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IMPORTANT NOTE

Attention should be drawn to the fact that in some cases the
statistics presented in this Survey (especially those for the year 1960)
are preliminary estimates, prepared as a basis for analysis, and should
therefore be used with caution,:

In the table of contents and in other sections of the Survey
- especially in Part Two (E/CN,12/565/Add,1) - references will be found
to sections which are not included in the present text, These sections
will appear in the printed version, scheduled for publication in October
1961,

The present Survey is published on the sole responsibility of the
secretariat, and the views expressed in it should not be attributed to
the Commission or its member Governments,

The designations employed and the presentation of the material in
this publication do not imply the,expression of any opinion whatsoever
on the part of the Secretariat of the United Nations concerning the
legal status Sf any country or territory or of its authorities, or .

concerning the delimitation of its frontiers,

/INTRODUCTION
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. INTRODUCTION

Economic development in Latin America over the past few years may be
described as embracing three typeé of problems which, in one way or another,
have left their very individual marks on economic policy. In the first place,
exports have tended either to remain static or to expand at a slower rate
than in previous yéars, whereas imports have been increasing slowly but
steadily, Secondly; inflation has eithef gathered great momentum in meny
cases or has arisen and ousted relative price stability, always bringing‘
with it disequilibria of varying intehsity in the balance of payments, Lastly,
the gross product for Latin Amcrlca as a whole has virtually remained at
a standstill since 1958, ’

‘The reaction ofllctln American Governments, in the face of these
developments, caused in part by the weakening of the intermational raw

materials marketé and also to some extent by the policy followed in earlier
years, has taken widely different forms, In most casecs,however, they have
more or 1ess dellbcratoly taken action aimed at fairly specific immediate
objectlves, easily identlfiable from a comparison with those pursued early
in the fifties. On some occasions, for instance, priority was clearly given
to the restoration of price stability and/or of the balance of payments, This
has very often meant the adoption of a policy very different from one
prévioﬁsly'applied. In other cases, the authorities have opted for the
continuation of a fairly rapid rate of economic growth, which meant that the
' qﬁhéf two'problems were set aside purely and simply, In view of the fact
that the objectives of current economic policy are rolatively clear, of the
Striking departure from past policy and of the sharp contrasts as between
one grbup of countries and another, the extent to which it is responsible
"for thé'changes that have oc¢curred in the domestic economy of each country
kcan be mbre readily appreciated, |

/ Another common
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Another common feature of the economic policy measures adopted by
Latin American Governments over the past few years is their basic tendency
to reéort'chiefly'to short-term tactics and devices, Long~term measures
have been relatively fewer and less consistent. Anti-inflation policy,
otherwise known as stabilization policy, has mainly consisted of attempts
to cut current national expenditure, The action taken has, of course,
included a number of readjustments aimed at restoring the free operation of
the laws of supply and demand, on the assumption that the esscntial bases
would thus be laid for the carly initiation of a process of spontaneous and
balanced development, However, the tangible effect of these.readjustments
has generally been confined so far to its immediate impact on the level and
structure of prices, income redistribution and overall expenditure, In
countries beset by more or less termporary difficulties, such as the flight
of capital, the Government has been mainly concerned with taking special
steps to overcome them, With regard to the policy calculated to eliminate
or mitigate the difficulties arising from the persistent weakening of
international demand for primary products, it is commen knowledge thet the
action taken in the external sector has been focused on protécting minimum
prices for some traditional export commodities, Relatively few or ineffeétive
measures have been taken, at least until now, to rehabilitate the market for
these products or to diversify exports. Moreover, the internal measures taken
to'counterbalanqe the adverse effects of the inadcquété volume of gxports
have consisted mainly of successive currency devaluations and/or a rather
eﬁpansionist pubiic fihance policy, At any rate, many countries have so
far failed, in the development of their eccnomic activities, to promote
production for export and import substitution to an extent sufficient to
reduce the chronic surplus of imports over experts. The recurring deficit
in the balance of péyments has been financed through the accumlatim of

short~term external-debts.é/ To some extent any country can be regarded as

1/ It should be borne in mind, in this connexion, that to be consistent and
really effcctive a compensating policy must be applied not only in periods
of foreign trade depression but also during boom periods.

/ an exception
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and exception of its import substitution drive has been maintained throughout
the fifties - while, at the same time,vits capacity to import has kept pace
with domestic production - and it has thereforc been able, in recent years,
to reduce appreciably the pressure on the total external rovenue of demand
for foreign currency, even when there was a falling-off in that revenue,

However, this limitation of aims end market preference for short-term
measures do not mean that Latin American economic policy has been inactive;
on the contrary, within the limits indicated it has been apparent in a
variety of ways and has been instrumental in dealing with major problems,
For example, Governments have resorted to a number of measures - in many .
cases extremely complex - to modify the behaviour and demand, and these
rneasurcs have related to taxation, currency, exchange rates, foreign trade,
wages and prices, Furthermore, although some of the constant factors |
affecting Latin Ambrican econoriies limit the Government's room for mdnoeuvre
and at times the effectiveness of its policy, there are others that have the
opposite effect and from some standpoints strengthen the Government's hand
as compared with the position in developed countries, It may be useful
to give a few specific examples of this ambivalent influence,

Foreign trade plays an important part in supplying essential goods -
including many raw materials and capital goods - and it is also the factor
governing investment incentives, Consequently, alterations in exchange
rates have a_powerful influence on total demand in national currency and:
on the level of domestic costs and prices, - Moreover, variations in public
investment can strongly influence the short-term behaviour of total income,
especially when there are violent ups and downs in external demand, But
any policy of public expenditure should normally be based on certain .
possibilities of action with respect to income, Generqlly.spéaking, these
possibilities offer little scope in Latin Amgricd,vmainly‘owing to. . . »
deficiencies in the structure ahd adrministration of the tax system, to- the
limited nature of the money market, and the often excessivé'degree of.
dependence of tax revenue on the taxation of foreign trade,

/ Monetary policy



B/CN.12/565 .
Page iv ‘

Monetary policy in Latin America is also conditioned by certain
constant factors that largely determine its effectiveness in any given
situation, It is well known that quantitative restrictioms on the overall
creation of means of paymeﬂt despite their global character, have certain
more specific effects; that is, they affect certain economic act1V1tles nore
than others, This is due, inter alia, to varlabillty in the liquidity
coefficient according to sectors, and also to the fact that circulating
capital requirements, and the extent to which they are covered by bank loans,
vary frém one enterprise to ancther, Thus in Latin America the mcneﬁary factor
has a most important role te play in the fiﬁancing of investment in inventories,
certain non-essential expenditure, housing construction and speculative
operations, From the foregoing it emerges clearly how decisive the
responsibility of credit policy can be, for example, in bringing about or
controlling an 1nflﬂt10nary surplus of demand. However, it mmst be added
that the limited nature and 1n&d@quate organization of the money markets
have a restrictive eoffect, on the other hand, on the possibilities of direct
Governnent action with respect to certain fixed investments, In practice
such investment is usually largely financed by the profits 6£ enterprises
and funds from private non-institutional sources,

The dogree of autonomy and the room for manoeuvre in official wage
policy in Iatin America are probably slightly greater than in the developed
countries, In practice the bargaining power of trade unions is somewhat
limited, not only by the existence of chronic under-employment, but also
by a certain institutional weakness in the trade associations, 4s to the
impact of Government rullngs on wages and salarics, this is closely dependent
on the characteristic structural features of Latin fmerdcan industry, In the
manufacturing industry, consumer goods such as foodstuffs and textiles hold
first place; consequently, the current level of activity of a country's
industrial sector as a-whole is largely a function of the puréhasing power
of the cdmmunity‘in general, that is, of the income of the wage-earning and
salaried workers, In addition, restrictive practices in certain sectors of
industry arée undoubtedly one of the reasons why wage increases immediately

push up prices, / Lastly, so
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Lastly, so far as prices are concerned, the obstacles impeding Government
action in Latin America are far more numerous than the circumstances favouring
such action, It is clearly here that economic policy is least effective,
The inconsistency between economic and social interests, on the one hand,
and the interests of entrepreneﬁrs, on the other, as regards‘manj investments
in basic sectors, the lack of flexibility in agricultural supply and the
restrictive practices applied in meny sectors of the economy all conspire -
to prevent the price system from channelling investment into the most -
suitable activities from the point of view of long-term development, As
a result, it is difficult for a'ffee“price.system to be a really effective
factor in maintaining overall or sectoral balance between supply and demand,
On t he other hand, offieial price control may well - unless it is specifically
discriminatory - accentuate the constant distertions of the market, In
other cases, price control is simply inoperative owing to consuﬁers' lack
of discipline and to shortcomings in the administrative machinefy for
epplying it, - - oo o

In brief,‘during recent years, a séries_of factors have éombined in
Latin America to restrict the aims and scope of economic policy, The chief
of these have been the following: the persistence of institutionai and
structural weaknesses - lack of a money or capital market, system of land
tenure, etc. - peculiar to the area; the unfavourable behaviour of the external
market, and also the very decisions taken by the competeﬁt authorities.g/

The policy of stabilization and, to a lesser degree, the so-called
compensatory measures, have usuélly'had more effect on demand'than on supply,
In the short term, demand is‘liabie'to undergo greater changes than supply,’
particularly in Latin America where certain branches of prOduction are often’
greatly lacking in flexibility. Furthefmore, even when some effort has
been made to overcome the obstacles which partly explain this lack of
flexibility, its short term effects on the supply of domestically produced

2/ It should be added that administrative and technical shortcomings,
although sometimes partially corrected, have frequently continued to
hinder the proper application of Government decisions, In addition -
State action, however well defined it may have been, has sometimes
varied in intensity from one period to another during a single year.

/goods and
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goods and services have been limited. This partly explains why it 1s
"always difficult for a Latin American country to achieve simnltaneously

and in the short term the_ellmlnatlon of internal inflationary pressures,
equilibrium in its balance of payments and the continuation of economic
development, In addition, these objecﬁivea tend implicitly, under the
economic policy usually followéd,yif not to'bevmntuﬂlly exclusive, at least
to have different orders of pfiority in the short term, when for various
regsoné - mainly political and social -~ Government action does not concentrate
suffiéiently on applying long-term measures to deal with the supply problem,
if, }urthermore, the capacity to import declines or remains stationary, it
becdmes virtually impossible for the country affected to enjoy a higher
national income, stable prices and baiance-of—payments equilibrium at one and
the same time,

Yet it would seem that many Latin American countries are beginning to
take decisive action towards the gradual solution of the structural and
institutional problems which beset them, Although official plans and
projects in this respect are still in a preparatory stage or else were
unable to influence the economic situation as it was in 1960, it is approp-
riate to give them some attention, ,

Whatever the virtues of the different economic policies pursued may be,

" one aspect of the external sector - and not the least important -~ escapes
their influéncs, and that is the weskness of the international markets for
primary commodities, as reflected in commodity price drops, or the sluggishness
they have shown in remaining even at depressed levels, Commodity prices

‘in 1958-59 and in 1960 remained at the lowest level for the last decade, - A
‘cursory examination of world primary commodity trends shows that eleven of

the main commodities were being guoted at considerably lower prices than in
1950, Only in the case of three items - copper, tin and crude petroleum .
did the level of prices continue to be slightly above the 1950 level,

although market condltions tended to deteriorate steadily. , :

Despite this decline in prices, the total value of Latin- American exports
in 1959 was 22 per cent more than in 1950, This gives an idea of the
production effort made by Latin America to overcome that unfavourable
circumstance, It should be observed, however, that the main effort was made

/between 1951
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between 1951 and 1957, since the value of total sales abroad decreased
slowly from 1957 onwards, with the exception of 1950, when a slight recovéry
.was recorded, '

This circumstance, combined with others, explains why Latin American
jmports had to be cut in 1953 and 1559, The contracticn took place in
sixteen countries in 1558 and in fourteen in 1959, Neverthelees, the deficit
on current account was 1,5C0 millicn dollers in the former year and led to &
drain of 700 million on reserves,  Although the deficlt was not as big in
1959, it still amcunted to about 500 miilion, and reserves went down by
100 million dollers, _ o

The growth of impor%s in 1960 reflected, on the one hand; the gradual
easing of the restrictiams that had been applied in 1958-59 and, on the other,
the need to build up inventories ard increase supplies of raw malerials '
and capital. equipment. Although the trade gap was‘wider in 1959, the
position of internitional reserves does nct seem to have deteriorated up to
the end of September, undoubtedly thanks to the considerable external credits
that were obtalined, particularly by Argentina, | |

From this it appears that recent developments in the external sector in :
Latin America have not been propitious for a rapid growth of the product,
Furthermore, the policy most widely adopted at the present time in the
region has been seen to relate to short term measures, and its chief concern

is to solve the problems to which the phénomenon of surplus demand is most

frequently expécted to give rise, = There are grounds for supposing that
this policy has also failed to provide the necessary incentives for the
vigorous growth of the gross product, at least over the short term,

Be that as it may, the survey undertaken reveals that, in 1958 and 1959, |
per capita income was at a relative standstill, and that the recovery'observed:
in 1960 was a recovery solely to the extent that it represented an improvement
on the level prevailing in the two preceding yéars, ‘

Moreover, the scanty statistics that could be assembled as provisional
data would seem to indicate that, when the policy in question was focused
wholly ~ or mainly = on solving problems of internal and externsl economic
disequilibrium, it coincided with an economie trend which, apart from

displaying urmistakable signs of a weakening in per capita income, was

/instrumental in
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instrumental in reducing the coefficlents of internal saving and gross
investment, The haintenance of a situation of this kind for any length

of time undoubtedly has an adverse effect on capital accumulation, thereby
jeopardizing the product!s prospects of vigorous growth in the immediate
future, Similarly, the provisional data referred to also seem to indicate:
~ in the case of one country at least -~ that a policy of the kind described
could be applied fairly successfully during a reasonable period, but that,
if an attempt was thereafter made to hasten the growth of the economy, the
result was a certain amount of external instability,

On the other hand, attempts to expedite the development of the economy
without due regard for the problem of disequilibria have been responsible
in some jnstances for a rapid upward price spiral and a chronic deficit im the
balance of payments, Despite a high rate of increase in income and the
fact that the coefficients of investment and saving have so far shown no
signs of deterioration, neither the social cost nor the problems which
loom ahead are to be taken lightly.

There are, of course, a few cases in which a fairly sizable growth in
income was successfully combined with a relative degree of stability,
Nevertheless, both these factors are continually being threatened by the
adverse situation of the external sector of the economy, which remains

largely outside the sphere of action of the countries concerned,

/Part One
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Chapter I ¢

SHORT«TERM ECONOMIC FLUCTUATIONS
IN THE PERIOD 1948-59Y

I, GENERAL CONSIDERATIONS

Since the end of the Second World War, output in the Latin American
region as a whole has grown at an average rate of almost 4.5 per cent
per_annum, ranging among the individual countries from less than 1 per
cent in Bolivia to about 10 per cent in Venezuela, In none of these
countries, however, has the rate of growth been smooth and continuous,
Furthenmofe, since 1948 the Latin American economies have been periodically
confronted by one or more forms of economic disequilibrium, such as
balance-of-payment crises, severe inflationary pressures, excessi#é
productive capacity and unemployment.

" There is a natural tendency to take the long-term view of the economic
problems of economic developrment in the region, This is understandable
when it is considered that thevattainment'of a higher trend rate of
economic growth is dependent, among other things, upon the introduction
of fundamental alterations in the structure of production and trade, as
well as the reorientation of existing economic and social institutions;
and, of course, sgch,changes can be made only over a relatively long span
of years, The process of growth'in many of the Latin American countries,
however, continues to be surrounded by destabilizing elements, which in
turn produce dislocations that tend to become self-aggravating. ,

Periodic fluctuations in the level of economic activity are hardly
a new phenomenon; they are of ver& remots origin, During the last twenty
or twenty-five years, however, the attitude that short-period fluctuations
are a natural and immutable condition of economic life has yielded to the
view that economic tools are at hand to mitigate, if not completely
eliminate, the worst features of cyeclical variations in private enterprise

1/ This chapter presents a preliminary examination of short-term
‘fluctuations on the Latin American countries and is based on a
limited range of statistics and a sample of country experience. The
findings, therefore, are to be considered as tentatives For the
forthcoming printed edition of the Survey, it is expected that the
basis of the study will be broadened,

/economies, In
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economies., In the industrial countries of Western Burope and North
America, the source of shorteperiod fluctuations is generally attributed
to alterat;ons in the level of private investment in fixed capital and
inventories. The enhanced role of Government expendlture, in temms both
of size and stability, and the introduction of automatic stabilizing
devices have helped significantly to check cyclical variations in economic
activity in the. post-war period..k Thus efforts to reduce the great waste
of resources that accompanies eyclical fluctuations have met with eome
success in the industrial countries.

For the under~developed economies eeeking to raise the level of
per capita real income, variations in the level of economic activity may
serve to frustrate the pursuit of longer~term objectives. And given the
charactefistic structure of these couﬁtries, there is always the danger
that ‘as a consequence of excessive swings ih economic activity, forces
may be set in motion which are notAreadily reversed, In the absence of
bui1t4in stabilizing devices, rapid‘increases in the demand soon exhaust
the limited capaeity to expand supply. The consequences appear in the
form of new or enhanced inflationary pressures and frequently balance=

of-payments difficulties as well. In the downward direction, given the

| irreducible level of import requirements, a contraction in demand for
output is 1nvariably accompanied by foreign exchange crises, while any
decline in real income imposes serious hardships upon large segments of
the community, further aggravated by rapid rates of population growth.
It would appear, furthermore, that in these countries it is the export
seetor, rather than the level of investment which is the more immediate
source of instability. |

Whatever the interaction between the long-term rate of growth and
| cyclical fluctuations in the under-developed countries - a subject which

/is not
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is not fully understood by economists -,-,3/ there can be no doubt that
short-term instability gives rise to the most pressing economic problems
confronting the Latin American economies. . In this chapter, the nature

and impact of  instability experienced since 1948 will be examined and
the inter-relationship among the various contributing factors evaluated, -

Il. THE SHORT-TERM RELATIONSHIP BETWEEN OUTPUT AND EXPORIS

Stim:ulated in part by gnvemmentsl development programmes significant
advances have been made by many Latin American countries in diversifying
the structure of production. In this way, the internal economic factors
contributing to a sustained rate of growth have been enhanced. Despite

t’hege advances, however, the pace of economic growth throughout the postewar

2/ There exists a wide divergence of views on the relationship between
the growth trend and cyclical flugtuations. At one extreme is the
view that the trend and the cycle are inseparably linked and v
determine each others Al the other extreme, it is held that the
trend and c¢ycle are separate phenomena and that there is no necessary
interconnexion, Among those who adept the first hypothesis, however,
the question as to whether cyclical fluctuations serve a useful
economic function or are to be thought of as an economic dislocation
and therefore as a drag upon the potential or normal rate of growth,
is the subject of some controversy. It is noteworthy that much of
the discussion of this subject has drawn on the experience of industrial
rather than primary producing countries and, therefore, its relevance
for the Latin American countries is open to question, For example,
some economists argue that cyclical fluctuations in economie ectivity
perform the useful fuction of rewarding economic initiative and
enterprise during the upswing phase of the cycle, while during the
downswing the inefficient producers are weeded outs While there is
some scope for discussing this point of view in reference to the
industrialized countries, it would appear to have little or no
applicability to under-developed economies,s Given such conditions
ag inflexibility of supply, the pressing need for import substitution
and the extremely low opportunity cost for labour, the question of
rewarding enterprise or weeding out inefficiency is not entirely
relevant, _

-

/period has
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period has been based largely upon the production of primary commodities
t_’or‘ export, The relationship between exports and total product is in
part a direct one, since the pzfoductipn and export of primary commodities
geherates an equivalent fldw of national income and output. But more
important perhaps is the indirect relationship between these two variables.
bivm the virtual absence of domestic capital goods industries, it is the
primary export sector which provides the major share of foreign exchange
resources for obtaining producers' durable equipment, and it is the latter
type of investment that is crucial in mugmenting the capacity for economic
growth in the Latin American economies., Under these circumstances, the
course of .economic activity in the various countries of the region may

. be. expected to be intimately related to the forturnies of the export sector,

The relationship between the growth of output and the volume of
exports over the medium leng run are illustrated in figure I, where each
p‘oint“on the scatter'diagfam :éepresénts the experience of an individual
country over the periocd 1948-49 to 1958-59, The arrangement of the
points in the diagram suggests that output and exports are positively
related in the sense that those countries which have experienced a relatively
high rate of expansion in the volume of exports have also enjoyed a
‘relatively large advance in the growth of output over this period, It
‘will be obvious, however, that the relationship between the variables is
. rather less than perfect, which suggests that over the period the export
volume has not been the only factor influencing the rate of growth of
output; and, in those countries which lie well beyond the main cluster
of points, it may be presumed that special factors were at work which
offset the influence of exports on the rate of growth of cutput,

The discussion of the relationship between output and exports in
terms of volume changes, takes account of only one of the seurces
fluctuations, ~ Variations in the price of exports, and hence in export
receipts, may be a more significant variable tc the extent that production
and expenditure decisions are based upon changes in money rather than real
incomes. Still more important is the indirect influence of exports upon
output which, as previously noted, provides the capacity to import
capital goods, raw materials and fuels - the necessities for sustaining

/FIGURE I
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the level and growth of output. This may best be approximated by
considering the purchasing power of exports, a concept which takes into
account the terms of trade and the volume of exports.

The relationship between the growth in gross domestic product and
the purchasing power of exports is shown in figure II. It will be
noted that, when compared with the previous figure, the position of a
few countries in the plane is shifted owing to the influence of the
terms of trade. In particular it will be noted that the position of
two of the largest economies in the region are affected. Brazil, which
experienced a decline in real exports over the period, at the same time
benefited from a sharp improvement in its terms of trade, In Argentina,
in contrast, there was a serious deterioration in the terms of trade over
the period, with the consequence that the purchasing power of that
country's exports fell, Reflected in this divergent experience is, of

" - course, the difference in the composition of commodity exports in the two

. countries - relatively buoyant prices for beveragé'crops in the former
"and stagnant or declining prices for temperate agricultural produce in
the latter, The alterations in the scatter of the countries when prices
of imports and exports are introduced, however, does'not significantly
affect the positive relationship between the rate of growth of output
and the volume of exports revealed in figure I. The comparison between
the two scatter diagrams suggests that, over the period under consideration,
changes in the terms of trade have had little or no effect upon the inter-
country relationship between output and real exports. This is not to
suggest that the terms of trade had no influence upon the course of
economic activity in individual countries; rather, the movement in the
terms of trade among countries was nbt so divergent as to alter their
relative positions radically in the scatter diagrams. ‘

For almost all the Latin Amerlcan countries the export sector in
fact consists of an extremely narrow range of primary commodities, Wi;h:
the exception of Argentina, Mexico, Paraguay and Peru, the three largest
export commodities in each of the countries in the region accounted for
at least 75 per cent of the total value of merchandise exports in the;
year 1957; and, for the reglon as a whole, five commodltles represented
approximately 60 per cent of export receipts on' merchandise account’s

/FIGURE II
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In addition to the extreme nature of export specialization, the particular
types of commodities that enter into foreign trade are subject to a high
degree of short-period instabilityrinleither volume or price or both,
Between 1948 and 1957, for example, the average annual fluctuations in the
world export value of primary commodities that are important for Latin
American countries ranged from 17 per cent for wool to 4 per cent for
bananas and crude petroleum.é/ The value of coffee exports, the leading
export commnodity in seven countries of the region, was subject to average
annual fluctuations of 9 per cent over the same periods, The direct impact
of such alterations in export proceeds upon the domestic economy will
vary from country to couhtry in accordanée with the share of exports in
total output, ' '

Thus, the significance of this order of fluctuation may be gauged
by a hypothetical illustration of a country in which exports represent a
« quarter of gross national product and whose export receipts vary on the
| average by ten per cent annually. This country would be faced With the
possibility that, over a period of two years, total output could decline
by five per cent as a direct consequence of  the stabiiity in the export
sector. The displacement of output would be even greater if all the
indirect repercussions of the variations in export proceeds were taken
into account. Given the characteristic instability in the export sector,
the relationship between exports and output in the short term may therefore
be expected to reveal some degree of sympathetic fluctuations in the.
two variables inkrespect of magnitude and timing.

1. The magnitude of fluctuations

.Tﬁe m&gﬁiﬁudéiof.flqctuations in the purchasing power of exports and
output over the perio@;fé&& ﬁo,l959 are compared in table 1, The cduntries,
selected on the basis 6£_éva;1ability of data, are ranked in descending
order of the degree of fiﬁétﬁatiqns in output. It will be obvious from an
examination of the data in the two columns that there is no apparent inter-
country relationship_béﬁﬁeenfthe degree of instability in output and that‘:
of the purchasing power ‘of exports, Cuba and Guatemala experienced the .. -

3/ See United Nations, -World Economic Survey, 1958 (Sales N® 59,IT,C.1)

s mnd nnd Amcmnn
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greatest degree of annual fluctuations in ocutput among the Latin American
countries, yet fluctuations in the purchasing power offtheir.exporta were
somewhat smaller in magnitudé than those experienced by Colombia and
Ecuador, the two countries with the greatest stability‘in output over the
period. At the same time, however, it will be noted that the range of
fluctuations in the purchasing power of exports was considerably higher:
than that for output., ' Indeed, fluctuations in output in the Latin
American countries must be considered relatively moderate when compared..
with those in the United States. Ten out of eighteen countries in the’
region experienced a degree of fluctuation in output ecual to or less than
that of the United States = 2,5 per cent - over the period 1948 to 1959,
The term "instability" as it is frequehtly applied to primary producingo‘
countries such as those in Latin American must therefore be seriously
qualified to the extent that it is based upon the degree of fluctuations
in output.é/ - ‘ -

As a first approximation, it might be expected that fluctuations
in exports would impart a degree of instability to output in proportien -
to the share of exports/in outpute But an examination of the data
for each country reveals that, while the degree of fluctuations in
exports was everywhere higher than that for output, in some countries
it was more than and in others less than proportionate to the:export
coefficient, The following table illustrates the grouping of countries .
that emerge from this oonsideration: |

A/ In many of the Latin American countries, the annual economic series
covering the components of gross product and consumption are estimated
on the basis of indirect and relatively approximate indicators,

It would appear that the nature of the statistical estimation
techniques used tends to be such that the figures do not fully
reflect the annual variations in the components of the product, It
is not possible to make the necessary adjustments to correct this .
defect, However, among countries where the productive structure
and the estimating techniques are similar, comparisons will not be .
seriously affected. '

/Table 1
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Toble 2
-SHORTPERTOD FLOCTUATIONS TN OUFPUT AND PURCHASING
POWER OF EXFORTS, 194859
Coutry Gross domestio Purchasing power
‘panm of exports

_ Cuba 6ol gf : 10.7
Guatomala . 61 8.8
Chile k.6 7»2 |

‘ £1 Salvador : 3}8 : | "ol
Urugeay 358/ . 21.6
Brazil ' | 302 946
Hondures 2.8 af 949
P&u ' 2.5 : 745
Costa Rica | 25 Y4 1048
Dominiosn Republie 245 8/ ' 9k
Venszuela ' : 245 5‘.14
Argentina | 2.1t ‘ | . 7.1
Bolivia T Y S 1048
Nioaragua 2.3 &/ \17.5
Mextoo 242 o g
Panama 2.0 5/ N _7.’4
Ecuadoy 1.1 _ ‘ . 16.5
Colomba | o Cona

Sguree: Eoonomic Commission for Letin Ameries, based on offfcial nationsl
8OUr068e

o/ 1988-1958,

/Countries where
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Couhtries where the degrée~of fluctuation in the purchasing

power of exports relative to the degree of

fluctuations in output is

(2) less than proportionate (b) proportionate (c) more than proportionate

to_the average share of exports in output 1950=59

Cuba . .~ Dominican Republic Uruguay

Guatemala Nicaragua

Brazil . . . Pansma

Peru - o Ecuador
 Honduras o Colombia

Chile , Costa Rica

Venezuela

Mexico

Argentina

Bolivia

The composition of the country groups, however, béars an important
relationship to the structural characteristics or the degree of economic
 development of the individual countriess In the first column, countries
such as Argentina, Brazil and Mexico, on the one hand, are listed with
countries such as Cuba, Honduras and Peru, on the other. Obviously theré
are many factors interposed between the magnitude of short-period changes
in the purchasing power of exports and the consequent impact upon output;
and, in the absence of any significant correlations between the two
variables, it may be presumed that the influence of these factors differs
widely among the various Latin American countries.

/2. The timing
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2, ' The timing of fluctuations

In considering the relative magnitude of fluctuations in output and
exports only orié"‘of the r_elevént dimensions is taken into account, The
nature of the relationéhip'between output‘and exports maylbe better
understood when the timing or degree of synchronization in the movement
~ of the two variables is considered, In figure III the annual percentage

deviation from the trend of gross domestic product amd the purchasing
power of exports are: shown separately for eighteen countrles in the region,
It will be obvious from an examlnation of the figure that the anmual
concordance of movements in the two variables is mot very great, Cuba
and Ecuador are the only instances where the two series move in fairly
close harmony, These two countries, it will be recalled, wers at opposite
erds of the range defined by the degree of stability of output. Since
- changes in exports, apart from the influence of other factors,‘exert an
impact upon the internal economy only over a peried of time, it is not

to be expected that the direction of change of output and of exports

will be perfectly phased from year to year. Thus, if the‘ﬁériations\ '

in the curves are examined from the point of view of a two~ or three-year
pericd, some degree of concordance in the movement of the two series

does emerge for a number of countries, Among these are Argentina, Colombia,
Honduras, Mexico, Venezuela, Uruguay and possibly Bolivia, On the other
hand, in Brazil, Chile and Guatemala, deviations in output and the purchasing
power of exports appear to be negatively phased, In the remaihing Qouptries
- Costa Rica, the Domirmican Republic, El Salvador, Nicaragus, Panama and
Peru -, no obvious relationship appears in the comparison of the movemernt
in the two variables over the period under review, When the above‘grouping
of countries is corsidered alongside that which emerges from the diacuésion
of the magnitude of fluctuations, it will be apparent that,in taking |
account of the timing of movements in the two variables, the inter-éoﬁntry

5/ It will be noted that the units, in terms of which the two variables are
defined, are percentage deviations from a linear trend and therefore any
movement in the series is to be interpreted as a relative rather than
an absolute change.

/relationships between
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relationships between exports and output still does not reveal the
essential differences in the stage of economic development among the
Latin American countries,

It is noteworthy that, even where a distinet cycle in output and
exports is revealed, the pattern that is traced out differs significantly
from one country to another. The cyclical movement in output and exports
in Mexico and Bolivia, for example, approximates the post-war pattern of
economic activity that has been experienced by most of the industrial
countries of Western Burope and North America as well as many primary
producing céuntries outside latin America., In contrast, Argentina,

Brazil, Colombia, Uruguay and Venezuela have each experienced distinct
patterns of cyclical variationé over the whole period which are not obviously
related to the general movement of economic activity outside the region,

In part, the heterogeneous nature of the cyclical pattern is a consequeﬁce

of the particular export commodity or commodities in which the individual
country specializes. For example, the Korean conflict affected the
international markets for minerals and industrial raw materials to a much -
greater extent than the markets for foodstuffs such as coffee or bananas,.
But, as previously noted in the discussion of the magnitude of fluctuations,
there are a nmumber of influences which may affect the cyclical timing of
movements in output and exports within an individual country as well as the
pattern of movement as between countries,

From the previous discussion, it emerges thut the relationship between
short-period variations in output amd the purchasing power of exports is
mot a very intimate one in respect of either the magnitude or the timing
of fluctuations. There are countries which have experienced relatively
large fluctuations in exports ard which have moved in harmony with the
variations in output, yet fluctuations in output have been much smaller,

On the other hanmd, there are instances where the degree of instability
of both ocutput and exports has been relatively high, yet the movement of
the two variables over time has been oppositely phased. Furthermore,
the nature of the relationship between output ard exports in individual

" /FIGURE III
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THE TIMING OF SHORT-PERICD FLUCTUATIONS IN GROSS DOMEST I PRODUCT
" "AND PURCHASING POWER OF EXPORTS 1948-1959
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—— GROSS DOMESTIC PRODVCT,
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countries does rot appear to be related in any meaningful way to the
different types of economies to be found in the region. Experience in
countries such as Brazil and Honduras, on the one hand, and Argentins

and Nlcaragua, on the other, have been slmilar, despite the very great
differences in their economies. It mlght be thought that the relationship
between exports and output would be revealed‘to be most intimate in those
countries. which are extremeiy depeﬁdent'upon éxports - that is the "open
economy" type, frequently applied to some of the Central Amerlcan republics,
It is surprising, therefore, that even among these countries the relationship
between exports and output in terms of_magnltude and timing of fluctuations
is not a very close one. It would appear that,'despite the significant
relationship between output and exports thatlobtains over a relatively

long period of time, in the short-terng thls relationship is obscured

- by the interposition of other factors.

