalle'r Latin !1--merican countries the production of 

luxury articles for the mass of the_population (e.g.,beer, gaseous 

beverages etc.) seems t~ h:i.ve increased mor,e ·than that- of ar'ticles for 

high izicome groups. (On this subject. see ~he chapter· on industry) . 
.. 

There is little infornation concerning services in.the Latin 

American countries. However, it appears~that their inportanc~ .. h~s 
.-, 'I 

increased in comparison with other acti vi_ties, c:>.t least in ··certain 
·. ,' '-. 

important cases." Surveys on the nationa;L income. of Chile show that 

commerce and persDnal services considerab~y increased their share of' 

the national inccme between 1944 and 1948. Data on·Colcmbia indicate 

that commerce a;nd banking increased their share in the ri.ational· iricome 

between 1945 and 1948, whlie in Arg_entina thE?re has ~een. a he·avy increase in 

the income generated:· by government activites. In M~xico, ·between 1940. al'ld 

1946 the number or' employees in the c~tegori<¥s of "communica.tion&.:-ancL~trans.port 

~d "commerce and 'others" rose by 68 an~ 4? per c·ent respectivelY, '\1hile 

the total-~~nfully-employed population only rose by 15 per cent, and the· 

number of workers in construct~on and inqustry·rose by 25 per cent. 

However, it is unWise to generalise for all.the countries on the basis 

of these and other figures, since statisti~s for the national income oi 
Peru, for example, do not ·sho"w any relc:>.tive increase in services 

between 1944 and 1947. 

The changes which have taken place in the structure of prices and 

production have undoubted~y been .different from those which would have 

/resulted from an 

\ 
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resulted·from an inflation which was not controlle~_to the same extent, 

but the distortions do -not ·appear to be very se-rio1,1s when the int'ensity 
I 

of the inflationary phenomenon is c0nsidered. Moneover, it is prq_~ab),..~ 

that the-direction of changes in the structure_of-productiop has been 

the· same '9:S- that which would in any case be e_ocpected: within· a normal 

process of development. Certain'points relating to the· officiai programme 

of the countries are studied in the chapters ·on agriculture and.industry. 

Inflation, distribution of inc6r.1e and capi,tal forma.tion 

When.the war began the Latin American c0uptries experienced an 

increase in their ~ncoih~ bec·ause pf the higber value of thei-r expo.r:-ts. 
- I 

• ' I 

This increase could not be compensated by. an increa~e in imports. which 

are known tc;> have _declined. The in~rease in incorile .. through favourable 

results in the balRnce of payments was accompanied qy a·scarcity of 

imported goods. At the same time the price of those imports which 

could be purchased rose. Gov~rnments increased their exPenditures over 

receipts and had to resort to the central bank financing. The currency 

expansion res.uiting from the credit· balances in .the ba.lance of payments 

and the budget deficits provided banks with the._ine~ns to expand their 

credit operations' and banking took advantage of the situation, nia).d~g 

it easier to meet the public 1-s desire to invest. Not all these fina_ncial 

operations_ were accompanied by a simultaneous or commen$urate i~c~ease 

in wages. ~owever, since the war, international prices rose sharply on 

the one band, while on the other, the effort of the-groups whose real 

·incomes had declined to reestablish their relative positicn and of the 

"investors to maintain and. improve theirs, tended to cTeate a ·wag~s-prices 

spiral which helped t'o increase the infla~iont:try pressure. Thus_, the 

evolution of inflation since the war is to a certain extent the. 

consequenc~ and continuation of that which occurr.ed during the. war 

period; it·1s the increase ·i~ international prices and the greater 

pressure of wages and salaries whic~ gives it its distinctive 

characteristics •. 

This subject will be dealt w~th more fully below. 

It may be said, at l~st .for purposes 0f analysis, that-before the 
< ··wart say in the 1938-41" period~ there was no inflation in Latin America 

/of eny degree 

.... 
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of any degree. worth ment icning; in fact, during that ··period prices either \ 

rose m,oderately or fell. It can therefore be, supposed tpat the economies 

were adjusted to a .certain .pattern pf distribution of . .inccme between 

consumer expenses and savings. 

Among the· inflP..tionary pressures during the war there was a part -

the accumulation· of international reserves - which was derived directly 

from the war -i:tself and which could only h:we been avoided by_ a 

compensatory policy. Actually a tentative.attempt was made in Co'Iombia 

to absorb the inccme derived ~rem the a·ccumulA.tivn of foreign exchan~e 

by the forced purchase Df bonds, and in Mexico too relatively large sums 

in gold were sold·to absorb m~ney. However, in both oases the measures 

did not last long and were insufficient to counteract the inflationary 

pressures arising out of the surpluses in the balance of payments. 1/ 
The first source of inflationary pressure is thus 'the increase -in 

international re-serves. 2/ 

However, the inflatior.ary pressures arising out of domestic factors 

have more intere~t • .. , 
During the war, a considerable pe.rt of the increases in pro_duction 

took place without increasing capital fo~ation, that_is, ~hey were 

achieved on the basis bf more intensive use of· the existing capital 

equipment. To the extent that this was so, the time which elaps~d between 

the expenditure of.additional income on factors of production and the 

appearance 6f more available goods on the market was short, and the 

inflationary effects.of.investment would have ~een negligible. 

Possibly the inflationary character of .this expenditure was 

increased due t_o the ne.cessity of ccmpeting fbr the factors of production 

needed to c:btain 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 tl:).e factors 'already employed; ' 

When production ··:can· no longer be expanded fn. tlii s way and the 

expansion has to be based on the acquisition of equipment, as was the 
. ---. ~ .... ·--' ._.,~--:---t--·--- .. _ ... -~- ..... 

.. -----~---· ·-
Rn<t!'ei:\i"'were the only countries which did not. substantia:Jiy lL.-P-araguay 

increase 
Y Another, 

of those 

their reserves during the war. ·--...._ • -...., 
although less important,. ,factor was the increase in prices 
imports. which~ could be purchased. ,. 
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case after the war, the period between the creation o~_i,ncome and 
the production of goods lengthens, and inflationary pressure_ 
increa?es. 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 qn the supply side 1by greater productivity. 
During the war, there were relatively f~w opportuni tie·s of 

making inve$tment?. in acquisitions of. equipment, since t~is requires 
imports which we·re not avaitable (as well as at times presupposing 
a technical skill which did riot always exist). The period. in which 
the. market largely d·epended on domestic produetion, when there was 
exchange available to purchase equipment and \vhe·n pr'ices 'I.AJ'ere a.· 
powerful incentive for expanding productive capacity,· could not 

. . . 
therefore be fully utilized by the. Latin American republics. The 
shortage of.imports and of technical skill brought about a 
diversion of expenses towards commerce·and certain servicesa 

Future prospects also played a most important role. The······. 
shortage of goods on ~0-e market and high prices could be a · . · 
transitory. phenomenoP.·; ttiis si tua-t(iop. might result in the di ve;r sion 
of expe'nditure_. towcirds · non-reproducti~e purposes, particp.larly. real 
estate, \vhich seem to. offer better profits over a longe.r per~_qd~_ 

As the useful limit of existing ·productive ·equipment was .. 
approached; all these activities became more attractive, and b_anking, 
fed by ~he. surpluses in the balance. of payments and. the budget 
deficits, facilitated the process• ·The resultant increases in··. 
inCQIJtE? -w:ere acc0mpanied by proportionate lower increases in 
production. In this first stage of inflation, however, prices rose 
muc.h more rapidly than wages, that is, the share of consumption 
within aggregate income .was reduced. The real income of wage-earn~rs 
declined at least in relative terms, and in many countries also in·· 
absolute ·terms. 

'I!Jhen the war en~ed, the pressure tending to reduce the relative 
share or· 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 increas·e i:r;.ves~ments vmre 
counteracted, or inflat:i,on advanced .. at a faster rate. 

. . . ~ . 

•i r /In Argentina the 

)'·. 
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' ~n_Argentina the pressure of wages and salAries was apparently more 

obvious ~han in other .countries.-Real wages in Argentina remained relatively 

stable until 1944 and the proportion of consumption to ~ncome did not 

change significantly~ ]j However, .after ·1944, real wages"in i!ldustry 

began to rise so. rapidly that l:;>y 194'7 'they were 51 per cent. higher _·than· 
, • I - ' • 1 ~ I ,.1 

at the first date·, and· after 1946. agricultural wages rose even more 

rapidly' al_th ough they always. rem;;tined .at much lower absolute level:s. 
. . ' 

The rate of increase of ·real wages began to decline in 1948'and fro~ 

. 1949 on11:1ard wages dropped in absolute-'terin~ ~s-a result of the_ fall in 

reC;J.l income per capita. y · 
.. 

Information available in-Chile regarding distribution of ~~-
• •• • to.. ... 

sugg·ests that real wages. increa'se1:i" until l944 and have tencied -to drop 
.:1 . 

s~ight~y sine·~ t~~n •. 1f This means that, in con~rast to other.. ~:ries, 

the maximum pressure on costs took place in Chile during the·war. 

·However, the a~ut~~-ess of the pressure of wages on costs has not 
( 

\. been similar in the other countries, where increases of wages either· 

have .not been suffici~nt t~ pr~vent the proport_ion of ·consumption 'in 
' . . 

relation to income. ~rom d~clining ·in relattve ~erms·or.else 'have · 

_stab~lised it. In these other· countries .. it is probable 'that· ·the real 

... ~ncome of wage-earn~r.s· fo+lows a ce~tairi upward trend as a result of the 

increase in pr0duction,. that is, that. the deterioration in th~ po$ition 

of the.wa~e..::.ea;rhersf'is felative'and n~t' absolute, as was the case in the'. 

majorlty of.:ca~es during the war. 

In Mexico, for·example, the proportion of consumption to inc0m~, 

'wh:Lcn ":se"enis 'to"'ha~e r~m~ined relativeiy st~ble betwee!'l 1940. and 1944, 

dropped from approximately 89 • .5 .per cent in this last year to more or. · 
' ' I ~ 

less·, 85.5 per' ~Emt in 1946. and remained from then· on at this new -level.A/ 

This process could l:>.e interpreted as. the adaptation of· consumption .t.o 
.· . . ' ' . 

the chp.nge in ... d:j.s~ribu:!f~~n of income which took place during the wa;r. 

Between 1941 and 1945 prices rose at an annual rate (not compounded) 
I . • 

of 26 per c.ent, and· real wages eXperienced a s~_a,rp dr:~P •. particularly , 

1/ All sta·tistical inforni.ation. used -in this section is in. ·the nature 
-. · · of rough esti.IM'tes ;' and.,therefore con9l1.1sions should be drawn., with·. 

·the necessary caution~· · · · 
2/ Th~se statements .are bas:ed on· the figur'es on Ar~entihe ph.ysical . 

production and foreign trade. 1 • 

3/ According to· the calculations of national income of the Chilean 
Corporacion de Fomento. 

4/ Fig~res for the years 1940,1943 and 1944 are based on a survey made by, 
the Naoional Financiera and published in El Mercado de Valores No.37, 
Sept ernbe r 19 50. Figures _.£-or'--19~-are-takell_..from-unpubl j sb ed-s.ourc-e.s ... 

/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 accompanied by a diversion of capital from non-productive 

to productive investments. This helped the wage-earners to. recover their 
. . -
old 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 1949 re-established 

their real pre-war income. 
. . . 

Eirazil experienced its maximum period of inflation behween 1941 and 

1947. Here real wages declined,· at least between 1945 and 194~ (the 

years for which ~ata is available), and inflati~n arisihg from the 

surpluses in the balance ~f payments and fiscal deficits was· checked 

after this la.st year, before the wage-price. spiral started. However; 
' . , ~ . 

in this case it should be remembered that inflation declined in force 

at the same time as a considerable increase in production_occurred, 

together wi. th a substantial imprcvement in the terms of trade, which 

increased the availability of consumer goods. 

There has been a substantial increase in productive investment of 

good·~: since the war in El Salvador· and Venezu~ia. Venezuela is possibly . . 
the Latin American country.where the proportio~·bf investment to income 

has risen most rapidly; particularly since 1944. This rapid 'increas~ 

was accompanied by a ~h~rp ~ise ·in real i~dust~ial wage.s, which .. incl:-eas~d 
by 65 per cent b~tween 1944 and 1948. There is no information regarding 

agricultural wages, but the indications are that·these ha-\re also·"risen. 

·Neither increases in wages nor the peak of investment·, however; have 

brought in their tra·iii. a serious 'inflation problem f~r ·ve~ezuela •·· ·The 

·reason is undoubt-~dl~ that the greater· part ··or the ·increa.'se in 

investment was financed: with funds from· abroad'. and. that. part of the 

investment (in. petrole~). did 'not ~eq_uire a large; in~estment' while at . 

the same time it provided foreign exchange which·ailowed.the ·volume 'of 
. . . . 

avail~ ie consumer gco.ds. to increase c~nslderably'. Ven~zuela is an 
.. 

example of a case Where the increase i~ investm~nt WaS qCCompanied by 
.. .. . 

an incre~se in the availability of goods with_no time-lapse taking 

place between the two. 
. - ' 

_ _lt--wou:1-d be interesting to learn whether the coincidence of· former ,peak 
.. _ _.. .. ----- ·- -

-- . -~- /periods of expqrts. 

} . . 
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. :-~,,_::ej.pfl~ ~ e)tports with an absence Of diffic.ulties in the balance of payments 

t~1ded to be accompanied by heavy investments of foreign capital, which would 
• ' • • ., ' 'I# ' 

allow consumption to increase while at th~ same time acting as a stim~l~s 

to investment.. Venezue_lan exports in 1950 were gr~ater than during any 
. ' . 

other postwar year, but the country's internat~onal re~erv~s dropped very 

sharply, which would appear to suggest that the increase of maint~nance 

of Venezuelan consumption requires the continuance of foreign investments. 
' ' ' . . ·- . . . 

If the years .1941 ~o .1945 _are compared_with the immediately 

preceding years in the countries which it has been possible to investigate, 
. . . •' 

it would appear that in Argenti~a and Guatemala inflationary pressures 

arising from_sources othe~ than capital formation were of the greatest 
.~ ' ' 

relative importance. A change of tnis kind also took place in Colombia, 

but the situation was remedied sooner than in the other two countries. 

In Argenti~ the inflationary effects were not so ·serious, since that 

country already_ possessed a well deve~opeq _industrial struc-ture and an 
·. : ' . . ' . 

e1a.stic suppl~ of foodsturfs. The infla~ionary effects of re-di~tribution 

wer.e much stronger in Guatemala. The information available for other . . 

countries suggests that in these the divers:i,.on towards capital goods 

investments _occurred soone~ after th~ war than in Argentina and Guatemala. 

This assumption is suppqrted by the increases in production _in ~exico 

and Brazil, for.example. 

Summ~ng up, t~en, it can be stated th~t during the postwar.period the 

intensi;ty of inflationary pre~s\l~e~. (_j,.nternal_private investments,_ budget 

deficits and surpluses in the _palance of payments) in relation to income, 

declined or increased less than during th~ war, and that du~ing this 

period there was an increase in cap~tal ~ormation ~ relation to other 
expans ioni~t influences. 

~he significance of this last fact is ~owever doubtful, since d~ring 
.. ' . . ' 

the war the Latin Amer~can countries could not increase or maintain 

their imports of ~apital goods,-and after the war the abnormal 
' . ·.. . . . . . 

replacement requirements made it practically inevitable that the 

proportion of gross __ capital f~rmation should increase in relation to the 

'iri.flationary pressures. The increase in capital formation, in· other 

words, ·would' probably. have taken place with or without inflation, in 

view of the need to replace equipment. It aan be remarked, however,. that 

/although there are 

'· 
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although. there ar~. few ava:l,lable examples; t~e. proporti~m of capit~~ 

formation has tep.ded.to increase more in those countries when inflation 

was not brought about by :inc:r:eased costs, 
•: .. , . ·-

Development .. during inflatj.or;J. .. 
• I t • ·, ,• 

. It is a .. well known. fact t]Ja.t per capita incomes are small in the 
:: 

great m~jQrity o~.La~in Ameri9an countries, while the.proportion,of ... 
. . . . .. . . . . . . .' 

savings in. relation .to ip.comes is.low. It would seem then that the rate 
J : ,• t 'I • ! ~ 

of economic development yvhic.h these c,<;:n,mt:r:ies could afford wouf.d ~av:~ .. to. 

be very low .if. ;i.t were limited by :the voluntary saving~ available. I~ .. , 
• c • 1 

actual fact, the rate of economic .growth could be so low, in qomparison .... 
. . .. '·· . ' t. 

with the rapid growth. of .the. population that the real per capita' incqme 
• ! • .•. . • • . •• • 

of ~he latt~:r .. cou~d sparcely.be.mai~~ained. Whenever outside incen.tives 

have b;e.en lacki~g wh.ich wou~d increase investments .eve~ and ab_ov.e 
'. 

' . . . . . . . . . 

. . doJ_nes~~~ volunt~~y savings, or w~ch would in~rease incomes _o~t of _wh~-~~ 
mqr_e .co:uld be saved., or whenev.er there has b~en no deliberate atte!f!pt 

... . . ·- . . '- .. 
to_ forc_e capita~ fo:r:!llationL Latin American produc.tion .h~s tend_ed · t'o 

. ' . 
fof.low ?- very ,.low. o,r negative .rate of per capita progress. ·capital 

. . . . . .·· . . ,• 

formation has. t~us been. the touchstone for h?pes of ec(nomic.qevelopment~ 

During and since t.he war a factor in Latin. America which w~s alre~ciy 

evident in previous periods acquired greater ~mp:ortan~e. That was th~: ·. 

pressure of important social-politic~l forces in fayour of 'a greate:r: 
, I • ' I ' ~ 

rate of development than thatpermitted by voluntary savings. Horeover, 

when the war e~ded there was .an impo;ta~t ·.c~~ge ~:f ~ttitu.de .amc·ng th·~ ·.·:: 
• ' - • '• ' ' I ' ' . ' ~ . 

high income groups. The g~eater oppor~un;i.ties fo:r spending money on 
' I ' ' ' ,• ' •' ' ' '~ ', o 

durable goods impo:r:-ts and .of invest.ing. in luxury ·buildings, .as well a,s . . . . . ' . . . . . ... ' .. ~ . ' - ' ' -~ .~ . 

the uncertainty of being able, to compete in. do~es~.i.c ~a;rkets ': causeq; 

,these groups to be less inclined 1;.o us.e their own ,.inco111e for incr;e_a~ing .. . . . . . ' 

product.ive capacity. Consequently the q.utl')orities. were thu.s. ~ace~ w:\,th . . . ~- . ~ 

the problem of the .. extent to which economic ,development cou~<f be ~a,s_t~ned 

by inflationary procedures, adding . .to qapj.tal for:matio~. frc;>m. vo+u:q~ary , 
I • • I • ._: 

savings a capital fcrma~ion ;with forced savings. :Po~$ibly. i.t: w:al?. 
- . - . ~ ..... . :' 

thoutrht. that .,after a re-distributi,,n ·of income achieved in ,this Wf?.Y, 
-~ • 1, • • • ~ ••• : • 

sa~nP,.S and inves~ment wcul,d repr~sent a ~r_sate7.:~r9,por~~on. 8f income, 

and investment... aft~~, a 'tempqrary decline would .be more pro duct iva of new 

consumer goodsr If tqe 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 inflationa~ pressures was the balance of payments. The 

increase of savings in terms of national currency-was not sufficient to 

encourage investment through a re-distribution of income, since it was 

also necessary to increase the availability of foreign exchan~e to acquire 

capital goods from abroad. Consequently, it was necessary to increase 

exports (or obtain foreign credits), or else to reduce the average and 

marginal propensity to import consumer goods. There is no reason to 

think that a redistribution of· incpme 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 Gn the one hand the relative,profitability 

of export industries is reduced, and on the other, the redistribution of 

income necessary to bring about an increase in savings would be accompanied 

by an incre~se 'in the expenditure on imports (unless these were limited 

in some way) •. If imports of consumer goods are not reduced and exports 

do not expand, the efforts 'to ... ·iric1r·e·ase capita·l formation will result. in a 

reduction in fore'ign exchange holdings; however,· this' reduction has a 

limit which was reached 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 consumer 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 which inflationa~ procedures ceased 

to be an effective incentive for productive investment. For instance, 

/particu·larly in the 

( 
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-~~~~cularly ih the underdeve~ American· cou~tries, a large 

part of, the population is self-employed (as small la~downers.) .or receives 

wages in kind, so that the degree to which .a change in the distributioh 
I 

of income can increase sav:ing~ is limited. This mearls that the 

proportion of the pGpulation from whom forced savi:ngs can be obtained 

is less than in other countries. This section of the population, 

p8rticularly the peasants, should profit_by the inflationary process to 

the extent that it tends to improve the terms of trade for agricultural 

products (as occurred in several countries a~ter the war) but since these 

are low 'level income groups, it is not likely that-they will increase · 
.. 

~heir savings. Bolivia, Guatema},a and Peru are three of the countries 

investi~ated in which this situation is most clearly demonstrated 

(particularly in the first) -where a system of forced sa:virigs can have 

. very ljJni ted results. In all three countries, small btisiness.es absorb 

a vary important section of the population, and a high prop0rtion of the 

agricultural workers receive payment in kind; while, industrial wo~kers· 
. . 

A.re strongly organised. . The changes in income ·which ·have ta.ken place in 

these countrief? have been largely at the expense of the employees l and. 

to a lesser degree of the industrial workers. 

In the 
I 

in Latin America second place,· the exclusively rentier class 

is very small .. in general terms; the greater part of income in the form 

of interests and rents goes to 'the investing class witp high ·incamesG 

In the third place, while the .marginal propensity to'· sa.Ye of--the 

high income groups is greater thqn 'the' average for the conununi't.'y as a whole, 

it may still be quite low. Consequently, in order to incre·ase savings 

a -greater ch.ange in the composition of i.n~om:es tha~ ·is so~etimes po~sibl ~ 
.;,;.ould be necessary. Moreover, 'recent L~tin . .American ·e.x:Perience would 

,• l 

' . 
appear to prove that, as inflation develops·, the ·groups which benefit 

.. , -. 
from the resultant redistribution of incon:te 9h~n.P.;e their preferences 

~ ~ : ' 

D! faVDur of investments,which do not produce new consumer goodp for the 
'. \ ' 

market, such~~ property, stock an~ foreign liquid_assets,'the 'val~e of 
• .I 

which increase mo~e rap~dl~. 

Moreover, thE? experience of the .majority of countries has been that 

o,;,:ce the ~nflationary J)rocess starts, the classes which profit from it 

want the redistribution of income in their favour to continue. Inflation 

/does not· tend 
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does not tend to work itself out but rather once it starts, forces are 

created wh~ch tend to perpetuate it. During th~ first phases of an 
.. 

inflationary policy, during a period largely determined by social-political 

factors, investment is in fact increased. In the beginning consumers 

accept the fall in their real incomes and private investors do not reduce 

the proportion of capital formation within their investments, perhaps 

even increasing it. However, a point is reached where an increasing part 

of voluntary.saving~ is diverted to·.-:ards non-productive objective,.~ and 

that section of. the pop~lation which suffers as a re9ult rebels a~ainst 

the relative fal~ in real income. From this point inflation caused by 
...... 

the prd.mary incentive is added to by inflation derived from the vicious 

circle of costs and.pric~s (wages prices), and it becomes very difficult 

to maintain an increase in the proportion of.investments within tlTe total 

income., 

The point at which the section of the·population·which suffers a loss 

'of inc~me rebels is determined by a number of f.actors, so~e very obvious, 

such as the degree of organisation of workers and the stren~th. of the 

trade unions. Other factors, such as the ·distribution.Qf population by ... 
trades, the relative importance of the moneied classes, the consumption 

habits of the higher income groups and the· nature of investm.en ~s, are 

· less obvious. 

If the. investment to which' savings are directed is non-.producti ve 

of cqnsumer goods and increased incomes cannot be spe~t on more goods in 
. . 

tl;1e ma.cket, th<;J wage'-price 'spiral will be reached sooner than . if new 

investmen~s increase the sup.ply of available ·goods., because the reaction 

of the los~ng groups will take place earlier. On the other hand, if in 

a rel~tively .short per:lod the supply of ,consumer goods (whi~h ha'd. been 

rel<?-tively reduced when the investment was made) is re-e~tablished, then 
. . 

the consuming secticn of the population can recover .i~s former real income 
. . . 

without causing a redaction in the income of ~he inyesters. In this way 
. ' . . . 

the new investments might coi.tinue· to be. encour<?-ged withcut provoking 

a. wage-price spiral on a scale to hamper th~ p~ce. of development. 
~ ' ,,I i-, : , 

In resume, ·it can< be· said that in the !!lajority of Latin American 

q:IDuntries there was evidence of the difficulties inherent 'in a continuous 

process .of.development by means of inflationary.pro~edures, and that 

the experience ~ained is being used .. to seek more. suitable methods of 

. /in~reasing real income. 

i 
\ 
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increasing real income. Tht;) degree of inflation following its course' 

in several countries is due, in the majority of cases, to social-political 
. . . ~ 

pressures for-om .each of the two groups struggling to maintain,.a I . 
privileP,ed po~itionwhen final steps are taken to curtail it, and to 

that the end of inflation will bring about unem~~oymen~., The depth 

gravity of. the- ·problem· go bey_ond the sphere of e_con~J?ics. 

Anti-inflationary policy 

the fear 

and 

It was su~gested in the p~evious section that in,many Latin American 

countries the inflationary pressures of the war and postwar per~ods may have 

arisen not only from the increase in favourabl~ balance of payment, budget 

deficits and the private accumulat:Lm of capital through inflationary 

measur·es -o-r 'the increase of costs, but also from a change ip the _, 
composition of expenditure towards non-reproduc!);Lve purpo:ses. 

In the pos.t-war period the annual rate of increase qf.~_overnment 

exp~ndituree·was as much as 50 per cent in Argentina, 42.per cent in 

Pataeuay and 40 per cent in Venezuela, and of the 11 c,-.untr._ies fo:r- .which · 
-~··.,.--~·~ . 

dat~ ar~ available, only Mexico has. shown an annual increase lower than 

14- per, cent. Even in 'real terms government expensJ.iture _in near.,ly all 

the CO'\lntries rose at a rapid rate. In other words, the gov:e:rnments, .a-s · 
I 

v,re11 .as :!-nv~sters, have tried and managed to obtain a greater s~arE,l in the 

available prcductive· resources. Thus, the process of expans~on of: 

government ex.pendi tu·re has changed the composition of the gross .national 

product in almost all·the republics, increasin~, in relativ~. :ter~s, 

the volume of services and reducing that of goods. 

Undoubtedly part of the increased state expenditures has ge:J1erally ... 

been directed towards productive investments. Nevertheless, most of 

these have been very long-term productive inves~ments which prqduce 

considerable inflationary effects. This structural ch~nge .has been 

made -possible by the delay in increasing the wages o~ civi~ serva~ts in'· 
. ' ' . . 

comparison with receipts and with ·wages paid in private act;Lvi,_ties ... 

However, even with the d:elay, it has' often been neces-sary to ~lc~. 

adjustments in· wages· ( t'here has also' been· a wage-pric~ spi_ra.l, althoup;h 

less pronounced,.- :in the·case of civii.servants) just' ~sin pr;Lvate 
~ . . . j . ' . . 

enterpri~e and ,this ·has some·times taken place when fiscal receip~s were 

barely .. suff.ici.ent. ._to. meet current eipenciiture at the previous wa~e 

/le.ve1s. When this 

\ 
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.. 
levels. When this has qccurred, there ha·s been a deficit. wit.ho~t a 

corresponding increase:. in long-term productive' investment'· .an~:l;.tberefore 
' • .,t • • , r 

of an even more inflationa~·nature. 

The inflationary influence of the change in the dir~qti.on ... o~ savings 

towards ·non-goods-prcducing investme~ts ·has been impli~~tiy:··~z.,--~~li-~itly'. 
recognised 'by" all the Latin American counti"ie s, which have. as a. result . . . .. . . . ' ': 

tried to COUnteract ·this influence by different·.me$1-;tods~ li!Onte of which 
' ••• l... f •'• 

have been described in .other chapters~ '·, f.:wu 1- ·- · 
• · •• ; '[.., ....... ! • 

Probably no.cpuntry.in ~atin America has>fo~g~t ~o h~rd.against· 
• I 'J, '• 

inflation ·as· Mexi?o, a1,1d it has do he ·sc) with ·,more tangib:J:e results . . , .. 

since the war. When the war ended, the'first·measure introduced was an . . ... 

. ; ' ;~ _:. 

incrense up to 5.0: per ~ent j,n b_nrikc~rese~~ ,,~equirement~, which was more than 

conperisated by- expanded gov~rnm~ntl·cre~its-; especially to a.griculture~·In other 

wor·-l.s., over. a:ni :1bqve ther· qua~titative limitation~,on credit there was a 
. ' ' ., ; .. , ; ·. ·/1 ·r. , ... , . . . . 

selective expansi..onh Thi( e:x:pansior1;financed'tby the.,central bank, together 

with the persj,.stent ~~d~et_. def·i~its, -,~ro't.Tided bommercial banking with the . ' . ,. . 

means to-expand credits ~o no~-pr~ductive ~ctivities in spite of the 
.. : . :· .. ·. ' 

coristanf·"pressure .. o.f- the: al,lt~orities in the o.Opposite .directi~n. Shortly 
' . 

·.';after· d€rvaluation;- measure~ w~re adopted to prevent the diversicn to 

co~e·rcial activities of. funds of priviledged industrial credit 

ins.tit.utions, and rediscounting by th·e national agricultural banks was 

suspended. Measures _were also adopted to strengthen the ~apit~l_ market. ' 

However; the stabilisatio~ of the exchange rate produced an inflow of 
. . . . 

foreign exchange so. great that· it strained the methods introduced thes·e· 

having led to a fair-sized bu~get surplus-in 1949 and·l950 •. 

Strong measures were,taken to combat this ·menace •. Banks were required to 

maintain a· reserve of. 100 per cent to cover increases in th~ir deposits· 

over the fi.gure reached .. in September 1949. ·Exceptions w~re made in the· 

case of ~vestments :41 .. , government bonds, share certifica,t~s. in' the . . . 

Nacionai Financiera ·(industrial s_ecurities); in bonds o~ the Banco 

Nacional Hipot~cario and financial bonds, agricultural loans at different 

terms and other secu-r:ities representing' productive .operat,ions, all' in 

fixed proportions. Same 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 

m~asures, between Sep~em.be,r 19_49 and November 1950 loans from private 
'· 

/Mexican banks to 



Mexican banks to commerce fell from 46.7 per cent of their total loans 

to 41.6 per -cent, the difference being absorbed in loans to pro~uctive 

enterprise·. Credits to- industry increased by 45 per cen:t, to agriculture 

by 27 per cent and·. to stock-br'eeding by 21 per c_ent; at the same time, 

by the ena of 1950, investments in securities of different types· and in 

medium term loans reached almost 1,000 million pesos. 

Th.e Mexican attitude is not typical of the policy followed by other 

Latin American' countri_es, but it is typical of the fear of having to 

experience ortce more the monetary· adjustments which might be -necessary 

.if' after the expansion of investments resulting from. increases in the 
- . 

surpluses in the balance of payJ.n.ents, a draining away -~f reserves were t·o 

occu:..~o It is· also an impc:>rtant ex?Jllple of a policy designed to actlieve a· 
---change _in the structure of investments in favour of those which increase the 

availability. of;. goods~-

In the majority of other countries ·there have also been attempts 

at selective c-_ontrol of investment through 'credit control; although 

more countries h·ave emphasized total investmentth~nhave made effor~_§.._>----
. . 

towar·d selective control. 

· Countries- with no great inflationary pr~blern~ and. nc'b~lanc·e ··of. 
. . - . 

payments difficulties,_ such as El Salvador, haye_ since 1946 adopted 

anti~inflationary mea~~res such as raising'th~ :re-dis~cunt rate~ issuing 

certificates· to banks. in order to halt ·their tendency t,o ii'lVest - . . 
reserve surpluses, increasing reserve ~equirements .by 20 per cent~ and' 

formulating ··a. ~ent1e~an 1 s agreement between commercial banks and the 

centraL-l1ank to· :restrict credit and direct it towards productive 

activities~ 

Uruguay, "rhic~ has a conservative banking legislatj;on·, increased 
1'\ . 

the minimum le·gal re~erves and issued Deflation Bonds and Certificates 

of Currency Defence. In small countrie-s with sericus. inflationary 

problems affecting the -balance of payments, increasingly stronger 

measures were taken to restrict credit. Thus, in Costa Rica the 

paYI_!le·nt ·of int-erest on current demand deposits was stopped,· and. the 

rat'e on 'time deposits was reduced, in order to lessen the incentive 
' 

or-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 

----
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At the end of 1948, countries s·uch as Peru had already decided to 

-put an end to_the inflationary process while by allowing the €conomy to 

aqjust itself at the existing level of·income, without ·extending the 

controls. Controls 1 were use.d, how~ver:, to· prevent the adjustment at 

ttus level of inco~e bringing about an· excessive redistributioh in 

.favour of the higher income groups (eeg~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 ot~er countries, found themselves in a more 

favourable position with regard.~o .foreign exchange, which enabled them to 

combat inflat-ion by increasing the a.vailability ·-of goods, and in sane 

cases ccmtrols were considerably relaxed. ·On the other hand, the situation 
in certain other· countries (particularly those which do ·not 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 a,ction were at times l:I~mitod and the most com:p:ete plans to combat 

inflation could not be put in practice. · · 
Among the plans worth mentioning because of their high technical 

level were those drawn up for Chil.e by experts from the ,United Nations 

and the International Monetary Fund. Botn, as was natural, aimed at 

equalizing savings and investment, but there were differences in methoil. 
In the United Nations plan the objective was to be achieved, by increasing 

savings to the level of investment) whereas _in tha~ 9f the International. 

Monetary Fund, equilibrium was soug]:lt by -r-c4uc:in!': inv;.stm~mts (through 
' . 

credit) to the level of savings. 

According to the United Nations experts, the active-factor.in 
Chilean inflation is the attitude of the businessman who, \d~h a. -

prospect of high profits in view, plans investment in exce:;;s of his 
., . . ' ' 

savings, meeting the differq1ce with ban~ credits o The resulting 

expansion of money incomes causes price~ to ~ise, and con~umption to be 

reduced. The programme consisted then,. in stabilising the level of 
' . ' . ' . 

prices and re-establishing equilibrium between mqnetary demand and the 
' . . . . . . 

supply of goods and services availableo H'he former was to. be achieved 

by controls, the second by means of a compulsory s,s.~ir:g::; plan; '!onsisting 

of a given_percentage of all incomes being arbitraYily assigned_to the· 

prorr.otion Qf prcductiono ·, Thus -the s~vings 1i-:l"'J.ld bo <!t;thentic and · - " 

. /ir..vestment- would be 
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and particular:ly during 1947 and 1948, it was based on the gra!!_ting of. 

subsidies in the case of certain e::>_s_ent.ial.goods,--such as bread, sugar, 

oil, meat, daj._!'jcpr.oauct·s~---et~--. But in 1948, when the prices . of Argentine 

~~Qrt~~pped and when the differences b~tween domestic and foreign 

pricep d:i,d .not leave the same margin with which t9 pay J.he. subsidies, . ,. '' ' . ' . 
these were. abandoned and the pr~blem was approc;c}:led. fr.om th-e. side of 

' . ' . \. 

profits. These w:ere. frozen at. fi:!{~q percentages, with .~he., understanding 

that the mar~ins allowed were sufficient to encourage productiqn. The 
• ..:.J • ' • • '.. • ' : •• 

proftt margins had already been set by October 1947, but in February 
. - ' ' ., 

and August-. 1949 they were very su~stantially r~duc_e~~ . Th:e .. princ~pal 
. . ' 

manufacturers incluoed cem~nt producers (thes~ were. authorised a 
, I , J • • 

profit of 0.50 Argentin~ pesos per bag of 50 ~ilos) and textiles, with 

profit margins on sales of from 12 and ll per.cent for spinning and 

weaving IrJills of cotton and woolen ~oods to. 8 per cent fa;·· . .f~'ctori~s 
of Sj:lamless stockings (3 per cept for WO~l washing, but, thi~ is an 

. ' ' 

exc.eptional case). Profits were also reduced to 5 per- ce'nt for 

importers and wholes.alers who sold on credit and to 3 'per cent for 

wl'].ol.esalers making cash sales. In August 1950 the re.tailers we~e 
\ . . ' . . . 

granted .a profit. of :UP to 20 per cent ( former~y theY: we're allowed a net 
' - .. 

profit of 8 .per .c~nt). In addition to these measures, an_d after the 

withdrawal of subsidies, official prices w~re fixed for e'ssential 

~rticles, and .in Sept~~p.be~ 1949 tradesmen'w~re ·obliged t'o ded~ct 
. . . 

increase~ in wages from their profits. I~ spite of th~se measures 

Argent:i,ne pric~s have con~inued to rise, but this is due to revisions 
' .. ' ' '\:: ' . 

0~ 'the ceiling prices, as well as a limitation in the number of 

articles subject to .control. . 
_An attempt has thus been made in Argentina to control the effects 

•'' . ' 

of inflation by using on a larger scale the m~thod~ fol~owed in other 

Latin .American countries during.and shortly af~er the war. Argentine. 
I 

- at l~ast inflation is a controlled inflation which aims .at red~qing 
: . . . 

in. real terms - the· spontaneous investment resulting from ,private . . ' . ' 

,inte.rprise. Thus the old-established proquctive 9,-cti~ties.have 
• '• •• ' I 

e;xperienqed a considerable reductio·r:~ in that,part. of t}:leir :i,ncome 

(profits) which is most likely to foster s~vin.~s •.. Th~ p:robl~m· of 
• • • I' • 

directing voluntary as w,ell as forced s_cwings t9w9-rds prcducti ve 
, , ' . I ,; . . ' , . ', ' .,-, 

activities is therefore all th~_more ~portant. 

/At the end 
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launched by. freezing the deposi~~; of. ),IIJ.P?~ters, fixing ceilii',lgs in portfolio 

investments, and directing cre.dit. towar9.s. production. The principal 
. !',: . . . I' •• ,. • •. • • '. • 

measure taken in Ecuador was ·the ui'ilization of exchange taxes (1947) 
.. ' . ' . . •!: ., .. , ' ,. . • 

to amortise the public debt in th'e han'Cfs of the Central Bank • 
• j ' ., • :. ., • {'\' ,, 

But in the majority .of ·c.as.es these ·att_empts have been i~s'ufficient 
t ' • I"'\ ' • ' ~ •,•/' • ~' • .., ' •' ' ' I • 

to control investment. In the majo'ri ty of countries .th'e pressure for 

... , ... :. ~he constant expari~i·~i; o.i c~~di t,'\~s Seen ·gr~~t~r 'than the ability of 
- · r· :: · · . : ··. · · · .·: ··l • , • .: • ~·· 1 · : . 1, • ,_: ·: • • : • • ~. ~~ .... : • 1 : ~ • •• 

th:e. authorities to contrp~:.,~.t,_ .. whil~. the. capacit;y fot:' sel~ctiv,e_ control 
. ·~·~ ~ , I ; . '•, , •. '•, , '. ..,' , • . • . '• 

has not always been as high a.s was desirable. . 