- JIII. .THE
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: iII. THE ROLE OF INTERNAL DEMAND AND OUTPUT INELASTICITY

The impact of fluctuations in the level of foreign demand upon “totsal
output' will be lessened or aggravated depending upon the accompanying
movenents in the components of internal demand, It is conceivable, for
example, that the magnitude-and timing of fluctuations in gross fixed )
domestic investment could perfectly offset the variations in exports with
the consegquence that ocutput would remain stable, Similarly, public or
private consumption represent sources of variation which may exert
-independent influences upon the movement of total output, It may be
presumed, however, that gross'investment ard public consumption are the
more volatile elements of internal demand, Private consumption, on the
other hand, represents a less autonomous and hence a more stable ecmponent
of demand, In a recent study of the consumer market in the United States,6
it is shown that fluctuations in private consumption are considerably less
than those in any other component of demand, Moreover, the instability
in private consumption arises largely from the fluctuations in the
durable goods component, Since, in the Latin American countries, the
share of durable goods in total private consumption is considerably
smaller than that in the United States, to this extent it represents a
smaller ' source of instability of consumption, in the former countries.

An additional factor that probably contributes to the short=term
gtability of consumption in many Latin American countries is the bimodal
distribution of personal income. Among the higher income groups,
traditional consumption standards tend to be maintained in the shorte~run
even if it requires drawing on savings, while, among the lower income
groups, the scope for variations in consumption is extremely limited since
it is at or near the subsistence level., An important destabilizing
factor in private consumption, particularly that of the lower income groups,
is the variation in food production arising from natural causes, In many
of the Latin American countries the impact of a food crop failure, for

§/ United States Department of Commerce, Survgghof Current Business,
January 1961.

/example, cannot



E/CN,12/565 .-
(\ Page XXix

example, cannOt be readily mitigated by 1ncreas1ng imports or by drawing
upon 1nventories for the adjustment frequently 1mp11es that consumers are
forced to eat less, E , e

It is an open question whether :the volatile elements of demand.

- investment and publie consumption - are in fact independent influences ..
upon movements in output, - As noted previously, capital formation in the
Latin American countries is linkéd'directly to!the-export'sector in two "
ways: as a-major source of flnancing capltal imports and as a sector of
production which absorbs a 51gn1f1cant share of total new investment,

More generally, capital formation in the warious countries of the region.
is not based upon endogenous technological developments but rather on
imported techniques and to this extent represents a less autonomous and
more,dependent force in the ecouomy. Thus the capacity for private
capitallformation to compensate for fluctuations in demand arising from
other sources, without at the same time producing dislocations in the
balance of payments, is seriously circumscribed, ~ Government investment,
on the other hand, takes the form largely of construction and phblic

works - capital formation with relatively little import content, It is,
therefore, likely to be less sensitive to developments in the export sector
or indeed variations in other demand cOmponents. _ _

In many countries of the region, a substantial share of public
revenie is derived from the axport sector through one or more forms of
taxation, The revenue base is particularly narrow in those countries.
which specialize inone or two export commodities. In this way public
consumption is also tied to the variations in export proceeds or export -
volume, This is not to suggest; howeuér,Jthat Govermment expenditures
must‘neéessgrily be trimmed to- revenues; indeed deficit financing in the
Government sector has been'a common characteristip of post-war economic '
development among the Latin American countries, Frequently, the
deficits have arisen as a result of deliberate Goverrment compensatory
policy; at other times an eXcess of current expenditure over revenue has
reflected, the inability of Governments to cut expendlture commitments
readily, - Thus, in the face of limited revenue sources and the\downward
inflexibilityAofJGovernment expenditure in these countries, variations ‘

/in publiec
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in public consumption - whether deliberately compensatory or not - may
produce ramifications in other sectors of the economy which in the first
instance are revealed in the form of price instability.

Apart from the forces impinging upon total output from the side of
demand - fbréign and domestic - the supply of output may itself be
subject to rigidities which prevent ready adaptation to changes in demand,
Thus, the impact of short period fluctuations in exports of whatever
magnitude'will be greater or less depending upon the inherent responsiveness
of production, It is a characteristic of the production of primary
commodities, particularly where it is based upon small-scale producing
units, that adjustments in output to changing economic forces are sluggish.
Indeed, it has been the object of various stébilization schemes adopted
by many of the primary producing countries of thé region to protect the
domestic sectors from the sharp variations in the price and volume of
exported primary commodities, whatever their source, Apart from the
influence of Goverrment policy, however, there are natural limitations
which make it difficult to substitute one typé‘of.product for another in
accordance with changed market conditions or even to alter the volume
of output of a single product over the short;tenh. In éddition, many

~ agricultural commodities are not readily-storable and even where

inventory accumulation is possible the cost of storage is frequently
prohibitive. This means of enhancing the degree of flexibility of
primary commodity output is, therefore, not generally feasible. In view
of these considerations, output in most of the Latin American countries
is likely to Be inflexible to changes in economic forces, since
agricultural production represents a substantial share of total output,
It need hardly be added that agricultural production is also subject to
a?high degree of instability as a result of c¢limatic and other natural
events which impinge upon output in a random manner,

7/  See General Agreement on Tarlffs and Trade (GATT), Trends in Inter—
national Trade, A Report by a Panel of Egperta (Geneva, 1958). ’

/Impediments to
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Impediments to flexibility in 'supply that have no counterpart in the A
iﬁdﬁstrialized countries are also found in the industrial sectors of the |
Latin American economies. These arise from the fact that industrial
productive capacity is far from sufficient to meet the current domestic
demand for industrieal products., -~ Hence, there is little or no .margin of
excess capacity to permit ready adjustment to upward changes in demand,

In some of the Latin American countries in recent years, however, a
number of traditional manufacturing indistries such as textiles have
shown evidence of excess capacity. In part this is a result of a decline
in demand, but it may well be that the older established consumer goods |
industries have outgrown the current volume of domestic demand and must
look to export markets and an acceleration in per capita real incomes at
home in order to attain full capacity output, No'such evidence of

excess capacity, however, is to be found in the engineering aﬁd metal
transforming industries, Finelly, it may be noted that industrial output
in these countries is less readily adaptable to variations in demand
because of the relatively low annual rate of mew capital formation that is
characteristic of countries in this region, -

The role of these factors in the export~output relationship, may
be illustrated by the experience of a selected group of Latin American .
countries. Among these are Cuba and Colombia, which represent the
extremes of the range defining the degree of variabilit& of output, while-
Venezuela has been selected, since it falls roughly in the middle of the
range. Also included are Brazil and Argentina, which are among the most |
industrially advanced countries of the region and may, therefore, provide 1
interesting points of comparison. Finally, El Salvador together with
Cuba and perhaps Venezuela exemplify the "open economy" type which has.
been alluded to ébove. The object in the selection of these countries has.
been to present the widest possible range of experience, :

The magnitude of fluctuations in the demand and supply components of
output are shown in table 2, where the six countries are ranked in
descending order of the degree of variability in total output, The
degree of fluctuations in total output and the purchasing power of
exports are reproduced from table 1. The average annual percentage

/deviation from
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deviation from trend for gross fixed'domeétic investment and for public
consumption are shown in columns 3 and L. The‘range of variation in
investment is rather less and in public consumptions rather moré than

that of exports. It will be scen however, that in neither case is there
a distinct relationship to the ordering of countries in terms of output |
instability, But, as previously indicated, the magnitude of fluctuationé.
in investment and public consumption may'not be as important as the timing
of fluctuations where it is desired.to evaluate their influence‘upon the

- short period relationship betweeh.exports and output.

Column 5 of table 2 shows the degree of variability in agricultural
production, In four cut of the six countries -~ Brazil and Venezusla
being the exceptions ~ agricultural prodvction is significantly more
unstable than total output.. It hay be presumed that, in these four
countries, the magnitude of variations in agricultural output arising
from natural causes as well as from economic forces overshadowed the
stabilizing elements that are aséociated with the agricultural sector of
production, As will be seen helow, however, the weighted impéct'of
fluctuations in agricultural output « inecluding the effects of both
magnitude and timing - is, on balance, a stabilizing influence upon"
total output, )

The timing of fluctuations in the various demand and supply ccmponents
are.illustrated in figure IV for the six countries under review and, as
in figure III, the curves represent annual percentage deviations from the
trend. It will be apparent from a comparison of the data charted for
each of the selected countries, that the Cuban experience is rather
unique. ‘It is the only country where a pervasive positive correlation
in the timing of movements among all the~v§riab1es_is to be found, The
sharp fluctuations in agricultural output are to be explained in part by
the special characteristics surrounding the production of sugar.
Relatively rapid adjustments to changes in foreign demand are feasible,
since the harvesting of cane can be postponed for as long as one year
without serious loss in yielde = In view of the concordance of timing
among the variables, it is not surprising=;hat Cuba, of all the Latin
American countries, experienced the highest degree of instability in

/Table 2
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. Table'2
SHORT-PERTOD MLUCTUATIONS IN DEIZND AND SUPPLY COMPONENTS OF OUTFUT
IN SELECTED COUNTRIES, 194859

(Avernge gnnusl poreentasze deviation from trend)

Gross

dmntry rts oot et o vy prosuin

product exports ment tion 5/ *
(1) (2) - (3) (%) ~ (5)

Cube. 61 %/ 107 1L.0 Y 3.8 &/ 9.9.9/

El Selvador 3.8 %2 ‘ 8.5 748 5.33/

Brestl 32 946 99 143 31

Venezusla 2.5 Solt Bolt 21.0 ’ 2.6

Argentina 2.4 17.1 745 209 5l ‘

Colombis 1.1 12,8 111 10,1 5.8 w

Sources Eoconomis Commission for Latin Americe, bmsed on offieial notionnl souroes,

_c_:/ The average of agriculturel production varies from country to country, but in general includes ﬂshing, \
hunting and forestry. i

B/ 194858,

_o/ Production of sugar only, whioh represents approximately 80 per cent of total agrioultural ocutput,
&/ 1949-59

/FIGURE IV ,
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FIGURE IV

TIMING OF SHORT-PERIOD FLUCTUATIONS |N DEMAND AND SUPPLY COMPONENTS OF OUTPUT

1948 - 1959
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total output., Thus Cuba provides an instance where the impact of

autonomous fluctuations in foreign demand haqe been readily transmitted

throughout the various sectors of the'economyVWith the burden of adjustment

falling mainly upon total output, Furthermore, the nature of the experience

is in accordance with what might be expected in an "open economy'. |
In El Salvador - also an "open economy! - none of the demand and

supply components appears to have exerted a stabilizing influence on the,

economy, in so far as movement over time is concerned. ‘Toialvoutput.in

El Salvador was less stable than in any of the other selected countries .

except Cuba, but in the former country deviations from the trend

reflected the combined influence of divergent fluctuation in the

purchasing power of exports, total investment, public consumption and

agricultural production, Although movements in gross investment énd

agricultural production provide the greatest degree of concordance with

variations in total output, nothing emerges to suggest that as in the

case of Cuba the experience of El Salvador was in line with the economic .

repercussions that might be expected from an "open economy". f,‘ !
Among fhe other countries, a low degree of concordance in the timing;’

of the influencing variables is found in Brazil and Colombia. In the |

former country, total investment and the purchasing power of exports have ﬁ

moved almdst continuously in opposite directions in relation to the trend, H

Yet, during some periods there are signs suggesting the existence of a

time lag between the changes in the two variables. The wide fluctuations

in investment during the period 1949-1953 were in large measure due to

the huge and non-recurring expenditures made in 1951 and 1952 to exploit

new coffee-growing areas. The expansion of investment in this sector |

of production was in response to the rise in coffee prices which took

place in 1949-1950, Nevertheless, at the end of the period, the relative

rise in investment was mainly the result of measures taken by the Brazilian

Government to offset the depressive impact of the decline in foreign denan@.

/This compensatory
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This compensatory policyg/ is reflected also in the behaviour of pblic
consumption, During the whole period, agricultural production showed
a smaller degree of instability than the components of demand referred
to above, Deviations from the trend in agricultural output are mainly
attributable to random fluctuations in coffee production,

The Colombian experience differs from that of Brazil in two main
aspects, Firstly, agricultural output has not itself contributed to
the stability in total product except in recent years. Secondly, towards
the end of the period under review parallel downward movements in exports,
investment and public consumption were recorded. While Brazil at this
time was pursuing a compensatory policy, Colombia was mainly concerned
with the elimination of the balance-of-payments disequilibrium, through

’restrictioné on imports and internal demand, Earlier in the period, the

several variables under review often fluctuated in opposite directions.,
The variations in agricultural production between 1948 and 1956 were
considerably influenced by factors extraneous to esconomic activity. Total
investment, based on substantial imports of capital goods and publiec
consumption, showed high positive deviations from the trend even in 1955
and 1956 when exports declined sharply. The consequence waskthat large
deficits in the balance of payments appeared, which in turn induced the
authorities to adopt a programme of stabilization beginning in the middle
of 1957,

It will be observed thaﬁ, in the case of Argentina, the degfee of
concordance in the timing of the various demand and supply components is
rather greater than that in Bragil or Colombia. Movements in the

" purchasing power of exports, fixed investment and agricultural production

are broadly similar, with the notable exceptioh of 1959, The domestic
production of capital goods in Argentina is relatively high when compared
with that of other Latin American countries, Furthermore, and unlike

§/ The term “compensatory policy," as used here, is intended to describe
all economic measures that affect the impact of external economic
.forces upon domestic outmut and income, This i1s not to suggest,
however, that in the case of Government policy, such measures are
always pursued with the compensatory objective c¢learly in mind,

/other countries
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other countries in the region, agriqulturél output in Argentina is Subject
to the competitive demands of both the domestic and the fbreigg'market.
In view of these special considerations, it might,havé béen expected
that the relationship among these three variables would be affected,’but l'
this is not obviously revealed in the timing of fluctuations, Bﬁt, as
will be seen below, when the magnitude of fluctuations is taken into”_
account, the relatioﬁship among these‘variables emerges more cleariy.
Public consumption, on the other hand, éppears to have exerted a
stabilizing influence upon total output, There is reason to believe that"
private consumption in Argentina was also an important stabilizing factor
since; for most of theperiod undér review, low prices for consdmef‘ goods
were deliberately maintained through the overvaluation of the rate of
~ exchange and.éxtensive subsidization. Indeed, it would appear thaﬁ,
until the end of 1955, the level of internal consumption was kept stable
at the expense of exports and investment. Thus,ftotél output fluctuated
narrowly around a low average rate of growth and balance-of-payments |
disequilibrium‘was a common feature of this period, In 1959, drastic
measures were taken to correct the external imbalance and to eliminate
inflationary pressures., Thus, despite an advance in the purchasing powér'ﬁ‘
of exports, there was a relative decline in the volume of gréss fixed
investment, o ‘

In Venezuela, the anmual fluctuations in the purchasing power of
exports were much less violent than in the other selected countries, If
the period under review is taken as a whole, the behaviour of exports
appears to have contributed to the relative stabilify of output.
Agricultural production wés also relatively stable, but its share in
total product iskconsidérably smaller than that of the petroleum sédtor.
On the other hand, investment and, even more, public consumption '
fluctuated widely in some years. Between 1948 and 1952, the sharp
opposite deviations from the trend reéorded’for total investment can be

PRIy

attributed to the movements in capital‘expenditure in the petroleum indusﬁry. j

The special nature of capital formation in this industry is likely to
make it more volatile than alternative forms of investment, Later in

~ /the period,
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the period, however, investment became more stable because of the
increased participation of Goverrment public works projects as well as
private capital formation in manufacturing industries, The relative
increases in gross investment and public consumption during 1959
reflected the efforts of the Government to compensate for the depressing
influence arising from a slackening in the demand for petroleum.

Clearly, the timing of movements in the components of internal demand
and in agricultural production have exserted an influence upon the
relationship between exports and output in each of the countries examined
above, This influence, however, when considered by itself, fails to
provide a full understanding of the inter-relationship between the relevant
variables and output instability; the magnitude of fluctuations must also be
taken into account, Part of the difficulty derives from the fact that it
is not feasible to quantify the extent of concordance in the movement of
the several variables over time and therefore to know the degree of
compensation or aggravation contributed by each. Nevertheless, it is
- possible to summarize the total impact - both in terms of magnitude and
timing -~ of each of the influencing variables upon the instability of
outpute Thus, if from total output the volume of say gross investment
is subtracted and the degree of insiability in the remainder calculated,
the latter figure may then be compared with the degree of instability in
total output and the difference would be attributable to the influence of
gross fixed investment. If the degree of fluctuation in output, excluding
investment is, say, 4 per cent as compared with 3 per cent when investment
is excluded - that is, if the degree of instability is reduced - it may be
presumed that, on balance, the degree of fluctuations and the timing of
movements in capital formation had a destabilizing effect on variations in
total outputs ~But, it will be noted that, according to this method of
calculation, it is the gross impact of the influencing variable that is
being isolated since other variables are still contained in the output
remainder and these may be closely related to the variable that is excluded,
The results of these calculations are presented in table 3, There, the degree
of stability of total output, on the one hand, and the weighted influence of
the purchasing power of exports, investment, public consumption and
agricultural production on the other hand, are shown separately, for each

of the six countries under discussion,
/Table 3
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VEIGHTED o/ INFLUENCE OF DEMAND AND SUPPLY COMPONENTS
ON OUTPUT INSTABILITY IN SELECTED COUNTRIES 194859

(Average annual percentage deviation fram trend)

Degree of flustuation in ouf u't exeludi

Country Gross © Purchesing  Gross fixed Pubjie ~ Agrioultural
e domestis power of domestio oonsumpe - produotion

| product b/ exports investment . tiem , ' o
Cuba, 6as/ 6ot 6.1/ - 6.ag/ 7.7/
El Salvador 3,8 7.6 4.1 o h3 : 3¢5/
Brazil ‘ 342 b2 - 3.2 740 L 3.9
Venezuela . 245 2.9 . 4,5 2.5 S 248
Argentine 2.6 2.5 N 2.9 2.8
Colombla S K1 ER! Ll 1 18

Source: ECLA, based on official mtional statistios,

g/ Obteined by subtrecting each demand or supply component frem gross demestis produot and calsulating the
average annual percentage devietion fram trend of the reme.indor. ‘

b/ From table 2 above,

_/ The ceverage of agriculturel produstion varies frw country to country, but in general includes fishing,
hunting and forestry,

4/ 1948-58,

8/ Production of sugar only which roprosents approximetely 80 per oant of total agrtoultural ouwbpubs

£/ 1949-59. .

/There are
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There are a number of interesting relationships that emerge from the
data appearing in table 3, Pirst, it will be noted that, as regards the
country ordering of each influencing vafiable, there is a fairly high
association with that of the degree of instability in output. This is to
say that the weighted degree of variations in demand and supply components
has tended to be higher in those countries which have experienced a greater
degree of instability in output, Second, within each country, differences
Between the degree of instability in each of the influencing variables and
that of totalwoutput do not exceed two percentage points except in two
instances, This suggests that in general no single variable has exerted
‘an overwhelming influence on output vaiiability in the individual countries;
rather, the degree of instability in output is the result of inter-action
among the various factors. It would appear, therefore, that there is a
fundamental inter-comnexion between the degree of instability of output
and that of the demand and supply components both within and among the
selected group:of countries,

The influence of instability in the purchasing power of exports may be
seen from the data shown-in the second column of tsble 2, Of all the
countries, El Salvador has experienced the greatest instability in the
supply of output for the home market - that is the output remainder after
gubtracting the real value of the purchasing power of exports, Thus the
effect of export instability appears to have been readily transmitted to
the domestic economy and may be taken to reflect the characteristics
associated with an "open economy",

The influence of gross fixed investment appears to diverge most in
Venezuela and Argentina, In the former country, the weighted impact of
. investment, on balance, has contributed to the stability of total output
since, the effect of eliminating expenditure on capital formation is to
increase the degree of instability in the output remainder. In Argentina,
on the other hand, gross fixed domestic investment has apparently been an
independent source of instability, a finding which is not surprising given
the relatively advanced industrial structure of that country. The
stabilizing influence of public consumption was particularly marked in

/Brazil, but
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Brazil, but in all the countries this demand componént has either
contributed to the stability of total outputkor, on balance, has had no
directional impact on output,

The effect of agricultural production in terms of magnitude or timing,
considered separately in the previous discussion, hés not permitted an
unequivocal evaluation of its impact upon variations in total output. On
the basis of the calculations presented in the last column of table 3,
however, it would appear that, in all countries, output in this sector has.
either contributed positively to the stability of total output or, at
least, has had a neutral impacts The role of agricultural supply in
short-term fluctuations of output appears to be that of a stabilizer when
‘its weighted influence is considered, Thus, on the basis of the data
being examined here, the characteristic rigidities of production attributed
to this sector appear to be confirmed,

IV, THE SYMPTOMS OF SHORT-TERM INSTABILITY

The preceding analysis of the short-term behaviour of strategic

economic variables has shown that, in five out of the six selected countries, |

one or more factors are interposed between the variations in exports and
their impact upon output. These factors are identified with the main '
components of internal demand and supply. In the Latin American countries,
however, the level of domestic savings, on the one hand, and the supplies of
capital goods and also of intermediate products for some key sectors on
the other, are largely dependent upon variations in foreign demand and
imports, respectively. Thus, the relatively weak association between
fluctuations in exports and output in some countries suggest that, from

one year to another, gaps should have appeared between savings and total
investment, - that is to say between internal supply and total demand.

The symptoms of these gaps -~ which can be of an inflationary or deflationary
nature - are to be found in the annual changes in the level of domestic
prices and the surplus or deficit in the balance of payments. In figure V,
the annmual percentage deviations of total output from the trend are

compared with the actual annual variations in the cost of living and with
the ratio of the capacity to import to actual imports, From this

~ /FIGURE V
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FIGURE V
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figu}e it is possible to determine roughly the extent to which the burden
of readjustment imposed by the instability in the purchasing power of
exports has fallen upon total output or upon prices and balance of payments,
or both,

It can be seen that in Cuba, El Salvador and Venezuela, where the
degree of stability of total output was relatively low, the upward move- ’
ments in price were of limited magnitude., In these three countries, where
external influences were permitted‘to exert their full impact, prices
fluctuated in opposite directions between 1949 and 1952, This reflected
the changing external market conditions and especially those in the
United States economy. The recession year 1949 was followed by the
Korean boom and subsequently there was a downward movement in prices.

If the period under review is taken as a whole, internal prices tended to
be stable. In 1958 and 1959, however, the variations in output and the
purchasing power of exports in Venezuela tended to diverge, and at the
same time noticeable rises in the cost of living were recorded. In

El Salvador and Venezuéla, the ratio of the capacity to import to actual
imports was equal to, or exceeded, 100 in most years of the period under
review, But in the latter country, the ratio in 1958 and 1959 showed an
import surplus as a result of the Government!s internal compensatory
policy. In Cuba, an import surplus was recorded in seven out of the
eleven years being examined. Thus, although Cuba experienced substantial
fluctuations in total output, they were not sufficient to prevent the
emergence of frequent deficits in the balance of payments. Furthermore,
in all three countries the yearly upward or downward variations in the
ratio of the capacity to import to actual imports were very sharp. This
characteristic is largely to be explained by the spontaneous lag which
inevitably exists in an "open economy" between the fluctuations in the
purchasing power of expqorts and imports, since the impulse of the former
is transmitted through various intermediate stages - internal expenditures,
output, import requireménts and finally import orders.

Total output in Brazil was more stable than in Cuba or El Salvador,
but fluctuated as much as in Venezuela. Yet, as already noted, the
degree of concordance, both in timing and magnitude, between the movements

/in the
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' in the purchasing power of exports and output was much lower than\in any \
of the three countries previously discussed. It can be observed‘from
figure V that except in 1949 and 1950, domestic prices in Brazil rose in
each year of the period and at an annual rate which tended to increaée.
Likewise in eight out of the eleven years, actual imports exceeded the
capacity to importe. This occurred despite the rise in foreign long-
term capital inflow and ultimately led to a rapid climb in the short-tem
external indebtedness of the country., From 1956 onwards, substantial
investments were undertaken by the Govermment to eliminate internal
bottlenecks, and in 1957, 1958 and 1959 there was a very large excess

of imports of goods and services in relation to exports, Nevertheless,
the active compensatory policy followed in these years was accompanied by
persistent and growing inflationary pressures within the economy. '

Colombia provides an instance of a country where total output was
relatively stable and the fluctuation in the purchasing power of exports -
was reflected mainly in the instability of prices. From an examination
of figure V it will be apparent that only in 1955 and 1956 was the
stability in total output obtained at the cost of a large deficit in the
balance of payments. Subsequently, when the import surplus disappeared,
the annual rate of price increase turned upward again. In 1959, however,
inflationary pressures diminished, and the balance of payments was
virtually in equilibrium, Two factors contributed to this; the stabilizing
influence of agricultural output, on the one hand, and the restrictive '
nature of monetary and fiscal policies, on the other,

In Argentina, both prices and the balance of payments were highly
unstable in the short run, At the same time, output experienced relatively
small variations; mainly as a result of the stability in public and.private
consumption, The Government, seeking to reduce these categories of
expenditure, introduced a readjustment in the price structure in 1959 by
means of a substantial devaluation(in the ekchange rate and the glimination
of official subsidies on food and public utility services. The immediate
impact of these measures was a noticeable decline in total output togefher
with a transitory,acceleration in the anmual rate of ingrease of prices,

/Undoubtedly, this
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Undoubtedly, this acceleration was also a result of the disappearance of

- the import surplus, It emerggs from figure V that an excess of imports
was recorded in eight of the twelve years under review, and for the whole
period the absolute balance-ofhpayments deficit was very largs.

In Argentina as well as in Brazil and to a lesser extent in Cclembia,
there were also very wide variations in the ratio of the capacity to
import to actual imports from one year to another, But the underlying
causes and the significance of these variations were different from those

found in the "open ecgnomies" of Cuba, El Salvador and Venezuela, In

the former countries - Argentina and Brazil -, a system of direct controls
“on imports was a permanent feature of trade policy. From time to time
purchases abroad were drastically curtailed in order to help offsev the
balande-of-payments deficit incurred during most of the years between
1948 and 1959, In this way, foreign exchange reserves were prevented
from being completely exhausted and the rate of increase of external

short~term indsbtedness was somewhat reduced, Similar features characterized
" the import policy in Colombia from 1954 cnwards,

V. THE POLICY IMPLICATIONS OF SHORT~PERIOD INSTABILITY

It emerges from the previous discussion that the proximate source of
short period fluctuations in most df the Latin American countries is the
external sector, The symptoms of shorteperiod fluctuations are most
frequently revealed in the form of price instability and recurring balance-
bf-payments difficulties, Moreover, the conditions of disequilibrium have
been especially apparent -in those countries where output variations have
not been relatively large. This is to say, to the extent that output
“has not readily adjusted to the periodic shocks imposed upon the eccnomy,
there has been a tendency for the burden of adjustment to be shifted on
to the price system and the balance of payments, This is not to suggest
that one form of adjusiment to periodic fluctuations is in any way less
burdensome for an econbmy than another. Sharp variations in output, and
-~ hence in incomes and employment, may produce seriocus dislocations in a
country's economy, although‘in a different form than those which accompany
price instability or balance~of-payments disequilibrium,

/None of
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None of the economic influences that we have examined above arise
solely from the interplay of market forees; Government policy in one form
or another has intervened to shape the direction and magnitude of these
influences, It is reasonable to expect that Government policy seeking
to mitigate the worst features of short-term economic fluctuations would

be directed in the first instance toward the major source of instability,

that is the external sector, Some Latin American countries, at various
times, have attempted to secure better terms for their export commodities
by intervening in the international market. These efforts have not been
generally successful because the necessary conditions for such inter-
vention have rarely obtained in the international market for primary
commodities, Governments have therefore, had to fall back on policy
measures to mitigate the impact of short-term fluctuations on the internal
econemy. As we have seen, where compensatory meesures have been taken,
they have contributed to the stability of output but at the same time
have produced other dislocations in the economy.' /

It may be argued that, where Governments choose to pursue a compensatory

policy as opposed to one which permits fluctuations to exert their impact
directly on output, the choice implies an inconsistency between short—term
stability objectives and longer-run goals such as a higher rate of growth,
One widely held theory of economic growth postulates that, in a dynamic
economy experiencing a rapid rate of economic growth, the accompanying

fluctuations of ocutput about the trend will tend to be of greater magnitude

than in the case of a relatively stagnant economy, Underlying this
hypothesis, is the assumption that periodic fluctuations perform the
useful economic function of shifting resources from less productive to
more productive activities in a way that will enhance the efficiency of
output and its growth over time. To the extent, however, that resources
are not readily mqbile, as is frequently assumed to be characteristic of
the Latin American econemies, the scope for an enhancement in the
efficiency of output and growth is considerably reduced. Indeed, from
a consideration of the experience of Latin American countries over the
‘period 1948 to 1959, it emerges that cutput growth and output stability

/are not
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Qre not positively related. This may be seen from the scatter of points
appearing in figure VI, There, the cumulative rate of growth of output
for each of the countries in the region between 1948/1949 and 1958/1959

is plotted against the degree of annual varisbility in output over the
same period, The points fall along a relatively narrow horizontal band,
suggesting that a given degree of instebility in output is consistent with
a wide range of rates of growth of output. On the basis of this evidence,
therefore, there is no reason to assume that the achievement of higher
rates of economic advance must necessarily be accompanied by a greater
degree of output instability. - Thus, for the period under review, it is

" not obvious that the rate of eConomic growth has been adversely affected

in these countries which followed pOllCleS of compensation,

It is inaccurate perhaps to categorize the nature of Government pollcy
in terms of mutually exclusive alternatives, as the previous discu581on
appears to do, ' Most commonly, Govermment policy embraces a range of
measures which can only roughly be described as either active intervention
or passive adaptation to market forces. Irrespective of the nature of
Government policy response in the short run, however, it would appear that,
in at least one important respect, policy has not been effective.‘ If
the experience of a group of ten Latin American countries is considered as
a whole, it emerges that there is a significant positive associgtion
between the degree of instability in the purchasing power of exports and
that of gross fixed domestic investment., This is to say, those countries
which were subjected to relatively large short-period variations in real
export proceeds also experienced large variations in gross investment.