· Some countrie~ .l:ll~o· i~·l{~e~! a .. d~iib;r~t~· p.0 li,cy. bf expand.±-~ credit 
' ' ' '",': ', J. • •: : '!'I ('•, '' ,·,, • :· ~ ',1; •, ._ ' ' : ._J : ' ~ ' '• '< • 

to production.. It was .stated in Argentina in l947 that the monetary 
', ' • '·! 'r '' ! ' '' ', ·~· • ' • r. ( ~' !, ','• '"• '::-· " ·I • e':. ' ' ' • • : ., •:·.. ' ' 

·policy· followe.d -by the .Cent.r.al Bank.- was that of. deliberately as.~isting 
' • ! ', : 1 ,~ I · ' ; • ' 

1 ~>"' , ' i 1 , 1 •, ' '- •• 

all businessmen who required funds for .the production of goods or the 
. . .• -~~ '1','. ·~ ', ~ ~ . ·,,·.··~ .. '. . .. \: ... . 

·provision of. seryiq .. e~ .,nece::)?ary to t}:!~ .C9:U!lt.ry. But these::t_e.ndencies, 
. " ' . .. ' ' .:. .. ~ ;-' . 

which were also. ,,e:.Q.,5~.ef!. t. __ ;in .a ... le.~.ser ~egree in o~her republ~_c s in the 
: lol '•••'' • lo 0' • , , , , • • ·, , 

1 

area have 1;>een inef!y_c.tua) .in·.Prflctice :be.~.a?se of the d,;if.fic':llty of 
' .... '. '. ''·'··· ·, . . " 

exercising ;._se~ect:iv~ ;-?.?rtt.r~!l., ~~y;en. -~n A~ge~t~na, .in 19.4.~ it was 
necessary _tq make an effort- .to prevent the. diversion of credit expansion 

, , ' f , ~ ,oil ,\ ,·, ! • !', •• , I , 1 • , , - ' • ,. • 

towards spec'Ula:tiv:e 'aim~' s~'ch as 'tl1.e hoarding of raw materials and' 
, l · • · ~. : r . 1\o •• ,. •, • ~ •'-c .;, , '. • • , , , . , 

op~rati~ns i; ·_r~~d ass~ts:·· At the e1;1d of 1948, apa.rt)rdm expressly 
:·";'' -··;-·, ,:~1· ... ~~:·· ... ).:;' ·,,.:·;(•'. "'.· :'• l • ·. . . . : . 
. ~ondemning a~l speculative 1oa:r:s, ~he_ Government red1.1.ced rediscount.ing 
:, ': ,I ' ' ·~ ~·,' ,,, .. ;t,, ]• .·!J,•,, ,', '! •'•,.:' , ' -. ' •, •", :t·, • ::' : ' 
and incre~seg. t.he. rate. It was also decreed that the Banco Industrial 

::•' .·• ! ·.· ' ~ ·~., .:,_;.J,. ,1,,'• ,.=:··y··~. ,, ' . .'• r-J~ . . ·• 

wol_lld not .grant 1;9aJ1.S for new industries or the expansfon of eXisting 
. ·. >n~· . ·;''. : ,; ! ; :: -~. ~ r. ,; ··. .• . . . ... •· . :·. ,;:r:::. . 
. ones, except_in_those case~ .where they were thought to be in the national 

'· ~· .. \·-·.· - •• • ... 'o. ' .... ~. :.~":: "'-:·· \:·~ ••• : ' • '• ... ·~ ·.~·:·.: :.: .. 

~nterest pr whe~e th~Y ~ntered the country bringing w~th them the 
.. ' •.. ·. r;. . ,'";_ 'i ; ..... ! ': __ ; . . . : . . ,. . 

'': 

necessary personnel. In short, the Government thought that the time 
••• • ' '.,' • I 

had come when the limit of increase 'in industrial investments '·had been 
. '.' ';' :· . ~ '• '"1 .:, .. • •. '•IV f', ,' j f· ,• • ,· • r r'l.' 

reached.'· The wag~.:..pr]A~· sp:Lr~l cqn~pired, hJwever, against the freezing 
• : : • : I_ ~ , ••• • r· . • ·, ' •. \ · ". • . · · , : ", ' , 

of the volume of. credi~, although in 1949 the rate of increase was much 
• I ' J: • •,, '.i- • ' ~ • (. : •' :, •' ! ,I: • 'w • •, ' ' • : ·.; ' • ' ;. ·' t • I • j .,. 

less f.han in 1947 and .. 1948. 1/ · ., · 
I • • • • 

1 
: 1

' •' ' , , .. : ~ ~ lf 
1

0 
: , --:! ~ ~ , , ' ·~ ~ : ; ' ,;, ', ' • '> 

Argentine .anti-u~flationary policy has not, then, been based on 
•· ·· · .: ·~ :-~.- . .-· .. ·;. t·.-_.: .. -:-· .. _r~.· ·."'-..... :·... ~ ... ;· ., r: 
the limi~ation Df credit to th~ same extent as that of qther c~untries • 

. , . : ... - • •• ·' , • • • . .. C:" ' ~ , : ' , ·' • ' r,': '! ; r' ' ,. 

But there has [?een. an _ant~-inflationary po],icy •. Until the middle of 1949 
• , : 1 • • •• ~. ~ ; .. ,~.- t: · r:. ;,. · · ... ·· · · · :; · ·~ · ·. '-· · · · · 

}/-:._I,n-l95G':lo~ns·have_ a;ga1n·be~ to·incr.ease at·a ·growtng. r~~e, but 
. they are not directed toward agriculture. 

,. • ' • ; ' ' ' ' - i• r • 

• J I' 

. /and _pa,rt_ic-q~<;l,.rly .. during 
. . :··' ' . 
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According to the Monetary Fund experts, inflation in Chile arises out 

of factors such as the wage-price spiral and an excess of in'vestment over 

savings. To prevent the lattar, they proposed that a ceiling should be 

set- for bank credit, .rinsing thEf rediscount rate to 8 per cent and keepirt?; 

it at. thi13 level until :a ·ntm-inflational:'y· atmosphe:re is created which 

modifies. the. present. prospec-ts of' contlimous price increases. The 

provision of a substantial fiscal'surplus was recomm~nded as well as 

the preparation of a plan f.or both·-·govei'rl..ment· and private investment, 

d.r?-wn up in accordance with !social priorities. 

Neither of these: plans was adopted, although the Government submitte~ 

to publi.c discussion a plan which. coincides substantially ·with that 

drawn up by the United Nations experts. 

,i. ... --
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CHA?TZR VI 

i. 

r;-,-, 

THE EXCHANGE'SYSTEMS 

The majority of the' Latin American countries have since the war 

taken var{ous inea.'sures to protbc't their balance _of payments. In most 

cases these measures haye been.adopted with multiple objectives .in mind 

and have 'not been confined ·to th~t of prevent~g losses of reserves 

or devo.luation of the currency. Protectionist a~s,_fomenting production . ' . 
(wit~ ;r, . :without· 'protectionism) and roncern- with social- economic or 

. ' ' 

social-politic'il problem·s are mingled with th~, defence .qf .the balance 

of payments, so that at times it ·is impo.ssible· "tto P,~t~rm:i.pe which of the 

objectives has had priority. 

The problem faced by the Latin American countries with _balance of 

payments difficulti~s was not merely one of elimination which could not 

be financed in view of the exhaustion of i ntcrnational reserves, but of 

eliminating this deficit lATithout adverse effects on economic development 

and without creating social or political problems, considered to be more 

serious than the deficit itself. The difficulties inherent in this task 

were practically insuper:J.ble, given the avc.ilable instruments, e,s to a 

certain exent the iinmediate economic, social or political sacrifices 

implied in the use of adequate methods uppeared excessive in comparison 

to the benefits to be obtained in a distant future. This applied 

particul·1rly in cases in which there were doubts within the direction 

of economic policy c::s to the reality of these future benefits. 

Discounting of the future has increased in recent times. 

The soci~l and politic~l (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 

mus-1:, be mention0d in order to complete the picture. Of P,articular 

importance is the fact that the orthodox solutions such as devaluation, 

have b~;;en usually adopted to deal with these problems in c::.ses of the 

simultaneous existence of several eircumstances; in the casa of L~tin 

America in the last few yoars these circumstances have, rathor, appe~red 

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 ~dvisable. In addition, the need to restrict imports occurred 

/in a p0riod 
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in a period in which·it was-desired to encourage the entry of producer 

goods which devaluation would have made ~re expensive. Export difficulties 

arose sooner for some products than for others (since r.movements in 

in international prices or the intensity of competitio~ were not uniform), 

so that the devaluation which some goods would have required would have 

provided ·unjustified profits· for the others. 

Tn the course of time, however, these differences diminished. The 

inflationary c'?nsequences of monetary expansion ·were affecting the ·costs of 

all exports, Tqe necessary restriction on imports was no longer limited to 
' 

luxury goods, but affected even capital goods and gave them a scarcity 

va'lue, in view of which the justification for maint?ining such prefe~ential 

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 prices, diminished' 

with the recovery of European production and the devaluations of September 

1949.· Before this process was completed; through successive adjustment of 

the economies to post-war conditions and more uniform distribution of the 

effects of inflation throughout the eco~omy, the change in the 

international situation brought ahout by events in Korea gave it new 

impulse. 

The accumulation of.measures and countermeasures in Latin ~erica 

during the post-war period can only be explained in tenns of the 

•ackground of social and political considerations superimposed on 

economic factors, the ohjective of econo~ic development, and the f~ct 

that adjustment of ·the different sectors of the economies to change 

has been gradual. With rege.rd to the balance of payments, there appears 

at times in the same country the desire to encourage exports together 

with export prohibitions, the· admitted advisability of restricting 

imports together with the gra~ting of-facilities for the import of articles 

whose production could be fomented; and the laborious attainment o~ budget 

surpluses or immo~ilisation of private funds together with credit expansion. 

The general policy could be described as characterized by _the 

/adoption of 
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adoption of measures which arouse lesser r~sistance,. themgh ~hey may not 

always be the best measures; it appears as a struggle against fluidity 

'in tho'economy and tho repercussions which-events in one·sector provoke 

in the others. 

Control of Foreign -~hange Payments 

A fi~1 conviction has developed in Latin· America with regard to the 

ba~ance 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 foreig·n. exchange is expended on imports or payments 

which do not contribute to the development of the countries. Monetary, 

fiscal and exchDnge policies throughout Latin America since the Second 

World Har have all been.·directed towards achieving this purpos~J with 

varying degrees of success; for it must te recognized that while there 

is clarity in ideas, all Governments have heen forced to temporize to a 

greater or lesser degree with vested interests. 'Thus, 'the policie.s 

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 prevertt the ·consequences which ·greater income 

may :1ave on the demand for imports, while e.t the same time there is 

evident intere-st in preventing· a shorta'g·e of money from creating an ., 

obstacle to production. The attempts at selective control of credit 

outlined in other chapters of this report are a result of this attitude. 

There is an effort in fiscal policy to prevent a' budget deficit, ·for 

the same reasons as in the case of monetary expansion; at the same time. 

there is growing pressure of the tax system on the foreign products 

contributing le:ast to· economic development and on that part of income 

which is most likely to be spent in acquiring them.· 

The rriost 1·u.dical example of the trend towards selective control 

of ·available -exc-hange· ·is found in the imeort ·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 ··w:i'th balnrrc·e ·of .payment~ difficulties and the 

conse·quent necessity tb·curb the' expenditu.r~·of foreig~ exchange, there 

is more 'severe restriction oi those g'oods considered less essential to 

the life of the nation and of those which can be obtained in the 'country, 

particularly if these ±mportu, besides absorbing foreign exchange, create 

unemployment. 

Prohibitions 'began •soon ~fter the war ~ndect,· for by 1947 seve~al 
·countries h0.d nlready ·-introduced t.hem in c.onsiderc.ble number \Peru in June, 

Mexico in July, Ch~le in Au~ust) and they are sti~l in effect in the majority 

... · of~ c~~~f~~f--)~ith bal~nce _o_f payments dilf!ficulti;ae. In addition to LuXury 

goods, _several regulation~ specifically restri~t those already produced in 

'the country. There are only.~· .few .ca,ses .i'n w}fi~h the adequacy of dop1.estic 
• 4 • ' . . . 0 • • • • • 

production to satisfy de~and is made a condition for the validity of 

prohibition (Bolivia ~;'"\ J~uary.'and Febru-ary 1948),;:/ 

Undoubtedly the prohibitions have ~een.more'numerous than their 

specific establishment .. iadicates _. . since ir2 '~"ar:i.ous countries the· entry 

of ce:rtain.imports has been :::-efu.sed by iacluding them in categories or 

groups which do not receive o.:t;f~cial import l:i.cenc.es or exchange. 

Several countries passed through periods of very acute exchange shortage 

and established temporary prohibitions which W<:t'e much mo~e .far-reaching 
' I ' ' ' • • ' •- ' ' ' ,,_ .. ,_ •-• ''"' 

than. the . normal· ones, while several . othe:::- couYitrie~ hn ve .,impose.d . 

prohibitions ~~-I,;lY~r:g s?lely to me1~chandise from the h,ard-curz;ency areas. 

In all the countries vvhere import prohibitions have been .. . . . . . . . - . ' ~ . , . . 
established and 111:.qintr:ir2ecl over £1 _long pe:::-icd, <m atmosphere of .considerable 

. . . 
tension hccs been proC.uc-sd "-"~ich hp.s oft,en led ~~o the totnl .or ,partial 

elimim~tion of the so rest;rj_ctiom. In gener.:tJ., the bre.n)dng of tfue 

prohibitions (legal or ~~-laCl£) has. been brought _oqou~ through 

authorizing imports o:1· the :l:'::·ee fo.r!~ign• .exdnnge:..market (sqm~ti.o.es 

created_. by legf.Ez'ing the black market). 

Th?re have us11ally been b~o types of ,jt2stificn tion:· for this . 

polic;y: first, in vie;-; of the p:c-es::;ure for tl:e elimino.tion of prohibitions 

it has been cons,ide:red. 2dv:Lsc.ole to m2.ke ~-0.9 of t,he foreign exchD.nge trnded 

--~---"'"!.--~--:-:-·----"':":"-

1/ This ,idee. i~ impl.:Lci.t ·.i.n 1:~::o Me,xicn;:1 rrchi·~·i.t3.on -of the_,impot't of 
nssembleCr automobi~"tes ~ · ·· : I 

/on the 
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on the free or black market, obtaining something for the country; and 

. 'second, :s'ince e.:Xporters of products which were to he enc-ouraged· hc\.d he en 

-, selling their foreign exchange receipts on· this mn:r-~et; an inerease ·in 

dema·nd for that exchange by ·permitting import's to be made with it would 

: further stimula.te. those exports. 

The improvement of the exchange situation in Mexico_. C~.s ·weil as 

the fact that prohibitions had not been very effective and encouraged 

· contraband, led the Government to eliminate prohibitions (in December 

i95D) for 200 items. At the same time, the Government announced that 

th.ey wouid be substituted by heavy Customs duties. 

There is no .doub.t that prohibitions of imports ObO§~dei?ecbtoi~erodr 

second<:\rJ: import<mce have saved 12tin American foreign exchange (it was 

estimB.ted in Mexico that the saving in 1948 may have been about 100 

million dollars), _and that there would in their absence have been 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 

· prohibitions .. was a greater inflationary pressure, as those gqods whose 

import was forbidden be~ame more expensive and the demand for other 

goods increased, apart from the adiTinistrative tensionq to which they 

gave rise. 

The import'restrictions which have been established, without 

actual prohibition, have all implied the setting up of a ~cale ·Qf 
. I . . . , . 

priorities according to the relative iinport.:mce attri'lo\uted to the 

merchandise. The most common practice has been to establish lRrge 

gro.ups of. imports, each receiving different treatr.1ent according to 

availability of E?Xchange and judgment as to the requirements of the

country. Sometimes, with a change in .th~ availability of exchange or 
. ' ' •' ' .. 

the relative scarcity of merchandise, goods hDve been tr;msferred· from 

one group to 2nother while mnintaining the snme rules for gr~nting 

exch.:mge to e.:1ch group. It seems clear that in order to hav:e mc.nage.1ble 

clnssific:"ltions: it !:las been necessary to group <1nd give cquivc;le)1t 

treatment to merchandise of very different types and values for the 

different economies. Nevertheless, in practice, discrimin~~ion __ an:-ong. 

imports has been more subtle than the group classificctions would 

suggest. In granting exchange, the imperfections i)1 the classifica tions 

/established for 
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established.for ccntrol.purpcses have to a certain extent.been corrected. . .. . ... . . ' . 

. It is not possible to enter "into .. detail here as t.o t):le · systems 'followed 

fer this ·purpose. 
J '·. :.· 

In general, fo.r.eie;n exchange has been granted J.n accordance with 

historic criteria. That L t-::: say,· quotas have :been granted to ·importers . - . 

on th~ basis of their imports in previous yeers, and certain formulas. have 

been used~in.~stablish~g the restrictio~s.1/ 

It can be stated that in s.everal cases the complexity of the systems 

became excessive for the a~thorities. More('lver, as a result of the 

necessarily arbitrary nature of some decisions and the discretion which 

must be given to those in charge of administration, in order to avoid 

uneconomic rigidity arising from_strict application of formulas, 

situations of resentments and frictions have been created of varying 

types and grqvity. In some cas~s, there has been a lack of 9Q-o~ination 

between those administering the 7..nport cont'rol systems· and those. administering 

the foreign exchange, or between both and those negotiating international 

payment agreements. This has led to delicate situations, such as the 

accumulation of commercial debts abroad through the granting of import 

permits and/or exchange to pay for merchandise whose import had been 

stipulated in ·an · international agreement . 
• I . ' . . . 

Such situatir.ns have been more frequent when there has been 

intensified governm~nt demand for foreign exchange at-times when its 

shortage has been particularly great. Som~ countries, ·particularly Chile 

Bolivia ·and Brazil, ·have followed the system of exchange budgets, in 
.• ·. 

order t,... preven~ maladjustments and excessive imports· on the par~ of 

Governments th~~s~lves and their· autonomous agencies, and in general 

in ord~r to ach~eve t~e necessary co-ordination between the granting 

of import permits and the avai~ability of exchange. Setting up a 

budget provides' an ">pportUI!-~ty to establis.h a scale of priority for 

imports. Once tfuis is kno-vm to the public'· _ th~ 'offi'Ciais in charge of 

controls are to a large ex~ent freedfrom the criticism to which th~y. 

Jj In ¥arch 1950, Bqlivia changed the·historic system of exchange 
allocation for one in which priority is "given to impilrters 
cbtaining the best terms fr-;m foreign exporters. 

/might otherwise 
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mig\!\ c tt.erwi.~e be ope::1 ...... G!'Oupi .. '!g of )IlGX"chandise fc'r cor.t:-ol pu:::-poses 

varies considerably from r,ne cot:ntry to another and reveals the different 

circumC':ta!1.ces encountered in each. The pattern, however; is almost always 

the t-ame: vr.i ·.:1. priori-!-,:J.es being given tn major articles of popular 

consnmptic"l (flcu.r, w!:'leat, edible fats and oils, sugar, medicines). as 

well as to others (i.e. ne1vsprint) "Those restrictil'n could have social 

:mach:Lr:..::i.7, trels, ::a·!r mat..8'!.'ials a!;.:., in general, goc.ds necessary to 

tnai:."lta~.i1 D.,:co. c?~p;-~:1d the country's productive activity-~ -folln:•led, in 

t·,.rrn;- 't-~; col.,.sur:te. goods ·,;hich are· considered less essential. It can be 

obser;;(.>~ .. ;:,;:,:?.t, particularly in the years immediately fnilcwing the war, 

d_esp.:te -:~b.e ger_1eral c-rientatinn of quantitative controls towards econo!p.ic 

r1cn>'"> 1 ...,,Y:P"l~ +-1-. 1'·~,-.·.,· 1 ' 't h d d t u.--. "'·--D, .. :·~-l ;l·,. v.!8 .pr !•~1~a prlorl y as eorrespon e m0:ce (\ consumer 

good8 c~~~Lde~ed esoential than t6 p~uducer goods. 

::!: 1.:. i.~1 ·also W()rth ri.cting tlnt nat only have ·quantitative import 

rest,:.·ic·:_4 ~i_(.,~S 1)8er.. established in the pnst-war period by countries with 

balanr::(;· of pa~ :cents difficulties, b~t also by Republics· such as Cuba and 

Venez11P.~ 8 ·.~hie~ :>ave. use~ J.:.hem for the purpose of ·ctsvel()p5.Y<g loc!:l.l 

· ::n c:.>d.d:.t::_.,:n to p:•:c!nbitions and restri9tionQ,, several Latin 

A.'Tlerlcc.;1 c01;.11tries used exci'!ange--rate manipulation to a:r:::'es.t the outflow 

of eY~~no:~nge 2.r.d reinf0:-c'ce i~he selectivity of their imp,..rts. In fact, nearly all 

the rern~oEc0 v;h::..ch e.~::ployed prohibitions and restricticns for balance 

cf pa:;lu£n'c.s pn:·po::5es, abo reaorted to ~~1_tiEle exchan_g§l_rc:t~s or 

d.ev~lu.~~-~.9D.· Develop~ents ir.. e:::-cchange rates are too complex to be 

described in detail here. Ih general terms, multiple exchange rates. 

(that is, the application of diffe:. ?.nt exchange rates to different goods) 

have represented a partial recogr.i tion of the inadequacy o~ the offica.l par 

val1w, and l:a·.;e -· ·en '-'-~:ed as much for monetary and fiscal purposes iiJ. 

tbe :::e:1se c.:~ :!r. :i.nstT'l.:;,~G'a-:; j .. n. 9Xchane;e po:).j_cy, when the pos::::ibilities 

of act.L~):-:1 >;r o'rtbcdo~c in;.~ne~.e.ry and fiscal methods '"'ere not, o;.· were 

not pelie lGJ to be, :p<Jlit.}.caJ~Y. fea si hle, 

'!:'':1e !Li..'.ltiple rates for imports .int:rod11ced, for- exc>.mple in Ecuador 

----·--·--------· .. --- "' 

}/ 1'bis d·')es not p;•2ven".:. t.he o·u.dget being modified dm~ing the year, . 
:..tJ 1.':~ev·r o.£' poc;3:1_Dle G .. :.fferences ~~0tv1een the estimate lnade and :: . ""'-

/in 1947 
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in 1947 and Costa Rica in 1948, may be considered instruments of mo~etar,y 

policy, insofar as the funds obtained from s~le; of exchange at ·rates above 

par were largely used to reduce th~ 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 th?-s case it was expected that the 

system of multiple exchange rates would have a double ~ffect on the 

balance of payments: a direc~ effect deriveq from increasing the co~~ ~f 

imports or, whi;ch exchange premiums hnd to be paid, and an indirect 

effect derived from contraction of income as a result of the drop in money 

circulation. I~ both countries, the prqtective aspect of the system h~s 

been practically inoperative. Exchnnge techniques-were used'to affect 
1 

the bnl0nce of payments by menns of their monetar,y effects. This is even 

mo;r.e evident in the cnse of Costa Rica -than of Ecuador, since, while ·no· 

quantitative restrictions were ?-ntroduced in Ecuador on imports of goods 

which had to pay the exchange surcharge, in· Costa Rica these continue in 

effect;anq it was not expected (at least when it. was introduced) that . ., 

the reduction in the exchange rates f9r imports would in princ~ple be 
.. . 

sufficient to keep themw:i.thip the limj.ts of t..tle availability of exchange. 

Exchnnge procedu~es have also been used to influence the b8lance 

of paym~nts thr9ugh their effects on money supply ~nd income, by 

requiring of th~. importers prior deposits in local currency equivalent 

to the total or a given percentage.of the value of the import. This 

system was followed, for example, in Nicaragua, Costa Rica.and Paraguny, 
.. . \ 

with the 'object; in the first place, of preventing credits extended by 

foreign exporters from enabling importe~s to obtain products for n. sum 

greater thEm their ·available funds.;. in the second_ place, of hampering 

imports' made with-black market exchange; and, finally, through 

immobilizing the· funds deposited ~hile exchange was being obt~ined, 

acting as a factor in contracting income and thus the demand for imp~rts. 
-

All the systems of multiple exchange rates have been used to 

facilitate the task of the Governments in the.sense of permitting them 

to ~3ke a greater contribuLio~ ~owards the development of the countries 

'· 



roducticn in money supply (as mentioned before) and partly to cover 

State expenditures; in other-' c·as~s they w~re ~sed ~ni.irely for th~s 
latte·r ·purpos·e-)/ In both · ~ases, · ~nd t6 the ~xtent t~ which. it. was 

·considered.-~necessary to spend the· funds· ccli~cted, an ex~hange ·procedure 

w~.~- being used to r~lieve the pr~s~~re · o"n the balance· of payment~.,' 
. . . 

directly; by incre.asing the c6st of .import~, a~d indirectly, -by preventing 
- .. ·: , L • 

er reducing its ultimate deterioration, as income derived from the 

multiple rates helped to avert a budget deficit. 

In the case of multiple rates, either 'to~ purposes of reduCing 

. money . SUpply; or of increasing the funds Which the g~ e;nment 8 C0';1ld spend, 

there is ne difference 1n principle' between th se e.nd Customs ·ta':hff~ or 

taxes on consumption. Still. less does the difference exist in thos·e 

republics in t~e area which have been accustomed to taxing imports with 

uniform tariff sur.charges in order to cover specific expenditur~s': port 

works, ·hospital .construction, etcete-ra:, The ·preference. ·for multipl~ 

:r:a,tes, ·instead of tariff increases or tnxes on consumption, has been 

part1y due to their-flexibility. That is to say, their introd~ction~has 

prev.ented. the ·need to undergo. the complex· adminis tra ti ve proces ~'e·s · · 

. implicit in tax· reforms of an· internal nature. This was' partly influenced 

by t_he fact tha-t., in general, the conditions leading to their 

introduction were considered or stated to be transitory,·while tax 

ref,orms -(tariff or·,·other) are reservecl for :rh0re long-ter.mneeds.Y·:At. 

the same_ t~e, in several repu lies there has· betm an obstacle to the 

introduction .of_other type~ of taxes on ~ports in the existence of trade 

agreements which froze the d.uti~s app~yi_n~ to a consj,.derable nuinbe~ :of 

goods who~e _entry i~ was desired . to limit, 

That is, acting thro1:1gh the exc}1ang,e system_d~es not .represent an 
1,. ,-· • 

advantage in p_rinciple (except, perhaps., in cer-tD.in-.cnse_s~ the possib.ifity 

of taxing non-merchandise trdnsactions), but rather in terms of. 

expedien:cy in view of the urgency of the situation and the. actual 

c'ondi tions in many countries. It must be n")ted that there are further 
·, . . . --

considerations involved besides those outlined in the prec~ding pa:ragrnph,. 
. . ·: . r 

1/ In $8Veral cases;· the funds collected were assigned initiaily 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. 

g/ Multiple rates for imports were eliminated in Colombia in July 1950, 
and incorporated in the duties -established in the new tariff schedule. 

/The mMetary 
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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 comparisqn 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 ~axation systems, sometimes to the political impossibility ofintroducing 

fiscal systems which would obtain for the State the extraordinary profits 

m~de by importers .as a :;.~esult of.· a shortage of imports; at times 

because it was the quickest and most abundant available source of 

government income; and at times to the extent of tax evasion. All these 

circumstances occurred while inflationary press.ures on the balance of 

payments we~e being produced in part by the monetization of deficits 

caused by growing burdens in expenditures weighing· on the governments. 

In the fa&e of this reality, other considerations _appear _very seconqary. 

The same criteria established for the application of quantitative . ~ . 

restrictions have been used in the classir"ication of merchandise for 

multiple rate systems. Very dilferent types of products are included 

Under hroad groupings. Consequently, a given surcharge probably serves 

to limit effectively imports of·certain goods, within the limits of the 
. . ,. . 

amount of foreign exchange which it is aesired to allocate for this 

.purpose (so that the quantitative restriction in fact becomes inoperative). 

On the other hand, it is probable 1 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 iruports has not been accompanied by . 

quantitative controls. In all ,the· other countrb·s., the mere .clas.sif.;ication 

of products in preferential groups ha9_ no.t necessarily implied free 

access to the exchange required_ to pay for their import. Generally 

speaking, in all the co~~tries with multiple rates there has been a 

small group cf merchandise vrhich has been imported with no restriction 
. . 

other than-·.that of demand, at the pr:i..ces which arise from the exchange ' 

rates, and quantitative restriction has been necessary to limit all other . . 
imports. The· multiple exchange rater. have thus not reached the point of 
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being an effective hrake on the import of these goods. The authorities 

have ·not'wished to go as far as would have "een necessary for the import 

rates to fulfil their 'orthodox·purpose of limiting demand to the exchange 

available. This objective has been attained ~y administrative procedures.· 
. . 

In those countries where inflation has advanced most and which 

maintain multiple rates with quantitative restrictions, the s~arcity . 

pric~ of imports is often ~ch higher than that which would result f~om 

adding the ex~hange surcharge 'to the other components of the price of · 

acquiring them. ·In this case, access to the necessary exchange becomes 

the determining f~ctor for imports and the exchange surcharge takes 

second place as a lirni tation rm demand, thus increasing the importal)ce 

of the taxation aspect. In fact, when the multiple rates are inadequnte 

to restrain imports within the li~t imposed by tqe availahility of 

exchang'e and those limi,ts are provided by quanti ta ti ve restric,tion' ·the 

exc_hange_ p_o.licy aspe.Qt of the system disappears almost entirely and the 

fis.c1~l character is accentuated to the same degree. 

Under these c~rcumstances,. the justification for the multiple rates 

is.ir their fiscal character, and not in their effect on'the balance of 

payments, although they may provide an.iffiportant means of controlling the 

latter • The fact that these mei;hods were used instead of the fiscal . 

instruments customary in other countries· is due to the reasons set forth 

previously. 

It is interesting.to note th,at 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 ftqd was introduced during the war 

a·s legislation in the monetary systems dev.eloped in other countries 

(Paraguay nnd Guate.mala) in collaboration wi.t~ specialists from the 
· .. ! 

United States FedE?ra.l Reserve Board, This system should provide a 

maximun of receipt~- for the treasury, as well as limi~ effectively the 

exchange payments ·to the amount available. :l'hc fnct thdt .'it ha's not been 

adopted !!lore widely is due, in sooe cases, to the reluctnnce of the· 

International Monetary F~d to accept fluctuating·exchnnge rates; 'in others, 

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 npplied to few;· and, finally, nt times, to the fact 

that it 'might indicat~ to~ ciearly ~he·det~riorati?~ ~f the exchange 

situation due to internal expansion of money incom~s. 

The ~ontrol of exchange payments has· been very imperfe-ct in 

inviBible transactions and many gover~ents, after passing through 

stages of strict regula'tion, chose to legalize their sale on free 

markets" This ,was not the case with transactions corresponding to 

interest, divid~nd and amortization payments on foreign investments, 
<, 

although_there is a difference in attitude (tending to diminish) between 

that regarding outflow of !ore1gn exchange resulting from investments in 

export ~ctivities, and that referring to activities directed ·towards the 

domestic market, Controls have.tended to be stricter in the latter 

instance' althou-gh there is evidence of the ever' increasing' impOrtance 

given to achieving a higher propo:ction Qf the value-- of' exports of foreign 
' ' 

enterprises' -returned to the countries .tin general, it has been attempted 

to limit such payments to certain maximum percentages of the· value of the 

investment. For example, this limit was of 12 per cent in Argentina (in

August 195~- )interest paynents 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. 

Nicara~a, 10 per cent for amortization; while-in Peru the authorities 

may set q limit not under 10 per cent ~or the remittance of interest and 

other pa~ents abroad o~ the foreign firms established in the country 

(December. 1947). Moreover, in several countries special pennision 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 the general allocation of the amounts available. Some countries 

restricted these payments severely in the periods of emergency w~ich 

occurred'· in· thE;J post-war years. 

Control of Exchange Receipt~ 
) 

Efforts to increase receipts of foreign exchange complement those 

dGsigned to equilibrate tho balance of payments by restricting exchange 

payments.·. In ail tho countries exercising exchange controls the 

/requir~~ent was established · 
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requirement was established from the start of selling the receipts fr.om 

eXports to. the central banks or authorised' agencies; as well ·a.~,-:tl'lose 
' . ' ~~ . ' ~·· 

derived from other pa~ents·made to nationals fro~ a~road.Nevertheless,in 
' o • ' I --· 

those countries with ·foreign inv:e~tments iri.'e:Xport ac.tivities.,thi~ .. :r?gulation 
. . . . :.. 1 ~ . .. . .. . ..... 

was limited by the authorization gr.an.ted to retain _a.broad the sums in 

excess o,f their payments within the country where the investment was made. 

although nt times there was the.obl~gation to return to the country a 

minimum of exchange for· the expqrts ~m~de·~ 'The .in:Lni~um ~as sometimes 

fixe~ in accordance with the tariff.valuation of the export (as in 
. . . 

Costn. Rica with bnnana exports), or on_ the basis of. the so-called legal 

cost plus taxes (in· Ch:Ll~)~ while--in othe~~ it wa~ accord~ng to the .. 

volume or va;Lue of exports (as in Bolivia.). 

As. the post-wa;r p_edod advanced, however, the 'p.osition Qf the 
. . ' " . . ~ ... 

currencies of -many countries d.ete:riorat~·d as .a ~e~ult of in~lation, - . . 
export prices ceased t'o rise, and.'late:r .began to drop, while ~here. was. 

. : . ,. 

for the same reason an eyer-growing 'demand for_imports,. bo~h. in :. 

absolute and in rclati ve terms. Then the -emphasi.s which. had , bEJ!en placed 

on imports was, relatively speaking; displaced towards exports. The . 

decli,ne. in :exchange receipts then becomes doubly serious and _!Ik'lrginal 

exports acqui·r.o· much greater importance than formerly. When the war 

ended., many countries ·accepted, without ·taking significant defensive· 

measures, the fall in the eXports of manufactured goodswhich had 

developed during the conflict, but as th~ exchenge situation became 

more strain.Eld, there was no longer_ the same passive reaction to these 

declines as existed during the· early post-war._ years, _a_nd e..fforts of every 

kind were made to maintain exp<;>rts. Exctwnge rates, which had been 

manipulated particulcrly for imports, were modified more and more for 

the export trnde, The necessary conditions _were being created for the 

acceptance by the countries, willingly or not, of n system which in 

many respects is more orthodox. The rate of exchange required to 

permit the flow of exports was approaching that needed to. restrict 

import..s.y E:x.amples of the granting of exchange rates eve:r;-. more favour.sble 
. ' .. ·-' . 

to exports are too. . ..w-ldG-Gp:r--ead to require cit,ing here. Other facili:ti~s 

/to the 
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Other facilit.:.es to :,he export trade have been no less num.erous, and 

several parts of this Report haire referred to measures for fomenting 

exports. Hov.rever, in aJ..most all cases there can be noted the intention 

of not giving e;xpcrts a greater stimulus than is actually considered 

necessary. '2':1j.s a·tti·jude j_s 1;:;.rGely derived from the resistance on the 

part of eo·~rernrn.e:r~ .. :3 t.o depr:i.ve themselves of the receipts obtained from 

main',:.aj.ning less fa7ou:rable exch:mge rates fo:- ex:;Jort,s together with 

rates penali:::b.g ir:;pc:rts e 

In the chapi·,e::· en the baJ.ance of payments, several obse!"'.rations 

were rr1:-1de ;,::i.th regard to the att,itude of the Latin American countries 

to~;rar.ds cnt.:r::Ler; of L)re.i.gn. cc-,pitaL It is suff~cicnt to me~tion here 

that exchange co:r:r':.rol syst.c1n5 ha-·.re tended to favour these entries, 

• • ..,L. (1o J. 1 t I • t 0 t' d ' t j_ d f g1V'....o."lg guara!'l .. ses o:.._ al:.u.1or:;..~":m:lon ,o w1 n ~aw 1nves menv procee s rom 

the cO'lmtry b~1t. keeping a rel:rt.:i-Yely liberJ.J r.or;.7,rol on rec.o:..pts. A."l 

attitude n-J"~ t.yp:Lcsl o:· the p::-ac;ti0es. follovred ty rr:ost couz-:.~_.ries is seen 

in the gJ:>~nt:i.ng :.r.. c:~:i.le of a;.1 ex::;har? .. ge ra+ ... e f,.s.·-,··c:.rci .. ng impo~ts of capitai 

than t ""a+ 'T]··· ,.,~ .. , f~e"'A c•-.~e nnm""P""~ e<> -er"" 1 i"e f'r,~ +hn eX"h8'"'"'"" Wh1' Ch they U v eV .. ,~.-••·, J; .. , .. , '-""•<• '·"·'·:!''~·-·- ~ .C v''.;_ I ..L J- ·'·'" ~· l.SC i 

sell to me~/c. c.u?'n;nt e:x:per.G.it'L~res. This. part.i.cu.'J.a:- example relates more 

to the fi;;::al char·a::-cer of: rr.u.1:t.iy;l.c rates ~n Chile than it does to the 

attitude t(;WBrds i'oreign. ca:p:i.-l:,J.L All courrtr·::ec- 1·:i~.h exchange co~trol 
' .. 

require :rogi.s ~-:::-J;ti.on cf th8 en."!".ry of capi 7.-al in. c-rder to have the right 

bring it ::.:·1·.: -:' -t.hc :~ :y,: .. ::>:·?.':f '.Tia the off: cj_::;l rn.c:rkr::t. ( w:L th a ·1sss fa-.roura bl'e 

exchar.ge :ra.:-.a) r)::· ';·::~2 1:.1:.'3 :'~!.'BG ii:arlcet, g<"..::•.:::.:m·t.ee~.n.c;, ·i.f the fc·::mer method 

. ·r- .:-: .s··. ; ... ~ ·. 

/ Cont.yoJ.. of ____ , ........... ,.. .,.,._,._ 
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Control of the Di~,£!d.,Q!L9f Paym~'2_ts~n.ci.J!~eipts. 

The object of controls during the post-war period was not solely 

to maintain. the 1~·alance of payments in equilibrium, t··ut also, as a 

result of the inconverti~ility of certain currencies, to affect the 

geographic distribution of payments aP.d t•eceipts. This need was naturally 

more acute in ~hose countries whose trade is directed preferably towards 

Europe. 