This may be seen in'figure‘VII, where the rele@ant data are shown in the
form of a scatter diagram., It will be noted’that three countries ,

- Argentina, Peru and Venezuela - deviate most from an imaéinary line
defining the main cluster of countries. Investment in Argentina appears
to have been proportionately more stable than the average for the other
Latin American countries, given the degree of variation in the purchasing
power of its exports. This is in accordance with that country's
relatively more advanced economic structure such that the dependence of
investment on the external sector is less intimate, In Peru and Venezuela,

JFIGURE VI
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RELAT [ONSHIP BETWEEN THE RATE OF GROWTH AND
INSTABILITY OF OUTPUT a/ 1948-59
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FIGURE V1!

RELATIONSHIP BETWEEN PURCHAS ING POWER OF EXPORT:

AND GROSS FIXED DOMESTIC INVESTMENT 1948

- 1959
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on the other hand, investment has been relatively more unstable than might
be expected from the indicated degree of variations in the purchasing
power of exports. This is to be attributed to the substantial volume of
direct forelgn investment that has flown into both countrles - a category
of capltal fbnnatlon which is not related directly to the movements in
purchasing power of exports,

Thus the ineffectiveness of Government policy - whether active or
passive in bresking the link between instability in exports and domestic
investment is not to be attributed entirely to inadequacies in the policy ﬁ
and the vigour with which they were pursued, Since the unstable impulses ?
emanate largely from economic forces outside the Latin American countries
and ‘are, therefore, beyond their control, the successful implementation
in Latin America of economic measures designed to check them must be
prescribed.

The consequences of short~period instability in the external sector
and concomitant fluctuations in investmeht may now be added to the long= - s
run problem of economic growth confronting the Latin American countries,
Both problems arise fundamentally from the fact that the rate of economic
advance contimies to depend largely upon the growth of the external sector,
that is, the production and export of a relatively narrow range of primary

commodities, Instability in the volume of capital formation for countries

in the region is, on balance, likely to impede the introduction of the ‘
structural changes necessary to enhance the rate of economic growth., This
follows from the fact that the investment function in Latin American ﬁ
countries, unlike those in Western Burope and North America, is not an
instrument for the absorption of a dynamic technology -~ a process which
may be enhanced by fluctuations in the volume of investment. Rather,
investment in the former countries is geared to augmenting domestic
productive capacity for import substitution and for alleviatiné the

‘serious bottlenecks in economic and social overheads, Under these

2/ Since the purchasing power of exports is compounded of movements in
both the volume of exports and the terms of trade, it is of interest
to note that there is also a significant positive inter-country -
association between the degree of instability in the terms of trade
and that of gross fixed domestic investment.

/circumstances, the
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circumstances, the forced postponement of new investment or delay in projects
already under why represents an sbsolute loss that cannot be recouped,
Windfell gains associated with a boom in exports may, of course, stimulate
capital formation that would otherwise not have occurreds Nevertheless

for the Latin American countries faced with the long-term problem of

raising existing low levels of per capita real income, a stable and
sﬁstained rate of capital formation would appear to contribute most to

the achievement of this goal,

/Chapter II
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- Chapter II

RECENT ECONOMIC TRENDS

I, INTRODUCTION

It uhe rate of economic development is Judged by ‘the growth of the -
per cagif gross domestic product, the economy of Latin America as a ‘.W’
Thls mey be seen from the provisional figures collected so far, which
contrast Wluh the figures for 1959, a year of obvious stagnation, The

Ainsignificant riss in the product end the fall, in per cspita terms, of
income and available geods ard serviges which cecurred in 1959 was
followed by an increase in 1960 which was of roally substantial proportions
in the case of availatle goods and servicess ko6 per cent,1

This contrast betwoen the two years is not confined solely to the
foregoing ﬁeasurements of the final results of economic activity -~ product
and income ~ but may also be extendsd to other wariables in the economy.
Account BhOuld first te taken of developmants in the external sector. The
favourable trend in the physical volume cf exports in 1959, which showed
a subs antlal impvovemsnt over 1958, was canselled out by a deterioration
in the terms of trade the finel result »f which was a loss of more than
2 per ¢ent in the total purchasing power of exports. Despite this, the
oversll balance of‘payments for Latin America was Savoursble in-l959a A
number of the Iatin Amarican countries, whose figures oarry”considerable
weight in the total, were confronted by ‘strong p ressure on their balance
of payments and an appreciable amount of internal disequilibrium whose
most v1sible effoct was an increase in prices and distoriions in the prige
structure, ‘The need to re-establish the internal and external equilibrium

1/ In this connexion, see below - beginning of section II~-,table II-1,

Jof the

R

whole in 1960 showed signs that are characteristic of a year of recovery. ‘m
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of the economy meant that in some of those countries certain economlc
policy measures,(designed meinjy to restrict internal demend and imports,
 were applied more rigorously or introduced for the first time, Nevertheless,
and despite the temporary easing of pressure on current internetional
accounts, internal prices in 1959 climbed in many cases much more rapidly
than in the preceding year. This happened - notwithstanding the attempts
to keep internal demand within reasonable limits - @8 a result of the
greater liberalization of the economy and the need to-correct the existing
distortions in the price system, including exchange and interest rates, The
first effect of these corrective measures was a swift rise in the price of .
meny domestiv’ goons, and when this qoxncidvd with devaluation there:occurrgd ,
almost simultaneously a viriually aiL-rqund rise in prices,. The
unfavourable béhévioﬁr of internsl demand and the contraction of imports
must'hndoubtediy be ‘addsd to the adverse trendis in the purchasing power of
exports as factors etplaining much of the economic stagnation of 1959,

In 1?60 the external sector devnlnped relatively more fevourably for
the Latin American couitiries as a uhole, and although there was no large~
“scale improvement in the'depressed terms of trade of the preceding year, there
was'a.feCOVery in the physical volume of exports and in general an incréase
in their purchasing power, As o result, external demand provided a stimulus
to current economic activity. As in some countries imports simultaneously
increased to some extevt, the supply of raw meterials and capital goods was
more Satisfactory,'and this undoubtedly aided in the recovery, Internal
 prices also rose more slowly thanks malnly o the relative stabilization of
internal demand-in many countries., At the time this information was being
collected, a tendency towarcds balanss-of-payments disequilibrium had
reappeared in quite a number of countries,

This is not the place %0 analyse or determins the relationship which
nay exiat botween faster growth of the national economy, an improvement in
the externsal sector and the balance of payments probleme which must '
frequently be faced, as acuualny occurred in 1960, But s brief examinetion
. of the economic position of most Latin American countries enables the mein
factors hindering swift and better balanced development to be determined in
" a general way, | |
/The growth
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The growth of the product has so far tended, in many countries,
to be directed into the domestie market, and production for exports,
if it expanded, did so only meagrely, In many cases the export
coefficient ~ the purchasing power of exports as compared to gross product -
tended to decline or remain statlonary. In very few countries did the
export coefficient increase at all significantly, Of course, the
unfavourable terms of trade played an‘important part in this process,

It is trus that the‘afbremeﬁtioned growth of the product made import
substitution of many articles possible, But either because substitution
was mainly concéntrated in secondary branchgslr‘durab;é consumption goods «
or because the Output and substituticn of capital'goods and many raw |
materials was insufficient to mset the heavier demand which growth brought,
in its train, the fact remains that there wae considerable pressure on the
balance of payments as a result of the increase in imports. As 1mppgt. '
substitution had gimuitaasouzly practicaily eliminated external puréhases
of non;éssehtial consumer goods in many countries -~ at least in the'short.
term w, this'pressure‘on the balance of payments led t6 the restriction of
imports of essential *uems, and not just cepital goods but also raw materials,
'in order to safeguard ihe balaﬂce of payments situation, A frequent result |
of this was a shortage of goods essential %o current economic activity,

In addition to this structural problem observed in many countries,
whoce solution requirce Jcng—te:m.measureﬂ éﬁd pﬁogrammes, factors of
another and frequently inter-related type ceme into play, The behaviour
of the currency, current public expenditure, compensatory public expenditure, k
publlc investment and the tax structure have, in specific cases, tended to |
accentuate the in#ernal and external disaquilibrrum of the econonmy,

~In recent years a fairly generaiized trend in Letin Amerdican countries
has been to influence these factors, usually by the use of short~term
measures, with a view to correcting disequilibrlum. But the long-~term
‘treatment which this structural problem undoubtedly demands resulted -~ 1f the
problem was faced at a1¢ - only in the applicatlon of isolated measures
whose effectiveness camnot yet be judged, In only very few of the countries
of Latin America did a sectorally balmced development of the eéonomy enable
relatiye~§tability of prices and of the balance of payments to be maintained
similtaneously with more or less swift econemic growth,
/11, PRODUCT
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‘II, PRODUCT AND INCOME IN 1959 AND 1960

Tn 1960, the grrss ccmestic product of the Latin American countries
as a whole attained the level of 63,000 million dollars at 1950 prices;
thie figure, in addition to being the highest to date, means that, at
constant 1950 prices, there was an annual average product of 315 dollars
per perscn,  Almost all the Latin American countries contributed,'in
varying degrees, to the attainment of this level; the exceptions will be
referred to below. The figure for groee income, obtained by subtracting
from the gross product losses due to deterioratlon in the ‘terms of trade
'compared with 1950, soared in 1960, mich more 80 than the other tw items, -

Table II~1 shows that gross prcduct g:xﬂgaaiga ani gross income
Eer capita 1ncreased by l.2 and l.4 per cent rescectlvely, both figures
contrasting noticeably with those for 1959 wh*n the modest growth in the
product was accompanied by a fall in income, Tnia_contraet ia even
sharper with respect tc the per cagitg upply of goods and services; in
1959 this feil by 1.9 per cent, whereas in 1960 it increased by Leb per
cent, , , 7 .

"It is common knowledge that ah increase in coods and services greater
than that in ths g:Oﬂ prodact can only ce poasgible in one of the following
circumstances.

()  ‘an improvement in the terme of trade whereby, w1th a given volume of
exports, imports may be suepped up without upsetting the balance of trade;
(b) ‘a'deficit in the in'c*qational:current account, whether this is

- covered by an influx cf lcno-term capital or by losses of reserves or '
increases in the country's trade debus.

In'1960, this considerable increaee in goods and services was made
pocsible by the reaposarance of imbalances in the balance of payments of
Latin America as a whole, In.some countries this imbalance was offset by
the influx of foreign caoital, whereas in othere there was a sharp reduction
- 4n mpnetary reserves or an increaee in “the ehort-term external debt.g/

2/ See _qaap'fcer ITI, spction II, of this first part of the Survey,
/Table IT-1
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Teble II.)
LATIN AMERICA: PRODUCT, INCQME AND AVAILABLE GOODS AND SERVICES, 1958-60

1958 1959 | 1960 a/

Millions of dollars et 1950 prives

Gross domestie product 59 062 60 738 62 987
Termswof~trade effect <722 «1248 =1 100
Gross domestie inoome 4 58 3ho E9 590 61 887
Surplus of exports over imports ' ;L +1 644 «200
Goods and services avallable 57 625 57 946 62 087

Peroent ‘x‘mr tion compared vith the prev

 Gross dowestio product ' #ligl +2,8 +347

(ross damestic income +2.7 +2e1 +3.9
Goods and eervices available © 435 +0s6 4741

Anmm] percentage variation per capita b/

Grose domestio produst a6 +0,3 +1.2
Gross domestis income +042 «046 1.4
Goods and services available +1,0 g <19 +4,6

Souroesz For 1958 and 1959; United Netions, Yearbook of National Acoounts Statistios. ‘
and offiolal foraign trade statistios, For 1960: ECLA estimates based on
officlal statistics from seven countries representing 87 per oent of the
total product for Letin America,

g/ Provisioml.
_13/ The estimated anmml papulation inorease was 2,5 per cemts

'

/As Latin
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As Latin Aﬁefica.isﬂan international debtor,iwhich means that
every year it has to romit psyments abroad in respect of the servicing
of thé foreign capital invested in the region, its international accounts
should normally show a positive balance in the trade account. However
this may be,ythe‘tehaéncy towerds an external imbalance has been obvious
in a number of countries in recenﬁ years, Consequently, in both 1958 and
1959 the Latin American coﬁntriesidevoted coneiderable effort to seeking
means of reducing this imbalance.  ‘This trend was most marked in 1959,
when the surplus.of exports over imports reached the extraordinary figuré
of 1,100 million dollars at 1950 pricea (see sgain table II-1). In many
cases this resull was-achieved by a vigorous ciut in imports. The
‘countries that resorted to thess extremes in 1959 were faced with difficulties
of supﬁly not only as regards capital goods bul 21so as regards many items
essential to their current economic activity, Hsnce import policy was
somewhat modified in 19¢0 and increased imports were encouraged, This had
the effect of relleving the shortage of imported raw materials, but led to
a net surplus of imports, Thus, to be viewed in its ﬁfopef perspective
the incresse in the eupply of goods aad services in 1960 must be considered
in relation to the desrease in 1959 and tc the sluggishness of economic
sctivity. In any eveul, the economic recovery in 1960 brought with it a
 more rapid change in the structure of production then in previous years
(see table II-2),

Although higher fignres are shown for all the sectors of production
included in this table, they are of varying orders of magnitude, Thus for
the agricultural sector - including animsl husbandry, forestry and fishery -
the increase was 2.5 per cent, but there was a sharp contrast vetween
. production for domestic consumption, which in many cases tended to remaln
static or even decrease, and production for expcit, In the mining and
petroleum sector, there was a small but steady rise throughout 1958, 1959
and 1960, In ths cass of petroleum, too, the trend was not the same in
the countries which produce it for internal consumption as in those which
export it; in the first group there was a fairly gsneral expansion in
production, whereas Venezuela was affected by a weakening of external demand,

/Table II-2 -
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LATIN: AMERICA$ AGGREGATE GROSS DQMESTIC PRODICT OF SEVEN SELECTED
COUNTRIES, BY SECTURS OF ACTIVITY 1955 AND 1958-60

Industrisl seotor 1955 1958 1959 - 1960 o/
Mllione of dollars ob 1950 prices w
Agrioulture 8 776 9 577 9 823 10 ovl; 3
Mining 776 865 934 1018
Petroloum b/ 1513 1 870 2 010 2 08§ ‘
Manufacturing’ 8 o48 10 138‘ | 10 871 12032 |
Construction . . 1 5ok 1673 161 1662 |
servioss o/ 2 591 21 oL mam
Groses domostie prodiuot of soven counsries __1_2:9_8_ ' _l_;z _6:2 Ef__l_zl 2_]_,_]_.23 !
Porsentage of the total ‘
Agrioulturs 2143 2001 20,0 : "1'9.75‘
Mining 1.9 1.8 L9 2,0
Petroloum b/ 37 3.9 Lol LY
Manufaoturing 1945 2143 22,1 23,3/
fonstrusotion 346 35 3.3 3.2
Services o/ 0.0 9k 86 ..’i'l:i,
Grogs domestie product 100.0 100.0 100,0 100,0 \

Sourcss¢ As for tablg. ITedq
2/ Provisional.

_b/ Vanezuela and Mexico; the figurss for the other preducing countries are included under "Mining”.
_g/ Including finanoing, Govarnment, trade and other services propera

/evidenced mainly
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evidenced mainly by the price actually received for its exports. In
the rest of the mining sector, production for Latin America as a whole

" 'was more or less static, the main exception being Pern, where there was

@ spectacular spurt in the production of copper and iron, There was an
increase of something over 3 per cent in construction, which usually

constitutes about 50 per cent of gfcgs investment in Latin America, but
4ts absolute level was still below that for 1958 (see again table II-2),
In the services sector, where the figures are mainly determined by trade
and personal services proper, the rate of growth was similar to that for
‘the preceding year. Nevertheless it was lower than the rate of the g__g_
_gross product for Latin America, Lastly, the highest growth (10,7 per
;éénﬁ) was recorded in the industrial sector and it stands in marked
contrast to the rates in the other sectors,

As a result of this unequel development in different sectors, the
':agricqltural,’services, and construction sectors became less important in

"' "the total, the petroleum sector maintained its position, and the manufacturing

- sector gained in importance. The last~named constituted 23,5 per ¢cent of
the total gross product in 1960, compared with 22,1 per cent in 1959.

The general trends previously outlined for Latin America as a whole
~ do not actually represent the uneven behaviour as between countries of the
- economic concepts analysed; that is to say, they relate to a total that

- covers situations varying greatly from one country to another, -

In Argentina, the absolute level of the gross domestic produét was
below that for 1958, despite the recovery compared with 1959, when the
'product shrank considerably (5.3 per cent), The slow rete of growth of
the gross product that there has been for some years in Chile continued in
1959 and 1960, In Peru, on the other hand, where the situation was more
or less static in 1958 and 1959, there was an appreciable improvsment in
1960, mainly because of the extraordinary boom in the sector exporting certain

ores,

/Venezuela, after
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Venezuela, after the slackening of its economic activity in 1958,
rallied strongly in 1959 but in 1960 entered a new period of stagnetion,
Although the growth of the Colombian economy is patent, the relevant
figures do not reveal any sizable increments, Brazil and Mexico, on the
other hand, are the two countries with the highest rates of growth for
the gross product in 1960, It should be noted, however, that this rate
had slowed down somewhat in Mexico in 1958 and 1959, and that in Bragzil,
despite its rapid pace, it had also declined between 1958 and 1960,

The Best way to follow the economic development of the countries
under consideration is to trace the growth of the gross product per capita.
Except for Brazil, Colombia - in 1959 only = and Mexico, where it increased
in each of the years covered in table II-3, the other countries either
recorded a decline in 1960 (e.g. Chile and Venezuela), or the relative
increment that took place in that year failed to wipe out the decrease of !
1959+ (e.g. in Argentina and Peru), Uruguey, for which the few data available
are of a fragmentary nature, is one of the exceptions to the rule, since the :
per_capita product apparently expanded in 1958 and 1959 only to contract
later in 1960,

III, OUTLINE OF THE ECONOMIC SITUATION IN SELECTED COUNTRIES

The factors which combine to produce variations in the gross pfoduct ‘
in the insufficiently developed « as distinct from the highly developed ~ ‘
countries ere the external sector, public expenditure and import substituxion.u
These factors together tend to determine incentives to private investment,
Mbreover, prospects for buying abroad the capital goods required for this
investment depend upon the purchasing power of exports « in so far as it
constitutes the chief element of the capacity to import., However, the.
economic policy followed by the countries concerned can both exaggerate and
neutralize the effect on the domestic economy of the fluctustions in these
factors,

/Tatle II~3
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Table II=3
. LATIN AMERICA: GROSS DOMESTIC ‘PRODUCT OF SEVEN SELECTED COUNTRIES, 1956~60 -
Courtey R 1559 ey
' Millions of dollars at 1950 prices -
Argertina . 1 627 11 ol BRI
Brazil , 16 528 17 620 18 675
. Chile ‘ : - 2320 2350 2 383
Colombia - 4 087 . L 286 4 4gg
Peru S 133 ‘1 300 ‘ 1370
Mexico - 9 019 - 9380 o9
Venszuela 6.4l 6 920 6 982
Anmal peroentage varietion
Argontire 244 C 543 2.5
Brazil ) 903 ‘ 6.6 ) 6.0
- Chile 242 1.3 R
Colombie - ‘ 2.3 be9 249
Peru , 3.1 ~149 : ' 5elt
M‘x’.ﬂo o L'“u' l“.o 6.0
Venazuela 1.3 7.9‘ 0.9
Anmsl porcentage vartstion por oaptte b/
Argenting . 047 , ~740 © 0.8
Brazil : 649 L,2 _ 346
Chile » ' - =03 . «le2 . al,l
Colombia . 0.1 R . 2.7 0o7
Perd’ <0,2 ~5e2 , 2.1
Mexioo. = . . , 4 - 10 340
Vonezhola_ - - ~1.7 . - ke : A 21

Source: As for table 1,

y Provisionalo :

y The ostimatod annuel population incresse west Argentina 1.7 per cemtj Brazil 2.4 per cent;
Colombia 2.2 per oemt; Ghila 2.5 per een‘t, Peru 343 per oont 3 Mexiuo 3.0 per oant; a.nd
Veriszuela 3,0 per cent, . :

/Economic policy
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- Bconomic policy has been far from uniform in face of the problems
confronting the Latin Americen countries, whether they assume the form
of stagnatien or of internal and external economic imbalance, However,
in 1959 and 1960 there was a fairly general tendency to seek a solution
of the problem of imbalance by mesns of rather short-term measures.

Argentina and Uruguey took steps to stabilize the value of the

currency both at home and sbroad, redress the adverse balance of psyments
and~e1im1nate‘the distortions which had occurred in the price structure.
During the past two years Chile and Peru applied with greater rigour their
~ stabilization pelicy, which was more or less similar to that of ‘the two
countries previously mentioned, Bolivia, Ecuador and Paraguay'mainteinbd
their position without substantially altering the direction and executioh ofﬂ
-thelr long-established economic policy., Brazil and Mexico forged ahead
with their policies, clearly directed towards economic development and
diversification and combined from time to time with attempts to set aright
certain imbalances arising from their rapid rate of'growth.g/ Lastly,
after four years of stabilization policy, Colombia attempted to spark its
_ economic development by means of expansionist measures, whereas'Venezuela,
which in 1959 emerged from the comtraction it had experienced in 1958, was
confronted by a sharp drop in its monetary reserveeiénd a spurt in domestic
prices which caused the Governmént to adopt restrictive measures of verious
kinds to correct.imbalances, |

1, Argentina
The serioue external bottleneck from which the Argentine economy has
been suffering for some time continued to have an adverse impact on economic g
activity and therefore on product and income, The consequences of the i
structural problem have been felt more acutely as a result of the losses which
have been suffered for years through deterioration in the terms of trade and
the weak recovery in the volume of exports, The fact that the suthorities
were anxious to meintain domestic demand st a low level in 1959 and 1960 is
explained by the unfavourablekprospects of,obtaining from abroad the supplies

It should be noted that Mexico wes more concerned with the problem of
imbalances than Brazil,

/of vital
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of vital raw materials and capital goods which determine the country's
balance~of-payments situation - very unfavourable up to 1958 ~ and the
shérp rise in domestic prices ~ which gained considerably greater
momentum in 1959,

The industries producing goods for mass consumption could certainly
have been aroused from their sluggishness, The import content of the
goddsvthese industries.produce is very small, However, in the absence of
the dynamic stimuli of foreign trade, and because of the desirability of
not further encouraging the price rises caused by inflated costs resulting
from msssive and indiscriminate wage increases, the necessary dynamic spark
could only be provided by public investment. The pressure which the -
resulting increase in demand was able to exert in other directions appears
to threaten the precarious balance of payments. That is why it was decided
in 1959 and 1960 to keep not only public investment but also internal
" demand as a whole at a low level,

It does not appear that the serious structural problem of the external
bottleneck can be solved by ad hoe readjustments; the structural crisis
in Argentinats economy demsnds a 1ong~term solution, and therefore obviously
also necessitates a long-term programme that should cover three clearly-
defined areas: agricultural production, the basic sectors and import
substitution, ‘ '

| Despite the stimulus of prices and other factors that have been used
for some time to encourage agricultural production; the reaction has not
been sufficiently flexible to be reflected in increased exports with a -
resultant expansion in the capacity to import, Action with respect to the
basic sectors included the formuletion of measures to give petroleum
proddctibn a strong impetus, the entry into opefation of the blast furnace
at San Nicolas, and an expansion -~ although still insufficient - of electric
power plants, It is probable that the sharp rise in petroleum prodﬁction
in 1959 and 1960 will prove to have resulted in a very modest saving of
foreign currency for 1960, as a consequence of which the payments that have
to be made in respect of servicing the petroleum debt and of the programme
undertaken by the companies will likely amount to some 75 million dollars.
Lastly, with respect to import substitution -~ meinly in capital goods; raw
materials and intermediate products - there has been no significant progress

as yet, :
/In 1958,
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In 1958, the,Argehtine economy barely succeeded in raising the
per_capita product, There was a recovery of 5 per cent in the purchasing
power of its exports, but this was accompanied by a marked internal and
external disequilibrium, as evidenced by the increase in the cost of
living (32 per cent) and the deficit of 200 million dollars in the balence
of payments, During that year the price structure was already becoming
very distorted, despité the adjustments in agricultural prices and the
lowering of the rate of exchange which at one time (1955~56) tended partly
to correct some of the most striking distortions, In 1959, the application
of a policy that was specifically and almost exclusively asimed at
atabilization coincided with a decline in the purchasing power of exports.
The limitation of internal demend resulting from the tightening of bank |
credit, wage policy, the abolition of the last remaining direct and indirect
subsidies, and the 100 per cent devaluation of the country!s currency were |
undouttedly the main factors in bringing about the 7-per—cent decrease in

the per capita gross product (see table II-),
| If one considers some of the instruments of economic policy that had
perforce to be used to eliminate the price distortion and limit internal
demand - abolition of subsidles and devaluation ~, it is not surprising that
the cost of living more than doubled during 1959. As Argentine exports
consist of feodstuffs and rew msterials for clothing, the main items that
determine the cost of living, a 1N0-per-cent devaluation tends in practice
to raise the domestic prices of these goods by the same amount, and thus to ‘
double the cost of living, Consequently the stabilization policy, which is i
clearly intended to provide an eventuel basis for balanced economic growth
founded on the free play of the price system, played a major part in 1959
in restoring balance~of-payments equilibrium, and also in raising prices and
reducing the per capita product. ‘

In 1960, when domestic prices tended to bewme stable there was a rige |
in the purchasing power of exports, but the recovery of imports from their
low 1959 level resulted in a slight deficit in the balance of trade, However,
there was a large influx of foreign capital in 1960.5/ The gross product
increased slightly in per capita terms, after its steep fall in 1959,

L/ See chapter III, section III, of this first part of the Survey, '
/Table Il .
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Table II-l
ARGENTINAs ANNUAL CHANGES IN THE COST OF LIVING, THE PRODUCT AND
PURCHASING POWER OF EXPORTS, AND BALANCE~OF~PAYMENTS,
SITUATIONS, 1958-60

Cost of Per Purchasing Balanse~of-

Year living _oapits power of pme::’ '
product exports (i13s0ns of

Percentage change ' dollars)
1958 43240 +0.7 5.1 ~212,0
19%9 L +111,0 =7,0 +2,5 +22,0
- 1960 b/ ‘ 49,0 9/ " 0,8 +10,9 +232,0

Saurces As for teble II-), and Internationsl Monstary Fund, International Finanolel Statistiose

&/ At 1950 prices,
b/ Proviaiomal,
8/ Jamary=Septembere

Teble

II-5.

' ARGENTINAs CONSOLIDATED CAPXTAL ACCOUNT, 1958-60

@erdontggg of mational income st ourrenmt vaiu_es)

Gross capital formation and sources of
finanoing '

Dopraciation .
Domestic savings -

National defioit on curremt acoournt

1%8 1%9 &/ 1960 af

20.3 7.6 19s2
10,8 11.9 11.9
7.1 5.8 6.7
2.“' ) "‘0-1 0.6

Sourcet As for table II-l.
8/ Provisional,

. /There was
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There was another setback.in 1950 and 1960: the coefficient of
gross investment was lower than in 1958, when it was already lower than
in 1957, (8ee table II-5). The coefficient of gross total savings,
public and private, was also lower in 1959 and 1960, but since this
decrease in the savings the coefficlent was asccompanied by a similar
drop in the investment coefficient, external financing of the excess of
investment over savings through the international current account, which
was considerable in 1958, wes unnecessary in 1959 and negligible in 1960.
Although it is true that the first step in solving the structural
problem of Argentina®s economy must be to obtain sufficlient external %
resources to expand its precarious capacity to import, it is equally true ¥
that the present scanty external resources must be directed towards investment,
especially key investment of the type referred to above, On the other hand,
repeated drops in the investment coefficient tend to retard the growth of
the product, vitally necessary for the solution of certain acute problems
such as the fall in real income of certain sectors of activity and certain
sections of the population and the imbalance of public finance,

2. Brazil

Owing to the deterloration of the world coffee market, in the last
few years Brazil's economic growth lost a mainstay which, in 1949-56, had
enabled it to advance at one of the highest rates recorded for latin America,
In order to soften the blow of the coffee slump at the international and
internal levels, the Brazilian authorities bought and stored an increasing
proportion of exportable coffee surpluses, These compensatory measures
helped to ward off an even sharper fall in international quotations and a
contraction in the local currency receipts of the export sector. Moreover,
governmental policy maintained the investment coefficient at fairly high
levels, Heavy public investment was made in the basic sectors.under a
- comprehensive economic and social programme, and all kinds of incentives and
~credit facilities were provided, together with protection for national énd
foreign private investment, especially in mamufacturing industry. Hence,
during 1957 to 1960, Brazil'!s economic development was based primarily on
Government expenditure and import substitution (see tables II~6 and II-7), At
the same time, the export coefficlent, i,e. the relation between the purchasing
power of sales abroad and income, fell graduslly but implacahly below its level

in the first half of the fifties, ‘
[Table II-b .
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Table: 11.6

'BRAZILs ANNUAL VARIATIONS IN THE COST OF . LIVING, THE PRODUCT AND THE PURCHASING =
'POWER OF EXPORTS, AND BALANCE(F -PAYMENTS SITUATION, 195860

Cast

Per capita R Purchasing ’ - Balanoewofe
¥ of living product power of payments
sar - exports | ( situation
" milllons of

Percentage wariation dollars)
1958 g +16 6,9 | w80 | _...2'o7|
1959 : ~ +hg +hg2 .+1t.2 =77
1960 b/ . +23 o/ +3.6 “2,0 -199

Souroos: As for table II-1, and Intermational Moneta.ry Fund, Intermtional Pirancial

Statistics,

&/ At 1950 prices,
b/ Provisiomal,
o/ Janwry~september,

i

Table 117

BRAZIL: CONSOLIDATED CAPITAL ACCOUNT, 1958-60

(Percentage of natiorel income at ocurvent Erioes)

Grose A&Eita.l formetion
Dobnciation

Net oa.pi'bal rormation

National donoit on aecount ’

(millions ‘of dollars at eurrent prices) .