At the beginning of- 1947, Argentina already considered it necessary 

to restrict the imFort of certain goods requiring payment in hard currency 

if the domestic supply of these goods was considered sufficient. In 

September of 1947, in eet,-i:,ing up a cJ.assifiGa'::.ion or' high priority goods, 
I 

it was stipulat.ed ~.hat t!':eir ~Lmport would be permi t:.ed. from neighl:-ouring 

countries and f:~om those w:?. th which Argentina had payments agreements, 

but that imports f:r-om other ::-o'..:.ntries would reqi..i.:i.re the study of each 

particular case 7 The classi.fi~.ation of goods made in June 1948 followed 

the same criteri0n of influencing the origin of irr~orts, ensuring that 

these should Le from ~01.rrrtries for v1hicl:'l ex:hange was available; in the 

same month it wes laid down that exports to neighbouring countries 

shoUld be paid for with dollars ( excepti!l£ Uruguay in v:i.ew of the 

agreement with that country), or ~~th Argentine pesos from special 

export account--s to be opened in authori:ued instit11tions. When the 

situation becJ.me 'Tiost :.::12d.ous_. imports !'rom the United States were 

restricte:d (May 19!.J.9) to 25 pe:r cent cf. ·their average value in 1947-1948, 

while those from va::-ious European countries, the sterling area and Brazil 

were restricted on}.y ":.o 50 per cent,. The exchange reforms of October 1949, 

in adjusting exclnnge rates to European devaluation, also involved a 

greater devaluat~o:n wi t.h regard to the dollar th<m to the pou.nd sterling 

and other European currencies, and exports to th13 dollar area were 

favoured by pre~er-ential exo:-.hange rates. In accordance with the regulations 

of August 1950, th~:; granting of o.fficiaJ. exchange for imports depends both 

on the classifir;ntion
1
of gc.ods and on the country of origin. In Brazil, 

the policy of discriln.inntion hl favour of imports not requiring payment 

in hard currencies \vas mainly ~arri.ed out -through the use of discretionary 

/powers in 
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powers in administering the granting of import 1icens·es; but starting in 

March· 1949, the· ·policy of saving searce currencies ·became more explicit. 

A v.ery restricted list of "permissibie imports" ·was issued, applying 

solely .to hard currency countries (a description which varies according 

to the availability of exchange), and these hard currency imports were 

strictly limited according to the exchange budget, and·only permitted 

when they could not be pnid for in so·ft currencies. 

Peru is another country which has discriminated against imports 

from the United States in nn effort to nchieve bilaterally the equilibrium 

which it could not nttnin by multilateral comperisntion. 

The need to direct exports towards soft currency areas also forced 

cert<:!in countries to a.ecept imports other thnn those most in demand." 

Argentina, Br~zil and Uruguay hc:!ve ~t times been in this position with 

regnrd to their·biloternl agreer.1ents. There hc?.ve been cases of - .· 

international fri·ction, however, through reluct['.nce to accept goods 

included in the agreements· but which the Latin American countrie-s 

preferred to do without~ in order to reserve their foreign exch~nge 

for other purposes considered of greater importance to their economy. 

In 1950, with the increased United States demand for imports 

e.nd the result'ing grenter supply of dollars., there was some rela~ation 

of controls on ~imports from the United States,· In Nover.1ber, Peru added 

over 500 ite~s·to the list of imports per.ffiitted from the United States.J/ 

Starting in July' of that yenr Uruguay issued a series of regulations 

lifting r.1ore and more the controls on linports 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.~With the European devnluntions of 

1949 and the increasing capacity of Europe to supply imports, the 

surplus of soft cu~rencies generally tended to disappear, turning at 

tiDes. into a sh9rtage which forced the application of discrimination· 

against imports in such currencies. al.so, in order to avoid a deficit. 

l/ Early in 1951, all prohibitions on linports were elininated. 

~ In January 1951, restrictions on sterling imports, stated to be of 
a temporary nature~ were ngain imposed. 

/Free Markets 
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Free Markets 
. :; - .. ·. . J '~··': • 

.. 
· · ·As the post-War period: p~og·~~~1ed, iz.e·e exchange. markets or 

syst~~~ became m:ore widcspre.6d •. ~he~;'~-- n~~e··. take~ a,! ~de ·n~~-e~ . o.f .f.~rras. 
• ' ' •' ': ',· • ' ' ' • ' ~ 1 ' ' • ~ .-, , '~ ~ t ~ : ' 

which co~d nbt be described'here'Without'going irito excessiy~ detail. 
··' • • • • • ' • • • • • • • ~ • .1 ,; : ~ • • • 

Howe'-"'3r, . it is ... of fundm,lemtal ii:lporlance to reme,mber th.roug;hout tbat 
. . " . ' . : •. ! ~ \ t • • 

the only justification f?r.the ~st~b~s~en~ of fre~ qarkets ~as thnt 
'"'; . - . . 

the_ controlled exch<~nge. ro.tE!is. did not r~pres~nt the . e,quilibri.um rates 
. •' .. - ., '". . ; 

~~i~h would h6.ve devel<;>~~d. in .. the absence of -controls. 

The countries _which set ~p free tmrkets. did so uncter pressure o;f 
o ' • • ·.' :, ' • • • •· ' ''!' • .. j. ~ ' I • \ 

the demal).d for foreign exchange nnd not as a result .of improveme_nt in 
' . ~ . . . ": . :.. : . 

the circum.stnnces determining the control of foreign exchange. Moreov.e.r, .. 

free e~chnnge .. sy~tems ar~ a .response, dt lea.st a~ .the t:i.Jl!e of. i~tro~uction, 
. . , . . ,;. .. . . . . . . . . 

to 'a breakdown through the weakest sect~r in. ex:i,sting .exchange syst~m.s .. 
• a • ' ' ' flo :: • • -~ • : J ~: ' - ,I 

(generally due to the persistence and increase, of inf],at.ionery pr~ssures) • . . . . ~ ' . . .. 

The objectives. which these are intende4 to at~ain v~ry from one country 
.. .· l ., ·• ! . ' • • '• •·••. . 

to another_.'. and se~e~a~. m~r._ be fout:1d ~t _.the_. same t~me in one countrr. 1/ 
Th~. ~trod¥ct~o~ o~. n free op~k~t.with·~lu~t~~ting exchange rates 

has also been ~n response to the de.sir~ to fa.v.our c.ert.pin exports which 
. . . .. . . . . 

have been ~n dif£iculties b~cnuse of the effects of inflation on their 
- . . '" . . . . : ... : . : . . ~ . :.,.. . ..... ~. . : . . 

costs or because of a relative. fe.ll i~ their pric.e Olf_ i~ternatio11:al . 

m9-rkets. The most outstanding examplE? of this is ... gold,.; wh~ch has been. . . . . . . : .• . . . . ' . . . 
influenced by both circllr.lStances. In Col0nbia, _ ·fo.r exarople, the. 

promotion o~ goid production by this .. meth;d .. (that. ~-~-: by givin_g freely 
- . .. ; . . 

negotiable exchange certificates for the value of. the gold) is of . . . ·: . . .. 

impo_rtance for the balance of payments, to which, gold oontributes . . . . .. . .. 

between 9 and 12 million. dollal;'s annually •. In :Ch;Ue,:;en the other hand, 

where a similar_system was introduced, .gold producti0n ·provides a nore· 
• '· ' •• • • t •• 

secondary cont~i~ution to the balan~e of paynents relative ·to total 

export.s. In both countries, howe.ve.r ~ .;~he ~_ocial problem. which would be 

created by unemployment as a res~t .. of selling ·gold. at par in terms of 

local currency, is as important (in Cololl!'\?i·a)__ ·or-more·. important (in 

Chile) a consideration as· that· of· the benefits which it is hoped to 
• .t I I 

obtain for the balance of payn1ents:; and. th.e twO:.proble~ cannot be 

separnted without giving an errohcous''picture of the' ootives lending to 

·. · /the adoption, 
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Free ~rkets have_usually appeared .first for-the part of exchange 

receipts which. is most .. di.fficult to control, such as the tourist trade, 

diplomatic expenditure, payment of COf.ll:J.issions etcet-era,. Moreover; f~om . 
tim~ to time, when the shortage of exchange has been very acute, the 

repatriat.ion of capital he-ld nbroad by nationals has been legalized) 

provided repatrintion takes the form of imports, more or less essential 
- ' 

according to the d~gree'· of exchange shortage, This type of free market . . . 

has at times existed in ·the form_ of allowing_ioporters.to. use their 

"own exchange" (divisas propias), this term not al~ays being clearly 

defined, and often implying the de facto legali~ing- _of previous black 

market operations. 

In general, in those count.ries where the exchange situation has 

been o:c ·l''J'J.tinues to be Vei7f unfavoura.ble, "secondary" exports have been 

allo1ved access to fr~e markets (in_.other.words, the right-of exporters to 

sell on these markets th~ exchange they have obtained for certain 

exports). The term 11 s_econdqry exports 11 is, however, quite elastic. In 

Colombia, where their number has increased continuously, the resulting 

receipts of exchange have been actually for gold (a very special case), . . . ' . 
of secondary importance, but in-other countr~es, such as Nicaragua or 

. . 
Chile, they have been s1:1bstantial. 

So@e republics have fol~owed the practice of allowing access to 

tne f:-ee rnnrket of an established p.ercentage of the exchange obtained fron 

certa:i.n exports, this percentage to be calculated in accordance with the 

relati~-e deterioration in production costs.110thers have followed the 

,proc;edure of permitting barter tran~actions. There are recent exanples of 

this in Brazil, _which in Septeraber and in November 1950 extended the 

Jj In some countries (Arge'nti~a, Bolivia, Paraguuy), the term 11 free rate" 
has been applied to a special-exchange rate fixed by the authorities. 

gj This· practice is really;a substitute for that of ·mixed rates, that is, 
the pu.r(:hase of a certaiA percentage of .. exchange obtc.ined from exports 
at C!'le !'iJt.e, and the remainder nt a .::lOre favoura~le rate! When the 
secor:.d p<·oportion goes to the free market, the- government saves the 
exc~1ange l=·1'emium involved_ in the. more .t;avourable. rC)te. 

/number of 
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1/ 
num'Q3r of. goods which C?uld be exported _b-y ba·rter transactions.- The 

system has existed in Chl:le, s:irl-ce 1947, 'when private compensation 

transa~tions were permitted with gold (fran nines) and certain agricultural 

exports._ In ~he same year~ .the system was also adqp'\;.ed in Paraguay, This 

method has· been widely used. and in. coritrns~ to the.fr~~ market supplied . . - . . '( . 

with' receipts .fror.J. invisible transa.ctions ~ indica~~;. clearly the de dsion 
. . .. ; ... ~ . 

to mB~O J:laxiffiUL~ USe 0~ exPOrtS in Ord~~ ~0 obtain i~pOrts,· even Of ~~T 
goods (thus relieving the pressure on the authoritie-s). In the case of 

• . ;r 

barter' 'the existence' of a free ITiflrket i~' to a certain extent obscured 
' I ' ' 

cy the fact that there. is no sale of exc·hange; but this difference is 

llttle more. than formal. The buyi_Qg_ and' s:elling operation is affected . ' . . 
implicitly by. the sa~e person,' .'th~ exporter, and is .equiv:1.len~ t.o 

pe:::-rni:tting the· exporter to use his 11 own.exchange 11 , On occasions when these 

barter- ope~ations 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 the fayourod goods Nh1 .. ~h. are·:t.hen sold abroad at a 

loss, in.terms of ·legal parity. (This has occurred~ :for example, in 

Nicaragua:- ) : 

· It has been stated above that the establishment of free llk1~kets 

while systems of.control ·are_.i~·ef~ect, represents a partial breakdo-wn 

of exchange ::;;y·stems. This statement .. perhaps ·reqUires some explanntion. 

The need to give ~ertain exports o·rate higher thnn parit.y or thnn the 

highes-t, offi~ial ra-te, together with the fact that .demand for forzign 

exchange -as .so great. that the foreign 1exchange sold on the free market 

actually obtains this higher·:r6.te,.:appenr~ in itself a good lndicc:1tio~ 
of the divorce between the official· rate.or·rates and tho equation of 

supply an:i demand for exchange at this· rate ore' rates. The very history 

of t!1e nppearance of free markets with .fl.ucituating r.ates in the ·post.-war 

. period shows them .to'\,e.tpe'Fe_:~:ul~ o.r:f:_c.~~sis-.-.. At .. timen it is .acrisis 

in the administrative' cnpacity··for ctmtrol;, a t others a cr:!.sis in the 

cnpncit.y ·of the _fiscal 'systetn .:to favour .exports, that is, a lack of 
. ' .... ~: :1 :· - . . ,·: . . . . ; ' .... . 

funds ·to pro~i'de. sub?idies; o:r, f:tn~:llj'; of the ·availability of foreign 

exchange. Thus, a~.~ha~ been stated, -in 'many cases free markets have 

commenced as a r~sult,of the leg~lization of black or grey markets. 

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 n shortage of foreign axchange, some governments tightened 

controls, but others legalized the black ~rket and allowed it to operate 

for imports of essBntial commodities only if-the shortage were very 

considerable, 9r also for luxury or non-essential goods if the shortage 

were less acute. Crises in fiscal capacity to favour exports have been 

noted in cert~in countries where goods were allowed 3ccess to the free 

market after having passed through various increasingly favoured stages 

within the system of multiple official rates (Chile), or in· those where 

a growing propQrtion of the exchange obtained fro~ their sale was allowed 

access to this free market.1/Finnlly, there have been cases where a 

major factor in the decision to create a free m~arket 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 latte~ 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 & oharp disparity bet.~reen the official rates and what would be the 

equilibrium r~te, and have been a ~anifestation of the desire to relieve 

soue 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 -or payments; that on 

the controlling authorities from the applicants for -exchange_ for specific 

purposes. 

A system found oniy 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. 

/Employn~nt of 
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It w'as'.'sta:t.ed at the beginning of. this cha,pte·r· that the problem 

which the L1tin AEleriGart- .countries had ·to solve, .lay. in achj.eving 

equilibrium in their balance of paYJ-:'ients· without preJudice tp; their 

economic developr.1ent. ahd without creating social probler.1s:cansidered 

to be nore serious thad the deficit .itself. Were these ·obj"ec:.ives 

attained bJr exchar..ge control, or ·were they achieved. in greate_r measure 

than if tl1at cont,rol 'had not existed? It is probably· ilnpos.sible .. t.o give 

an ansv.rer to this question. However, supposing r.J.bnetary policies to have 

remained as they wore· and the adjustment of the balance of ~a~~ents left 

to the spontaneous evolution of exchange rates, it appe.::rs that the 

social prdJleliia 1-vcu.l.d ha~{e be'en riore serious than they'' actually vfere 

and that' the avai1ability of ·foreign exchange for economic development 

would hcnre 'been prejudi'ced. Giv:en the mone·tary policy which >ve.s, in fact, 

.foJ.J_c,red .~.~ Latin Ar:1.eri~a and j.:ts effect..s .::'n income, the· defe.:1.c:e of the 

balance of payw.e!'J.t.s b:r r.1eans other than pure and simple devalucition would 

appear necess·ary if. the results desired from such a policy wen? Ti.ot. -::,1"' 'ho 

anr.,'.:.!..::..en '-r- · ·~ounteractiYe forces.' t\lhether the ··nonetary polic.y whic.h was 

followed 'lms r.1c,st ndequ~te for ·eccihomic developnent~ is another problem • 
. . , 

It 1vas ind~.cated. previously that ex.chari.ge· methods were employed in 

Latin Ame::-ica 1'1!here· .the use of' ·f'isc:S.l ·~e~sur~s (Customs ·duties:, income 

taxes, taxes o:1 cor.su.mp·don etc~tera) ·and of monetary ·techniques would 

have -bee!1. mere crt:tcd~x and, in t..he· mhjo·rit·y of cases, mere s1:1btle 

methods for ~0hiev-ing ·i:,~;,e c.!osircd. objectives. However, the· greater 

feasi bil::l.ty of acti'ori through the c.:x.~ha.nge system compe:r.sated i'o!.~ the 

diffe::ence in results." It :i,s evident that· a ta:rif! ·refo:r:m permitting 

1/ Orthodox methods are underst.ood_h:-:.;~:.r ..... fLO .. the. 't~P..di'j:,iQ.n.!3-l._~:t:J:9:truments 
of ·ocol)om:i.c.. po~.icy:· for example, promot·;tng ex:pcrts. and. curbip.g imports 
by me 3.ns of cl,P7J'.:llua t:l. on ~"ld ·Customs .duti~s; ·obtaining. budge't'aiy funds 
by mea,.r:.:3 of b;i:gher .taxes, .-or _i~suing State. bonds to the·publi~; 
a~:.ing OJ! mo~.E:'Y :supply hy influencing the volu.rne of credJ ·t, t.hrough 
:."'"'rl.i.sc.o:u:r\: ~.J.tGs, or allowing the deficit j_n the balance of payment"' 
... o act "'· :;:~rcnlcticn and so on. 

/the imposition 
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the impot:>iti"On of duties affecting individually the price of importing 

eacb. article, in accordance with the conditions of deman~ for suer. nn 

article and its substitutes, is ~ore adequate as a pr~tect~onist instrument 

fo:r. dev~lopment.) for the bnlance of. pt:tY!l).ents, and as a fiscal_ instrument, 
' ....... 

than the grouping of all commodities in three or four categories. However, 
• ' I ~ •"' • 

the governments foun~ that,for various re3sons it was easier and quicker 
;,. .. ' , 

'. ' ... •. ·' 

to int~oduce nQitiple rates than to reform tariffs to the necessar.y 
. . . . 

extent. It is evident that by means of a . good system of taxes on income 

and. excess profits, _the State would have re,covered to the. de~ired degree 

·C.h~ profits which exports could .obtain through deva:Luation, or which 
, ·~ ' ' I ' 

1 
• , •, , , ~ ' , , I , , 

imp9rters obtained from the quantitative restriction9 on imports, better 

than by. a s;sr~te~ of_ multiple rates .. _ Neverthel,ess, in sev~ral c::J.ses 

_ gov2=':;:)j_ffients considered that the necessar.y_ fis?al reforms wore not. _feasible 

in the de~ree required to .obtain ~uch results. It also seems evident thP.t 

wone:.:.ary ~ffe_ct~ actue.ved thr~:mgh requiring prior depo~its by _importers 

could h&ve been. assured to e. greater extent_ by ~rthodox banking. p~ocedures, 

btrs here again, the exchange method was more expedie~t. In general 

exc_h<mge techniques h<we found more accept~mce than the others, in spite 

of b1:'Jing .less adequate in some ca.~es . 

. Ho>-vever. in a:)_l Latin American co.untries which experienced exchange 

-liffi_--;ulties during the post-war period, there has been a gradu3.l .:1ppronch 

towards -the- Qrthodox practices usually employed in other peri_ods. This was 

due )n large part to the judgment that some of the results which it was 

desired to obtain through the di-fferent systems of exchc;:mge control did 

not represent a temporar.y but a long-ter!ll.need. J\_nother infl:1,1encing factor 

has·been the recognition thnt fiscal nnd monetary method~ applied directly, 

rmy better se·rve the ·purposes in view. Finally, the p·ossibilitiBs of action 

by more orthodox procedure·increased as the systems of control beco.me more 

--:and more complex,. that is., as the governments reached the point of 

conside~ing the situation ripe for the use of mo~~- adequate methods. 

At t:Gnes > the partial return to more orthodox systems, such o.~ free 
,. ··.. .· . . .-

mar::ets in their various forms, that is> their existe~ce s~de by side with 

practices of control by fixed multiple rates and by ~ther procedures. e-i"'-'" 

For ex3mple. combating by ·me&ns of income·te~es and tariffs the high 
1.::ro;; ~:,_c;ity to consume imported luxury goo~s; or exerting inflt~cnce on 
-:~ie bclance ·of payments by limiting investment through credit 

- res~rictions, In general~ these represent more indirect methods· 
ading on the origin of d.isequi.llbtium r-ather than on the .disoquilibriurr. 
i :.self. 
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the present Latin ·Am~~ican· iei~h~ge ~-~Yst:ems an even more unorthodox 
. . . . . ' . ( . . ... 

~ppearance. Actually, ,these mixed regimes-should be interpreted rather 

as a graqual appro~ch t'o techniques 'in ·accord with traditional views than 

as a withdrawalfrom them, 

Those countries. such as Me~~o~ ~hich from the first rejected 
. . . . . '\: .· . . . 

exchange control as a moans of dealing with disequilibrium in the balance 
. ' ' • • I f 

of payments, had soon after the war to employ traditional methods, such as 

increases in Customs d~tie~ (Mexico in Juli 1947 ·and July 1948), but even 

the countries ~~ing· exchange' control-have aJ.:so,. 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 Caba, which did not have 

exchange control or balance of payments difficulties, intend to introduce 

substantial reforms in their tariffs, and Guatemala has also expressed a 

desire to do so·. ., 

Mexico is, perhaps; the only country ·which h~s followed an 

anti-inflationary monetary and fiscal policy with the object of remedying 

the disequilibrium in its bc:ilance 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 example), 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 s~r.ong re.sistance, as already stated. 

However, since the beginning_ of the post-war--period, the process· of 

devaluation has followed it!3 cqurse and,, in the last few yenrs, several 

countries have reduc~d the ~tipli~~~y of their exchange rates. Multiple 
rates and free markets, to which receipts from some exports and certain 

imports have access, represent advanced stages of this process, particularly 

the latter. Resistance to arriving at complete unification of rates at a 

lower level, however, is still strong, nnd as a result, adoption of the 
~ ~ . ~ . 

most adequate methods is no.t v.sually very thorough. In most cases they 
continue to be used partially· mixed with··more expedient and less subtle 

' . -

procedures. Only in a few ce.~~s,.,if any, would devaluation be indicated 
I';,\ :·• I • /as a 
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means- or--a-chieving -an adjustment, it not used in .. conj'unction--·with..o_.ot.her-·· 

mecSures t.o counteract some of its effects, i.e. the pressure which it· 

might· create by inc.reased credit, wage adjustments, or greater budgetary 

expenditures. · 

All Latin American countries with acute balan~e of payments 

difficulties.have had some devalulJ:on of their currency (either, total or 

partial) since the end of the 'IW~.1 This has. sometimes occurred on the off±d ~1 
. ! ~ . 

mar~et, ~r on th~ free ma·rket, a·nd sometimes on· »oth. In none· Wa.s there 

an ~djust.m~nt _;i: :the bala~ce .~.r· payme~ts t:o the end of 19-45: .or'·l946 

exchange rates -.. ~.the simple use_ of ·quantitative cdntrols. In ·some 

countri~s, deval~ation has been minimum a~d only partial, _as in Brazil 

while in others it has been SJ:Ja~, · ci_s in· Uruguay. In others, as in the 
: . ' . 

case of 4rgentina, C?i~e, Bolivia,: Peru and Mexico, there has been 

sign~ficant d~va~uation. 
' ~. •' • II 

.·· Mexico pr9vide:? the ~<?.st interesting example of adjusting the 

balan~e of paymet;tts by means of a substantia·l dev{lluation. This c.ountcy 
! . • .. • . • 

accordi:r:1g -to expr.es.s statements by the author:i. tie.s, d:i.d not res~rt' to -L 
' . . ·: " . . . . . . :•• 

exchange control:to avoid the inconveniences implied in administration 

of the controls .• [In view particularly .!Jf the ;~o~~ty of yhe U,nited ~: 
. I . • . . . .... ' •. • 

Stat.es, and the hl.g~ proporti()l1 of trav~l to t0~a;L receipts of foreign 
I . . • , . . . .; . 

exchange, it was;anticipat~d that the bureaucra~ic and poli~~ng s~stem. 
necessary to mak~ the control effective, would be excessively-complicated. . .. . . . . 
It is :worthwhile; studying the prq.cess in greater. detail for. purposes of . . . .· . : . 
comparison with other-countries .in the area. 

. . 

In view of:th~_loss of reserves in .1946 ar)d -~94?, Mexfc9 began by 

employing the method- of import prohi,ition and of incre~sing Customs 

duties. It was. also intended to achiev~ results by ?Voiding )?upgetary .. 
I 

deficits· and cre~it expansion, ·but this. wa~ ~lo.t.. a-ctua;t.J..y.~ffected. The 

efforts to avoid' a budgetary deficit ancj. cr~t· expansion· (principally 

of ·offic-ial institutions)· were inadequate, since the expB!lsionary forces 

had attained too· great a momentum to. be haltect in a short period. Ther~ 

was, moreover, the conviction that. mere sta:~zatio~ qf, ,credit at 

11 p ,~:np.ma is an exception' but this id due to the nCJture. of the nionetarv 
. syst~m of. that ·count-ry. . . ' . 

.. ,., 

. : · /existi-ng levels 
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existing levels would not be ~uffi:cient, since the lev-el of income permitted 

by the existing' cr'ed1t was excessive, 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 credit contraction was considered to be not 

only impracticable polit'ically. b~t ~lso harmful from an economic viewpoint. 

Restrictions on imports by meaps of.prohibitions and higher Customs 

tariffs were frequentiy e~ded and to this was added the outflow of 

capital. In spit~- of utilizntion''of ·up to 37 million dollars of the United 

States Stabilization Fund an:d 22-.5 1Tiillion dollars of the International 

Monet3ry ·Fund,. the reserves of the Bank.of Mexico fell during three 

consecutive years by more than 300 million dollars, until they reached 

critical ·ievels not only from the legal po~t of view (in proportion to 

the Bank's o(lligations) hut also fr"orn the economic. To all this were 

added certain export difficulties due to increased costs and growing 

foreign competition on both the international end domestic markets. This 

competitipn ~s particularly sharp in the case of industry, which had 

developed to .~ great extent during the war. 

This situat~on 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 attenipt was mc:.de to maintain the 

.quotation at about·6.90 pesos to the dollar,·and certain aspects of 

·?conomic policy were adjusted to this quotation, such as export taxes 

instituted c:.t the time o~ abandoning parity (with the object of recovering 

for the State half of t~e increased prices of exports in terms of national 
currency and mitigating the;ipcrease in prices of export commodities on 

the domestic market), and thq ~ues~dies on wheat and lard. However, after 

a period of relative sta~ility of the exchange rate, the peso showed new 

signs of instabiMty, attributed ::~ Mexico to the excessive use of 

Central Bank credit by the Government and qfficial institutions. At the 
.: . .: [': ! .. 

beginning of 1949, the .Bank of Mexico had to sell the exchange which it 
! ; ., .•• 

had acquired since . J.uly 1948, an~ in the face of the insistent pressure 

of demand it withdrew once ~ore f:J;'.Or~1 the market·. In May, the·re was a 

period of violent fluctua.tion, :partly-due to speculative movements, and 

-····i..n-June a new par value was set at 8.65 pesos to the dollar. It is kno'Wll. 

that ·a~'···thl~}l~e rate (although the specific. figures were not 

/revealed ) , 
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revealed), the Bank ot Nexico haa eonsid.era~ :i.o.ereased its reserves, 
:i -· : :: • : ' ' , 1 

·' ,' • • ' ' ' , ' 'r • • ,. _ 

despite having repaid its_ ~drawj,ngf? of 37 . inillion dollars on the United 

• . "states StCJ.b:llization 'Eund. At the _begi.nrrl.ng ~£- l951, the reserv-es of 
.. t ·:,· ' •" • r , I) , • • 

1 
, .... 

the ,J3<ink of' Mexico reached levels .comparCJ.ble with those a'c.hieved during . ·'. y . . . . . . . 
_the war. : .. · · 

I I ' ' ' t 

Mexico: ~allowed 8 oore orthodox policy than the oth~r co~tries in 

. .the adjustment of its balance 'of payment:;; •. Ne~erthel~ss, thi·s .orthodoxy 
' 

is principally one of method. -.T.raditional weapons were used to obtain 

the same objectives which other count~es pursued by means of more 

varied methods. !or a-ction. Thus, Mexico C.CJ.rried out its tariff reforms 

and estnblisheq prohibitions on :imports wheri.other.countries did,the 

equivalent With multiple ·excharige rates and ··prohibitions; tariff. i.ncreaseF 
. I . 

took the plc\ce of tn~ rirultiple rates and ·rui.filled the same function in a 

ve:ry .. similar, although-more selective, fashion. Bl.it, just e.s in the countriee 

_wi:':.h. m:1itiple·· z;ates. (excepting E'cuadar ·and pos·s~?ly Peru), tariff incree.ses 
• • • <. • • .. • • • 

ar1d p:t(_)hibitiOI}s wero insu~ficient. Then Mexico devalued its gu::-renc:r, but 
I 

. :it wa~ not .a :pure and .simple devaluation, rather a devaluation with . . . : . 

multiple rates:supe~posed on those already created by the tcriff. 
I - . 

That is, _in ~eyaluing' it introduced a s;y.-stem which was, in fact. .. OT"P ,..,~ 

multiple b~g rates, by means of an·export .tax of 15 per cent. This 

tax was.late~·~electively reduced for those exports which in spite of 
. I. . 

devaluation continued to encounter difficulties on the foreign market. 

In fn_ct; this ~olicy wa~ equivalent to a greater devaluation of the 

selling than the buying rate, a policy comparabl~for example,with that 

of Colombia in Dec~rnber 1948, when the ·panty of the peso was··d.evalue0 l:>y 

lO·per cent an? su~charges on the selling rat~ were introduced, that is to 

say, on import~. The similarities do _not. end here; the result of the 

Mexican system of export taxes is an inflow of funds for the governoent 

of the same nature as those o~ained by countries through multiple 

· 'b·zymg ·ra·tes;. ~nd these receipts, just as in the case-. of the others, 

were used to 9?ntri~ute to oudget,expenses _and to obtain a surplus which, 

in contracting income (in relative terms),· would contribute to adjustmel"''.t, 

of the. balanc.e of paymer;1ts. It is interesting to note that while in the 

1/ According to Mexican source.s · (El Mercado de Valures, 25 pee ember }.'150, 
and El Nncional of 12 January 1951), reserves rose to 338 milJ ~ r 

dollars, this figure undoubtedly includingreserves in silver, 

/majority of 
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majority of countrie-s with multiple'- rates thes~ were established at a level 

insufficient to exercise their exctmnge function,· which was achieved by 
administrative methods, in Mexi_co fi1:?cal. and monetary pr.ocedures, prevented 

the exchange policy from achieving its full effect; tnat is, the rise in 

domestic prices of exported goods, excessiYe pr9fits for ·the exporters, - g 
and the full restrictive effect of the de~aluation Qn imports. The 
Mexican policy differs Trom tpat of other countries in not requiring the 

'- ' I 

handing over of exchange obtained from exports and other transactions 

abroad and when it complements the exchange' policy with a monetary policy 
, • ,.. . I , 

also designe~ to contain the pressure on the balance of payments. It was 

understood by the Mexican authorities that devaluation and the other methods 

adopted would flOt serve more tnan a·s a transitory measure in adjusting the 

balance of payments if the e)cpahsion· of income:s cc;mtinued, An effort was 

therefore made to prevent the credit policy from c~unteracting the effort 

being made through the budget. The majority o~ the other Latin American 

countries with balarice of payments ·q~ffic\l;tt'ies did not consider it wise, 

for various:. reasons~ to follow as cautious. a i-aonE?tary policy as Mexico, 

and in the absence oi's~ch a policy devaluation without qua~~itative 
controls would not have prevented the deficit, . . 

The Peruvian experience provides another example in the field of 

developmen_ts in ~tin American -exchange systems which mny be useful to 
review here. The problem in Perti was particularly acute after the war,firstly, 
due to the fact thc:.t it was one- of the few countries in the area which could 

not accumulate international reserves during the war and thus absorb the first 
impact .of the r:efer~ed demand for imports; and secondly, ~ecause a considerable 

part of the exchange receipts were in inconvertible currencies of countries . . . 
which _were not in a condition ~o supply Peru wit~ the goods most in demand. 

To the import difficulties were added the adverse effects of inflation on 

the possibility pf export prices covering the cost. 
Since 1946-1947, Peru hns been moviqg. by stages from a system bnsed 

on restricting impo~ts·through import licensing and a single fixed exchange 
rata (with a tolerated black market) to a syst~m with freedom to import 

9nd a fluctuating excha~e rate. The process has not yet ended, because 

there are_ still prchibitions bn imports and restFictions on transfers of 

funds abroad for purposes other than the imports·permitted, 

l/ That is, the devalu2ti6h was followed by numerous reductions in 
tariffs. 

/The abandonment 
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The abandonment of the system of quantitative restriction nnd the 

decision to allow the exchange rate. to find its level on a free market 
wns due to a large number of reasons whose relative importance it is not 

possible to mea~ure. However, it can be stated that the ones of greatest 

weight· were, in :the first plnce, that ·che complex system of import 
' 

licensing ma.de1·yheir administration appear deficient, and in the second, 

the growing difricul~ies of exports~11An idea of the magnitude of the 

problem as a whole can be gathered from the fact that freedom of exchange 

involved a ris~. of over 200 per cent in the pri"::c of foreign exchange, in 

spite of the restriction on the demand for exchange through maintenance 

of import proh~bitions and increases, on two occasions, of the Customs 

duties. 

This policy was acc01~panied 'by a series of measures of a domestic 

nnture. On the one hand, there has been gradual elimination of the 

subsidies . covering the sale to the publ:i.c of certain imports and basic 

products for general consumption, and the prices of these have been left 

to find their levels as determined by supply and demand. On the other 

hand, n policy of budget equilibriuz:t was followed and, for several 

months, one of credit restriction. 

The Pe~vian experience, poi:::':.ts up, as does the lVIexican, some of 

the typical difficulties of ·iJhe methods of action available to the Latin 
I 

American nuthorities, e.s well as th~;; dependence of their econor:d.es on 

the outside world. Quantitat:!.ve cor,.t.rols 1·Tez'e elir.d.nated for the snmo 

reasons which led lVIexico not to introduce ex~hange control, that is 

their excessive adrainistrative compJGxj_ty; subsidies were eliminated on 

certain import~ considered to be essential, because also, as in Mexico, 

they proved to be too heavy a burden i.n the budget; it was necessary to 

fight against the rise in the cost cf living, compensating the abandonment 

of the subsidies by increasing wages and salaries; exports had to be 

maintained even ~t the cost of being unable to obtain in exchange for 

them the most :desirable goods, and oo on. 

Through devaluation leaving the exchange rate free to find its 

own level, the balance of payments was equilibrated (by definition). 

1/ The fact ·::.ha~ the exchange rate was allowed to fluctuate was partly 
due to the difficulty of deciding on an equilicrium rate. 

/Individual incomes 
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Individual in.domes did not increase sUfficiently rapidly· to bring about 

a deterioration in the q~otation of the sol with respect to the level it 

had reached, given the relative ineiastic.ity o.f.the demand for perndtt~d 

imports, and w:Lth the a~sif::t.ancG of a :restrictive credit policy in the 

perj_ od wheY! the inter~atio~al rec·e"ssi·on c~used a decrec:tse in fqreign 

exchange rece:i,p~s .• The restr~ct~ve cred:lt policy- came -to an -~nd at .~he 

same time as internati.ona-1 prices began to react, and then expansio,n of 
. . 

income was more than compensated by the increase in 'foreign exchange 

receipts .. -This reached the pain~ where, in order to prevent an impr.ove.ment 

in the exchange ~ate, tpe C~ntral Bank was obliged to buy exchange on the 
I 'J: ' ' 

market, :i,n spj_te of the.inc:rease in imports. It' should be noted that 

devaluation provided a sti.Tilulus to exports,· which increased"in volume 

(particulnrly minerals), '!:.hns giv:lnga double inf).uence ih increasing 

foreign exchange receipts. The improvement in t.he exchange situation led 

the Gove:r-r:.TI!.e:lt to remo•re 500 ·.articles from· the list of prohibited impor~s 

in Novo_mber 1950~ and to eliminate the proh..:i.'bition early in 1951. In 

sumrnary, f:i.rst devaJ,.uationJ later t.ne restrict:L~re ored:i..t poli.cy and, . . - . 
finally, international even-:.~s, hnve produced ~t.abiJj_za~:-ion :i.n the 

Peruvian balance of payment~, ahd the exchange rate has been maintained . 

approJCir.w:tely at the level. formed 0!! the market at the time of deYaluation. 

j 
i 

I 
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The balance' of payment-s has been the most sensitive gauge of the 

economic situation of the different Latin American countries in the : 

post-war period. It has reflected promptly the rate of development, . 
fluctuations in production, changes in inflationary pressures, foreign 

and ,domestic pri,ce 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 different 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 constant 

rate of exchange,·primarily because· equilibrium at a fixed rate is 

considered a favourable factor in economic deve·lopmen·t and for maintaining 

certain social'objectives (distribution of income). 
I 

The Problem as ~ Whole 

The shortage of available foreign exchange for imports has been 

the ~ain problem affecting the balance of payments in Latin America. This 

shortage is, of course, relative. This is to say, the volume of Latin 

Amer~can 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. ·Even if the year 1947, which was exceptional, is not taken 
I • 

into account, there are ve~y few Latin American countries which have 

imported less, per capita, after the war than in the 1936-39 period, 

i·levertheless, ~he pressure on the balance of payments was greater in th~ 

post-war period; that is, there was a greater disparity between effective 

demand in local currency and the availability of foreign exchange .• 

Stricter exchange controls, devaluation, import_prohibit·ions and inc-req:~es 

in customs duties were therefore rieQessarY in order to avoid an even 

~reater .C.e£.i..cit_.t.han actuaJ.ly_.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, discountipg tl;w effects of deferred. 

demand. 

Th:;i.s las;t factor cannot, however, have been the sole c.ause of the 

persistent pressure on the supply of ~oreign_exchange, ~s not·all the 

imports ·suspenged (during the war) were actually_ postponed to be effected 

at the clo~e of h~stilities.1/ The .reason must·, therefore, be sought in .the 

expansion. of income and the high rmrgina~ propensity to import which 

prevails in Latin America, 

The fact th~t for~ign exchange receipts-wer~ insufficient to meet 
- .. 

. demand cannot be attributed to a re!11,1ction in the vol'!lllle o~ exports. which, as 

has been stated, increased c?nsi~erably in the post-wqr·per.iod (more than 
. - -

This applies also to the 20 ·per cent) as compared with pre-war figures. 

unit v~lue and t-erms ~f tr~de}/ A.rgF3J:?.tina. ~s orie of the few exceptions, 

adverse weather conditions· ruining its harvests precisely when it was 

encountering the greatest difficulty in placing ~ts products at· favourable 

prices. However,. th~·· principal factor in the decline in export 'prospects 

appear's to have been the reducti·on in the area under cultivation, the 

result to. a large extent' or' .industrialisation policies which diverted 

facto.rs formerly directed·-. to e:xports towards the hties and· industrial crops. 