1958 1959 1560
1.9 Ws e
550 5.0 : ' see )
v 909 ' 905 o B (XY
kb o " 350 8/

Sourcet As ror table II-]..

a/ Proviaioml-

/Despite the
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Despite the fact that the Brazilian economy was highly diversified,
the import coefficlent did not drop far enough to prevent a widening of
the trade gap, This deficit was partly covered by long~term contributions
of foreign capital, mainly in the formfofiimports of capital goods, But
a call also had to be made on the country's gold and foreign exchange
holdings end external very-short-term credits, At the end of 1960, Brazil's
total externsl debt ~ exclﬁding direct foreign investment -~ was four times
greater than its international reserves, and the Government was obl iged to
ask for the deferment of pending commitments. ‘

The strong pressure exercised by import demand on the capacity to import
derived mainly from structural factors, Brazilian purchases abroad continned
to include a large proportion of fuels, Although domestic production of
petroleum and its derivatives between 1955 and 1958 showed a great 1mprovemﬁnt‘
in comparison with the low level from which it started, it failed to maintain
the same rate of progress in 1959 and 1960, Moreover, as the industry
producing end goods tended to deielop more rapidly than that manufacturing
intermediate goods, current manufacturing activity in the aggregate continued i
to be heavily dependent on external supplies. Imports of foodstuffs also die~
plagd grest inflexibility in 1959, owing to the almost complete stagnation of |
agricultural production for the internal market, Although this branch of
the national economy rallied in 1960, its expansion over the long term has
not kept pace with that of industry and of total income, This is partly
attributable to the more or less sporadic application of official controls on
the prices of certain foodstuffs, In addition, the prevaillng institutional
and structural conditions in Brazil have not been very propitious for the
development of intensive high-yield farming‘

The external imbalance from which Brazil has Been suffering is both the
result of internal inflation and one of its symptoms, In the last few years,
total investment exceeded internal saving to an increasing extent, A
considerable budget deficit existed even before the Government began to expand
its basic investment and to accunulate stocks of co:fee. Expenditure"on the

/latter has
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latter has so far been financed from the proflts ylelded by the multiple
exnhange-rate system.i/ But this inev1tably entailed the transfer of sizable
resources from the private to the public sector, to cover part of the ~
Government's current ‘consumption and investment expenditure. Desplte
progre551ve 1ncreases in the rates of direct and indirect taxes, as much

as 25 per cent of the State's overall budget had to be financ¢ed by bank crediyin
1959, In practice, there were_various factors which continued to militate.
against the flexibility of the Brazilian tax system, of which the following
are worthy of mention: (a) the complexity of the Federal structure of tax
organizatlon, and (b) the fact that the yield from a vast number of taxes
is always earmarked for certain purposes which are fixed by law.

h ' Whlle the Government endeavoured, with only partial success; to obtain
:gdditional funds to cover its increased expenditure, the battle between
entrepreneurs‘and_wage-earners to maintain or expand their share of income
was intensified between 1958 and 1960, For many years,yadjustments in
workers' wages had been few and far between in Brazil, and, in the meantime,
the reductlon in real wages had led to a drop in consumption among the less
:well-off populatlon groups. At the same time, entrepreneurial profits had -
cllmbed, followed inevitably By inveStment'resources, although luxury
expenditure in the higher—income groups remained at a fairly high level, -
Nevertneless,‘from 1958 onwards, wage increases became much more frequent
and, on several occasions, their rate was higher than that of the rise in
the cost of living. In these circumstances,‘credit policy was a great help
to. entrepreneurs in coverlng not only thelr current financlal/requlrements
but also their productive expenditure. As a result, the maintenance of the
coefficient of private investment had a greater 1n£lationary impact than

'1n earlier periods and 51mnltaneously speeded up the cost-price spiral,

5/ In addition to financing coffee stocks, exchange profits constituted an
instrument for absorbing the means of payment. Their importance in this
respect tended to wane in the last few years, because the margin of
exchange profits shrank as the result of a drastic devaluation in various
purchasing rates.aimed at stimulating secondary exports,

- | /3. Colombia
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3, Colombla

Colombia's experience durlng the period 1958-60 differed from that
of Brazil in many ways, although both countrles' exports were equally
affected by the critical situation im the world coffee market The
Colombian economy as a whole did not develop rapidly, but neither did 1t
suffer from any very serious internal and external dlsequlllbrla (see
table II-8). This is attributable not only to d1851m11ar trends in the
economic policy of Brazil and Colombia, but also to the influence of struc— .
tural conditions and circumstantial factors.

In 1957, to eliminate the heavy balance—of-payments deflcit der1v1ng
from the fall in the export coefficient, the Govermnment depreciated the
average external value of the peso by 100 per cent. In additiqn, severe
import restrictions were applied, Nevertheless, despite the scale 6ﬁwwhich
they took place, the impact of the exchange reform and the curtéilment of
purchases abroad raised internal prices only temporariiy and to a relatively.
limited extent (see again table II-8), In reélity, when the restfictions
Vwere first imposed, imports still included a high proportion of non;essential
and capital goods;= that is, there was a wide mérgin for a short-term M
contraction with no risk of major repercussions on the level of current
economic activity and the total supply of basic consumer goods. Furfher-
more, domestic production of foodstuffs has greatly expanded in the last
few years. The production capacity of certain industries was also more
fully utilized, in consequence .of the rise in the prices of impbfted gopds
and a selective increase in customs duties. Again, internal official
policy ceased to be systematically expansionist on the side of domestic
 demand. A programme of relative-austerity‘was.adopteﬁ in respect of the
current expenditure of the public sector and the Banco de la Reggblicé
reduced the rediscount facilities granted to commercial banks, From 1957
to mid-1960 there was no.overall wage increase.

In view of the reduction of the import coefficient and certaln restrlcbive

&/ It should be stressed that Colombia's fuel imports are insignificant
and therefore -do .not constitute a factor making for rigidity in aggregate
imports, in contrast with. the positlon in Brazil and some other latin
American countries, e o

/aspects of
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aspects of internal economic policy, it is surprising at first glance that
the rate of investment should have been maintained at high lewels (see
table II-9), There are in reality several reasons for this, In the first
place,\the accumulated coffee stocks were financed with special loans from
the Banco de la Republica and, in increasing measure, with exchange pro-

fits. Secondly, the reduction of the wage-earning sector's share in
national income caused a relative contraction in consumer expenditure and
a corresponding expansion of the savings available for the financing of
investment, The very import restrictions applied to non-essential goods
' operated in the same direction, Thirdly, while quantitative controls were
~ imposed on bank credit, some degree of flexibility was maintained in this
respect, and they were supplemented by qualitative controls, The main
object of these measures was to channel more financial resources towards
high-priority sectors such as import substitution industries and produc~
tion of foodstuffs for domestic consumption. Lastly, the percentage of
total imports represented by capital goods, although smaller than before,
was still fairly substantial, because the level from which the process of
reduction started had been very high., A considerable proportion of the
imports in question was financed with long~term development loans.

In conformity with a new legislative decree adopted in December 1959,
in mid~1960 the Government ordered an overall readjustment of minimum
wages to meet the rise in the cost of living. The restrictions applied
to credit expansion were thenceforward relaxed, to permit the financing
of heavier production costs, The Government in its turn decided gradually
to increase its fixed investment, especially in public works. Consequently,
the net rate of capital formation rose slightly, but on the other hand the
savings coefficient declined. While in 1958 and 1959 the total volume of
gross saving - public and private - had more than sufficed to cover gross
internal investment, almost the whole of the increment in the investment
coefficient in 1960 was financed by means of the deficit in the inter-
national current account (see again table II-9),

1/ As in Brazil, a specific proportion of exportable coffee production was
withheld under the terms of the international agreement for the protec-
tion of coffee prices, to which Colombia had acceded.

/Table II-8
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\' Table II-8

COLOMBTAs ANNUAL VARIATIONS IN THE COST OF LIVING, THE PRODUCT

. AND THE FURCHASING POVER OF EXFORTS, AND
BALANCE~OP-PAYMENTS SITUATION, 1958460

Cost of Por oﬁpita

Purchasing pover

living product &/ of exports Belanoe=of~peyments
Year . ; . ‘ situation
lons of dollare)
Percentage variation (a2 ok <o, la.z:d
1958 +14 +0,1 «740 =29
1959 +5 +0s7 - +3,0 L
1960 b/ 39/ +0.7 =45 ~30
ation rancisl e.:L o8¢ .

Sourcgsy As for table II-1 and Internaticnel Monetary Fund,

&/ Provisioral.
b/ January-Septembers
o/ At 1950 prices.

Table I3 ,
COLOMBIA: CONSOLIDATED CAPITAL ACCOUNT, 1958~60

(Perosntaze of nationsl inooms et ourrent prices)
Gross National
@ulo ‘
sapital ;

Year formation Depreoiation m:“ Publie deflelt on
and sources saving saving wr:"mt
of il ing agoount

1558 19.0. 12,1 3.5 k.5 L1
1959 19,2 11,2 49 4,8 1,7
1960 20,2 11,0 45 40 047

Sources: As for table Il.ls

/These facts.
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These facts reveal the extent to which the stabilization of Colombia's
balance of payments continues to depend upon a distinctly regressive distri-
bution of national income and a cautious monetary and fiscal policy., As
for the current capacity to import, its principal determinants are still
constituted by the fluctuations in exports of a single product - coffee,

- The progress recently achieved in agricultural production for domestic
consumption - whose evolution is also of fundamental importance for the
possibility of combining economic development with stability -~ is partly
due‘to circumstantial factors.

In such circumstances, particular significance attaches to several
long-term governmental projects which are just being put into execution
or are in course of preparation, Among these may be mentioned the pro-
grammes for the diversification of exports and of industrial production,
the plan to modernize the railways and the land reform bill, |

ll-o Chile

During the last two years Chile made an exceptional effort to give its
~economy the basic stability it had been lacking for so long. The want of
internal and external stability was clearly attributable - perhaps to a
greater extent than in other Latin American countries - to structural
factors deriving from the nafure and characteristicsiOf'Chile's economic
development.g/ In any case, the factors responsible for the persistent
and serious disequilibrium were also responsible for the fact that the
Chilean economy has been showing unmistakable signs of stagnation for many
years,.if the level of the per capita product is taken as a yardstick,

The main obstacles currently impeding a stable economic develépment
process seem to be related to the investment coefficient, the external
sector and the public sector., The Chilean economy's propensity to save
has been very low for a long time and has kept the coefficient of gross.
saving fluctuating at levels of only 8 to 10 per cent, In the case of net
saving, excluding depreciation, ité coefficient very seldom rose higher
than 3 per cent. As a result, the coefficient of gross investment has

8/ For a detailed analysis of the origin of instability and of development
trends, see the Economic Survey of Iatin Ameriea, 1957 (E/CN.12/489/Rev.1),
United Nations Publications, Sales No.: 58,1I.G.1, pp. 197 et seq.

/also been
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also been very small, even on the occasions when the country has had foreign
capital at its disposal. SR

The weakness of the external sector of the Chilean economy is apparent
in two aspects: (a) the marked instability and relative iﬁflexibilityxof
exporté;:ﬁhd (b) the structure of imports. Chilean exports, in which one
commodity is pre-eminent, reflect in their wide fluctuations the variations
in external demand for that commodity, as revealed in the volume exported
and market price.” These fluctuations have exercised an unbalancing effect
not only because of their magnitude but also because the coefficient of ﬁ
external sales shows‘no inclination to rise, For example, export value :
departed from their main line of development by more than 15 per cent in
194858, With respect to imports, their structure is highly individual
reflecting in the first place, the inelasticity of agricultural.producﬁion
for the home market and, secondly, the raw material requirements of a
rumber of industries that operate on the basis of imports. In fact, owing
to the rigidity of agricultural production, the heavier demand for food-' |
stuffs arising out of the growth of population and income has to be
satisfied by imports. Suffice it to say that foodstuffs purchased abroad
constituted 19 per cent of total imports in past years., Thus, the struce
ture of external purchases left very little margin for goods that are
essential to the vigorous process of capital formation required for the
product to grow.

The disturbing effects of the fiscal sector are revealed in two ways:
(a) the inflexibility and structure of public expenditure; and (b) the
inflexibility and regressive nature of the tax system in relation to the |
-increase in national income. A possible third factor is the heavy dependence
of fiscal revenue on foreign trade taxes. |

In 1959 and 1960, the Government concentr§téd on solving the more
salient problems of the Chileaﬁ'economy, especially those deriving from
instability, It is not surprising therefore that the measures taken should
have been directed primarily towards the stabilization of internal demand |
and the achievement or maintenance of balance~of-payments equilibrium.
Provisional results were a notable slowing~down of the upward price spiral
in 1960 and the carry-over into that year of the balance-of-payments surplus
already registered in 1959 (see table II-10).

\ /Table II-10
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Table I11-10

CHILE: ANNUAL VARIATIONS IN THE COST OF LIVING, THE PRODUCT AND THE PURCHASING
' POVER OF EXPCRTS, AND BALANCE«OFFAYMENTS SITUATION, 1958+60

o t Cost : Per capita Puro?nsing Balancewof -
Year of """"'RL"d ot ‘ power, of reyments
Aving . prodwE, exports  sitwtion
. , (millions of
Peroentage varistion ’ dollars)
1958 2.0 043 12,4 “31.0
1959 " e38.0 a2 +29.3 +52,0
1960 .b/ + ‘4.02/ «lel '.'6.1" *2600

Sourgsss As for table II-l, and Intermational Monetary Fund, International Firanoinl
Statistics,

a/ At 1950 prices,
b/ Provisiaml,
o/ Jenuery~September,

/The purchasing
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The purchasing power of exports which, in 1959, had risen considerably,
showed an increment of only 6 per cent in 1960. Even so, the per gapita
product declined for the third year in success1on, although this was
undoubtedly partly attributable to the results of the earthquake which'
had devés%ated the country.

Although attempts at stabilization met w1th a certaln ampunt of success
ag regards prices and the balance of payments, the negatlve aspects of
economic development in 1959 and 1960 included the fall in the per capita
product and the low investment coefficient. In 1959, this coefficient sank
to the same level as in 1958 and in 1960 was barely sufficient to éover
depreciation (see table II-11), There is no doubt that its deterioration
was also a result of the earthquake. But, in any case, economic deve10p~
ment in 1960 did not seem to have been such as to Justify an investment
coefficient that was appreciably higher than that of 1959. |

It should be asked whether, with the achievement of relative stability,
it was not an opportune momsnt to give an impetus to economic development |
by removing the impediments in its path., In the meantime, the reconstruc-
tion of the areas laid waste by the earthquake has begun, and this will
encourage greater economic activity. As a contribution to the work of
reconstruction, Chile has received large amounts of foreign capital which
will presumably mske it easier to import the goods required on a scale
compatible with a stable balance of payments. In addition, the Government
has prepared a coordinated economic development programme with specific
targets, which aims at eliminating what have hitherto been the main

obstacles Chile's economic growth.

/Table II-11
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Table IT.1l
CHILE:‘ CONSOLIDATED CAPITAL ACCOUNT, 195860
(Percentage of rational incane at_ourrent prices)
1958 1959 1960 o/

Gross ocapital formation and sources of firancing 10,3 10,4 %1
Depreciation 74 743 9.1
Private saving «2,3 ).
Public saving ) 249 2.3 -17
N¥atiorel defioit on ourrent acoount - 243 0.8 1.7

Sources: As t‘br table II-1,
&/ Provisiomal,

/5« Mexico
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5. Mexieo

Mexico is one of the few Latin American countries where rapid and,
extensive economic development has been accompanied by relative stability
The'magnitude of this development may be judged from the balanced growth
of all sectors of the economy while its speed may be estimated from the
rate of increase of the gross product. Mexican economic policy has been
clearly and definitely directed towards economic development. Both public
investment and the promotion of the domestic and export industries were
directed towards that end. This does not mean that no attention has been
paid to the short~term economic problems which a drop in‘extefnel demand
often brings in its train. Indeed, faced with certain setbecks in the
external sector, Mexico has taken the necessary steps to overcome them
through pubiic expenditure, export taxes, its policy of money supply and
even devaluation. L \

Unquestionably there has been intense development of the Mexican
economy in conditions of relative stability, - both in the basic sectors of
the economy and in the d omestic and export sectors (including the tourist
industry). Even though this development was consistent as between sectors
and although the export coefficient tended to remain stable - that is to
say that income from the external sector increased at the same rate as the
gross product -, the external sector has nevertheless usually threatened
the rate of growth of the product and economic stability. This relative
weakﬁess of the‘exterhal sector, deepite its very considerable development,
seems to be linked to the high income-elasticity of the demand foy imports
and this is to some extent an indication that the considerable degree of
import substitution achieved by the Mexican economy is still not enough to
meet the requirements of rapidly expanding demand.

In 1960, the economy grew faster than in the three preceding years
despite static conditions in agricultural output occasioned by bad weather
affecting the maize, wheat and other staple food crops (see table II-12),

One factor contributing to the growth of the product in 1960 was the
rise in external demand resulting mainlykfrom higher returns from the

tourist industry. In addition, the value of merchandise exports, estimated

at some 761 million dollars, was little more than 1 per cent higher than

/Table II-12
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Teble II=12

MEXICOs ANNUAL VARIATIONS IN THE cOST OF LIVING, FRODUCT, INVESTMENT, THE PURCHASING
POYER OF EXPOKTS, AND BALANCE~OF=PAYMENTS SITUATION, 1958-60

gt . Pupw Balanoces R
Cost _ Par . chasing of~peye Gross |
Year of 222.’::52 power mert git investe
living product s/ of uation ment
) exXports = - :
Percentage variation
1”8 S +11.o . +] .'4 ’ '0"4.3 ’ -81 .0 "0..06
1”9 i nl .0 1’1 .O 4’3 .5 *6“.0 "’7.2
1960 b/ 4340 of +340 =12 -48.0 +10.1

'Sonroo: As for tsble I1I-1, and Internstional Momtary Pund, Internationl Finmancial Statistioa.
2/ At 1950 prices , .

b/ Provisional, ' '

o/ Jenuery-Septembers '

/in 1959
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in 1959, for the smaller volume of exports largely cancelled out the =
L-per-cent rise in average export prices. .

The factors giving the economy greater impetus were internal, and
included in particular public investment, which rose 25 per cent at
current prices and 20 per cent at real prices as compared with 1959; in fact
greater public investment was the determining factor in the lO-per—éent
expansion in total gross investment, Private investment increased more
modestly (6 per cent), partly because of the decline in direct foreign
investment in the latter half of the year.

As in 1959, there was a further factor boosting industrlal output in
1960: the process of import substitution of raw materials intermediate
products and capital goods which has been in operation for a number of

years. Because of the extra productive capacity in these sectors -~ as in
~ the basic sectors of power, fuels aﬂd transport -, there has been a steady
increase in the internal supply of chemical products, fertilizers, steel
sheet, paper and pétroleum derivatives. The larger output of consturction
materials résulting from the boom in this sector leéd to an expansion of
more than 14 per cent in the output of capital and production goods.
Furthermore, the output of consumption goods grew at a slower rate (7 per
cent) oﬁing ﬁartly to a fall in demand in the agricultural sector where
real income declined following upon smaller crops of staple foodstuffs.
Manufacturing output as a whole increased by 10 per cent, a figure slightly

higher than for 1959, and similar improvements occurred in the power and
"petroleum sectors. Trade, transport and other services increased by 5 and
7 per cent approximately, while mlnlng remained stationary as a result of
static external demand.

The sharp rise in investment and, to a lesser extent, in manufacturing
was counterbalanced by an appreciable increase in imports resulting mainly
from heavier purchases abroad of raw materials, intermediate goods,
machinery and equipment. Imports reached a level of 1,169-million dollars
in 1960 and this represented a rise of 16 per cent over 1959; this increase
was the determining factor in the defieit on current account estimated at
more than 150 million dollars., Pressure on the balance of payments, howe-
ever, arising from this deficit was offset by a substantial rise -

]
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approximately 100 million dollars in comparison with 1959 - in medium and
iong-term external credits. Although there was also an increase in
amortization payments and a decrease in direct foreign investment, it is
estimated that net capital income was sufficient to cover the defieit on
current account. Accordingly, there was no appreciable change in public
gold and foreign currency reserves,

Under the influence of the growth of internal demand, prices which
had tended to remain stable in 1959 resumed their upward trend in 1960
and climbed about 5 per cent. As ragards supply, the rise in prices was
a reflection (a) of lower output of cereals which affected the cost of
food; and (b) of higher production costs in 1959 as a result of revised
railway tariffs and power rates and an increase in the price of fuels,

6 « Pe ot

Any description of the present economic situation in Peru calls for
an account, however brief, of the nature, type and extent of the economic
development that has taken place since 1950, From 1950 to 1955 the per
capita gross product grew at an annual rate of 3.5 per cent, one of the
highest recorded for Latin America. The principal factors jointly res-
ponsible for this high rate were (a) the expansion of export productibn;
(b) the favouréble terms of'trade; (c) the high coefficient of gross
investment, and (d) the steady increase of the output-capital ratio
during that period. '

Despite the great improvement in the capacity to import brought about
by expanded exports and by the favourable course of the terms of trade,
the increase in imports was even greater because of the’higher income-
elasticity of the demand for foreign goods. Thus the balance of trade
was unfavourable for a number of years, However, these imbalances were
easily redressed by the abundant influx of foreign capital., As a result
of this continuous excess of imports over exports, the supply of goods
and services grew even more than the product, and consequently, although
consumption rose rapidly, Peru was able to maintain a high level of invest-
ment and a satisfactory balance of payments. It should be pointed out,
however, that domestic savings were wholly inadequate to finance this
investment.

/By 1956
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By 1956 there was already some question as to whether future growth ~
could continue on the same secale as it had since 1950, The total value
of consﬁmption and investment could be maintained at a higher level than
the gross product only by condoning a sizable deficit in the balance of
trade, unless foreign capital continued. té enter the country in increasing
volume to finance this deficit and the servicing of the ¢apital invested
preﬁiously. o ,

| "The'weakening of the external sector in Peru, which began at the end
- of 1957 and was clearly apparent in 1958 and 1959, now confirms that the
misgivings of 1956 were well founded. Steps had to be taken in 1958 to
bring about some equilibrium in the balance of payments, and these measures
were applied more vigorously in 1959. As a result there was a reduction V
in the gross product, in income and in the supplj of goods and services,
Neither the level of per capita consumption nor the investment coefficient
could be maintained in those two years, or at least not at the.ievel of
the three preceding years. ‘

In 1960, on the other hand, Peru recorded a growth of 2.1 per cent in
the per capita product (see table II-13). This was made posSible by the
extraordinary improvement in the current value of exports, namely, 39 per
cent, Moreover, in 1960 Peru did not have an official policy of expansion;
official action tended rather to accentuate the stabilizing trend in economie
policy. In 1960, the first objective was to effect a lasting improvement ‘
in public finance, and the second to apply a tighter monetary policy.
Despite all this, the growth in the product took place as described.

But it is perhaps in the consolidated capital account that the effects
of economic development in 1959 and 1960 can best be observed. During
1950-57, the favourable trend in the external sector - exports and influx
of capital - as well as pioviding the incentive necessary for vigorous
growth of the product, brought about at the same time an increase in con-
sumption and in the investment coefficient. 1In 1960, this trend in exports
continued, but there was a considerable drop in the investment coefficient.
Maintenance of equilibrium in the balamce of payments in 1960 involved some
import cuts; consequently the supply of goods and serviceg did not exceed
the gross product (see table II-14).

C | /Teble II-13



1

E/CN,12/565
Page 32

Table II<13

!

PERUs ANNUAL CHANGES IN THE COST OF LIVING, PRODUCT AND PURCHASING POWER OF EXPGRTS,
AND BALANCE~OF-PAYMENTS SITUATION, 195860

Furchasirg Balans e=of~
Cost Per power of peyments
Yoatr of gapita exports situation
livirg product (millions
: of dollars)
1958 ) +8,0 =042 =93 ' «12.,0
1959 . +17o° [ '5.2 "‘11.6 ) ‘1600

1960 y +640 2/ *2,1 +39.,0 +7.0

Sourses: As for table II-1, and Imternationsl Monetary Fund, International Financial
Statietics,

8/ At 1950 prices,

b/ Provisional,

o/ January~Septembers
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Table II~-14
PERU:s CONSOLIDATED CAPITAL ACCOUNTS, 1958~60
(Percentage of netional income st ourrent prices)
1%8 1%9s/ 19608/
Gross cepitel formation and sources ‘
of financirg 2640 233 T 2248
Depreciation _ 21,3
Domestio private seving o 0.7 21.5 24,2
Publis savirgs seotor =247
National deficit on ourremt assoumt 6.7 1.8 -1.7

Sourcest Ag for table 1I=l,
af Provisioqslo

 /Developmerts in



E/CN,12/565
Page 34

Developments in 1959 and 1960 once more underline the fact that despite
the vigorous expansion in Peru's exports in earlier periods, there is still
a structural weakness most clearly apparent in_the external sector. If
this is so, efforts to attain a rate of growth comparable with that of
1950-57 mast depend on one or both of the following: (a) an expansion in
the external sector - exports and influx of capital - so that vigorous
growth cantake place in the supply of goods and services; and (b) a radical
change in the structure of domestic production, with greater diversifica-
tion, to modify the former pattern of growth. In other words, a substantial
measure of import substitution must be achieved.

7. Venezuela

The weakening of the petroleum market, although less pronounced than
that of other markets, was a serious problem for Venezuela. During the
period 1950-57, the petroleum sector -~ a decisive element in the economic
growth of Venezuela - provided 70 per cent of Government revenue. When
external conditions took a turn for the worse, the impact on the economy
created a series of tensions. | |

What countermeasures could be adoéted by the Venezuelan economy,
particularly as regards domestic supply? These were limited by the fact
that export supplies represented around 30 per cent of the total product.
Large-scale internal investments were made prior to 1958, but much of them
were of little social value or had a very low output-input ratio. National
production of some manufactured consumer goods met much of the domestic
demand. With regard to intermediate products, however, industrial develop-
ment still lacked diversification and in any case fell far short of the
country's needs. Similarly, in spite of the rapid progress.achieved in
some branches of agricultural production, the supply of many food items
still largely depended upon imports.g/ However, imports offered a fairly -
broad margin for retrenchment since they included a substantial volume of
lwxury goods.

9/ For a detailed study of these problems, see "Economic developments in
Venezuela in the 1950's", Economic Bulletin for Latin America, Vol, V,

No. 1, pp. 21 et_seq.
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In any event, the Venezuelan authorities adopted a series of measures
in 1958 and 1959 designed to counteract the effect of weaker external
incentives, They also attempted to make the distribution of the national
income less regressive. The profits tax of petroleum enterprises was
raised and a blanket wage increase was ordered. The Government also made
investments calculated to create new sources of employment. Customs duties
were increased both to promote domestic production and to reduce the flight -
of foreign exchange. A brake was applied to imports of non-essential
items by the application of direct and indirect controls. However, no
change was made in the present policy of freedom with respect to financial
transactions abroad or in the rate of exchange. ; ‘

Nowtwithstanding higher current tax reverue, the budéet showed a
deficit, one of the reasons being that heavy outstanding debts had to be
paid. Part of the public expenditure was financed out of Government
deposits in the Central Bank which had steadily mounted over the years
and had thus become a factor absorbing means of payment. Conversely,
its reduction was in some measure responsible for the monetary expansion
which occurred in 1959, Again, it seems that the change in income distri-
bution in favour of the wage-earning sector produced a corresponding increaseﬁ
in consumer expenditure. In view of the structure of domestic demand and H
its relative short-term rigidity, supply, if viewed as a whole and by sectors,
failed to adapt itself adequately to the changes in the demand pattern. ‘
While the import coefficient declined, it remained at a high level compared
with the export coefficient, which dropped sharply. In these circumstances |
it is not surprising that in 1959 the increase in per capita product was
accompanied by a rise in domestic prices and a deficit in the balance of
payments (see table II~15).

Together with other factors, partly unrelated to economic matters,
the internal and external disequilibria which affected the Venezuelan
economy led to active currency specualtion towards the middle of 1959.
In fact, the inflationary pressures during that year were relatively mild.
But even before they made themselves felt the level of price was already

N
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Table II-15
VENEZUELA: ANNUAL VARIATIONS IN THE COST OF LIVING, PRODUCT AND
PURCHASING POWER OF EXPORTS AND BALANCE~OF.PAYMENTS
' SITUATION, 1958-1960
Balance-of -
Year Cost of Per caplta BExport payments
: living product purchasing sitwation
power . (millions of
Percentage variation dollars)
1958 . - 45 =17 546 ' -3%
© 1959 . +lhg 649 ~345
1960 b/ - ~2.1 643 -126 o/

Source: As for table II-1, and Internatioral Monstery Fund, Imternational Financial
Statisties.

a/ 1950 prices,
b/ Provisfoml.
o/ Estimate for January-June 1960,
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very high with respect to the prevailing exchange rate.lg/ In order to
discourage the speculative flight of foreign exchange -.amoﬁnting to
several hundred million dollars ~ the Government substantially altered
its domestic economic policy in 1960. The Central Bank ceased to expand
the volume of its rediscount operations, the growth in Government expen-
diture was slowed down and a large part of the budget was financed by
foreign loans. |

As a result of the weakening of governmental countermeasures, a further
drop in export purchasing power and the deflationary effect of the drain on
international reserves, economic activity contracted in 1960, a development
which was reflected in the lower per capita product. Moreover, domestic
prices became relatively stable again (see again table II-15). Towards
the end of the year and in view of the continued exterral imbalance, the’
Venezuelan authorities made an important change in the f ree exchange
regulations, The Central Bank was authorized to limit its issues of
foreign exchange to the private sector in keeping with its reserves and
external obligations, as well as to buy and sell foreign exchange on the
free market. " |

The serious problems confronting Venezuela had a positive'ratherkthan
negative effect on official action aimed at gradually correcting the more
chronic weaknesses of the national economy. Thus, a land reform act came
into force early in 1960, Henceforth investment of public funds will
be made in the amounts and according to the order of priority laid down in
a five-year plan. An industrial development programme is being prepared
which will have a triple purpose: to encourage substitution, to solve the
unemployment problem and to reduce production costs., As in some other
Latin Aferican countries, the influx of long~term capital is being encouraged
so that it can contrilute to'the financing of various projects,

10/ While there were various rates of exchange, the average external value
of the bolivar may be said to be basically related to petroleum
productivity levels. The high wages which this sector had to pav
had spread to the rest of the econamy and thus caused an 1nflationary
rise in production costs.

/Chapter III
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Chapter III
FOREIGN TRADE AND THE BALANCE OF PAYMENTS
I. DEVELCPMENTS IN THE EXTERNAL MARKET

In 1960, for the third consecutive year, external market conditions
continued to be unfavourable for Latin America in comparison with the
1956-57 average."Either as a result of the smallness of the increase
in world demand for primary commodities or because of over-production
and the accumulation of abnormally large inventories (both inside and
outside the area), the prices of most Latin American export commodities
have shown a persistent decline over the last three years, without the
occasiomal expansion achieved by some countries in their sales volume
having been sufficient to counterbalance the effects of the fall in
prices, Consequently, income derived from total eiports in thé period
195860 contracted.considerably‘as compared with the aforementioned
1956-57 avérage, despite its slight recovery in the early months
of 1960. |

| This deterioration in the external sector of the Latin American
economy is in direct contrast to what has occurred in the industrialigzed
areas of the world, World exports showed a vigorous growth over the
decade ending in 1959 (see table III-'l and figure III-I), Latin
America did not, however, achieve an equitable share in this expansion
of the world trade snd, at the end of the period, its relative position
in the totel had declined as compared with the beginning of the period.

As is clear from the following table, Latin America‘ls smaller
relative share in the world total‘réflects, on the one hand, a slower
rate of growth in terms of volume than in the irdustrialized areas and,
on the other, a deterioration in the unit values of exports in sharp
contrast with the increases registered by those areas,

/Table III-1
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Table III-1 -
WORLD EXPORTS BY SELEGTED AREAS AND PERCENTAGE CHANGES, 1950-59

- Value ‘ Relative changes
(thousands of millions in the indices
' of dollars) (Percentage)
1950 1959 Quantym Unit value

North America ¥  13.0 22.8 W3 - 423
Western Europe 20,4 L7 +86 81T
Latin America - 6.8 843 +35 & w10
World total b/ 5643 100,6 ' +62 #1

Sources United Nations, Monthly Bulletin of Statigticg, October 1960,
a/ Canada and the United States.
Q/ Excluding countries with a centrally planned economy.

It is an already sufficiently well-known fact that the expansion of
world exports has occurred mainly in trade between the industrialized
areas, Similarly, it has been observed that the maintenance of high
levels of industrial activity in those areas bears no close correlation
with their demand for imports of primary commodities. Over the last decade,
+ the industrialized areas have become less dependént on supplies of raw
materials and foodstuff from the under-developed areas, The reasons for
this are to be found in agricultural protectionist policies aﬁplied bj
the Unitéd States ard the majority of Western Europeénaéountfieé and also
in certain changes in industrial structure which have promoted better use

[Figure III-I
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of traditional raw materials or the replacementﬂof these by others manufac-

tured by industrial processes.l/‘ o
It is therefore not surprising that, after the 1957-58 recession in

the United States and the slight lull in Western Europe during th; same
pefiod, industrial recovery in those areas has led to no noticeable improve~
ment in the export market for Latin American primary commodities. This,
naturally, is a sweeping judgment; external market conditions vary for each
individual product and these should.be studied briefly.