Nicaragua is perhaps the country in which a bad harvest. (coffee, 

in 1948-4 9) . has . caused the g~ea test rela ti v~ fall in foreign excho..nge 

receipts, necessitating a g~eater ·sacrifice of imports, 'However, though 
' I ' 

there are few cases or· a·.severe·contraction in the volume of exports 

(offset in the· case of Arg~ntina in the years imm~diately following the 

war by price.increases), various countries have, dt different time~, and 

more .frequently since 1948·;· suffered reductions i.ii some exports', .or in the 
. . 

foreign exchange obtained in return for these. In view of the limited 
)L/rt shoUld be·remembered that the terms of.trade between eA~orts made during 
-the· war.and imports.ef.fected with the resulting surpluses in the balance 

of payments were unfavourable to Latin America. . 
2/ f\ee Economic Survey for La tin America 194 9, Do-::~·-;·:·.,_+ ... ~ E/C:Ii o:~2/l.{-J:;/~ir;f.1~ .1 
- r .-.-.-. ~~ ~ . -. ---- --.-... . · .-: l.~: 1.:·.~:.~~ ... 1)'.1;.:;.' 

/s11pply of foreign 
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supply·of ·for~ign exchange already existing in these countries, the 

declines were _of mU:ch greater significance than their .:tbsolute 

magnitude might suggest.- The margin, therefo.re, became increasingly 

important. 

The significant increase in production for tho domestic market 

which took place in the Latin American economics during the war has 

undoubtedly reduced the dependence of these countries on tho outside 

world, in the sense that a greater V<'-riety of goods can now .be obtained 

within the ·regio.n. At the Sf!.mc time, however, Latin America's depenQ.~nce. 

on other countr;Lcs has increased in a socio-economic 'sense, which hns 

acqui~ed, perhaps, greater importance than the previous purely economic 

dependence. Widespread evidence of this fact was afforded by the 

recess ion 1rrhich occurred in the second half of 194 9 and, before that, 

by the contraction of industrial exports at the end of the war in 

countries where those had been developed (for e~~ple, texti+e exports 

from i\:Iexico). As a result of· the cxpo.nsion of industry, highly.· 

dependent on imported raw materials and equipment, and the increasingly 
. . . 

capitalistic structure of the .economies, the decrease in imports brought 
. . . 

about by exchange shortages led to problems of unemployment to a greater 
I • 

degree th.:tn wqe* similar drops in exports nnd ~mports occurred in the 
past. This growth gives the wage structure a rigidity which hampers 

adap~atinn t'o ,changing circumstances. 

In many countrios in the ~rea an artificial equilibrium in the 

balance of po.ymunts has been recently attC.ined following the serio~a 

disequil:j..brium which occur.red in the years irrunediately following the war. 
' Some early maladjustment >vas foreseen ns o. result of the postponement 

of imports during tho war, but the situation could not be mcintained for 

long in the fa~e of the exhaustion of reserves accumulated during the war 

period. At the same time the authorities could not interrupt the p~licies 

which were leading to ·a continUClUS deficit and they avoided as long as 

possible the ad~ption of the orthodoxmeth~q ~.meQif.ying exchange rates. 

This last mea::n.u:-e '1lla.e' 't-esorled te 

/ 11nly after all 
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only after all other possibilities were. exhausted and, except in a very 

few cases, was applied in a degree insufficient to obtain equilibrium 

without the maintainanco of, severe exchange controls, import prohibitions, 

or substantial tariff increases. With few exceptions, therefore,.the 

balance of payments equilibrium achieved by .some ~ountries after 1947 has 

been an artificial one. 

In some cases the reluctance to vary exchange rates may have been 

due to the hope that the adverse pressure on the balnnce of payments was 

transitory; that exports, their prices.and those of imports would soon 

move favourably; that, as a result of development 'policies, domestic 

production would event~~lly 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 bases, if not in all, 

however, resistance to an orthodox policy of devaluation derives from the 

view that the consequences of increased prices of many imports would be 

undesirable, and th~t- in certain cases the possipiiity of increasing 

exports by this method uas considered remote. . In most countries, 

moreover, :c was feared that the tax systems would be inadequate to prevent 

devaluation from causing an unfair redistribution of income in f2vour of 

exporters.1/ This subject is treated more extcnsively.in the chapter on 

the development of' exchange ·systems. 

In studying Latin America's balan~e of payments as a whole, itr is 

par~icularly important to bear in mind the variety of circumstances 

obte..ining in the different republics. Total figures are heavily 1-reightod 

by those -of several countries and at times conceal situations which are 

diametrically opposed. An attempt will be made in the following pages to 

illustrate these disparities, though it is not possible to indicate the 

special circumstances in each c,:J.se· without goi~g into more detail than 

the nature of this report permits. 

·viewing the post-war balance of payments situation of Latin Am0rica 

in terms of ... the fluctuations in intemational••.rcserves, the appearance of 

hea:vy deficits will be noood ftOllmring tfle end of. hostilitie-s~ These 

deficits reached a maximum in 1947, when tr..rtJinitoo States ·capacity to 

export goods for civilian consumption had recovered almost completely and 
-------------------------------

·1/ There is also a political factor of importance in the maintenance 
the exchange ra.te. 

of 

/Latin American reserves 
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Latin !unerican reserves were still sufficieny to meet the demand for · 

imports postponed during the war and that deriv_ed from higher incomes 

arising \JUt of pr~vious surpluses and domestic·_.rnonetary' expansion·. 

0ome deficit continued after 1947 but with a downward trend, and . . . 

others disappePred·, changing to surpluses, but in, general, these 

movements do not r~fle~t Q~ improv~ment in .the balance of payments 

situation but rai;.h¢r tho result of policies designed to achieve ~ :: 

artificial equilibrium. :~s the ,reserves of different countries approached 

levels whfch the autho:riV.3s, f~Jr ~-es:~.l.or oths~ .r".:-•. cons, considere~ critical, 

special ·mcas·".":-s were int "'Oduccd to prevent thei~ exhaustiem •.. in this 

'FespJect:eu"oawas a notc:.blo exception, with· the year 1947 sho1ring a naximum 

increase in reserves. In Venezuela the accumulation of rescrves.was 

greatest in 1948, when those of the majority of other countries continued 

to decline. Thrqughout the period there was a continuous rise in 

Salvadorean _reserves, which did not experience the sharp fluctuations to 

be observed in other ·republics, 

Bala_~ of_~aY!!l~~~.?Y -~~as~ Th~ Pr,_?ple~<?_f ~IE.~E!l.Y_~rtibil:ity 
For certain,cpuntries within the area, the deficit in the balance of 

payments was eve~ more serious in some years ·than was indicated by the 
' 

data· -on reserves i' 1 This was. due to exports being directed to soft cur~ency 

countries during a. period >vhen the latter, for reasons of supply and 

pricPs, were not i~ a position to provide the imports re~uired. As a 

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 Europe. to restrict imports in some years in which their 

reserves din·tiot change significantly or even increased. Latin America's 

trade balance with the United States, which before the war. had shown a 

surplus, now showed a deficit, which the surpluses which existed with 

Europe could not be used to cover. 

--:. .· .Ppst-lt{ar. developments in the Latin American balance of payments 

should .be c.onsidere.d not only in terms of Latin American economic 

conditions, but also.i~ terms of a worldwid~ phenomenon,-~h~ counterpart 

of which is~·to be ,seen in the United States b\lla,nce of payments. The 

heavy deficit in thR T.::lth-. 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 export surplus 

reaching its peak in 194 7 and then declining through 194 9, mainly by 

decreased ~xports. \ihile the Zurope~n dollar deficit, reflecting 

post-war reconstruction conditions, was covered to some extent by 

grants and credits from the United States, the Latin American deficit, 

assoc.iated with development and high money income, was covered only to 

a mino~ 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 Eurs>pean pu.rchases in this .area were effected with dollars made 

available under .the European Recovery Progranune) •. 

To a certain extent the decline· in United States exports by.l949 

reflect.s a. redirection of international trade towards pre-war patterns, 

resulting from increased 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 decline. was in large part ·the 

result of restrictive measures against imports p~yable in dollars adopted 

by both regions, sepn.ratcly and through bilateral agreement$. 

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 Europe, l~kcd to the impossibility of effecting adeq~ate settlements, 

represents a change in'the geographic~l structure of Latin America's 

international transactions and of the.entire world pattern arising out of· 

the dislocations caused by the S.scond vlorld ~var and the considerable . 

growth in United States productive cap~city. Thus Latin America's 
' ~ 

inability to ~over its post-war regi~n~l. deficit. with the United States 

by me~ns of multi~ateral settlements reflects the world~wide dollar problem,. 

which als.o determined in large part these regional. deficits. 

Latin .Americ~'s pre-war balance of payments wi~h 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 
Europe, largely offset by a defic.it on services.1/ In the post-war years 

(before effective measures ·were taken to approach regional. ~lance), the 

lrNotwl.thstand:i.ilgthe ·fact that cert~in countries such as C~ba·, Brazil 
- and Venezuela wer·e net buyers in Europ~ and net sellers in the United 

States •. 

/trade surplus 
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trade surplus with Europe was considerably larger than in the 'thirties, 

and payments for se~ce9 lower_,. reflecting the decline in Eu-rope,' s 

position with reg~rd to investm~nts in-Latin America as well as restrictions 

on remittances. ~ea.nwhile,. p. very considerable trade deficit with the 

United States appe~red, and._services contributed further to.the· current 

account, deficit. -

The large. trade deficit with the·United St~tes thus represents a .. . 
new phenomenon. While, after 1947, this deficit·app~ars statistically 

balanced by the .surplus with Europq. 3.nd other. areas, it was not to be· 

expected that Latin lunerica could acquire elsewhere resources of a 

magnitude equivalent to the payments to be made to the United States, 

particularly in vi,ew of the international economic conditions already 

referred to. Hore.qv~r, Europe is looking towards Latin America·· and other 

areas f~r sources of foreign .exchange with which to cover its own deficit. 

with ~h~ United States~ 

The measures adopted by. Latin Americ·an g':)vernments to· redirect their 

trade ~owards_ regional balance with the United States and· with Europe 

separ~tely may not, therefore, be as arbitrary as has sometimes been 

suppo~ed . 

. In_l946, the deficit with the United States, of approximately 

700 million ~?llars, (which may reflect $6me errors and omissions), was 

associat~d __ with a 
1
fall .in Latin America's .gold and dollar reserves of 

about 200 million, indicating that there were still possibtlities for 
. . . 

mult,ila~eral compensation. Sever~l countries a.lr.eady had substantial 

def~cits in that year. _Me,xico 1 s. reser:ves dropped ·by 120. million dolla!'s, 

Chile's by 46 million, Peru: lost about 10·. per cent ·of its reserves, and 

the fal+ in Co.sta Rica's reserves (in rele.tive terms) was also considerable • . . . ~ . 

On the other han~,. V_enezuela, Cuba, Argentina and Uruguay showed large 

surpluses, 

The disequilibrium :reached its peak in 1947. The deficit with the 

United States on current account was at that time·o~er·2,0d0 million 

dollars, ~rid the los.s' of· r~serves approximat-ely l ,100 millidri dollars, the 

figure~ ind:i~ating.·m1,1ltilateral settleii_lents in 'J:,he ·range of :5oo million, : · 
. - . . 

In the same year ther~ was a large 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 accumulated inconvertible reserves of about 300 million 

dollars.1/ 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 11 quality11 of the reserves deteriorated 

with the accumulation of inconvertible exchange. The countries losing 

most reserVes in that year include 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 ~ear, and the increase -

was largely offset by higher service payments, particularly on investment 

income. The current account deficit with the United States was cov~red 

with private capital inflow, multilateral compensations (142 million 

dollars were received for exports to Europe under the Harshall Plan), 

small net receipts on inter~governmental loans plus a slight fall in gold 

and foreign exchange holdings. As repurchase of European investments wa·s 

greater than the current account surplus with that area, holdings of 
.. 

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. 

The reduction of the current account deficit with the United States 

1/ 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, 



E/CN.l2/217 
Page 193 

continued in 1949, the improvement of 575·million dollars being· ~inly 
I . • 

due to the contractiot.'·;in imports from that c·ountcy, Exports to the 
. .. '· . 

United States aiso fell. by about 140 million dollars,- but this was offset 

by lower ·payments on ··s~rvices ~ pnrticulnrly on the service of United 
. . ·. . . . . 

States' investments. Tne trade deficit with the United -sta:tes was reduced 

to little. ~ver 100 mil~ion do.lla·rs·. In contrast with 1948, the fall in . . .· I . 
imports from the United States '(500 million dollars) represents an overall 

. . . I 

decline, ~i~ce import·s !from othEir sources were .. a:lso reduced, At the same 

.. t~e·, imports (:particw!arly to countries othe'r ·than the United States) 
. . I I . 

also declined significantly. As a result the surplus with Europe on 

~ccount of mer.chandise lwas .lower than the payments to that region on 

account of services, ]he 750 millibn dollar deficit on current account 
[ 

with the United States Mas more than offset by increased receipts on 
. I 

c~pital acco~t (partiq~arly long-term·investments),.dollar purchases 

under the Jvlar~hall Plarl (more than double those in.l948) and some net 
. I 

receipts from inter-go~ernmental loans, with. a resulting improvement of 
' • .lt 

approximately 400 million dollars in Latin American reserves.· On the other 
I 

hand, the position with: regard to reserves of European currencies 

deteriorated. 

The Structure of .the Ba1l~nces of Pnym._cnts 

. Although• r!eliable :ba~~n~e of pnyments estimates covering the majority 
' ' • .! 

of Latin American countries are av~ilable.for only one pre-war year 

(1938), their structure is .. su.fficientiy well-kn;~-. to justify· the statement 
' . 

that tl)ey have undergon·e on;Ly m;Lr:lor changes in this respect·. They· still 

present the char.:tcteristic structur'e of baiances of payments of under-

developed. ;ountries in r~ich a surp~~s on me~c~andise account is. o~fset 
by adverse balances on account of services and remittances on. foreign 

inves~ments. 1/ 1\T;i.th;i.n the ;basic ~tructu~~," similar in the two periods, 

there. o..re .a multitude of differ.~nt cir~um'~tanc:es, resulting f;~m the 

.dollar shortag~, fr.om ~h~n·g~s· ... in th~ ex:Port capacity ~f· the Great Powers 
~ • ' ' l 

taking part in the Secopd vyorld War, f.r~m' :structural chc..nges. in the Latin . ,, 
American economies, from inflation and from controls of various types 

. .. ' . . . . . 
established to prevent the exhaustion.-. .o..f .. the. international reserves 

! . 

1/ This structure is re~lly more 'typical of .a more advanced stage.of 
development than that of mnhy' Latin Americo.ri ·c·ountries at present. 

I 
/accumulated during 
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accumulated during 'the ·~ar •· · 

The merchandise· ·a.ccourit ;plays thd ·same decisive role us in the 

pre-war peric)d; and ·consequently Latin Am~rica' s c·apacity to import 

continues to dBpcnd o.lmost 'entirely up~n-its exports (o.nd on the. terms 
. . . 

of trade) • Imports are the ma.in debit i tern for all countries •. There 

have been certain changes ·in the ·relative importance of transportation 

and investment income payments whic~, however, are n~t sufficient to 
' . ' 

alter the basic structure of the current account of Latin American. 

balnnces of payments. "Other current·transactio~s" (that i~, non-merchc.ndise 

transactions in the current account) continue to represent ne.t deficit 

items which·h~ve·to be covered with the surplus on merchandise account. . . 
Uruguay, Argentinn· and Ivlcxico are the only exception's to this rule. · 

Ur.uguay·ho.s had a net surplus on these items throughout the post-war 

years, ·n~t receipts on travel ~nd"trru1sportri.tion having been greater 

.than.inv~stment·income payments;' as a re~ult of repatriation of the 

externc.l debt }I. In' Argentind the cn~~ge c~n 'al~o be c.ttributed to 
. . 

repatrintion of 'the sxtcrnal debt' ·c.~d in l-1exico 'to increased receipts on 
. ' 

trnvel'·account. Bcifore the war, these two countries had a s~rplus on 

merchandise account which p~rmitted them to cover their payments on 
''' investment income n.nd other :.~~.:rv~qf?S ..... Now, service items are practically 

in balanc!;'l .(Argentina) or. show a· net surplus (Hexico). 

All th.e .qther countries show n 'deficit on services varying iri 

magnitude and absorbing di.f.ferent· ·percentages of their receipts 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 considerable, 

as in the c~se of Brazil (between 25 nnd 30.per cent) ·or Venezuela 

(about 40 per.cent). In some .cases the surplus in 'the merchandise account 

has .since.the war ·b~en greater than ·the ·deficit .in the services account, 
' . 
as o.ccurred in ~1 SaJ.,vndor· .or. Cuba, but -this si-tuation has not been frequent.· 

There has been, in general, an imptovement·in the ·current acco~t of 

the balance of payments to the extent that service payments appear 

relatively less important, A 'larger percentage of ~xport receipts can 

therefore .be. us.ed. to pay~ for imports. The reasons -~or __ this _chn~ge· q.re 

1/ The net surplus on these items :i,s, however., small, so that it is· .. 
'insufficient t.o. cover.. the -deficit -on merchandise· when this reaches 
certnin proportions (as in .1947 and 1948). 

/many and have 
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mnny and hnve vo.rit;d in· importance in the different col.ffitries •. They 

include repo..trio.tion of1the oJcterno.l debt, already mentioned; the increase 
1 ' . 

in the sh~~e 0~ oxpo~ts.cont~ollod by nntionals; tho development of 

nntiono.l morch:uit floe;ts; .. t~u concentration of foreign investments in 

export ;ctivities, the profits of which ~re reduced when inflntion 
I 

increnses locnl costs wfuile prices of their products do.not rise 

proportionnlly and tho lxchnnge rates o..pplicQble do not'vary in the 
. ! 

same degree; thlil greater weight of Lo.tin American taxes, which had a 

similar effect; the regulations restricting remittances· of pror'it;s, 
I 

dividends and amortizat}on, etcetera. These factors hnve all contributed 

to·the lower relative b1;1rdon of non-merchandise items in the current 
I' 

account. Afte~ the war·the servicing of foreign debts which hnd previously 
: 

been· suspended was -resumed, although in many 'instances at lower 'levels 

established in ngreements concluded with the holders. Thus, tho resumption 

of these services was not suffici~nt to nlter tho situation. The 

non-trade items in the rurrent accol.ffit, although lower in,proportion to 

export roce-ipts, remain:of considerable significance in absolute tenns 

- in most of ·tho countries ~ the area. Moreover, the increased importance 

of the United States· ii1. totJ:l foro1gn investments causes the relntive 

decline of servic.e pnyments in question to conceal the problem of greater 

difficulty in t~ansferr;Lng thes·e· payments liffccting various col.ffitries 

whose commerce is direc~ed mainly to Europe. 

Exports have represented approximately 90 per cent of total receipts 

on current C:'.CCOl.ffit 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 inJl938 to 30 per cent in 1949. 

Tmvel re~eipts have expanded consJ.derably not only in Jl'lerico, but 

also in other col.ffitries:, such a·s Guo.terrnlc.. However, the instability of 

this source of foreign pxchc.nge should be stressed, since in the case of 

Mexico and Guatemala it;varies considerably with changes in the level of . 
economic activity,. in th~· United st·ates and· also in' relation to such factors 

ll 
as the attraction· of Europe for United States tourists,, 

Transport receipts have been affected by the policy of various 

col.ffitries concerning· the development of their merchant fleet, but their 

absolute importance·; is ~till very small. In Argentina and Chile, where 

receipts for transport had increased considerably during the war and 
- I . . .. 