1, Coffee

The coffee market entered a slump in 1958, although the drop in prices for
some grades was felt as early as the middle of 1957. The Mexico Agreement
of October 1957, in which seven Latin American coffee-exporting countries
took part, and the subsequent international agreements of 1958/59 and
1959/602/(in which all Latin American coffee producers took part), met
with only very limited success in so far as the stabilization of external
prices was concerned, although they did serve to introduce a certain degree
of order into competition for markets by the use of export quotas., This
was the proposed aim of the international coffee agreements, as such
agreements, unlike those concerning other products, had previously fixed
no scales of prices such as to limit price fluctuations.

By and large, the world coffee crisis in the period 1958-60 was caused,
on the one hand, by exceptionally bumper harvests and, on the other, by
relative stagnation in world consumption. In the United States (the main
world importer), per capita consumption over the years 1950-59 remained

practically stationary at an average level three pounds lower than in

1/ Plastics and synthetic fibres have, in various instances, taken the place
of natural fibres (cotton, wool, jute) and of soft woods and metals.
Aluminium has replaced copper for various purposes, and for many years
now technical progress has been reducing the amount of tin needed in the
manufacture of plate, In other cases, one quality of a particular raw
material may be replaced by another: extra-long~staple cotton by shorter
staples ~ which are cheaper - or the use of coffee of poorer grades
= in the preparation of soluble coffee - to the detriment of the better
grades,

-2/ The latter was renewed for a further year {October 1960 - September 1961)
' with the participation of a group of African countries,

o | o © fFigure III-II
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in 1946<49. In Europe, only in 1955 did the average volume of imports
rise above the 1935-39 level for the first time since the end of the war.

There has in addition been a gradual decrease in Latin American
participation in the world market owing to increased African production and

" exports, This decrease, which occurred during the whole period 1946~58 was.
Aintefrﬁptéd only in 1959 when Latin American exportis reached a higher
figure than ever before, Even so, Latin America's share of world exports
was 74 per cent in 1959 as against 86 per cent for the period 1945~49 and
85 per cent for the period 1935-39, '

As is clear from figure IIT~-II, there were two periods‘ddring the
last ten years when price fluptuations and variations in exported voiume
were of great magnitude and tended to compensate each other. The first of

 these, in 1954, when prices reached record levels, was accompanied by a
reduction in the volume exported and this nullified the effect of thekprice
rise; the second occurred in 1959, when an unprecedented volume of exports

‘ was accompanied by a2 fall in prices which more than absorbed the effect of
the greater volume of exports. In fact the 31,3 million bags of coffee
sold abroad by Latin America in 1959 represented an income of 1,473 million
dollars, while in 1950 exports of 24.2 million bags brought in an income
of 1,434 million dollars.

Export control by means of the quotas provided for in the International
Agreement at present in force has helped to maintain relatively stable
prices during 1960, although at the lowest levels in the last decade., As
regards the volume of exports during this period, a small decrease is to
be noted in exports from Brazil and Colombia and this means that Latin
Américan’income from coffee exports shrank further in 1960.

2, Cacao

- The fall in external cacao prices, which has continued since the end
of 1958, has been influenced - as is also true of coffee - by the boosting
of output to figures which are substantially in excess of consumption.

It is true that the accumulation of surpluses has not reached the same
"1evels.as with coffee, nor are such surpluses confined solely to the
Latin American area, but instead the downward movement of prices was

/Figure ITI-III
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. accompanied by a contraction in the volume of exports from the area,
Figure IITI~IIT shows that the fluctuations in external prices for
cacao havelbeen of considerable magnitude over the last teh years and more
fredﬁent than for other Latin American expdrts. For the most part, these

fluctuations have occurred in inverse ratio to the volume of African
harvests which usually account for more than two thirds of world exports.
Figure ITI-IIT also indicates that the volume of Latin American exporte:
stayed at levels below those of 1950 during the whole period, although
in;some years (1954-56) exports came fairly close to the 1950 level. The
deqlirie/in exports between 1957 and 1959 (during which period prices went
through a complete fall-rise-fall cycle) was in the main a reflection of
the smaller volume of Brazilian sales which, in its turn, was partly the
. result of the fixing of minimum export prices by that country.

During 1960, external cacao prices were lower than during the preced-
ing period, because of the expectation that the 1960/61 crop would be as
abundant as in 1959/60. By way of compensation, the volume of Latin
American exports in the 1960 period is substantially higher than for the
1959 period.

3. Sugar

World sugar production has shown successgive rises during the last
ten years., Although world consumption has also shown a firm upward trend,
heavier consumption has been met to some extent by stepped-up output in
importing countries, Consequently, the world sugar trade has not thrived
to the same extent as world production and consumption, Thelaccumulation
of relatively large inventories in exporter countries has accordingly been
frequent during most of the last decade. This has in turn resulted in
sugar prices on the international market being generally maintained at
levels lower than during the period 1948-50, Only on two occasions, and
then for short periods did this situation changei‘in 1951, during the
Korean hostilities, and in the first half of 1957, during the Suez crisis.
On both occasions, once the fears aroused by,these conflicts had subsided,
prices fell to their former levels or even lower (see figure IIT-IV),

Even at such low‘leVels;land apart from the aforementiohedfperiods
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of emefgency, the relative stability of prices depended to a large extent
on export controls which the States membérs of the International Sugar
Agreement have been applying since 1953. In 1959, however, the applica-

~ tion of maximum export restrictions was inadequate to prevent a slump in
prices to a level lower than the minimum laid down in the International
Agreement - a level which was in fact the lowest recorded since 1941, A
further result of these restrictions was that the volume of Latin Amsrican
exports was smaller in 1959 than in 1957 and 1958.

During 1960, important changes occurred in the traditional pattern of
the Latin American sugar trade. The signing of a trade agreement between
Cuba and the Soviet Union whereby the latter undertook to purchase one
million tons of sugar annually during the period 1960~64, substantially
improved market conditions from the beginning?of 1960, This was so at
least so far as the volume of exports was concerned, as these were easily
outstripping - month by month ~ the figures for the preceding year.
Although prices did not recover to the same extent, thers was at least a
slight improvement. |

But other events had unfavourable implications. The progressive
deterioration in relations between Cuba and the United States culminated,
early in July 1960, in the cancellation of Cuba's quota in the United
States preferential market; this meant not only the closing of the market
for some 700,000 tons of Cuban sugarz/ but also the sacrifice of the higher
price usually paid for sales on that preferentiél'mafket;és compared with
prices on the open market. The cancellation of part of the Cuban quota
on the United States sugar market meant bigger quotas for, or purchases
over and above the quota from other Latin American countries, particularly
the Dominican Republic.b/

3/ The basic quota for Cuba for 1960 was 3.1 million tons. At the time of
the cancellation of the quota, imports effected or contracted for by the
United States had reached 2,4 million tons. Hence the cancellation
affected only the unimported balance, ' '

4/ In the case of the Dominican Republic, the purchases over and above the
quota did not enjoy the hlgher price paid for amounts purchased under
the quota system,

/Figur'e III—IV



Page 48 , _
SUGAR
SEMI -LOGARI THMIC SCALE
‘ | PRICE OF EXPORTS
ExproRTS ‘ ~ TO THE FREE MARKET
(THousanos oF Tons) - , (cENTS PER POUND)
47
oA —
] s
N | |
| -4
\/\ o
. ™ -
UNREF INED SUGAR, y_._/ 3
F.0.Bs CUBA i
-2
10000 |(—
B LATIN AMER!CA«‘-(
'“ ™~
- /”"'N*"““\.,/"/
o N
CUBA . \ //
e
4000 —
/
3000|—
Colo i eibeccde oo oobeocde ol odicad
TR wmuy tutw

1950 51 52 53 54 55 56 57 58 59 60

i/ INCLUDING BRAZIL, CUBA, DOMINICAN REPUBLIC AND PERU,
' o Jie Cotton




. , E/CN.,12/565
A Page 49

As has already been pointed out' in the case of sugar, world trade in
cotton durlng the last decade has expanded less than world preduction: and
consumption. Yet the changes that took place during the period in the
geographical dlstrlbutlon ‘of cotton production and trade were more far-
reaching than for sugar. On the one hand, Latin American output showed
a clear upward trend, particularly as a result of rapid increments in
production achieved by countries which had previously produced little
or no cotton., On the other hand, the growth in production not only
promoted greater per capita consumption of cotton in the area but also
enabled Latin American exports to expand so that they had a larger share
in overall world trade.

However, the conditions which favoured the increase in Latin American
production and exports have practically disappeared in recent years. Until
early 1956, the system of guarantegd prices (or support prices) for cottonl:
produced in the United States acted as a stimulus to stepped-up productionk
in other areas, while at the same time discouraging exports from the
United States owing to the fact that producers outside the United States -
could compete on the international market at prices slightly lower than
those guaranteed to producers in the United States, Accordingly, althoﬁgh
the system of guaranteed prices was accompanied by controls limiting the
area cultivated,i/ inventories accumulated in the United States between
mid-1951 and mid-1958 grew more than fivefold, reaching in the latter year
a figure in excess of world exports for one year, In those circumstances,
the United States Government, in the early part of 1956, adopted a new
sales policy directed, on the one hand, at winning back what is called its
“historical share" of the world cotton market and, on the other, at
reducing its volume of inventories. Under this new policy, a dual prlce

system was set up for cotton: a guaranteed price for the internal market

ﬁ/ Gontrol of thé area cultivated was partly nullified by bigger yields
pet hectare; -

"'W\t 4‘

/Pigure III-V
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and another price - approximately 20 per cent lower - for sales abroad.é/

A study of figure IIT-V shows that cotton priees on the international
market followed a donward trend throughout the last ten years. The levels
prevailing in 1951 were clearly‘influenced ~ a8 was the case with many
other raw materials - by the Korean hostilities., The decline in subsequent
years was thereforepartly a result of the re-establishment of normal market
conditions. But the change in United States sales policy in the early part
of 1956 accentuated the downward trend; because from the middle of that
year the large surpluses accumulated in that country were available for
export at levels competitive with the cotton prices of other areas.

During 1959-60, no changes of any importance occurred in the cotton
market, Price fluctuations remained within relatively narrow limits although |
at the lowest level of the decade. Furthermore, the volume of exports which
fell off sharply in 1957, has again reached levels comparable to those of
the period 1954~56, which were the highest ever,

5. Wool

Latin American wool production and exports have remained virtually
stagnant during the period under review. As can be seen from figure IV-VI,
the volume of wool exports from Argentina and Uruguay - which supply almost
the whole of Latin America - have undergone such sharp and frequent changes
that no definite trend can really be discerned. It should, however, be
pointed out that world exports scarcely increased between 1949 and 1959
and that fluctuations from one year to the next have been almost as great
and frequent as in the case of Argentina and Uruguay. _

Although it is clear that the exchange policy of the exporting countries
has helped, over the short term, to intensify such fluctuations, it is quite
evident also that the stégnation in the total volume of Latin American
exports is to a large extent a reflexion of the failure of world wool

consumption to expand., Betwsen 1948 and 1957 world wool consumption

6/ At the beginning, the programme of selling abroad at prices lower than
on the domestic market applied only to a part of the surpluses in the
hands of the Government, but the programme was soon extended to all the
inventories. In addition, it should be pointed out that the dual price
system was later replaced by a system of export subsidies which is still
in force to th.is day.

/Figure III-VI -
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FIGURE 111-vI
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remained stationary at 0.46 kg per ca ita,I/ rising for the first time to
0.47 kg per capita in 1958,

, As regards prices on the international market, with the exception of
a few short months between 1950 and 1951 when prices rose abruptly only to
fall back to their previous levels just as quickly, the trend in later
years has been a steady decline interrupted only occasionally before

resuming an even steeper downward trend (see figure IV-VI),

6. Copper

Latin America's position in the world copper market has changed but
little during the past decade. Both production and exports have shown a
moderate upward trend, more or less in accordance with the rising tendency
in world copper production and consumption (see figure III-VII). A similar
tendency to climb - which was not free from fluctuations of varying
intensity - was observed in prices between the end of the war and the
first months of 1956, despite the fact that during a par£~of this'period
prices were subjett to Government control in the United States and the
United Kingdom, the two main international markets for this commodity.g/

This upward movement in prices, which reached its peak in the first
quarter of 1956, was supported by a great increase in the copper consump-
tion in Europe~9/ and by the bulk purchases for strategic stockpiling by "‘
the United States and other countries, From the second quarter of 1956,

however, there was a period of successive price drops which continued until

L

7/ In 1952, it dropped to O.42 kg per capita.

_/ See FAQ, "Per Caput, Fibre Consumpticn Levelst, Commodity Bulletin
Series 31 Rome 1960, In contrast with the stagnation of per capita
wool consumptlon, it is stated in this document that world consumption
of cellulosic fibres increased from 0.46 kg to 0.58 kg per capita
between 1948 and 1958, while in the same period world consumption of
synthethic fibres increased from 0.01 to 0,15 kg p2r capita.

9/ Copper prices were subject to Government control in the United Kingdom
until August 1953, while in the United States Government controls were
reintroduced in early 1951 and were not removed until February 1953.

10/ European consumption expanded by 50 per cent between 1950 and 1955,

[Figure III-VII-
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the first months of 1958. Among the causes of this phenomencn were the
suspension of purchases for strategic stockpiles, smaller consumption
in the United States and the larger supplies of copper as a result of
substantial inecreases in world output in 1955 and 1956,

Copper market cohditions were relatively stable in 1959 and 1960,
Price fluctuations remained within modérate limits, while the volume of
Latin American exports has stayed at the high levels of recent years. The
most salient fact in recent years was the re-establishement in the United
States of the copper import tax which had beeﬁ suspended since the last
world war,

7, Iin

Purchases for strategic stockplling played an important part in the
international tin market during the first years of the last decade. They
absorbed the surplus of world output over consumption, particularly as the
latter has increased only very slightly in certain areas, e.g. in Europe,
or has remained static or tended to decline in others, as in the United
States., " ' |

In an attempt to stabilize the market, which was in a state of serious
disequilibrium after the conclusion of the Korean hostilities and the '
gradual cessation of purchases for strategic stockpiling, the main producer
and consumer countries signed an International Agreement,’whiéh came into
force in mid~1956, authorizing the imposition of quantitative restrictions
on exports and, at the same time, direct intervention in the markéf through
the establishment of a Buffer Stock, These export resirictions were widely S
used in 1958 and 1959 and resulted in a considerable decline in world output
in the aforementioned years,

The operations of the Buffer Stoek, combined with export restrictions,
have held price fluctvations within moderate limits over the last three
years (see figure III-VIII),

Clearly, the resirictions eubstantially reduced the Qolume of exports -
from States signatories of the International Agreement, and this included
Bolivia the leading Latin American tin eXporter.ll/ But, from the middle

11/ Figure ITI-VIII shows that exports from Bolivia declined considerably
in 1958 but recovered partially in 1959. -This.was, however, attributable
to a barter arrangement with the United States for 5,000 tons which were
not subject to export restrictions as they were intended for the.United-
States strategic stockpile.

/Figure III-VIIT
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of 1959 a slow but firm recovery of the world tin market took place and
the effect of this has been a gradual relaxation of export restrictions,
which were virtually abolished in the last quarter of 1960, and the sale
of more than half the tin inventories held by the Buffer Stock. To &
certain extent, this improvement in the tin market was made possible by
smaller exports from the Soviet Union in 1959#60, since that country's
'”ékports, which is not a signatory of the International Agreement, were an
important factor in the serious tin market crisis in 1958,

8, lead and zine

The almost parallel price course followed by lead and zinc, which was
characteristic of the international market for those metals during most of
" the last decade, showed marked divergencies from the end of 1958, The

steep fall in prices, which continued for both metals until the end of
-that year, was followed in 1959-60 by a recovery in zinc prices while lead
prices remained at the lowest levels for the last ten years, (see figures
IIT-IX and ITI-X).

Apparently the main cause of this divergence in prices lay in certain
changes in the use of the metals which resulted in lower consumption of
lead., In addition, the impodsition of import quotas on lead and zinc by

‘the United States in October 1958 led to a sharp drop in lead fmports,
while zinc imports continued at almost the same level as'in 1958.12/

At the beginning of 1960, the United Nations lead and Zinc Study
Group agreed to uphold its recommendations for the voluntary restriction
of lead production made during its 1959 meetings and to cancel its recom- V
mendations to the same effect as regards zinc, This meant that market
prospects, at least for zinc, were more encouraging. However, in the
middle of 1960 a further decline took place in the prices of ‘both metals,
this being attributable in part to a larger supply from the Seviet Union on
the London market.

latin American lead and zinc exports, which come mainly from beicd
and Peru, followed the trend of prices for, while lead exports fell in

1959, zinc exports increused.

;2/ Quotas were fixed at! 80 per cemt of.average anmual volume for the
period 1953-57.

" [Pigure ITI-IX
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9. Petroleum

The dominant feature of the world petroleum market during 1959?60 was
".over-production on a large scale and stranger international competition
which led to price cuts in the main exporting/areas, At the beginning of
1959, producers both in the Middle East and in Venezuela reduced their

. prices for the various types of crude petroleum by 8 to 10 per cent, This
reduction was first considered as a return to the market conditions exist-
ing before the Suez c¢risis, but in August 1960 the leading Middle Eastern

- producers agreed on a further price cut which was not ~ at least nominally -
followed by Venezuelan producers as 2 reSult of opposition by the Venezuelan
" Government, 1/

Over production is no new phenomenon in the world petroleum industry,
but in addition to the fact that present surplus is the highest since the
world depression of the thirties,l&/ the situation has been complicated
~ this time by other developments in recent years, as for example the
_ protectionist policy of the United States, the expanding volume of exports
from the Soviet Union « which is also claiming its "historic share" in the
world petroleﬁm market - and the higher level of output in a numbér of
countries which previously depended on imports to satisfy their requirements,

Figure TII-XI shows that crude petroleum prices followed a very
slight upward movement between 1950 and 1957, This trend is in sharp
contrast with the frequent and wide price fluctuations experienced by all
the other stable Latin American export commodities. Moreover, the fall

- 13/ Although the Venezuslan Government was opposed to producers c¢hanging
their posted prices, the latter have in fact been selling at prices
lower than in the previous year through the granting of discounts
which vary with the amount of the transaction and the market of
destination. The practice of discount sales became so general that
the Venezuelan Government was obliged to recognize it, confining
itself to recommending that discounts should be kept within reasonable
limits.

14/ In this comnexion, see the comments of the Petroleum Press Service,
London, May 1959, and of the National Instltute of Economlc and Social
Research, Econoic Review, September 1960.

/in‘getrolenm
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in petroleum priées in 1959 meant mthing more than a return to 1956 levels,
i.e.to the prices being paid béfore the Suez crisis interfered with Middle

East productioh:ana.exbprts.l In this respect too, petroleum prices have
followed a course different from that of other primary commodities for

some of which present prices are now lower than in 1950.

As to the volume of exports, figure III-XI shows that exports from
Venezuela showed a firm upward trend between 1950 and 1957, in the latter
year reaching the highest figure ever recorded. The fall in exports in
1958 was temporary, since in\l959—60 their volume remained at a level
approximately equivalent to that of 1957, At all events, this means that
in the last three years a halt has been called to the expansion of
Venezuelan exports of crude petroleum and refined products from 1946 to 1957.

One event which may have far-reaching effects on the world petroleum
mrket was the recent creation of the Organization of Petroleum Exporting
Countries. Venezuela, Iraq, Iran, Kuwait ard Saudi Arabia, which are
members, together control 90 per cent of world exports. Among the aims
of the Organization mention should be made of the study of ways and means
of keeping petroleum prices stable and of ensuring co-ordinated action in

mtters connected with production.ié/

15/ But see footmote 13,

1/ According to information appearing in the 0il and Gas Journal, Tulsa,
United States, 26 September 1960,

[Figure IIIXI
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II., EXPORTS, IMPORTS AND BALANCE OF TRADE

1, Fxports

In 1959, two trends which had been apparent in Latin American exports
since 1955 reached their highest intensity: on the one hand,the fall in
primary commodity prices on the internatiomal market; and, on the other, _
the increase in the quantum exported, As regards prices, the drop registered
in 1959 brought their index to the lowest level for the whole of the fifties,
while by way of contrast the index of the quantum exported for the same
year reached the highest point for the whole decade.lz/ A comparison of
the indices for the beginning and end of the decade shows that the increment
in the quantum exported excesded the drop in prices, which was reflected in
the greater value of exports in 1959 in relation to 1950, This result is,
however, far from satisfactory for the rise in Latin American exports is very
low in comparison with increase over the same period in other areas of the
world. |

Table III-2 shows the variations in latin American exports over the
last three years. For the area as a whole the decline in the total value
of exports was relatively strong in l§58 (approximately 7 per cent as
compared to 1957) and was felt meinly in the coﬁntries exporting coffee,
sugar, non-ferrous metals and petroleum, In nearly all the countries
affected by the reduced value of exports, the dominant factor was the
fall in prices on the internatiopal market, In Venezuela,.however, the
main cause was the decline in exports of crude petroleum ard its derivatives,
which was in its turn a result of the return to pre-Suez conditions,.

In 1959, there was a further deterioration in extermal prices of coffee,
sugar, cacao, cotton, lead and zinc, with the prices of petroleum alsc |
beginning to fall. In some cases this fall in prices was counterbalanced
in part or in whole by increases in the'volumevof-exports, as was the case
for the main exporters of coffee (Brazil, Colombie and Guatemala) and of
petroleum (Venezuela). In other cases, e.g. that of sugar exporters: Cubs
arnd the Dominmican Republic, the drop 1n prlces was aggravated by a simulm
taneous contraction in exports. By way of contrast the copper and tin
exporting countries - Ghile and Bollvia reSpectlvely - not only achieved
a substantial growth in their export volume but also earned higher external

17/ In this éonnextion, see the quantum ard unit value indices for exports
published in the United Nations Monthly Bulletin of Statistics,
January 1961,

/table ITI-2
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Table III-2
LATIN AMCRICA: VALUE OF EXPORTS IN MILLIONS OF DOLLARS AND PERCENTAGE
VARIATION AS COMPARTD T4 THE PREVIOUS PERIOD
Commodity 1958 1959 Jenuary- Jomuary=
and exporter i Varia~ Veris» duns of dums af . N
courdry - Value tion Value tion ,19” v 1960 ton
Value
Cnggo
Brazil 1243 «10,% 1 282 3.1 577 605 4.8
Colombie 461 ~9,8 470 1,9 218 210 3.7
Costa Rica - 92 10.5 77 ~16.3 48 52 8.3
El Salvador 116 ~16,0 113 “246 85 ] ~2M
Cuatemala i 107 6.1 108 1.0 65 72 10,7
Heitl © 39 1.7 28 -28,2 1’ 17 204
§u_ga.r o .
Gube 763 - 9.7 63 8 I-l.'ﬁﬁ “ ’ ees ese oNw
Deminican Republic 137 ~14.9 130 50l 78 77 . ~13
Benanas
Eouador 133 040 140 543 (5] 68 7.9
Honduras 69 6.1 %0 14 sos ove Y
Penema 33 943 34 3i0 18 19 545
Wheat end Agrie '
cultural come ) SN
moditice ; -
Argentina 99h' 1.9 1 009 1.5 ' 'kgo 540 10,2
Uruguey = - - 139 8.6 98 «29,5 66 61 22,7
Mua . R » [ N : .o '
Bolivia .50 “32.4 59 18,0 28 LR L5
Chile T 3By »15.3 499 28,0 242 260 AN
Hileé llanecus R A . ' ' o
Mexteo @& 1 753 2.4 397 36 -9.1
Pareguay - - 3% 30 S8l <98 15 11 «2647
Peru 292 «12,1 33 ‘J‘.q.‘é 132 185 4o.1
Totad 5 890 “6s6. . 5926 . . 0.6 2 588 2 704 . WS
Vonozunla 2510 B 2 - =78 11M 1100 . =643
G'rand tota.'l. 8 uoo 718 2uo: , eL9 376 1.1

3 8ol

uree: Internationsl Monetary Fund, International Pinansial Statdsticse

E/ See note 18, pago 656

b/ With the exdeption of Veriszuela these figures do no't inslude adJmtmonts mu!o by the Imermtioml Monetary

fund in its belence of poyments statistios.

./prlces' for =
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prices for their products, so that the value of their exports considerably
exceeded figures for the preceding year. For Latin America as a whole,
however, the total value of exports in 1959 fell by 2 per cent as compared
with 1958,

Preliminary information for the first six months of 1960 shows a slight
improvement over 1959. ‘The total value of exports for that period, excluding
Cuba and Homduras, exceeded exports for the same period in 1959 by 1 per cent,
but, if Venezuela is excluded, the increase is 4.5 per cent (see again table
III-Z),lé/ The greater volume of exports of cereals from Argentina, of copper

from Chile and Peru, and of wool and meat from Uruguay contributed greatly to

this rise in the total value of exports. Total sugar exports also expanded
substantially, as is shown by the higher value of exports from the Dominican
Republic. On the other hand, there was a fall in the exports of the main
coffee producing countries -~ Brazil and Colorbia - and VEnezuelan exports also
shrank as a result of the drop'in real export prices of crude petroleum, for
export volume remained at approximately the same level as in the previous

| 19/
year,

The export crisis led to a2 slump in latin American imports in 1958-59.
The fall affected 16 out of the 20 Latin American countries in 1958 and
for the area as a whole represented a decline of 8.6 per cent as compared

to 1957. 1In 1959, lﬁ countries - many of them for the second consecutive
year - had again to employ various methods to reduce the value of their

18/ Total figures for the first nine months of 1960 for a smaller number of
countries show a rise of 4.9 per cent over the same period in 1959.
The breakdown by countries is as follows:

Jaruary - September Variation
1959 1960 |
Argentina o 45 826 10.9
Brazil 980 960 «2,0
Chile 373 397 6.4
Colombisa 329 332 =T7e5
Costa Rica 1 70 14.7
Dominican Republic 101 119 : 17.8
Mexico 578 571 ~)o2
Panama 27 25 ~Tels
;araguay 2%3 39 -20.8
: Uigguay g8 EOZ gg:h
Total, 11 countries 3,554 - 3,728 L.9

12/ See footnote 13 above,
/burchases abroad
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purchases abroad and this led to a fall of 7.4 per cent in total Latin
American imports in that year as compared to 1958.

To sum up, in 1958 and 1959 total imports fell off by 1,452 dollars
~ (15.3 per cent) as compared to the 1957 level and in cne year or the
- . other < all twenty countries were affected. For the .most part the result -

e ﬁas,curtailedrimportsrof goods since thgir price index moved down by only
three per cent as compared to 1957, .

A reduction on such a scale has adverse effects on the level of
economic activity in the Latin American?oountries in view of the great
share represented by capital goods and industrial raw materials in the
Amports of each of them, Accordingly, during the first six months of
1960 there was a tendency for imports to grow and this was, in some cases,
.- favoured by improved export revenue ~ in Chile, Peru and Uruguay, for
-example ~ and in others - mainly in ¢rgentina ~ it reflected the avail~
ability of external credits to support stabilization programmes. Fusther-
more, it should be peinted out that in 1960 various countries had
liberalized or continued to liberalize the import restrictions which
had been imposed during the two previous years by means of exchange
surcharges, prior dep051ts and schedules of prohlblted imports. On the
other hand the establishment of a system of exchange controls in
Venezuela with effect from November 1960 and the legislative provisions
which in Cuba gave a State organism a monopoly over & part of imports
show that 1n those countries 1mport controls are liable to become more
severe. , o :

In the first six months of 1960, imports 1nto 51xteen countries for
which figures are available expanded 18 per cent over the equivalent
period in 1959 (see table III-3). Increases occurred in 14 of the 16
countrles appearlng in the table and although the increase was 15

/Table III-3
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Tablo III-3

LATIN AMIJRICAI VALUE OF IMPORTS OoI,¥, IN MILLIONS OF DOLLARS AND PERGENTAGE
" VARIATION AS COMPARED WITH THE PREVIOUS PERIOD

1958 2959 Jenuarye.  Jamarye
Importer s L « C Jund’s/ June g/ Varies
T Vapdase 1 1960 :
country Value Varte | Yalue Varia- 959 B tion
- tion tion
' - - Value
Brazil 135 =91 1 3% 1.5 ')'12 - 674 ! . =3
Colombie boo . =17.2 k15 3.7 202 2hh 20,8
Costa Rioa ©99 =349 103 4.0 50 51 © 240
El Salvador 108 =61 9 ~8.3 9 55 12,2
Guetemale 150 2,0 13k 10,7 69 n T 249
Haiti L3 10,2 30 =302 15 19 2649
Nicarague 78 <347 67 -1kl 32 34 6e2
Cuba 868 0.7 736 171 s ees . ese
Dominican T L
Republio 49 9e5 135 =9ub 73 ‘ 53 .. . =274
Eeuador 105 -209 108 2.8 49, 55 122
Honduras 75 5.1 71 ) ) ,v "503 [T} one (X2
Panama, 109 ~6.8 16 Salt 52 é3 - 21,1
Argentine 1233 5.9 998 . ~1945 363 566 . . 5549
Uruguey 151 ~40,8 160 640 69 100 4,9
Bolivie : 180 =13.1 65 -18.8 " aee Y . v-(cop.
Chile "5 =641 413 ~0e5 178 265 k8,9
Mexico 1129 -2.3 1 007 -10,8 486 572 1.7
Paraguey ' 38 14,7 31 =184l 1k 18 2846
Peru 335 ~16.3 2% «12,.8 143 179 2542
Total € 938 “742 € 351 -843 2 556 3 019 18,1
v‘m!u’l& 1 ‘71“' ‘-llho : 1 667 "2,8 YTy e FYYy
Grand total 8 %52- -8, 8018 74t con- coe son

Sources International Menetary Fund, Imterna%ionsl Financial Statisticae
&/ Ses footnote 20, page 68, ‘ ' ’

/per cent
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per cent for a longer period and a smaller number of countries,gg/ it
seems to be beyond doubt that total imports in 1960 are bound to exceed
the 1959 figures. |

3. Total balance in the goods and services accdqégp,

The contraction of imports in 1958-59, which wms‘relatively'sharper than
that of exports, led to a substantial reduction in the balance-of-trade .
deficit for Latin America as a whole, excluding Venezuela,gl/ although the
deficit persisted in the case of a2 large number of these countries, In
. fact, from a glance at the table III-4 it is apparent that, although the
deficit was lessened in some of them ~ Bolivia, Brazil, Cuba, Guatemala, Haltl;
Honduras and Nicaragua -, the most important changes took place in
-Argentina, Chile and Peru, wheré the balance was negative in 1958 and

20/ The velue of imports for the first nine months of 1959 and 1960 was
as follows, in terms of values c.i.f. and millions of dollars:

January - September Variation

1959 1940 Percentage
Argentina 692 : 850 22.8
Brazil 1,057 1,047 1.0
... Chile. . . 285 382 . "~ 34.0
. . Colombia 311 368 © 18,3
Costa Rica 75 79 5.3
Dominican Republic 107 76 -29.0
.. Mexico 739 882 19.3
,.. Panama 82 93 . 13.4
Paraguay 23 28 . 217
Peru T 218 278 27.5
Uruguay. e 116 - 182 .- - 56.9
Total for 11 countrles 3 705 h,265' 15,2

__/ Venezuela's trade balance is traditionally well on the credit side,
but the surplus is offset by remittances made under the head of
foreign investment returns in the services account,

/Table III-l
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Teble 1IIek
LATIN AVERECAs TRAJE BALANCE SITUATION
(111110n3 of dollars)
: Jarmary=~ January=
Country T 1%y 1958 1959 June June
- 1%9 1960
Brasil -9y ‘ «110 -92 S =35 asﬁ
Colonbia 28 - a 55 - 16 L
Costa Rica -20 -7 «26 o =2 S |
Bl Salvador 23 8 ‘ W 36 _ 28
Guatemals - =33 =43 -26 -4 1
Halitl -5 -l - : -2 1 . «2
Niceragua -17 - -2 © 20 | 8
Cuba 49 ~125. . 98 teo . T aee
Dominican Republic 25 ~12 -5 _ 5 - 24
Eouador 26 28 : 32 : A_' n 13
Honduras -14 -6 -1 _ ose 113
Panama . «-81 e 76 . =82 - -3k ' -l
Argontira 335 ~234 16 127 -26
Uruguay . . . ~127 -12 62 -3 =19
3011ﬂl o “18 "30 ‘6 ses sae
Chile 17 -26 85 6l -5
Mexico -}28 -39k ~25 -89 ~211
Paraguay 1 =i 0 B Y
Poru <68 -l3 29 ~11 6
Totel =112 -1 013 ~l25 4 =339
Veneruela ) 7146 796 64y Y ETY
GM t“&l "'u26 "2“7 222 enn see

Sources: Tebles III-~2 and IlI=3,

[positive in
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positive in 1959.22/ But, in the early months of 1960, the situation
altered again, Two of the countries which, in 1959, had recorded a
positive trade balance (Argentina, ColOmbia), showed a deficit in 1960,
~while Mexico's negative balance became even larger.gz/ .
The goods and services account for latin America as a whole in 1957

- showed a negative balance of 1,827 million dollars. About a third of this
(538 million) corresponded to Venezuela, but the new petroleum concessions
granted in that year raised the Goverrment's revenue from royalties and
other charges, and inereased the inflow of foreign capital. As a result,
tﬁg large deficit in Venezuela's current account was not reflected in a
decline in its international reserves which, on the contrary went up by
SQQ;million dollars in 1957 (Sge tables T11~5 and III-6)., If Venezuela

is excluded, the deficit in Latin America's goods and services account
totalled 1,289 million dollars, chiefly because of the high negative
balances registered in Argentina, Brazil, Chile, Mexico, Peru and Uruguay.
Owing to an inflow of foreign capital, however, most of these countries

were able to finance a sizable part of the total deficit, thereby ensuring
that their overall international holdings = again exclusive of Venezuelals =~
shrarnk by only 364 million dollars, i.e. by roughly a third of the overall
deficit.

22/ Mexico and Panama also have trade deficits, but their services accounts
usually show a surplus.

23/ In order to supplement the figures in table III-4, the following
information is given on the trade balance for the first nine months
of 1959 and 1960 (in millions of dollars):

January - September

1959 71960

Argentina 53 w2y
Brazil ' =17 -87
Chile 88 - 15
Colombia L8 =36
Costa Rica -1l -9
Dominican Republie -6 43
Mexdco 161 =311
Panama -55 ~68
Paraguay 1 -9
Peru 0 .25
Uruguay -28 =76
Total ~151 -537

/Table III-5
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Table - III~§

LATINUAMERICA: TOTAL BALANCE ON CURRENT ACCOUNT (GOODS AND. SERVICES)
(Millions of dollars)

Courtry 1957 1958 1959
Argentina . =301 256 W
Bolivia . -3 -36 -
Brazil - =285 -264 -340
Chile ~122 -108 -5
Colombia ‘ - 71 Ll 57
Costa Rice | -20° -9 26
. Cubs -&9 »128 .
Dominican Republie 23 11 -3
Eouador ’ B : ~15 -1
El Selvador ' ‘ a 2 1 0
Guatemala R -9 -37
Haitd L -3 2 0
Honduras -6 i -9 -2
Mexico J , -175 -203 -2l
Nicaragua o o oy
ﬁnmma -24 =16 -15
Paraguay -9 -13 w2
Peru 157 ~119 -39
Uruguay . ~122 ' =Y =hly
Totel -1 289 1 207 517 -
Vonezusla ' -538 -81 1
Grend total -1 827 -1 288 =516

Source: International Monetary Fund, Balance of Payments Yeé,!-book, vols, 11-12

/Table 1116
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Teble III=6
LATIN AMERICAs NET VARIATION IN INTERNATIONAL RESERVES
(Millions of dollars)
y ' Ag on 30
Country 1357 1958 1959 Sep:em%ar
: 1960

Brazil -135 11 -27 -12
" Colombia i 15 52 ~k9
Costa Rica 0 8 i 1
El Salvador ° 1 -2 0 -l
Guatemsla 4 -26 -8 6
Hait1 -5 -1 1 1
" Miearagua i -3 1 -1
Cuba -38 -68 - ~116 29
Domintoen Republis 9 .1 -5 y
Ecuador 2 ~mlf L
Hongures -2 -8 1 2
Panama, ~13 19 -8 vee
Argerting ~96 -15% 220 248
Uruguay ~19 =3 7 7
Bolivia 5 l 6 -5
Chile =30 13 7 «32
Méxio0 -36 81 1 -5
Paragusy ~1 1 -l -lf
Peru -33 -3 21 6.
Total -36k <311 252 189
Venszuela . 504 «396 o =34y ~126
Grand total 10 “.-7\0? | =97 63

Sourcet International Monetary Fund, International Financisl Statistics,

/A big
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A big change took place in 1958-59 both in the goods 4nd services
account and in 1nternat10nal reserves, The deficit of 538 million dolléfs
in Venezuela's current account in 1957 dropped to 81 million in 1958 and.
was virtually w1ped out in 1959, But in both years, this country suffered
a substantial loss in its international reserves (of 396 and 349 million
~ dollars, respectlvely), apparently because of the flight of capital, for
which part of’the responsibility must be attributed to the financial
difficulties 5ésetting the country and part to the frequent rumours on a 1
possiblé deﬁaiuation‘of the bolivaf. For the other countries as a whole,
the deflClt on current account remained much the same ~ 1 ,289 million
dollars in 1957 and 1,207 million on 1958 ~ as substantial negative
balances persisted in Argentina, Brazil and Perw, and those of Cuba and
Mexico became ever larger. Notwithstanding, the deficit in 1958 brought
about a drop of only 311 million dollars in international holdings, of
which Argentina accounted for 157 million, A largevproportion of the
current account deficit in 1958 was financed by compensatory foreign
¢redit, since the inflow of capital for direct investment or in the form
of long-term loans for specific development projects was less than in
1957, | | ' .

As the trade deficit was éonéiderably‘reduced in 1959 owing to the -
drastic curtailment of imborﬁs by a good many countries, this was instru-
mental in bringing down the total deficit on current account - excluding
Venezuela - to 517 million dollars from 1,207 million in 1958. Brazil
was practically the only country which still had a high negative balance
in its current account. As it continued to finance the deficit from
external compensatory credit the drop in its international holdings was
fairly‘small (varely 27 million dollars), Because of this ¢ircumstance
and the large foreign credits obtained by Argentina in support of its
stabilization programme, the total deficit on current account for all the
countries, except Venezuela, had no adverse impact on the international
reserves in 1959, which; on the contrary, showed an improvement of 252 -
million dollars., Cuba and Venezuela wsre the only two countries to lose
a large part of their international holdings in that year, mainly - in -
Venezuela at least - because of the flight of capital;

/Dufing the
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~ During the first few months of 1960,“3 large increment was recorded
in the trade balance deficit, which was undoubtedly reflected in an increase
in the current account deficit. Nevertheless, the position of the région's
aggrégate international-holdings had not deteriorated to any marked extent
by the end of September, although fairly sizable reductions had been noted
in the case of Colombia, Chile and Mexico. Moreover, although Venezuela's
international -holdings ‘continued to dwindle in 1960, they did so on a much
smaller scale than'in the two previous years. It should‘be pointed out,
however, that, in 1959 'as in 1960, the increment in Argentina‘s inter-
national holdings, which had a decisive effect on the regional total, ;as
attributable to the large external credits obtained by that country.

III. THE BALANCE OF PAYMENTS

1. Capital movements

It has been stated elsewhere in this chaptergé/ that 1957 was the
year in which Latin America's total imports reached their peak in value.
Some of these additional imports were financed from export earnings which
also climbed to a record level in that year. However, since the deficit’
in current transactions ~ goods and services - in the balance of payments
was exceptionally high (see table III-7), a major share of the rise in
imports were paid for by foreign capital, either in the form of direct
investment or of official and private credits, The above-mentioned
table gives an outline of the total movement of capital, in which the
position of Venezuela is shown separately in view of the importance
attaching to foreign investment in that country's petroleum industry.
Most of the high net inflow of foreign private capital into Latin America
in 1957 went to Venezuela as a result of the new petroleum concessions
which it had granted to foreign capital in that year. The suspension of
investment in the Venezuelan petroleum industry in the next two years
meant that the net inflow of foreign capital into that country came almost
to a total standstill. This, together with the reduction in the net 4
private capital entering Brazil, Mexico and Peru (see also table III-8),

24/ See sub-section 2,

/Table III-7



E/CN;12/565

Page 75
Table 1II-}
LATIN AMERICA: BALANCE OF PAYMENTS, 1957-59
(Millions of dollers)
(197 1958 . 1959
A Current transastions
(1) Net belence of goods and servises o
Venezuela ’ ' #5368 =81 1
Other countries - =3 289 =1 207 17
Total «1 827 : -1 288 =516
(2) Unilaterel transfers )
Venozuela ~29 «31 =30
Other oountries 59 il b
Total 30 39 -3
Total net balance (1 + 2) '
Venezuela =567 =112 . =29
Other ocountries el 230 =1 137 11
Total =1 797 =1 2l9 ~U481
Bo Movements of eapital
(3) Privete capital AR
Venezuela 1 005 27 136
Other countries 08 470 . 516
Total 1 N3 . ' L9y 652
(4) Net change 14 ‘internationsl reserves
(increase =) _
Venezuele «50l 396 349
Other countries 36k 311 =252
Totel | -tho 207 97
(5) Other official and benk eapital
Venezuela 0 -y 117
Other countries : 30k £55 250
Total 30k -8 367
(6) Errors and omissions o/ : ‘
Venezuela 66 -304 573
Other countries =146 ~299 ~62
Total «80 =603 =635
Totel ocepital and gold bullion
3+U4+54+6) L ’ '
Venezuela =~ = . N 569 112 29
Gther oountries e 1230 1137 Ls2
Total 1 99% 1 2k49 46

Souroces International Monetary Fund, Balanse of Paymerts Yearbook

y The mimis 5ign for the item Errors end omisaions indioates & net underostimate of debits or a
net overestimate of the oredits recorded, whereas a plus sign indicates a net underestimate of .
eredits or an overestimate of debits,

/Teble III~8
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. Tebls III=B
LATIN AMERICA: NET MOVEMENTS OF FOREIGN PRIVATE CAPITAL
' (Mil1tons of dollars)
M. Y o 1958 1%9
_Argentina - 6 «12 55
‘Balivia B 10 15 19
Brazil “ , 352 231 212
Chile . b9 b2 59
.‘C_olg'!qbia -79 ~13 20
Coste Rice 3 0 =
Cube kg _ -13 . ese
Towinjeen Republis 1 33 -9
ﬁQu;dor | 3 Y 3
Fl Salvador -4 1 <6
Guetemala 17 18 24
Haiti ' ~13 _ -l -8
Hondurds 1 -6 -l
Mexico 143 86 117
Nicaragua _ 9 3 3
Panama ' 9 n 12
Peraguey o 6 w2
Peru &4 57 24
Ug-;sgugy 23 11 ~10
Total | S 908 ) 516
~ Veneguela 1 005 27 136
 fotal S b9y 652

Sourge: Internsiional lonetary Fund, Balance of Paymemts Yearbcok,

/ b - ' /led to
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led to a sharp cut in Latin America's total net receipts. . Moreover, ...
although the movements of cenital lergely consisted of private direct = . .
investment they also ineluded - especially in certain countries such as ...
Bra21l - trade credit from foreign suppliers, o
In 1958, the deficlt on current account was still fairly high and, . -
if Venezuela is left a51de,was roughly equivalent to the 1957 deficit.
Following the decline in net private capital receipts, the financing of
the 1958 deficit had to be left mainly to official and bank capital.. Part
of the movement of these two types of capital consisted of external credite
to defray the cost of specific development projects (e.g. those of the
International Bank, the Export-Import Bank, etc. ), and another part was
constituted by compensatory credits, such as those from the International
Mbnetary Fund, the. United States Trcasurv, and certain foreign banks. As
the movement of these compensatory credits 1ill be reviewed later,gé/
the only credits considered in the present section are those granted by
external sources for development purposes.
(a) International Bank

The new credits authorized for Latin America in 1660 far exceeded
the amount approved in 1959, In 1960 as in the two preceding years,
the bulk of the new creiits was allotted firstly, for financing electric
energy projects and, secondly, for railway and road construction and
improvements (see table III-9). The new credits for slectric energy
development were g ranted to Cclombia, El Salvador, Honduras, Nicaragua
_and Peru while those for commamications went to Colombia, Mexico, Panama
and Peru.

Although the net inflow of fresh capital for basic development projects
has been declining recently owing to the increase in the yearly amortization
of credits granted in the past, the fact that the new credits authorized
in 1960 will be larger may be expected to modify that tendency.

(b) Export—Import Bank
The operations ef : he Bximbank in Latin America also increased in

number and value in 1960 partly as. a resalt of the expansion in the,United.

25/ See section III.

/States export
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States export programme and ofjsomplinnovahione in financing methods which
enabled the Bank to accept & larger share of the risk when guarahteeing
credits, But, although the total amount of new credit authorized in
‘1960 was considerably more than in 1959 (see table III-10), the net inflow
of capital from the Eximbank was cut to the minimum, This was due, on’
the one hand, ‘to the fact that most of the new credits Qere authorized in
the last fzw months of the year, disbursements thus falling considerably
‘below the total granted and, on the other, to the high level currently
reached by yearly amortizations of credits given in . previous yearé.
(c¢) . Development Loan Fund |

The activities of this United States Government agency continued to
expand in Latin Americe during 1960 not only as regards the amount of new
- credits authorized but also with respect to the purposes for which such
credits were granted, In accordance with a now line in United Sates foreign
policy, the Development Loan Fund included in its operations the granting

of credits for projects of a social nature such as the construction of
housing. Colombia, Peru and Venezuela received credits for this purpose
in 1960, even though the majority of operations continued to be linked to
basic development projects (electric power, roads, etc.). Some of the
“new credits approved in 1960 were granted in the currencies of the
respectiﬁe‘recipiént countries (Guatemala, Honduras, Panama and Peru)
and were- intended to cover the costs in local currency of projects financed
- in foreign~currency ~ by the International Bank and the Export-Import
(d) International Finance Corporation

Investment in Latin America by the International Finance Corporation,
“which was on a very small scale during the Corporation's first two years of
operation, increased considerably in 1959, when it rose to approximately 14
million. dollars, and continued in 1960 at a level comparable to that of
1959, Clearly, the investments made by the Corporation are small when
compared with the credits which Latin American countries have secured
from bodies with greater financial capacity, such as the Export Import
Bank and the International Bank; but this can be explained by the very

/Table III~9
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Table IIIe9
INTERNAlTIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENTS
OPERATIONS IN LATIN AMERICA
(Mi114ons of dollars)
17 - - 1958 1959 1960
Not eéredits a\lthol‘iz‘d e ‘ 1“6.2 12&12 80.2 156.8
Dil'bur!ementﬂ . . : ) al 19 72 «0 ) ’ 68-6 juiay .
Amortizations 21,2 323 . 3545 18490/
Net receipts S . 607 ’ 39.7 © 33 15.4a/
Destination of new oredits
Electric energy o 5.0 1342 652 N7
Roaeds and railweys 15.1 20.5 5.0 o 3.l
Miscellaneous 2648 " 19,6 C 20,5« 2240
Total

x

469 Wha 807 © 156,8

Sourcest International Monetery Fund, imermtioml Financial Statistics,and Internationsl E‘inaneig_l_ '
Newe Sur7eye

8/ Januaryejune ¢
Teble III:-IO

EXPORT~IMPORT BANKs OPERATIONS IN LATIN AMERICA

(M21140ns of dellars)

1957 _ 1958 _ 1959 1960
Now oredits authorized 250.0 S AT . 2393 38ke2
Disbursements - 24,5 - - . Wgs2 - . 3bs.y _ 163.8
Aportizetions _ 120,56 " 13343 : 15343 15947

Net receipts ; 13,9 - 3519 1924 4.2

Sourcet Export~Import Bank, Press Releass, 1€ Jamuary 1961,

7nature of



E/CN,12/565
Page 80 .
i -
nature of the Corporation. Furthermore, it should be pointed out that
the investments made by the Corporation involve siﬁultaneeus investment
of private capital, national or foreign, and accordingly the part the
Corporation plays in promoting new industrial enterprises and in the expansion
of existing ones im greater than might be imagined from the amount of
investment it provides. The projects carried through in 1960 included two
.plants ~ one in Argentina and the other in Venezuela = for the manufacture
- of steel products, a pulp plant for the manufacture of paper in Argentina ‘
and a plant for the manufacture of metal containers in Colombia. '

\

{e) Other international crediy agencies
| At the end of Se utember 1960, the International Development Association
was legally constituted as an affiliate of the International Bank, The
‘founding charter of the new Association authorizes the granting of credits
on more liberal terms than are at present allowable by the International
Bank., At the end of 1950, 37 countries msmbers of the International Bank
had completed the necessery formalities to become members of the Association
and these included three Latin American countriss: Chile, Honduras and
Nicaragua. Other Latin American countries were going ahsad with legal
procedures to become members of the Association, '

During 1960, final arrangements also went forward so that the Inter-
American Development Bank could start operations. The Bank's creation
was approved by the mugorlty of Latin Amerlcan countrles and the United
States ‘at the end of 1959, 25/

ﬂ ”“‘,,w.‘g‘ alance of: pavments

+

' The worsening of condit tions in the export sector in 1958 mainly a
result of the fall in external prices, brought about a substantial decline
in Latin Americats foreign currency income, and although most countries
similtaneously reduced the value of their importé, the trade deficit and
_the overall deficit in eurrent transactions. continued-at a level as high
as in 1957, with the added adverse circumstance of a decline in the inflow
of foreign capital in 1958, As a result, some countries - Argentina, Cuba,

26/ The authorities of the Inter—American Development Bank announced the
' granting of the first loans in February 196l.

/Guatemala, Honduras,
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Guatemala, Honduras, Mexico and Venezuela ~ experienced a sharp decrease

in their ihternational holdings, while others - mainly Brazil - had to
draw on external stabilization credits., The balance-of-payments deficit
for the area as a whole amounted to 1,152 million dollars, a third of which
was accounted for by Venezuela (see table III-11), .

The balance~of-payments position showed a marked improvement in 1959,
not as a result of any real change in the depressed state of the export
sector but rather because a number of countries continued to reduce the
value of their imports, The total deficit on current transactions was
cut in 1959 to slightly less than half the 1958 figure. Only two countries
~ Cuba and Venezuela - suffered a further substantial decline in their = . ﬁ
international reserves in 1959 although, by way of contrast, compensatory} “
external credit continued to run at a high level in Argentina,?Brazil and
Colombia, For Latin America as a whole, the balance~of-payments deficit
was reduced in 1959 to 480 million dollars, although,'és may be seen from
table III-1l, the position of some countries underwent important changes,

In Argentina and Mexico, the balance of payments was favourable, partly as .
a result of cutsin imports and also of a slight improvement in éxport iﬁcomé.
Chile had a relatively large surplus as a result of a considerable rise

in the value of its exports, while its imports remained at the éame;ieVel

as in 1958, Lastly, the surpluses registered by Bolivia and Peru were a
reflection both of the greater value of exports and, of the lower  value

of imports.,- It should also be noted that, in the aforementioned countries .
but with the exception of Peru, net foreign capital contributions were

higher in 1959 than in 1958, By contrast, the balance-of-payments deficit .
continued to be sizable in Brazil, Cuba and Uruguay and particularly in -
Brazil.,

In the first nine months of 1960, there were further substantial
changes in the situation, Total imports expanded to a much greater ex$ent'
than exports and, as a result, the tradé deficit was higher than in 1959,

In addition, although complete information regarding the inflow of foreign
capital is not available, the figures of the balance of payments of the
United States with Latin America show that the net flow of public and prlvate
capital in 1960 was smaller than in 1959. The greatest pressure on the

;/Table'III—ii
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Latin American balance-of-payments came from the decrease in the inter-

national reserves of certain countries = Chile, Colombia,kEl Salvador, Mexico

and Paraguay ~, although for the area as a whole international holdings im- |

proved because of an increase in Argentina, The rise in Argentina's |
fefhational‘reserves, however, resulted to a large extend from the

large amount of external stabilization credit that it obtained, But

the most important change in‘1960 was perhaps the stabilization credits

granted by the International Monetary Fund. In 1959, a fair number of

countries paid: off their debts to the Fund in part or in whole, so that

as a result Latin America as a whole transfefred 40 million dollars to

the Fund; in 19450, on the contrary, the stabilization credits granted

by the Fund amounted ic a net sum of 39 miliion dollars, Furthermore,

the use of external compensabory credit from scurces other than the

International Monetary Fund reached high figures in‘Argentina, while in

Brazil it exceeded the figures for the preceding year, By and large,

the balance~of-payments deficit of Latin America ~ excluding Venezuela -~ .

was higher in the first nine months of 1960 than in 1959 owing to a

larger deficit in Brazil and to defisits in Chile, Colombia and Mexico,

countries which had shown a surplus in 1959, If Venezuela is included,

the total balancewof-payments deficit in ]960 was less than in 1959 as

a result of Venezuela having lost less foreign currency in the,former

year,

/IV, TRADE
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IV, TRADE IN SELECTED COUNTRIES

During the last five years Argentina's exports have registered small
arinual increments within a trend towards recovery which by 1959 had not yet
climbed above the levels reached in 1953-54, although these were not the
highest attained in the decade just ended. In the first 9 months of 1960,
however, the upswing gained momentum, the value of exports increasing by
11 per cent in relation to the corresponding period in 1959, In both
relative and absolute terms, this represents the greatest annual improve-

- ment in Argentine "expo'x‘-fs since the dpcline recorded in 1955,

Broadly speakirig,the recovery in the value of exports reflects an
ejcpahsion in their duantum, which in fact rose by 30 per cent between 1955
and 1959; but the deterioration in the external prices of most export
commodities offset a considerable proportion of this increment, so that
total values increased by only 8 per cent between the same years, The
larger volume of exporis also accounted for f,hei;r higher value in 1960,
this time in conditions of relative stébility as regards the extérnal
prices of some commodities - mainly cereals -, while those of qthers, such
as meat and milk, improved slightly. _

At the beg:mnlng of 1959 the Government adopted a substantive exchange
reform which replu.ced by a régime based on a fluctuating free rate the
complex system of multiple rates (partly controlled and partly free) in
force up to that time, Nevertheless, the devaluation of the external
exchange rate which resulted from this reform exerted no very significant
influence on exports in 1959, partly becawse it normally tekes some time
for action of this kind to affect producers! plans, and partly because a
,pmportion‘of the additional income accruing to exporters in consequence
of the devaluation was absorbed by the Government through the duties
(retention percentages) applied to most export commodities. This helps to
explain why the increase in total exports in 1959 was so small, amounting
to barely 1.5 per cent over the 1958 figure - a lower increment than in
the two preceding years, ' ;

The gradual abolition of the duties referred to and the higher support
prices established for most agricultural commodities permitted a substantial

/expansion of
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expansion of exports in 1960, Other contributory factors were the reduction “
of the sales tax on certain products - including meat and Quebracho extract -
and the change of policy which authorized the export of such volumes of
linseed as exceeded local industry's oil~-producing capacity. Exports of
linseed had formerly been prohibited, Ny

Imports reacted sharply to the exchange reform, not only because the
devaluation itself implied a rise in thelr cost, but also om,ng to the-
measures by which it was accompanied, i.e.,, surcharges representing varying
‘percentages of the exchange rate, and prior deposits of up to 300 per cent
of the value of the goods concerned. Although in the course of the same
year several different changes were introduced which modified this system‘s
powerfully restrictive éffect on J.mports,-Z/ the value of these latter was
almost 20 per cent less than in 1958, practically all groups of ccmmodlties ‘
being affected, but partlcularly machinery, vehicles and iron and iron
manufactures,

After two years of successive import contractions, in} the first 9
months of 1960 purchases abroad showed marked symptoms of recovery, exceeds
ing those registered in the correspording period of 1959 by 23'pe'r cent,

It was the increase in export earnings and the successful negotiations of
several external credits that made such a recovery"possiblé. No less
important was the inflow of foreign capital for the motor vehicle industry,,
as a result of the official incentives provided in respect of this activity.
Part of the expansion of imports observable in 1960 is in fact represented
by the high value of those of machinery and vehicles, which rose from a
total of 260 million dollars in the whole of 1959 to 375 million in the’ "
first 9 months of 1960, during which period they accounted for AA. per cent
of total imports,

Changes of indubitable s:Lgnlficance also took place in imports of fuel B
and lubricants. From the high value of 317 mlllion dollars - that. is, 2h
per cent of total imports - which they had attained in 1957, they declined
to 251 and 211 mllllon dollars im the two subseduent years - 20 per cent of -
totel imports in 1958 and 1959 -, and in the first 9 months of 1960 stood at

27/ By the end of 1959 prior deposits were no longer required,
/124 million
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124 million dollars, or only 14 per cent of the imports effected in that
periods This decrease in value partly reflected the fall in world market
priées and freight charges for crude petroleum in 1958 and 1959, but was
attributable in greater measure to the vigorous expansion of domestic
production, which in 1959 increased by 25 per cent in relation to the
preceding year, and in the first 8 months of 1960 kept up the same rapid
rate of grow'th.gg/ The predictions which suggest that by 1961 Argentina
will be able to reduce its imports of crude to a minimum, or do without them
altogether, thus look like being fulfilled,

In the first 9 months of 1959 Argentina's trade balance registered a
surplus of 53 million dollars, thanks to the contraction of imports, _
Conversely, the increase in the value of sales abroad during the first 9
months of 1960 was responsible for a deficit of 24 million dollars, which
did not, however, ‘affect the level of the country's international reserves
- the highest since 1956 -, owing to the substantial foreign credits obtained
in the course of 1960, But with these new loans the servicing of the /
country‘s externsl debt will a.bsorb a substantial proportion of foreign
exchange resources in the next few year%. Outlays under the head of the
external debt (teking this to includa credits utilized up to the end of
1958) are estimated for 1960 at 269 million dollars, a figure which represents

approximately 25 per cent of total export income.gﬂ/

: : 2« Brazil
The decline which took place in 1959 in external prices for Brazil's
staple export commodities (coffee, cacao, sugar, cotton, and iron and
manganese ores) had no unfavourable repercussions ‘on total foréign exchange

28/ In this connexion an illustrative example is afforded by the number of
wells drilled in the first half of 1960, 52 as against 573 throughout
the whole of 1959, according to data 'glven in the 0il and Gas Journal,
Tulsa, United States, 10 October 1960,

_2/ According to Central Bank estimates reproduced in Busmess Conditions in
Argenting, September 1959, :

/iﬁc&ne in
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income in that year, thanks to an incredse in the volume exported in the case
of some of these products (cof’ee, cotton and ores) In fact, price reduc-
tions notwithstanding the total value of exports was 3 per cent higher in
?1959 than in 1958, Nevertheless, the weakening of external prices neces~
sitated the adoption of compensatory measures in the internal market, the
chief of which consisted in the raising of the cruzeiro bomises granted to
some products and the authorization to sell on the free market the foreign
exchange earnings accruing from other exports, The outcome of the successive
modifications of the exchange régime introduced in the course of 1959 was
- that by the end of the year the foreign exchange deriving from most of
Brazil's export commodities could be sold on the free market (at rates a
good deal higher than the official market rate plus the bonus), while at the
same time there had been an increase - also significant - 4n the borms
accorded to exports of coffee, cacao, castor-oil seed and erude petroleum.gg/
" The devaluction of the cruzeiro continued in 1960, when, as from July
'of that year, ‘the bonuses granted to the above~mentioned four commodities
were again raised, so that the effective exchange rate reached 90 sruzeiros
to'the dollar for coffee end 100 for exports of cacao, castor-oil seed dnd’
crude.zn/ Other export products remained subject to the freeqnarket régnme
.adescrlbed '
In the first nine months of 1960, the total value of Brazilian’ exports
"was 2 per cent lower than in the ccrresponding part of 1959, During the
period in question, coffee exports were approximately e@uivalent'in volume

‘d/ The réglme in force for products enjoying the free market exchange rate
S . is as follows: exporters receive 130 cruzeiros to-the dollar plus the
~difference between this and the free market rate in Banco do Brasil

I,0.U.'s for 6 months at an anmual rate of interest of 6 per cert, The

free market rate fluctuates betwsen 180 and 190 cruzeiros to the dollar,
. Furthermore, the increase in the coffee bonus raised the real rate of’

exchange for this product from 37.06 cruzeiros to the dollar at the end -

of 1958 to 76 cruzeiros at the close of 1959.

31/ 'In order to prevent the rise in cruzeiro earnings per dollar from
leading to a deterioration in external coffee prices, simultaneocusly
- with the increase in the bonus the register price per bag of coffee ..
exported was a@lso raised. The measure adopted in Brazil was similar
~to one applied in Colombia when the coffee export exchange rate was
modified,

/to those
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to those effected in the same months of the preceding year, but in the last
quarter of 1960 they undérwent a moderate decline, so that the total for the
year fell 3.5 per cent below the 1959 figure. The volume of exports of

' sugar, cotton, cacao and ores was larger‘ than the year before, whereas those
of pinewcod and crude petroleum contracted, The decrease in the value of
‘exports in the first 9 months of 1960 resulted partly from the lower level of
coffee prices (in relation to the first 9 months of 1959), and partly from

"~ the reduction of prices for cscao and 6res.

As regards imports, the bidding system by which most of them are governed
altered little in the .two years under discussion, but what did take place was
a rise in the average rate for the foreign exchange auctioned, from 119
 eruzeiros to the dollar in 1958 to 208 cruzeiros to the dollar in 1959. In

this latter year the higher cruzeiro cost of imports was not reflected in a
contraction of purchases abfaad, partly because they had already declined
sharply in 1958, During the first 9 months of 1960 the rate for auctioned
foreign exchange contimued to climb, although rather more slowly than in the
previous year. At all events, the value of imports in that period was 1 per
‘cent. less than in the corresponding months of 1959. The decrease in export
earnings in the second half“ of 1960 and the fall in international reserves

(in relation to 1959) suggest that this trend towards a contraction in imports
was probably maintained throughout the rest of 1960 and that the total for the
year in question will p?ove to have been lower than that registered in 1959,

The changes observable in the composition of imports in the last two

years are relatively slight, konly those relating to the fuels and lubricants
- group being of any significance, Domestic production of crude petroleym
continued to expandﬁ/ and so did refining capacity. 4nd if this increment in
domestic oﬁfput was not re_i‘lected in a’higher degree of self-sufficiency

32/ The falling-off ‘in petrolemn exports was due to the utilization of a
larger proportion. of domestic production in Brazil's own refineries,
Early in 1960 a new refinery with a daily capacity of 38,000 barrels
entered operation; thus augmenting Brazil's total refining capacity.