·where they rep:t'?sented 

1

6 and 3 per cent respectively of the value of 

/exports, they 
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.. . e;x:ports ;_ the}y .~r.ppped once .more to 3 and 1 per cent in 1949. In Colombia, 

hov.rever,. with thE} prQgr.ess of· the Greater Colompia,.p .Fleet, receipts rose 

.from l .to ~ per cent, while the increase in ·Peru :was on the same scale, 

Fore.ign· ·In.J.estments 

There has not been a fundamental alteration in structure 

associated with the investment income item, but some changes of 

significance·have 'taken place. While in earlier years most foreign 

inve~tment was in the form of-portfolio sec~rities, direct investments 

arid income from them now dominate the. picture. Net investment income 

payments by Argentina fell' from 119 million dollars and i34 million in 

1938 and 1946 respectively, to 15 rilillion.in 1948-49;:·that i~, whereas· 

these paYments had been equivalent to .more than 25 per cent :of th'e value 

of exports in 1938, they f'ell to approXimately 1 per cent as a consequence 
. . 

of the repatriation of the foreign debt and also of the ·restrictions on 

the transfer of interest and dividend's on direct investments~ ,.'ttl" tJ'ruguay 

the reducti·on between 1946 and 1949 was· from 6 to 2 per cent of the value 

of export·s·. Iri ll.fexico, on the other hand' after a notable decline in 

comparison ·with the pre-war period ·({rom 25 per c·ent 'of the value of 

exports i'n 1938 to ·12 per cent in '1946; .although the .absolute value was 

similar) , the. importance of these payments appears to be increasing, as 

a result of the increase in direct foreign investment, interest on the 

various loans received by the country' and the resumption of service on 

obligations in default. Thus, 'by'1.949, these services represented 16 per 

· cent ·or 'the value of exports.· There wa:s also a significant relative 

decline in Chilean and Peruvian investment income payments; however those 

: of Chile illcreased somewhat after 1946, while Peruvian·'pa'yments continued 

to: decrease in importance.- In both countries (and also 'l.n Nexico), the 

proport-ion; of i!lterest payments on official loans to the total of .the 

item increa.sed· considerably. ·Generally speaking, of ·the 11 count;rl-es for 

which pre-war data (1938) are· available concerning. inv~stnient :income 

payments, only four (Venezuela, the Dominican·· Republic:, Nicaragua and 

Costa Rica) indicate a higher proportion of these payments to exports 

in the' post-war years than pre-war. In ·19.38 net investment income 

. payments·. in ·the majority of countries absorbed about 20 per cent of the 

valu-e of 'exports,· and 'in five· cases were o\rer 25'· p·er· c~ht of exports. 

In 1946-49~· onlY Venezuela and NicaragUa. had payments exceeding 25· per 

'' ' ' ' /cent' of' export·s, 
. • . : J· . '. 
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cent of eJSPorts, ~nd! .ir{ four countries the p,roport~on was in the range 
. . . ' ' . . ' ~· ,, . 

of 20 per cent; the .post-war. average appears. a.round 15 per cent. 

Nevertheless,. a tend'epcy towards a relative .increase in this item is 

indicated in. the podt . ..:war years, Argentina and Uruguay peing notable ! . . . . 
exceptions. Investment .i~come payments to t~e United. States by Latin . . I . . . ... 
America in t

1
he post-~ar period were, on an average, over 20 per cent of 

the value of' exportS: to t0at country. 

Long~term private capital movements have played a relatively 

minor role ~ recent, years, continuing a trpnd which began after the 
. I . ' 

1 twenties. :sin·c~ 19.46, howE:lver, they have tak~n place in significant 

magnitude, in contrJst to th~ pre~i~u~ .fif.teen. years; ~eceipts from 

the United State~ eJceeded .S9o milli~n d~llars·i~ 1949. ~his.repres.ents, 
I· . . . 

however, only 10 pe1 cent o~ the va+uc of .total ~mports, and in the 

first .half of 1950 tpe inflow of Unitc~.States private long-term capital 
l . . 

(the United States practically account~g for the total) .had contracted 

to an annual rate of1: less than half that of 1949. Latin American 

investment income paYments exceedod its receipts from private long-term 
. . .· ' . . ' 

capital inflow througho\lt the post-war ,years. This occurred even in the 

case of Venezuela, ~-.rhich received most private long-term investment. 

Latin America appear;s t? have reached (too soon) the stage in which 
, . 

payments on e;dsting' investments exceed the volume of new investments 

before the economies can .be consid,ered mature, that is, when this 
• : I 

phen~menon was tradi(tionally consider:ed to take .place. Horcover, the 

priva.te capita.l movements which took place only benefited a few countries, 

b,eing largely concen:trated in mining and other export activities. 
. I . 

. Consider:able j=lfforts have been .m~de to attract foreign investments 

to yario~p J;.atin Amefic.an co.l.liltriep duri~g th~. period und~r study. T~ere 
has also been great interest on the part of the United States in the 

creation of legal cohditions in Latin Americ~· propitious to United States 

private investments.! ·T~·is. attitude was expr:e.ssed during the Pan American 
•. , • , • • II ·• , • •• , , 

conference held in Bogota, and on other occas.ions. However, with a few 
. : ' ., . • :' .' I , 

e~ceptions, Latin America's interest in foreign investment is not at 
· '· · · · · ' ,_. · ·. -- · .. '· · · · unsatisfactory 

present as indiscriminate as it was before the war. Apart from a. somewhat7 .. ' 
experience in some cpuntries regarding the influence of foreign companies, 

' 
mining investments, for example, are looked upon as a contribution to 

I 

current 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 

advan.ced stage·:of develoipmen:t:, will·no longer b~ ~vailable tp 

·contribute :t,o the national· welfare.· .Similarly,· the lands eJ<Ploited 

by fruit c'ompani:es ,: in scvcr,al Gcn tral /.m"riclln countries, lose .... 
. much of· their fertility \dth intensive· e.xploitati()n, so that' if returned 

iri the· future ·to. national ownership·, .they will not bEl able to make the same 
contritution,to the economy.of those countries ~s.in their present state. 

In countries followi~g a development policy by cxpa~siq~~st me~hods, 

. while at the same· time maintaining. constant:rates of e.xchange, the 

profits on foreign investments·in· ac~ivities forth~ domestic.market 

may represent an increasing burd€n. There are, thus~.? series·of 

factor·s·, some psychological and others economic;· whicp. tent;! to orient 

Latin American thinking towards a critical attitude on foreign investment. 

However, the principal factor has perhaps· been the eval~tion 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 

have ·little 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 it.s country of origin, while ·prp.fit.s are greater. It 

is considered that the· two basic factors tav~urab+e 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' fo'reign investment •. Nexico has been OJ;l_u ·of the 

countries receiving most United· States private investments in. activities 

which look towards the domestic market, in spite of the fact that this 

country is usually indicat~d as one where foreign capital encountered 

most difficulty in former times. The reason for this pr~ference.may be 

found :-in the existence in Mexico of the two conditions indicated 
above, of a wide· market together with complete freeqom to withdraw the 

product of the investment from the country. 

The fact that since the Great Dopression.prosperity periods in 

. the g·reat industrial c·ountries have not b~en 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 payments since 

tha~ period.~ ·The persistence of this situati~n i~ the ~ost-war 
period, in spi·te of :prosperity in the United States, has been att~ibuted 

in the investing countries (and by some sectors of the countries 

receiving the investments) to nationaltsm, heavy tax burdens, lack of 

sufficient guarantees of equal treatment, ir:flation, et_cetera, while 

it is ge~er~lly considered in the Latin American countries that the 

basi-c and most deci_sive reason was the limitation of the cap~city of the 

large import.ing countries to absorb foreign goods' in vie~ of the persistent 

general orientation of the foreign investor to•~rds export activities, 

To the extent that export markets have offered opportunities, foreign 

investments have appeared. This occurred with pet~oleum, copper and 

bananas in spite of heavy taxes in Venezuela and Chile, and ~flation · 

in the latter countr,y, and despite the persistence of bad feelings against 

_the .frUit companies in several Central American countries. 

The natural field for private foreign investors, in view -of the 

limitation on the profitability of export -activities, would therefore 
. . 

appear to lie in the d o~e stic market. There is no doubt, that with a 

strong current of foreign investments directed towards this sector, 

the rate .of development in Latin America c'ould be speeded considerably, 
' ' 

with less pressure, ~n the balance of payments. It would, hqwever, ·be ·· 

over-optimistic to assum!3 that the reduction in this pressure would be 
. . . . . 

directly equivalent to the amount of in.flow of capital· which may be 

expec:ted. ·Foreign investments in an amount equal to the deficit in the 

bala~ce of payments which would occur in-the absence of such investments 

would not have a neLJ.tral .effect, bu,t wouid in turn give rise t9 a~ . . . . 

additional demand for foreign e~change, the magni:tude of which would 

depend on the circumstances of time and place.. _This refers to short-run 

effects; the long-run effects would be determined by a series .of 

circumstances .varying in each country and according to its economic 

policy •. It should be noted -~ha~ the ~ajor part of the investmr;mt income 

payment-s made by Latin America· at present, which as already mentioned 

I/ It .:rould be vmrth investigating whethe~·-the marginal propensity 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 ~n 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 pay have been a deterrent to foreign 

investments ~n 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 have acquired incre-asing 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 they have contributed to avoid deficits 

in the ba~ance of payments. They would have served this purpose to the 

extent that the specific projects financed with such loans would have 

been carried out ~n any case.1/ 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 ~nd amortization payments are 

r'l~r~,,r+,ed the amount is considerably lower. In comparison with imports 

£rom 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 less. 

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 sin9e 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, 

Movi co and Brazil having absorbed 80 per cent of the· amounts utilised end 

accounting for more than 60 per cent of those not yet disbursed, The 

1/ In some cases it is possible that the granting of an international 
loan could cause a deficit in the balance of payroents, as the 
increased ihcome associated \~th the investment would give rise to 
additional demand for imports. 

/same situation 
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same situation applies to the loans of the Export-Import Bank, Chile, 
, . ' ' ' . 

Brazil and ~'iex~·co having received -tho. major part. 

This type ~f Ioan cont.ributes to Latin American development .0-nd 

also involves~ lower interest burden than loans.obi;.ained from.pr:i,.vate 

sources th~ough 'bond issues (this advantage is partly offset by the 

short periods for repayment· of tho ·principal). . A pe.rticu~arly important 

aspect ( excoptlng for sbme loans of the Internationc.l Bank), is that of 

leaving the investment in the hands of the countryr, and therefore not 

constituting a permanent pressure on tho balance of pD.yments. 

A recent change df attitude in the Export-Import Bank should be 

noted: the extension a{ sonte of the loe>.ns to the part of the investment 

represented by local currency expenditures, This implies a recognition 

of the effects pf these expenditures on the balance of payments as a result 

of tho high marginal 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 more ·analysis of 

' the trade balc;i.nce',· and more specifically of exports; does not give an 

adequate indi?ation of tho international·oconomic situation of the 

countries, This is particularly important in tnoso countries in which 

a substantial' p8.rt of exports is produced by foreign-owned companies 0 

., 

The total value of-exports in these cases is not ci figure of great 

significance, What' really affects the balance of payments is that part 

of the foreign exchan8e derived from exports which returns_ to or 

remnins in the country (or tho excess roccivod, when there are new 

investments), 'Such foreign exchange receipts are the net result of J.ll 

the transactions -exports, imports, profits, capital movements, etcetera.

of the foreign companies which enter into the balance of payments, 

. Th.o pe·rccntage of total exports controlled by foreign companies 

varies considerably from one· country to another., It is around 10 per 

cent in the case of the Ecuadorcan mining companies~ between 30 and 40 

per c_ont in the c:1se of l'JicG.ragua, from 70 to 80 per cent for Chile and 
. . 

as much as 95 .p.cr cent in the· cnso o~ Venezuela. In tho Central American 

·republics with large eJ~orts of bananas by foreign companies, the 

proportion varies between 40.per ·cent for Guatemala, 45 per cent for 

q9sta Rica and 75 por cent '(more: if the mining companies are included) 

for Hondui-G.s.' The import.mce of eJQ)orts by foreign companies 1.-vithin 

/total exports , 



:E/cN • J2/ 217 
Pr~.ge 202 

total exports, co~paring_the post~war ye~rs with 1938, appears ~6 

have ip.creased in·Venezuela, Chile and Nicaragua, while the.t of the 

Central American fruit ·companies seems to have declined. ·The exports . . . 
of foreign comp:mies ~ave shown a ve·ry notable upward trend in 

Ven.ezuela, and also, _to a lesser degree, in Costa Rica, in corttra·st 

with the situation in the majority of the other republics. 

In Venezuel~, as a result of measures taken to this effect, the 

percentages received 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 situe.tion in. Venezuela. The proportion was 34 per cent in 

193B, r.md rose to c.n aver:?..ge of two thirds in the post-war years. For 

Chile 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 ·ca~e of the Nicaraguan mining 

enterprises, the post-war proportion has been between 20 ~d·40 per 

cent, cons~derab.ly less than in 1938. In ·Ecuador,· in contrast to the 

situation in other republics, there ·were significant investments by 
. . 

foreign compani.es? with the re·sult ·that their sales of for~igh exchange 

to the country 1r1ere greater than the value of their exports, although 

the differ~nce between the two figures.has tended to decline. 

The .factors determining the contribution of foreign companies to 

foreign exchange receipts indicnte a very significant contr~st between 

Venezuela an? Chile. In the pre-wnr period profits retained abroid by 

the foreign companies in Venezuela were about 35 per cent of the value 

of their exports; i~ recent years this percentage has been highe~. In 

Chile during the post-war period .the corresponding proportion was· of 

15 to 25 per cent.and was somewhat higher in the years of greater exports 

during the period." However, there· has been considerable capital inflow 

in Venezuela. In 1938, these receipts were less than half of the profits, 

but ~ose in the post-war period to more thari 90 per cent in 1947, falling 

to near 75 per cent in 1948, A.bstracting f.roni the other -transactions of 
1,, • • 

the foreign mining comp~.11ies, th:i,s substantial capit:1l inflow and the 

expo..nsion- ~f Venezuelan petroleum exports, contrast with.·· the Chilean 

situation of absence of significant capital movement (Until 1.949) or of 

~ expansio~c.ry trend, in mining · (or other)· exports~ together with t.h.e ·. 

continuance of considerable profits retained abroo.d. As c. result, 

/venezuela's baYance 
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Venezuela's balance of payments in the post-war period up to 1949 has 

.been char~cterized by surpluses, ·and receipts. of foreign excha.'"lge from 

.the ~oreign petroleum companies have more. than covered expenditures 

on imports, whereas in Chile the deficit in the balance of payments, 

reflects, apdrt 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 aims. The available figures on reserves, imports and 

sales of foreign exchange in Venezuela in 1950, indicate that the 

appearance of a substantial deficit in the balcmce of payments in 

this year is due to a very sharp fall in investments by the foreign ~ 

petroleum companies. 

In Nica~agua , where the "foreign ·sector" is relatively smr!.ller, 

profits retatned 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 countr;; 
. . 

by these companies have been relatively small. As a result of the 

lower percentage of foreign exchange returned to the country and the 

rel:J:C-ively slow rate of increase in exports, the contribution of· the . 
foreign mining: companies to the Nicaraguan balance of payments has 

' 
been relatively small and of declining importance. In Guatemala, 

where· banana eXports have a share in total exports similar to that ~~ 

the mining companies' exports in Nicv~ragua, the proportion of profits 

to the value of exports of that product in the post-war period is in 

the range of 40 per cent, among the highest. There were inflows of 

capital, which viried between 10 ru1d 40 per cent of the profits of the 

~ompanies, but the figures available, although incomplete., indicate 

that their contribution· of foreign exchange was not expanding rlurin~ +h~ 

'post-war period. 

In Costa R~ca, where banana exports represent a percentage of total 

P~orts lower than in Honduras and greater than in Guatemala, the 

c:3tim.1.te.:: of profit~ of foreign companies indicate that, since the war, 

these have represented an increasing proportion of the value of their 
' . . 

~xports, rising from 10 to nearly 4o per cent. However, estimate-::: ''L 

direct investments indi.cate that iri' 1'946-47 they were considerably· -

higher thvn profits although falling in 1948' to less than 40 per cent 

/of the latter 
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of the l~tte~. It ~ppears.that the foreign companies have provided 

an increasing source of foreign exchange,-at least in 1946-47, both 

bec~usc of incr~asod value of exports :and of the investments in ~aunts 

greater thrn profits. In 1948, when the value of total uxports 

exceeded thr.t of imports, profits paid ·by the foreign companies .::md 

the reduction in capital inflow larg0ly offset tho gre~ter receipts 

on exports. 

The.Situation in 1950 
In 1950, the Latin American b::tlance of pC'.yments situation changed 

for reasons different from those previously contributing to roduco 

the dcfici t, Jn other WOrds, Whercns formerly the ~efici t Vfi:'.S reduced 

by restricting imp~rts, in 1950 there was a surp~us as n result of an 

increase in exports. Thyre is a marked differen_ce, however, between 

the first half of the year, when the improvemen~ was re~ative~y less 

significant, and tho lntte_:r hnlf. I~evertheless i~ ~he .. first half of 

the year_ Lr:.tin .America had .. , for the first ·time sin9e the end of the 

war, a trade surplus with the United States ·(of ab,o).lt 120 million . . ~ . ' . 
dollars). In tho third quarter of the ye~r the situat~on ~proved 

even more, the tra~e surplus rising_ to a total of. 347 million dollnrs 

for the.first nine months of the year; furthermor~ it is knoWn that the 

1mprovement c?ntinued during the·rest of the year.at a rato·simil~r to 

that in tre third quarter. l11loreover, wh.ile· in ~~-c first half of the year 

the flow of long-term capital frQm thc.Unitcd.States declined to less 

th::m ha~f th~· rr.te of 1949, in the thi_rd qu4rte:r_ the situation changed'(; 

considcr~bly (nlthough without attaining_· tho l?y~ls of previous years); 

invcstmcnt.inco~e payments considernbly e~cpe~ed_rpceipts·of new capital. 

If the figures for the balance Qf payments with tha United States 

during the first nine months of the year are converted to an ~nu~l 

rate (which should give a conservative impression of the improvement), 

there would be a surnlus on the merch:mdise account of over 460 million . ... . •. 

dollars, as against a negative balance of ~bout 155 million in 1949. 
The negative bal.:cnce. on other current 'trans.':'..ct:i,ons '1PUld be 530 million, 

with a total defiqit on current account of some 50 million dollo..rs. If 

dollar r:eceipts froin capital movements and E~ropean purchn;ses 1.-..rith 

Ha.rshall P.lo.n ·dollars are taken into account, a net accumulation of gold 
. . 

~nd, foreign exchange is indicc.ted. 

/It is known that 
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It is known that the last po.rt of the yenr several countries, 

including Mexico ~d Uruguay, received a considerable volume of 

refugee capi tel \-ihich to c. certc.in extent strengthened their reserves, 

c.lthough creo.ting 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 interruption of petroleum investments caused a decline 

c..mounting to c..bout 10 million dollars by the end of November. In scme 

countries in the area the increc..so in reserves was r0lntively slight 

Qlld the improvement in the bRlc.nce of pc.ymcnts sit~tion was reflected 

rather in increc.ses in imports without the c.ccumulation of commercial 

debts which had occurred in other years. 

It is of prime importc..nco to note, vrith regard to the improvement 

in the balance of payments situation which took pl.~ce in 1950, that it 

hc:.s boon the result of disturbing intomationc.l GV(;nts o.nd of ~ho policy 

C',dopted by the Grec.t Povwrs c.nd csp0ciclly tho United Sto.tes in 

consequence, It is not .:en improvomc.mt be. sod on o. sound foundc.tion ; ~ 

LG.tin Am(;rican economic development, nor on fundo..mento.l prosperity of 

t.hn F:,reat. powers. 