33/ In the first half of 1960 it amounted to 13.6 million barrels as against
10.4 million in the first six months of 1959,

- /because consumption
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--because consumption also substantially increased, at least foreign exchange
edpenditure on such imports diminished, with the reduction of the shere of
refined products in total imports. | |
As in the three previous years, Brazil!s trade balance for the first 9 i
months of 1960 regis‘bered a deficit of 87 million dollars, which exceeded
the negative balance for the same period in 1959 (77 million dollars), HOwe -
ever, the decline in international reserves was slight in 1960, partly ;
because relatively large external credits were obtained. But, on the other \
hand, the magnitude of the compensatory foreign credits utilized by Brazil
in recent years has considerably raised the cost of servicing the exterral
debt, According to an official estimate,z‘i/ in 1960 and 1961 the servicing
in Questicn will represent external payments amounting to over 300 miliion
dollars (in each of the two years), or almost 25 per cent of total export
earnings in 195859,

3. Colombia

Production for export reached high levels in 1959, and although external
market co_ndi’tion’s were not very favourable, the volume of Colombial!s totsal
exports substantial‘..& increased, With 18-per~-cent and lé-per-cent increments |
- in relation to 1958 - in the volumes of coffee and crude petroleum e:qmrte
reSpect:Lvely, extemal sales of these commodities soared to record figures.
But despite the fact that coffee and petroleum account for over 90 per cent
of Colombials total expor'bq.. the larger vclume of these two products export.ed
was reflected in a rise of only 2 per cent in the value of the countryls
aggregate expo_rts in 1959, The decline in world market prices (14 per cent
in the case of c6ffee and 8 per cent in that of petroleum) in great measure
absorbed the addltlonal income that might have accrued from the peak volumes :
exported. |

34/ Domestic rei‘iner:.es satisfied 37.2 per cent of consumption of, petroleum |
products in 1955 and 63,5 per. cent. in 1959 (see Desenvolvimento e
Conjuntura, Rfo as Janeiro » April 1960),

See Department of Currency and Credit (S\.perlntendencla da Moeda e do
Cred:to , BoII etim,’ N_‘ 10, October 1959. ~

/In 19604
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In 1960, notwithstanding the relative stability of external coffee prices,
the total value of exports in the first 9 months of the year was 7 per cent
lower than in the corresponding period of 1959, This decrease was mainly due
to a l5-per-cent contraction in the wvolume of coffee exports.w It should
be pointed out, however, that this shrinkage had nothing to do with the quota

" system to which coffee exports are subject in countries members of the
relevant International Agreement, but more probably reflected a certain
wea.kening of ext.ernai demand, on the one hand, and, on the other, temporary
mobilization difficulties at the ports of anbarhnent.ﬂ/ In contrast to the
falling-off in coffee exports, those of crude petroleum continued to expand,
and their value was 20 per cent higher in the first 7 months of 1960 than in
Jamary-July 1959, despite the deterioration in external prices for crude,

Colembia's secondary exports - bananas, tobacco, wood, etc, - showed
only negligible changes, whereas certain new export lines, of which the most
important wefe shrimps, cenent and cotton, siowed signs of steady growth,.
Particular significance attached to cotton exports, since up to a very short
time ago a ma;ldr=share of domestic consumer requirements was met with imported
cotton.

- Total :hnports increased by 4 per cent in 1959 in relatlon to 1958 and
by 18 per cent in the first 9 months of 1960 in relation to the same period
4n 1959, . The increment registered in 1959 was relatively tiny in view of the
fact that in 1958 imports had dropped to their lowest level in the prGV1ous
6 years, but it was ob+ amed in eircumstances which gbliged Colombia to.
earmark a part of its foreign_ exchange resources for the amortization of
trade debts in arrears, and in a year when customs tariffs.were raised, as |

3_{)/ During the last months of the year a slight recovery was observable, 80
that the total volume of coffee exports was 8 per cent smaller than in
1959,

37/ A report published by Foreign Commarce Weekly, 21 November 1960, states
" that in October 1959-September 1960 {the Quota year under the Inter-
national Agreement) coffee exports amounted to 297,829 bags less than
Colombia's total authorized quota for that period, Another source of
information, however, estimates the quantity required to complete the
quota at 7 per cent of the total, or 438,000 bags (see EL Tiempo,
Bogotd, 1 December 1960),

/well as



E/CN.13/365"
Page 91 -

well as the percentages of prior deposits on imports. Thus, fhe'eipansion
witnessed in the first 9 months of 1960 reflected, up to a point, the process
of recovery which had begun in 1959, Furthennore, the reconstitution of
internatlonal reserves - which by the end of 1959 stood higher than at any
time since 1955 ~ favoured a more liberal import policy, which found
expression in a considerable reduction of the varlous prior deposit per-
centages as from May 1960. |

Nevertheless, this expansion of imports in 1960 placed Colombia in a
difficult position owing to the decline in exports and the unpromising out
look on the coffee market. Indeed, the traditional trade-balance sufplus
disappeargd in 1960, ard a deficit of 41 million dollars was shown in the
first 9 months of 1940, as against a positive balance of 48 million dollars
in the same period of 1959, Conseguently, by the end of September 1960
international reserves had fallen considerably below their 1959 levels.

Le GCuba
The 1959 depression on the world sugar market had severe reperou351ons

on the Cuban economy through the fall in external prices, the contraction in
the voluﬁe of exports and the considerable increase in inventories
accumulated by the end of the year. The first two factors were reflected in
a l6~per-cent drop in the total value of exports in 1959 in relation to the .
1958 figure, while‘the‘volume of inventories expanded from 547,000 tons at
the end of 1958 to 1,2 million tons at the close of 1959, The decline in
the value of sugar expsorts corresponded in the main - as regards both prices

\

and volume of sales - to free market_consignments,ég/ while it was less
intensive, particularly in respect of prices, in the case of shipments to
the United States preferential market, It must also be noted that among
secondary exports those of coffee and ores decreased; but the proportion of
the total represented by these is insignificant,

2§/Q_For Cuba and other Latin American exporters the free market for sugar
comprises all countries except the United States.

/The restrictions n:
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- The restrictions on sugar exports aoopted by the States members of the
- International Suger Agreement did not suffice to prevent free market prices
from falling in the second half of 1959 to levels far below the minimum
contemplated ihkthe‘Agreement. This was chiefly due to the weakening of
world market demand as a result of the higher degree of self-sufficienty
aohieVed in that year by the leading Buropean importers, The trade agreement
between Cuba and the USSR, whereby the latter engaged to buy 1 million tons
of Cuban sugar yearly during the period 1960-64, therefore constituted a
factor in the revival of demand which, although it did not immediately affect
price levels (among other reasons, because the stock available in Cuba and
other exporter countries guaranteed an adequate volume of supplies), at
least considerably broadened the market for Cuba's exports, which even in the
early months of 1960 had already begun to riese above the 1959 figures, But
~ the favourable prospects opened up for the {ukan economy by this recovery in
its export trade and the relative stabilization of external prices were
partly offset by the progressive deterioration of diplomatic relations with
~the United qtateq, which culminated in the partial annulment of Cubals sugar
quota in the Unlted States market, 3y This development had no very serious.
effects on the volume of exports in 1960, in the first instance because when
it téok place about three quarters of the‘total'Quota had already been
shipped and secondly because Cuba was able to flnd a sale in other countries
for the quantity of sugar that the Un:Lted States dec:Lded not to buy.
Indeed, by the beginning of November 1960 its sugar exports totalled 4e9
miilion tons, as against 4,05 milllon in the correspondlng perlod in 1959,
thus increaslng by 22 per cent, But free market sugar prices are lower as a
rule than those ‘quoted on the Unlted States preferentlal market; and in this
‘ sense the partial cancsllation of the quota signifled a loss for Cuba.ég/
The contraction in exports, the reductlon of income from the tourist
~ industry, and partly, too, the flight of capltal gave rise to heavy pressure
on Cuba's international reserves, which necessitated the application of

/ import restrictions and the adoptation of_en'exchange control régime, As from

39/ See above, section I,3, of the present chapter,

4O/ The amount of the loss cannot be estimated, however, owing to the complete
absence of data on the value of exports in 1960 and on the effective
prices obtained for the sugar scld to the USSR and other countries,

/the end
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the end of September 1959, imported goods were classified in 5 categories on
which ad valorem surcharges were established, ranging from 30 to 100 per.
cent, Although it was already late in 1959 when these surcharges. came into
force, and their incidence on that year's imports was therefore only partial,
the value of purchases abroad was 17 per cent lower than in 1958,

The data available on trade in 1960 are too scanty for the effect of the

surcharge system on imports to be determined, Moreover, although this

ystem has apparently undergone no change, other measures adopted by the
Cuban Government are directed towards States control of foreign trade, ‘In(
April 1960 the Banco de Comercio Exterior was created, the functions of

which include the promotion and financing of exports, direet importing and |
exporting and the administration of accounts deriving from bilateral
agreements, Halfway through the following July this Bank was authorlzed'to

| act as sole importer of a schedule of goods comﬁfising certain foodstuffs,
sewing-machines and office mechanical eguipment, gramophones, records,
wireless and television sets, refrigerators, raw materials for the phannaceue\
tical industry, raw cotton and other products.&;/

The decision adopted by the Government of the United States, at the
end of October 1960, o ban all exports to Cuba except food and medicines
was another of the events of great significance for the Cuban economw in
that years In the months preceding this ban, trade with the United States
had already substantiglly decreased, in consequence of the partial cancella~
tion of the sugar quota, The effect of the prohibition of exports to Cuba
is therefore to reduoe trade 1n both directions to virtually negligible
figures. Thus, the changes in the geographlcal distribution of Cuba's
foreign trade will be considerable, since the United States supplied
about three quarters of its imports and absorbed some two thirds of its
exports, - '

Cuba's international reserves declined appreciably in the course of
1959 (from 373 million dollars at the end of 1958 to 257 million at the
close of 1959), largeiy on account of the heavy trade-balance deficit

41/ In the same decree that granted the monopoly of these imports to the
Banco de Comercio Exterior, provision was made for private firms to
continue effecting them until such time as the Bank should be in a
position to take up the monopoly.

/registered in
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registered in that year. During 1960 the position improved slightly (the

" reserves in question had reached 286 million dollars by the end of
September), but the trade balance situation cannot be established for want
of dsta on trade values 1n this latter year,

)

: 5. Chile

The recovery of world market copper prices (after the drop reglstered
in 1957-58) enabled the total value of exports in 1959 to show a 28-per-cent
inereese.OVer the 1958 figure, But the recovery referred to was not the
oniy determinant, another was the substantial volume of production achieved
in. 1959 by the copper and Jron mining industries, exports of whose products
reached the peak level attained in recent years, On the other hand exports
of nitrate and iodine remained at a relative standstill, and productlon
and exports of coal declined, |

" 'The upward trend in copper prices lasted until the first quarter of
1960, end although in later months a downward movement was noted, the
'average for the year was higher than in 1959, Since at the same time the
volume of copper and iron exports exceeded the 1959 figures, the total
value of exports in the first 9 months of 1960 again registered an increase
- of 6 per cent - in relation to the corresponding period in the preceding
,year.' However, there is no evidence that this improvement was maintained
in the last few months of 1960, copper prices having weakened as compared
with those quoted in the firgt half of the year, and output having been
affected by strikes,

In comparlson with the sharp decline in exports in 1958, the falling=off
in imports was relatively moderate, amounting to barely 6 per cent in relation
to the precedlng year., The size of the trade-balance deficit in 1958 partly
explalns why import restrictions had to be tightened in 1959, with the
result that the total was less for the latter than for the former year,

But noldeubt the reason is also largely to be found in the fact that the
abolitiee of tﬁe permits system and the institution of the free exchange
rate régime.rendered it necessary to forestall excessive pressures

of demand on forelgn exchange eupplles. At all events, the free market
exchange rate remained stable durlng 1959, and Chile's 1nternational
reserves rose from 69 to 149 million dollars between the end of March

and the end of September of that year.
/The severelv
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The severely restrictive impert polisy pursued during the greafer"
part of 1959 showed signs of relaxing in the last quarter of that year
and still more in early months of 1960, The result of this gradual
* liberalization was the substantial increment in total imports registered
in the first 9 months of 1960, when they exaeeded by 34 per cent those
recorded in the corresponding part of 1959, Of course, so great an
increase, far outstripping that of exports, radically altered Chile's
trade~balance position; the surplus of 88 million dollars achieved in the
first 9 months of 1959 dropped to 15 million in JanuaryaSeptémber 1960,
Even so, the complete stabilization of the exchange rate was successfully
maintained, although at the cost of a gradual decline in the country's
international reserves, As against 149 million dollars in September 1959,
these reserves stocd at 98 million dollars in September 1960,

- /6e ‘Ecuador
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6. Ecuador

.- Ecuador's exports developed almost without interruption during the
past decade., This was largely thé‘result 6f‘the expansion of banana ex-
ports, which increased from 170,000 tons in 1950 to 891,000 tons in 1959,
while their share in the total value of exports rose_froﬁ 16 per cent in
 1950w51 to a.;i;t1e,over 60 per cent in 1958-59, Bananas are a commodity
in respect of which price fluctuations havevnbt been so wide and so fre-
quent as those.characteriiing the market for coffee and for cacao, Ecua-
cuador!s other staple expori products, Thus the expansion of banana '
sales enzbled the couhtry to mitigate in ®mme instances, and offset in
others, the effects of a decline in income from the rest of its export
commodities,céused either by the.instability of the external market (as
kwas true of coffee and cacao) or by the stagnation or reduction of out-
put (as was the case with rice, tagua and balga wood).

The preponderance of banana exports became still more marked in
11959-60, not only because of the contlnued increase in the volume ex-
ported, but also owing to the fall in world market coffee and cacao
prices. Furthermore, coffee exports, besides suffering the impact of
the price decline, were in addition affected by a substantial falling=-
off in production in the aggregate, even so, the value of total exports
was 5 per:cent higher in 1959 than the preceding year,

The relative stebility of coffee prices in 1960 and the recovery
in the volume of coffee exported, combined with further increments in
the volume of banana exports, stréngthened the upward trend of total ex~-
ports in the first half of 1960, when they exceeded those registered in
the same months of 1959 by 8 per cent,

Total imports, too, had shown successive increments between 1950
and 1954, but in subsequent years they fluctuated around a figure slight-
1y below that of the latter year. In 1959 they increased by 3 per cent in
relation to the preceding year, but even so did not succeed in regaining
~ their 1954 level, From mid 1959 onwards, however, a more liberal imports
policy was adopted, and the percentages fixed for prior deposits on cer-
" tain groups of goods were reduced, This liberalization policy was maine
tained in;thé&éérfy months of 1960, when the prior deposit percentages
on many products were lowered still further and other commodities were

/ transferred from
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transferred from the schedule of prohibited imports to that of nannessentialy |
or luxury goods (on which prior deposits are required) or to that of '
essential goods (on which no prior deposits are payable). In consequence
of this gradual liberalization, total imports were 12 per cent higher in
the first half of 1960 than in the first six months of 1959, ‘
Up to mid-19%0 Ecuador's traditional trade=balance surplus had been ‘
maintained, although it was a little smaller than in thé’ corresponding
period of 1959, The country's international reserves, however, were largen
in 1960 than the year before. ‘ - o

7. Mexico
Mexico's exports in 1959 exceeded those of 1958 by 2 per cent, des-

pite the unfavourable world market conditions with which some of its sta- ;
ple export commodities had to contend, In fact, the fall in external cotm
ton, coffee, sugar and lead prices combined with a decrease in the volume
of exports of the three last.named products, as well as of cattle and fro-
zen meat, L2/ These adverse circumstances, however, were easily offset
by the substantial increment achieved in the volume of cotton exports,
the improvement in copper and zinc prices and the higher value attained
by other exports, hotabl& shrimps, animal feeds, sulphur and henequen. In
the aggregate, as already poinﬁed;out,-the factors favourable to the ex=
pansion of exports carried the greater weight, so that the year 1959 wite
nessed a continuance of the trend towards recovery after the abrupt con-
traction regiStered in 1957, However, the 1955-56 levels have not yet’
been regained, \

The aforesaid upward trend seems to have been interrupted in the . .
early months of 1960, In the first 9 months of the latter year exports
declined by 1 per cent in relation to the same period in 1959, largely
because of the severe contraction in the cotton harvest. The volume of
cotton exports was 60 per cent smaller in the first half of 1960 than |
in the first six months of 1959, while the’ drop in external sales of
crude petroleum and petroleum proaucts amounted to 40 per cent. Exports |

42/ The decline in exportq of cattle and frozen meat was due to the res-‘*'
trictions imposed as a means of preventing major price increases on
the domestic market 'for these commodities, External sales of cattle
w mainly to the Unjted States = had increased from 8 million dollars
in 1956 to 53.5 million dollars in 1958,

/ of lead,
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of lead, copper, cattle, sugar, gﬁ/‘henequen and animal feeds also decreased,
by smaller percentages. The contraction in the volume of exports was a face
tor of greater importance than changes in external price levels in reducing
the value 6f éxports in 1960,

- The movements of Mexico!s imports in 1959-60 were\in the opposite di-
rection to those of its exports, In 1959 total imports were 1l per cent low=-
er than in 1958, mainly owing to the decrease in purchases of railway mate~
rial and equipment and other capital goods and the almost complete elimina-
tion of imports of maize, the value of which had been high in 1958. Again,
the Government's decision to subject the public’sectort!s imports to some
degree of prior supervision, Eé/ with the aim of promoting increased subs-
titution of domestic production for imported goods, also helped to curtail
external purchases of a.certain number of products,

| Nevertheless, in January-September 1960 there were signs of a revival
of demand for importedkgoods. The value of imports during this period was
19 per cent higher than in the corresponding 9 months of 1959, the incre-
ment being concentrated in the railway equipment, iron and steel tubing
and machinery groups, that is, in the goods that were most affected by the
decline in imports in: 1959, At the same time, an increase in imports of
passenger cars, spare parts and accessories for vehicles, industrial raw
materials and chemical fertilizers was also observable, _

. - 'The values registered by the tourist industry and border trade in
1959 exceeded the 1958 figures, although net foreign exchange earnings
under. these heads were approximately the same in the two years, In the
first half of 1960, on the other hand, net income from these sources
showed an increment of 5 per cent, But the marked expansion of imports
considerably raised the trade-balance deficit, with the result that Mee
xico's international reserves declined, |

»

43/ The. increase in ‘Mexico!s quota in the United States sugar market
may radically alter the situation in respect of Mexican exports
during the second half of 1960,

4h/ To this end a Committee on Public Sector Imports (Comité de Im-
portaciones del Sector Péblico) was set up for the purpose of
authorizing imports by public agencies only in those cases where
'no adequate domestically-produced substitutes existed, '

/ 8. Paraguay
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Paraguay's exborts have appreciably fallen off in the last two years,
The decrease in production in certain branches of agriculture (the most
important being eotton), the fall in prices for cotton, quebracho extract
and mate and lastly, the repercussions of Argentina's exchange reform
on Paraguay, were all circumstances whose combined effect on export activi-
ties was depressive, The value of exports was 10 per cent lower in 1959
than in the preceding year, and in the first 10 months of 1960 a drop of
17 per cent was observable in relation to January-October 1959, In this
latter year the largest reductions took place in wood and cokton exports,
in the case of the first of these products'because sales to Argentin were at
‘a standstill for several months and in that of the second in conseqﬁence of
the fall in prices and the contraction in the volume exported, In 1960
the export values of these same commodities once again diminished, but for
different reasons; wood exports recovered their previous years' volﬁme,
but prices dropped by over 30 per cent, while exports of cotton shrank to
an insignificant figure (little more than 10 per cent of what they had
been in 1957-58) because the ‘crop was ruined by severe frosts,  Yet again,
an increase in the volume of quebracho exports was more than absorbed by
the fall in prices for this product,
The decline in exports in 1959 induced the Government to restrict
impbrté{ and to this end a surcharge on their c,i.f. value of 5 per cent
at first and 10 per cent later was imposed, Towards the end of the year,
| however; the prior deposit percentages established for various impert
categories were lowered, In the upshot, total imports in 1959 fell by .
18 per cent in relation to the preceding year. Considerable though this
reduction was, it served only to bring them down to levels comparable
with those prevailing before 1958, | .
Desplte the increasingly critical situation in the export sector,
the first lO months of 1960 witnessed a marked expansion of 1mports (1%
per cent in relatlon to the same period in 1959), although in mid-April
the above-mentioned surcharge was raised to 15 per cent, Later a ban
was placed on imports of a certain number of goods (including cement
beer, cigarettes, cigars, whisky and motor vehicles), It should be pointed
out, however, that the surcharges are not applicable to imports from

/adjacent countries
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‘adjacent countries or from Uruguay, nor to foodstuffs (a group which -

represents about one fourth of Paraguay's total imports),

- In consequence of the fluctuations in opposite directions registered
by éxports and imports, the trade balance showed a heavy deficit (amounte
ing to little less than one third of the value of imports) -and.international
reserves sank to minimum levelsi~

‘9, Poru

The new copper and iron ore mines, at Toquepala and Acari respectively,

 gave vigorous impetus to Peru's exports in the first 9 months of 1960,

The total value of exports was 39 per cent higher in that period than in
the corresponding months of 1959, notwithstanding the fact that some of
Peruts traditional exportsi{cotibon, sugar,lead and zinc) élightly declined,
or were barely able to keep their levels approuimately the same, during
this interval, The products of the fishlng industry, on the other hand,
in the first 7 months of 1960 had already outmatched the total export
volume achieved in the whole of 1959, while exports of crude -petroleum
and derivatives entered upon a spell of recovery which was partly
attributahle to the petroleum legislation reforms introduced in the
preceding year.

What is significant in the economy's recent development hOWever, is

‘ that ‘the rising tiend in export activities chiefly reflects the dynamic

growth of the fishing industny,é~/ and the expansion of the copper and iron
mining industries, in which substantial foreign investments were sunk in
previous years,

- The. ‘boom in exports eand an increased inflow of foreign capital, .
together with the currency stabilization measures adopted in the second
half of 1959, helped to eliminate pressures on the stability of the
external exchange rate in the following year and also enabled the Central
Bank to reconstitute the countay*sinternational‘reserves, which had dropped

45/ Its contribution to Peru's income hes been quadrupled in the last

three years, and now exceeds that of traditional commodities such as
-sugar and cottorn. ‘

/to very
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to very low levels towards mid-1959., Moreover, this was achieved without
recourse to additional import: restrietions; on the contrary, early in last
June the Government lifted the surcharges established in May 1958 and
April. 1959 on imports of passenger cars, tools, printing and textile )
machinery and other capital goods. But even before these surcharges were
abolished, there/had been signs of a revival of imports, which by the end
of the first half of 1960 had already shown a 25-per~cent increase over
those effected during the first six months of 1959, The upward trend
continued in the following quarter, so that the value of total.inports

was 27 per cent greater in the first 9 months of 1960 than in the
corfespcnding pericd of 1959,

As a result of the import restrictions in force in 1959, Peruts trade
balance showed a surplus in that year for the first time since 1951, A
still larger positive balance was obtained in the first 9 months of 1960,
under & more liberal import régime and even in association with an
improvement, as mentioned above, in the international reserves position.

10, Uruguay

Urﬁguéy's éiport trade passed through a crucial period in 1957-59.
The contraction in the volume of wool exports in 1957 and the decline in
their'eitefhal prices in 1958, together with the problems that presented
themselves in connexion with exchange policy, were the chief causes of the
deterioration in the export sector during those years. In 1959 the decline
in wool prices became sharper, end otheor factors, of internal origin,
helped to depress export activities still further. - On the one hand,
torrential rainfall and fldods caused livestock losses and spoiled the

' wheét, maize and sunflower crops. On the other, the prolonged parliamentary

debate on the reform of the Uruguayan monetary system brought about &

.gradual contraction of sales abroad in anticipation of the devaluation of" .

the Uruguayan peso, and this trend sharpened in the last three months of
the year. The contracbion in questlon and the decrease in exportable-
surpluses caused by the floods were the basic causes of the falllng-off'in

export aectivities in 1959, in which year external sales dropped to the ==

lowest value recorded in the last two decadea.

/The exchange
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‘The exnhaﬁge reform adopted at the end of 1959 substituted a fluctuat-
ing free rate system for that of multiple rates previously in force. The
exchange rates applicable to exports, which under the former régime had
ranged from 4.80 to 7.26 Uruguayan pesos to the doliar, were replaced by
the free market rate (on an average, 11.47 pesos to the dollar in the
first quarter of 1960), but the effective increment obtained by exporters
was rather less than these figures suggest owing to the imposition of
taxes in the shape of certain retention percentages on staple export
commodities, Some of these percentages were reduced halfway through 1960
in order to provide more powerful export incentives.

With the end of the period of uncertainty that preceded the exchange
reform and the improvement in export exchange rates which the new measures
involved, sales abroad began to revive, and by the end of the first 9
months of 1960 already showsd a 20-per~cent increase over the figures
for the same period in the preceding year. Although this increment will
probably prove to have raised total exports in 1960 above the depressed
levels of 1957-59, those registered in 1950~56 are still a long way off.

In sonsequenceof the crisis in the exporter sector, imports underwent
an abrupt contraction in 1958 (when they were 41 per cent lower than in
1957) and although in 1959 they rose slightly, they remained far below
those effected in any year during the period 1950-57. But even at their
low l958~59 levels, their value exceeded that of exports in the same years,
8o that the trade balance showed substantial deflclts which were reflected

in 8 conslderable increase in Uruguay's trade debt.

| The exchange reform radically altered the imports régime. The applica-
tion of the free market exchange rate to payments for external purchases
.implied the dlscontinuance of the preferential rates formerly granted to
certaln groups of essentlal goods, This provision was supplemented by
the establlshment of surcharges amounting to 25, 50, 75 and 100 per cent
of the c.l.f. value of the goods 1mported which were subject to an
addltlonal requlrement in the shape of prior deposits of 50, 100 or 150
per cent accordlng to the import category in which they were classified,
At. the same time a schedule of prohlblted imports was drawn up, comprising
articles considered to be non-essential or luxury goods or those competing
with similar domestic products. ‘ |

/The system
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The ‘system described above was modified at the end of=Septemberbl9603«
in fulfilment of a commitment contracted with the International Monetary .
Fund during the negotiations for a stabilization credit. The prineipal
changes coneisted in the elimination of the schedule of banned imports, ' f
the reduction of the categories subject to eurcharges‘(tﬁese bieng fixed
at 40,75 and 150 per cent) ahd theyestablishment of a maximum prior
deposit. of 100 per cent, with a retentlon perﬂod of 270 days instead of
the 180 days previously stipulated. C

Despite the restrictive bias of the measures adopted under the ‘exchange
reform, imports in January-September 1960 exceeded those of the same period
in the preceding year by over 50 per cent, Although such a percentage
increment is obviously very high, it must be remembered that in 1958-59 .
import levels had been extremely low and that in consequence inventories -
had to be built up again and supplies of raw materials for domestic
industry augmented. Such an expansion of imports was naturally reflected
in a considerabls trade~balance deficit, almost three times as large as
that registered in 1959. ' |

11, Venemuels o

Production and exports of crude petroleum and derivatives developed . .
almost uninterruptedly between 1946 and 1957, In the latter year, the |
distortions thatuaffected pfoduction'in some ‘of the Middle East countries |
during the Suez crisis led to a rise in world market prices and created
circumstances favourable to the expansion of Venezuela's exports, which. -

thus attained record flgures 1n respect of both volume and value. Since
1957, Venezuela has been passlng through a period of readjustment to .
changed conditions in the world petroleum market, which began with a-
decrease in the volume of exports in 1958 and continued in 1959 with the \
fall in internatlonal prices for crude, followed by a further price

PR
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décline’in mid-1960, In consequence, the total value of Venezuela's -
.exports&é/ diminished by about 8 per cent in each of the years 1958 and
1959 and by approximately 6 per cent in the first half of 1960,

. With respect to exports other than those of petroleum and its deriva-
tiveg, it must be noted that while external sales of iron ore have expanded
every year since this product was first exported in 1951, the value of
those of coffee and cacao has dwindled in recent years, partly on account
of the drop in world market prices'ahd partly because the volume exported
has been smaller, ~ "

Venezuela's total imports also reachied their peak value in 1957, as
a;result of that yearts higher export earnings and the additional impdrts
of equipment effected by the companies that obtained new petroleum conces—
sions in 1956-57. Moreover, the sums received by the Government in return
for the new concessions granted made a substantial contribution to the
growth of the country's international reserves, which rose from 526 million
dollars at the end of 1955 to 942 million at the close of 1956 and 1 hhé
million by the end of 1957. In the last of these years, therefore,
exceptional circumstances combined to raise Venezuela's trade and inter-
national reserves to all-time record levels,

46/ Total export figures for Venszuela differ significantly according to
the sources of data consulted. In the balance-of-payments statistics
publlshed by the International Monetary Fund, the value of petroleum
- exports is based on the data supplied by producer and exporter companies
to the Central Bank and the Ministry of Mines and Hydrecarbons for taxa~
tion purposes, and represents market prices for the goods exported. In
 Venezuela's own foreign trade statistics, on the other hand, the value
.. of petroleum exports is determined by the application of a posted prices
'average to the total volume exported. These two methods of computation
give results which differ considerably, as can be seen from the follow-
ing data expressed in millions of dollars:

Value of total exports -

A -
1957 2,366 2,740
1958 2,320 2,510

- 1959 2,369 2,314

A = National Department of Statistics of Venezuela (Direcciédn General
de Estadistica), Boletin de Comercio Exterior.

B = International Monetary Fund, Balance of Payments Yearbook,
vols, 11 and 12,

/This exceptional
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This exceptional concatenation of events in 1957 partly accounts for
the falling—off in both trade and international reserves during the next
two years, The value of imports was 14 per cent lower in 1958 than in

the preceding year, and in 1959 it decreased a further 3 per cent in rela
tion to 1958,

Nevertheless, the pressure of demand on international
reserves was highly intensive, with the result that the reserves in question
dropped from 369 million dollars in 1958 to 349 million in 1959. The chief
cause of this decline in international reserves was a flight of capital
of a speculative nature.

In the cburge of the second half of 1959 the Government began to
adopt measures with a view to controlling demand for imports and with it
the downward movement of Venezuela's international reserves. Although
no data are as yet available on the valve of imports in 1960, at least
the shrinkage of reserves in the first 9 months of the year was more
moderate than in 1958 and 1959, At the close of September 1960 inter-
national reserves stood only 126 million dollars below their level at
the end of 1959. Furthermore, at the beginning of November 1960 the
Government decided to introduce an exchange control régime along lines
designed to reduce or eliminate foreign exchange outflows not correspond-
ing to effective trade transactions or to the servicing of external invest-
ment in Venezuela. Another requirement established at the same time was
that of prior deposits of 20 and, 40 per cent of the value of the foreign
exchange applied for to finance imports, These deposits are to be

reimbursed when import formslities are completed,

L7/ Even so, total imports were almost 50 per cent higher in 1959 than in
1955, and the increment was still greater in relation to any other
previous year,
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Chapter 1
INDUSTRY
I, GENERAL DEVELOPMENT

A decline in the growth rate in 1959 - following two years of rapid
expansion - and its subsequent recovery in 1960 have marked the recent trend
of industrial production for Latin America as a whole, The rate’of increase
of the product in the area!s manufacturing sector was about 7 per cent in
1959, compared with rates.of a little over 10 per cent in the two previous
years, In 1960, according to the provisional data available, there was a
further improvement of 10 per cent as compared with the previous year,

-These general features of the development of the product in the
manufacturing sector reflected trends which varied substantially from one
country to another, But the temporary decline in the general growth rate
in 1959 was connected with a drop in overall demand and also with labour
disputes which were particularly protracted and severe that year in Argentina ~
whose figures carry great weight in Latin American totals.~ and also occurred
in Peru and Uruguay.;/ In 1960 ~ or at least during part of the year =,
the adverse effects of the decline in demand were felt in Argentina and
Uruguay. On the other hand, they seem to have been overcome in Colombia
and Peru, In Argentina, industry showed signs of rallying during the second
half of the year, o '

The general increase over these two years can be attributed largely to
the large~scale expansion of the manufacturing industry in Brazil and Mexice
resulting from the investments of previous years and the growing external
savings achieved by industry in those countries, Moreover, the apparent
recovery of Argentine industry towards the end of 1960 seems to be related
to the development of a few specific activities.

The industrial boom in Venezuela was interrupted in 1960, reflecting a
generally less favourable development related, among other things, to problems
affecting the market for its chief commodity, “In Chile, one third of the

1/ Moreover, the supply of electric power in Uruguay was severely cut for
several months as a result of floods in the Negro River Valley

/population suffered
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population suffered the effects of the violent earthquakes which occurred
in May and industrial output dropped slightly following a widespread
recovery in 1959,

As in previous years, a general feature of the development of the Latin
American manufacturing industry was the vigour shown by the newer industriee
=~ those engaged'in the manufacture of intermediate pfoducts and metal
transforming ~ compared with the barely vegetative growth of many industries
manufacturing current consumer goods. The fact that these dynamic branches
of the industrial complex already account for a considerable share of the
total manufacturing output of the relatively more advanced countries helps
to maintain the high annual growth rate of the industrial product. Many
of these branches of industry are engaged in the production of import
substitution items, although the limited capacity of some, in spite of
their rapid development, has not kept pace with the rapid rise in demend,

'II, ANALYSIS OF SELECTED BRANCHES OF INDUSTRY

1, Industries producing basic and intermediate materials

(a) Iron and steel industry

The iron and steel industry; a key industry in the development of
manufacturing activities in Latin America, continued to progress at a rapid
rate in 1959 and 1960 both with respect to voiume of production and plant

expansion,

Output of crude steel =~ rising rapldly in Brazil and Mexico and at a
fmore moderate rate in several other countries ~ exceeded 4.5 million tons

in 1960, which was three times the vplume‘produced.ten years before.

(see table 1), In the final stages of this‘expansion process, a growth
rate of nearly 13 per cent was reached in 1959 - higher than the rates for
the two previous years - and‘of 11,5 per cent in 1960, The latter figure
_ represents the maximum use of installed capaclty, 1nclud1ng the capac1ty
already available and the additlonal facllities which subsequently entered
into operation, In v1ew of the expan51on programmes now being carried out,
there is every reason to believe that the slow1ng down in the growth rate
in 1960 was- only temporary

/A substantial
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A substantial increase was also achieved in the mahufacture of finished
steel, although it should be noted that the rate of expansion followed a
somewhat different pattern - iower in 1959 and higher in 1960 = than for
cast ingots, This discrepancy is normally due to the fact that complete
synchronization in the rate of expansion of the two items cannot always be
achieved, although under present circumstances it is also attributable in
part to the structure of the steel industry in Argentina, Because the
production of rolled steel in Argentina is much higher than that of steel
castings ~ the difference being made up by imports of billets -, adverse
factors affecting the general trend of the Argentiné steel industry also
produce an impact on the respective Latin American totals in one way or anothe#.
In this particular case, the protracted labour dispute which occurred in w
Argentina in 1959 affected the growth rate of Latin American steel production
more seriously in the rolled steel sector than in that of crude steel,

Growth rates of nearly 16 and 13.5 per cent in 1959 and 1960
respectively, both figures much higher than in previous years, 2/were
registered in the production of pig iron., This improvement in the growth
rate of first castings may be attributed chiefly to the increases achieved
in Brazil and Mexico during those two years, the resumption of normal
operations at the Chimbote plant in Peru during 1959, and the entry into
operation of the blast furnace‘at San Nicolds and the expansion of the military
plant at Zapla in Argentina iﬁ 1960. While this first stage of manufacture
is still lacking in some countries which have steel making and rolling mills,
some changes are likely to occur soon. The new procésses for reducing iron g
-~ which require less capital investment than blast furnaces - have paved the
way for the establishment of integrated plants adapted to the size of the
domestie market in countries such as Cuba where steel making activitiés have
been limited so far to the two final stages. '

2/ The annual cumulative growth rate for the three—year period 1956-58 was
only 6,5 per cent. .

3/ Ecuador, a country whlch has no industry of this type whatsoever, is
also considering this possibility,

/Table 1
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The gap between output and demandé/which is widening, at least

temporarily, in spite of these important advances, have made the steel
industry a critical element in the economic development of Latin America,
This drawback, which can orly have unfavourable effects on future prospects.
for ba%anced industrialization, is even more serious if examined in the
light of the limited capacity to import prevalent in most of Latin Amerlca -
particularly in Argentina and Brazil ~ which prevents the shortage from
being entirely made up by purchases abroad. The upsurge in the demand for
steel products is closely linked with the characteristic dynamism of certain
manufacturing sectors in the present phase of Latin American development,
particularly the new metal transforming industries, The heavier demand
can also be attibuted to the steel requirements of other branches of
economic activity such as plant construction, engineering and replacement
of transport equipment. The extension and relaying of oil and gas pipelines
is another major source of demand, particularly in Argentina and Venezuela,

In the circumstances, virtually every steel producing country in Latin
America has been compelled to prepare projects for the large-~scale expansion
of its basic iron and steel industries and to devote considerable effort to
carrying them out. On the basis of projects already under way or in an-
advanced stage of preparation, the production of crude steel is estimated to
amount to over 10 million tons by 1965, which implies an annual cumulative
growth rate of between 16 and 17 per cent in the intervening years, compared
with 13 per cent in the period 1950-60, o

As impressive as this increase may be, it cannot be considered adequate,
The findings of a recent survey undertaken by the ECLA secretariat E/Shcw
that demand within the next few years will rise at such a rate as to create

L4/ Although Latin American production of steel ingots rose from 1,4 million
tons in 1950 to 3,6 million in 1958, steel imports ~ in terms of the
crude steel equivalent by weight wf steel at various stages of proc9351mg
~ climbed during the same period from 2,8 million to nearly 348 million
tons,

5/ See "Rolled iron and steel products in Latin America: prospective
production and demand", Economic Bulletin for Latin America,Vol.IV Nb.z,
pp.1l et seq.

/e deficit
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a deficit of‘some 4 or -5 million tons even in 1965, which is higher than
the amount of steel imported in 1958.9/ . While Argentina and Venezuela
will continue to have the largest adverse steel balance for several years,
virtually every other country -~ 1ncluding Brazil and Mexlco ~ will have to
import steel, dlthough on a smsller scale,

Two obstacles impede an expansion in installed capacity, One is the
time required to beéin operations, always long in the steel industry but
excessively so at times, particularly in countries setting up large integrated
plants for the first time. v The other is the fact that, while the major
problems relating to the external and internal financing of the large-scale
investment required have been solved in principle, unexpected difficulties
arise iﬁ practice, very often of an internal nature, when the time comes
to earmark the necessary funds in national budgets,

In Argentina a radical change in the volume and structure of steel
production is under way now that the San Nicol&s plant, whose blast furnace
began functioning in the middle of 1960, has started operations, In 1961,
it is hoped that integrated production will begin, including steel casting,
~rolling and tin~plating, so-that the plant can start to turn out rolled
products, Moreover, the extension and integration of the Zapla plant &
is due to be completed by 1962, These two projects will raise Argentinats
steel making capacity to about 1 million tons, compared with the present
- figure of 250,000 tons, and its rolling caepacity to over 2 million tons, as
against the present rate of about 950,000)tons.2/ Total steel~casting
capacity may exceed 1,5 million tons when the second stage of the'Sah'Nicolés
plant hés been completed or when the other important projscts now under

é/ The volume of steel products for the two years is calculated in terms of
. the crude steel equlvalent.

This is confirmed by the recent experlence of Argentina, Colombla, Peru
and Venezuela,

Construction of the twn new charcoal blast furnaces and the new power
station were complsted at this plan+ in 1959,

v & B

Moreover, equipment for rolling a million ‘tons of billets from blooms
‘'has been purchased for San Nicolds,

/consideration ~ the
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- consideration ~ the Sierra Grande steel centre or a second plant on the
Paran4 River - have been carried out, Yet even.then Argentina will still
require large-scale imports of crude and rolled steel, L

' In Brazil, the State-owned Volta Redonda plant and the seven mther
integrated plants -~ many of them smaller - are either\undergoing or are about
to undergo major expansion, 1/ New projects include the construction, now
under way, of the great: Cosipa plant in Sdo Paulo and‘a‘BraziliannJapanese
concern in Minas Gerais, which will mainly supply steel to the motor.vehicle
and shipbuilding industries respectively, While these expansion programmes:
-~ are forging ahead, plans are being formulated for co-operation among various
plants which, at least temporarily, will have a surplus capacity in one-
stage or another of production and will be complementary (Volia Redonda -~
Cosipa). In view of the present trend of most iron and steel processing
plants, substantial additional capacity for the production of non~current
and quality steels is being developed. By the end of 1962, or a.little’
later, completion of the major projects now under way will raise Brazil's
steel making capacity to over 3,5 million tons,

. In Venezuela, the complicated legal and financial problems which have
delayed completion of the proposed major integrated plant at the confluence
of the Orinoco and Caronl rivers have recently been solved, A rapid
solution to the remaining technical problems bearing on fuel and transport
and to the training of staff is now being sought, Integrated operations are
‘expected to begin in 1962, but- the manufacture of seamless tubes from
imported semi-finished products will probably start earlier, It should be
'pointed out that about half of the production capacity of 750,000 -tons of
crude steel originally planned for the first stage of the plant llf/wil.l.b_e
used to manufacture tubing, = A substantial increase is anticipated in the
not too distant fﬁtufg,_ ‘ ' N '

10/ In the past two years,‘the State-owned enterprise has put into operation
several coking and steel making plants, With the inauguration of the
eighth steel furnace, capacity thus came close to 1,3 million tons in
1960,

11/ According to recent data, the orlglnal plan has been changed to provide
for a new initial capacity of 1 million tons. ,

/Mexico is
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Mexiéo is one of the Latin American countries in which the consumption
of rolled steel has increased most rapidly. For a number of years it had
to import large quantities of steel ~ from one-fif'th to one-~third of its
requirements ~ in spite of a steady expansion in its steel output.lg/
During the period under review, the expansion plans of the three integrated
" plants, particularly the State-owned Monclova plant, were in an advanced

stage of preparation or completion.lz/ These and a few minor expansion
plans for semi-integrated plante -~ which make an important contribution
-to total steel preduction - will raise Mexicol!s capacity to over 2 million
tons by the end of 1963, Moreover, steps are now being taken to carry out
the project for a new large integrated centre on the Pacifie coast with a
capacity of 500,000 tons.ls/

- In Chile, the second stage of the Huachipato programme has been
completed with the installation of a continuous cold mill for flat sheet,
This will both reduce unit production costs and improve quality., Lower
costs and higher quality are particularly important for Chile, which is
the only exporter of relatively large quantitites of steel products. The
next expansion stage lé/will boost capacity to 650,000 tons and is based en
the expectation of large~scale sales abroad,

With regard to the relatively smaller integrated plants in other
countries, mention should be made of the Paz del Rio plant in Colombia,
which is now expanding its facilities mainly with a view to manufacturing
flat products., A project for greater expansion in the near future is alse
being prepared, Peru is considering the possibility of expanding the
electro-metallurgical plant at Chimbote, ‘

12/ Some cost factors were also involved, arising from transport difficulties
in some parts of the country and from competition by United States-
products in some branches of the steel industry, particularly the supply
of cheap scrap which can be used instead of iron reduced locally.

13/ 1In 1960, Altos Hornos completed the first stage of its expansion pro-
gramme with a terget capacity of 600,000 tons, and began the second stage
which 1s intended to raise capacity to 1 million tons,

The draft project for another large plant is now being studied,

k&

Construction of a second blast furnace and related equipment, and
additional steel-making facilities,

/Progress has
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iProgr;ss has also been made with certain schemes to set up semi-~ v
integrated plants, which are easier to build, Projects relating to plants
of this type are already being carried out in Argentina, Brazil, Mexico and
Venezuela, In Cuba, plants for steel making and rolling, with a capacity
of about 100,000 tons, havé recently started operations, Work is also under
- way in.Venezuela to set up additional facilities for raising the capacity
‘'of semi-integrated plants, Lastly, mention should be made of the fact
that in Mexlco: the first Latin American plant for the manufacture of
sponge iron (reduction:of certain iron ores to "synthetic scrap") has v
begun operations and that Brazil is preparing to introduce the same processs
~-(b) Chemical industries : |
The chemical industries are playing an increasingly important role in

Latin American economic development, particularly because they supply an |
" ever larger quantity and variety of intermediate products used in other
industries, the chemlcal industiry itself; agriculture and transport,

‘Nevertheless, however obvious the advances recorded for various
chemical items (for example, in the petrochemical industry in Mexico and :
the manufacture of pharmaceuticals in a number of countries), and however \i
great their recent development and their impetus; the gap between present
requirements and achievements thus far is still considerable, Latin
American imports of chemical products, which averaged some 750 million dollars
during the years 1956~58, are a considerable burden on the balance of payments
of a number of countries, and the fact that these imports are not greater
still is largely due to restrictions on foreign trade or to high prices
resulting from various import charges, Furthermore, the steady economic
and technological progress in lLatin America means that a further large-scale
. and rapid expansion of demand is .to be expected in the near future,

In striking a balance of recent developments, two other considerations
must be borne in mind: (a) that the principal raw materials, especially
those‘prgduced by the exploitation and refining of petroleum and natural
_gas, are available in abundance in most of Latin America, generally at
~ low cost; .and (b) that the unit costs of chemical industries - especially -
those of the heavy or intermediate type ~tare‘gsually highly sensitive
£o the scale of production, and also to ﬁhe ﬁdssibility of selling their

/co=-products and
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ce-products and by-products on a reasonably sure market.lé/

One of the most important developments recorded in 1959 and 1960 was the
increased rapidity with which basic petrochemical industries Were established
in Brazil and Mexico, and the progress in:plans for similar projects in
Argentina, Venezuela has been striving to solve the technological and
economic problems of the Morén groups, A recent feature in this connectien
has been; in many cases, the guiding role that the State has assumed, directly
or indirectly, in the development of these resources, This trend, which is
very marked in Brazil, Mexico and Venezuela, is evidenced not only by |
Government financing of the necessary construction work, but alsovinsome
cases by a number of restrictive legislative provisions, . However, whereas
the Morén petrochemical group has to be entirely run by the State, in the
other two countries referred’'to private capital is encouraged to participate
in the subsequent stages of the processing of many of the basic petrochemical
products  produced by the State enterprise, In Argentina, in line with the
new petroleum policy, the guiding hand ¢f the State is active mainly in the
authorization of the relevant private investments,

The products for which present or projected demand provides the main
stimilus to the development of the petrochemical industries are fertilizers,
synthetic resins for plastics,;Z/synthetic rubbef end detergents, although
such products as expiosives, insecticides and fungicides, and paints are
assuming growing importance,

In Brazil, continuing the development begun a few years ago, the
operations of the nitrogenous fertilizer plant linked with the Cubatze
petroleum refinery reached the normal level of operations in 1959 and 1960,
In addition, construction was begun on the synthetic rubber plant attached to

the large refinery being erected near R{o de Janeiro, There are a number of
 other projects still in the planning stage.

16/ In most Latin American countries, this problem of markets can be partly
3
solved by progressive 1ntegratlon of the chemlcal industry at the national
or regional level,

17/ Between 1955 and 1959, the volume of production of synthetic resins for
plastics in Brazil rose from 15,000 to 49,000 tons, and during the period
1957-59 the annual cumulative rate of increase was even maintalned at

. 26 per cent,

 /In Mexico
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In Mexico, after some years of activity on a rather specific and limited
scale, a broader programme has been drawn up for the petrochemical industry.
Before the end of 1959, the first plant for the production of dodecylbenzene
(a detergent base) began operating; two other plants were established for
the production of anhydrous ammonia, and another for the extraction of
aromatics, At the beginning of 1960, construction was begun on a polyethylgné
plant, There are also plans for other plants or additonal installations \
for the processing of detergents, butadiene, styrene, synthetic rubber and
tetraethyl lead, |

In Argentina plans for the petrochemical industry mainly concern the
manufacture of synﬁhetic rubber, carbon black, nitrogenous fertilizers and
synthetic resins (polyethylene)., Other new lines of production include
the production of plastic resins from urea and, more especially, the
production of polyvinyl chloride from calcium carbide, and of synthetic
abrasives and plasticizers, ' ~

Latin American projects for the manufacture of synthetic rubber that
are either being carried out or are at an advanced stage of preparation together
represent the creation of a total capacity of some 145,000 tons, of which °
approximately 40,000 are to be provided by Argentina, 65,000 by Brazil and
40,000 by Mexico., It is estimated that, once these projects are in operation;
their output will approximate the amount required to meet the needs of the
countries concerned. However, it should be remembered that Latin Amerlcan
requirements for this product increase much more rapidly than average world
requirements,

In Peru, a plant for the production of explosives and nitrogenous
fertilizers began operating in 1959; in Colombia, on the other hand, a‘similar 
project has been subject to a number of delays, L/ In Venezuela, operations
at the nitrogenous. fertilizer plant are at present of an experimental nature,

It is particularly interesting to note that the chemical industries may
be extended to Central America, where there are a number of projects, especially

18/ Mainly plasticizers mede from phthalic anhydride of carbo-chemical origin,

19/ In addition, negotiations have been concluded in Colombia for obtaining
the funds required to complete the Barrancabermeja‘plgnt.

/with respect
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with respect to the production of fertilizers, that seem to offer good- -
prospects of materializing shortly.

. In Brazil, the outlook is promising for the development and expansion
of the productien of phosphate fertilizers; in other countries similar plans
.are being studied or prepared, _

There has been little reduction in Latin Americals deficit of sodium
alkalis, despite recent marked increases in production, Towards the end of
" 1960, the Solvay plant in Brazil was completed, with a capacity of 100,000
tons of sodium carbonate., An investment plant has recently been approved
for a soda plant in the south of Argentina, The Galerazamba project in
Colombia is still at the study stage. There has been considerable expansion
in electrolytic soda production capacity in Brazil, Colombia, Mexico and Peru;
steps in the same direction have been taken in Argentina, but there a lack
of sufficient power has prevented full use pf the equipment, o
(¢)  Manufacture of paper and pulp

In the Latin American:paper industry there has been a continuation of

‘the significant expansion begun some five years ago, particularly in Brazil,
.Chile, Colombia, Cuba, Mexico and Venezuela, The pace of this steady
expansion is illustrated by the fact that in 1955~60 there was an annual
cumulative growth rate of 16 per. cent in the production of various paper and
board pulps, including mechanical, semi~chemical and chemical pulps, The
‘ correspondlng figure for the manufacture of paper and paperboard was lower -
9.5 per cent —, but still fairly high, The rates of growth for the last

five years, for both industries, compare favourabiy with the rates for 1950-55,
, which were 6 and 6,5 per cent respectively (see table 2),

_ "Total. figures for pulp output for 1959 and 1960, considered separately,
confirm the rising production trend, as the respective rates of increase
ﬁere 17 and 20 per cent, There was also a fairly steady increase in the

. production of paper and paperboard, with growth rates of 7 and 9.5 per cent
respectively for 1959 and 1960; these flgures are much the same as those for
the previous five years, - ; ‘

Total consumptlon of paper and board 1ncreased durlng 1955—59 somewhat
more slowly than production, but this difference was not enough to produce

/Table 2
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1_any~considerable‘inereese in self-sufficiency, Latin America now produces
two~thirds of the peper of all types that it consumes: in 1959, the total
domestic output of paper and board amounted to 1,6 million tons, while
ti@ports were 800,000 tons,gg/ | '
| The structural changes in the industry were more significant., Pulp
Jjodtput increased ‘more rapidly than paper production,-as evidenced by the
coefficient of the production of pulp to paper; in 1950 this was 0,30 and,
in 1955, 0,32, whereas in 1960 it was 0,45, |
: Given the present operating conditions of the Latin American paper
eindustry, it can be assumed that a coefficient of about 0,65 weuld amount
to self-sufficiency in pulp as the remeining requirements could be supplied
.by waste paper, But although at present only something over a third of the
‘consumption of pulp is supplied by imports, it should be remembered that,
if Latin America's total consumption of paper and board came from domestic
:productlon, the present level of pulp production would supply barely half the
required amount, .
The outlook appears generally promising for a steady expan51on with.
'inereasxng substitution, and it has been ascertained that the woods and fields.
in much of Latin America could provide enoﬁgh raw materials to'constitute
‘,a constant source of supply if they are properly exploited.gl/ Programmes
':of the development of this industry usually provide for the establishment of
integrated plants or for the gradual supplementing of existing paper plants
with new pulp plants, |
The subject of newsprint production deserves separate treatment., This
13 the most dynamic activity in the finished products categony and the one |
. w1th the highest percentage growth rates during the period under review.
N Nevertheless, this type of paper is manufactured in only five Latin Americen
countries, and total output still represents less than a quarter of Latin
American consumption (23 per cent in 1959). This shortage, which is felt all
the more because of the rapid growth ef demand, is due to the difficulty of

gg/‘ As there were supply shortages in some countries, actual réquireéents
can be regarded as somewhat higher than the apparent level of consumption,

21/ This conclusion -does not apply, except sub ject to certain reservations,
© . to the raw materlals required to produce newsprlnt.

/using nonnconiferous
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using non-coniferous raw materials for the competitive production of newsprint;
Brazil is one of the countries that has enough suitable pulp woed to .
t_'meet“its newsprint requirements, it is a heavy consumer and up to now has
had a large deficit to make ups = Present plants are to raise capacity to
| 150 000 tons within the next three years or so, which would be tantamount
to more than doubilng_present production, The most significant recent
develooment ih the Brazilian paper industry is the steady growth in the
production of eucalyptus pulp, and the beginning of production of pulp from
“non—conventional fibres (bamboo, sisal, ete,)s It should be added that the
industry is gradually replacing its obsolete equipment with modern machinery,
The greatest advance in the newsprint field has been made in Chile,
which has excellent artificial forests amd is planning to exploit them on
an increasing scale, The Bio-Blo plant which completed its third year of
operation in 1960, has not only made the country self-sufficient, but has made
possible a steadily increasing volume of exports, - (Chile is the only Latin
American country that exports this item,) The expansion of the capacity
of this plant to 60 000 tons.was completed early in 1960, and fortunately the
equipment was not damaged in the earthqueke of May 1960, In addition, a
sulphate pulp plant with & capaclty of 70,000 ‘tons began production in 19593
this is-the:first Latin American factory to produce this item for export, and,
in 1960 it had already sold considerable quantlties abroad. There~are plans
to double the’ capacity of this plant, |
-In Quba, bagasse was increasingly used to make pulp; this aetiv1ty,
begun in 1958, is intended mainly for the productlon of newsprint, which has
increased considerably,

. In 1958, Mexico also became & producer of newsprint, with the installatien
of the Tuxtepec plant, which reached full use of its.installed capacity in
1960, and in the same year a start was made on its first expansion, |

‘' In Colombia, work progressed on the building of a large new integrated
plant, which is expected to begin operating towards the middle of 1961,
.Lastly, it should be mentioned that a small~scale plant has begun
operating in Guatemala, and that in Honduras there are plans to establish:a
large 1ndustry whose output will be mainly for export.

/(d) Cement
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(d) Cement ,

Cement production (see table 3), which up to 1956 had shown a high
growth rate,gz/slowed down markedly in the three-~year period 1957-59: in 1957,
the rate fell to 8 per cent; in 1958 to under 4 per cent; and in 1959 to
under 3 per cent, Had it not been fof expanded production in Colombia,
Mexico and Venezuela, and for the return in Chile to the 1955 level of
production ~ after a three-year slump ~ output in Latin America as a whole
wculd have fallen in 1959, since it dropped in Argentina, Cuba, the Dominican
- Republic, Peru and Uruguay, and remained almest static in Brazil,

In 1960, there was a growth rate of 6 per cent compared with the
previous year in the regiont!s total production, indicating some general
recovery in demand,

In a number of Latin American countries the industry is continuing to
expand, or there are plans for its expansion; these countries include
Argentina, Brazil, Chile, Colombia, Ecuador, Mexico and also Peru, which in
‘the past five years has virtually dcubled ite capacity, although recently it

" has been unable to use a large part of this increased capacity.

24 MetalAtrénsforming industries

(a) Metal transforming industries in general, household appliances and
miscellaneous machinerys ' |

Expansion and diversification of the metal transforming industries were

not confined to Argentina, Brazil and Mexico, where there was a spectacular
_expansion =~ which also spread to the development of highly elaborate
processing equipment and even to some heavy machinery -, but were evident,

in addition, in Chile, Colombia, Cuba, Peru, Uruguay and Venezuelc. Moreover,
the fortﬁcoming entry into operation of new steel plants or the expansion ef
existing plants is likely to give a new impetus to industries based on

steel manufacturing, '

/

__/ For a number of years growth rates fluctuated in the region of 10 per
cent, »

23/ Excluding electrical machinerye
/Table 3
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Teble 3 '

LATIN AMERICAS CEMENT PRODUCTION IN 1950, 1985, 1959 AND 1960

(Thousends of toms)

Country 1950 1955 . 199 1960 o/ }
Argentina. 1 558 1 687 ‘ 237  25%°
Bolivia _ - 38 .38 _ 29 35
Brazil 1 386 Come T sea 4 222
Contral America 59 . 167 . 257 278
Chile s By 807 860
Colombie , 580‘ o 1 o4y 1348 S 1 U425
Cuba 316 U3 | 678 K &uly
Dominican Republic B | 240 198 200
Eouador ) 58 146 ‘ 157 178
Mexico ; 1388 2 086 ‘ 2 678 3 058
Panema , 56 758/ 902/ 97
Paragusy - 12 - 13 . U
Peru « 331 - 845 | séo . 565
Uruguey 300 | 292 ' 4oy . hog
Vonszuels s 1 282 1872 _- 1 640
Total, Letin Anerica 7 157 11 620 15 292 16 208

Growth rates eomparad

with previois year , 2.8 640
Anmmnl sunulative

growth retes for

1950455 and 1955-60 ‘ .

respectively ) 1042 649

Sources: Official and international statisties, technical publications and other specialized periodm
icals, and direct information, ‘

8/ Provisional,

/Hougehold appliances
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Hougehold appliances ~ refrigerators and electric washing machines -
are manufactured from domestic components ~ with the occasional addition of
imported parts - in Argentina, Brazil, Chile, Colombia, Mexico and Uruguay,
and some mechanical equipment,for~offices (typewriters, etc.) is also made
‘in the first three., Likewise, assembly or production activities using
a larger proportion of imported parts are also being carried out, or are
"sbout to start, in the countries listed and in Peru, '
With respect to miscellaneous non~electric industrial machlnery, steady
progress has been made in Argentina, Brazil and Mexico in the production
of machine~tools and complete or semi-complete equipment for certain tngé
of industry., As encouraging results have been obtained in the production
of certain equirment for the textile,_paper and construction industries,
plants have been installed in the thrée'countries for the manufacture of
some important elements for petroleum extraction and refining.
One outstanding event was the setting up of heavy industry in Brazil

~ together with its development in Argentina ~ for the production of high—
capacity industrial equipment in the form of compressors, pumps, boilers,
etc,’ It will also be able to provide heavy electrical equipment for tﬁé
energﬁ sector, as well as 1mportant parts -~ travelling cranes, electrlc
’furnaces, etc. - for the installation of iron and steel works and the none~
ferrous metal plants,
(b) Manufacture of electrical equipment and stationery engines

:The progress achieved in thie field is confined for the time being to the
more industrialized cguntries of latin America, The rapid\advances made

recently by Brazil in the production of increasingly powerfﬁl units of

heavy e;gctrical equirment ~ including electric motors -~ is worthy of meﬁtion.
This country, which before 1956 had virtually not manufactured any big
generators, produced units of 4,200°kVA in 1958 and of 34,000 kVA in 1959,
‘The largest transformers it had manufactured prior to 1956 were of 4,000 kVA
(for a ten51on of 88 kV) It is now turning out units of 50, 000 kVA ‘and
hopes to go up to 58,000 kVA. Before 1955, the big electric notors
produced there had a rating of not more than 200 H,P., whereas three years
later units of 500 H.P., were possiblé and by 1959 mass assembly lines had
been set up for units of up to 800 H.,P, (some of 1,250 H.P also being
produced). Over 300,000 electric motors for industry are produced yearly,

/apart from
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apart from fractional units under 1.H.P., of which the output: is about
~million. A stertiwas recently made on the manufacture«of,steamsturbinés
of 1,000 H,P,, and there are facilities for making hydraulié turbines of up
to 50,000 H,P, Moreover, Brazil's largest heavy engineermng works is
building new installatlons to enable it to mariufacture, as from 1961,
equipment for hydraulic power stations of any size and capa¢ity.

Argentina has several plants producing high~power electric motors of wp |
to 900 H.P,, variable-speed units - such as the Ward Leonard - of up to 250 |
H.Ps, three~phase’ generators of up-to 1,400 kVA, and rotary convertors of up ?
to 300 H.P. w1th their control panels, - As regards low- and medium~power
electric motors (up to 10 H.P.), the total produced in 1956 was 220, OOO

HoPey 35 per ‘cent of which consisted of fractional units, ‘

The productlon of non-~current steels has boosted the manufacture of ,
electrical equipment in Cchile, Latterly .transformers of up to 5,000 kVA haye
been assembled. The production of electric motors consists largely of t
fractional units, in accordance with the trend of demand o ‘

Ih Mexico some big and.numerousnsmall enterprises produce a variety of
‘electrical equibment. Trapsformers rating up to 1,500 kVA are made,
together ‘with other heavy items, including motors, With regard to electrical
equipment for industry, the output of transformers rose from 43,000 units in
1955 to th,OOO in 1958, The manufacture of switches increased during the
same period from 68 000 to 151,000 end that of electric motors from 23,000
to 51, 000,

As regards the manufacture of shationary diesel and ggtro; engines, the |
level reached by Argentine industry is outstanding, It has some 30-plants
devoted to the'manufacturekog stationary petrol engines of up to 10 H.Pe and
diesel engines of up to 150 H.P. (though the bulk of its production does not ;
exceed 30 HoPa)s A plant, for dieselwengines~of up to' 1,500 H,P, was recently
erected" This plant proposes to manufacture several ‘types with a rating of ;
up to 2,050 H P. and of rapid low-power engines, ‘ Production wisl aim - 9

;primarily at covering rallway, shipbuilding and rural electrification
requirements.? : o : SR o

In Brazi;, this 1ndustry is still v1rtually at the stage of produclng

lew-power units, Latterly it has begun to manufacture diesel engines ranging

/from 5
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Cfrom-5to LiHP,, fon which about half the ‘parts are imported. "Current

‘ptans for the manufacture of heavy dlesel engines are mainly intended to

~ TCQver shipbuilding requirements,

The production of. prime movers in Mexico is limited to units in the
small snd frattional categories, although assembly facilities for diesel

‘engines of 175'H,P. are also being developed. Steps have been taken to
. encourage this industry,. '

~ Lastly, it should be noted that the use of national components and raw

- materials in the manufacture of electrical equipment and prime movers is
/

generelly fairly high, except in Mexico. In Argentina and Chile, the
proportion of imported parts - chiefiy ball~bearings, some noﬁ~ferrous metals
and alloys - rarely exceeds 20 per cent of the sales value, but is-often
less, even considerably so, In Bragzil, the percentage of foreign parts was
higher until recently, but domestic production of silicon ateel sheet is
gradually reducing it. | '
(¢) Motor vehicle industry

In Argentina and Brazil, the motor vehicle industry is developing and is
being. progressively agd thoroughly integrated at the natlonal level, since an
increasing proportion of locally-manufactured parts is being used in the

" assembly. The process.of transformation in the manufacturing structure
/ 6f bothsecountries has been speeded up By the development of this industry.

In the near future, the evolgtion of this industry is likely to involve
a certain degree of integration in Mexico as well, where the assembly plants

. -are using mainly imported parts and few local components, 2l Assembly is

-also being carried on in Venezuela, and to a lesser extent in Ghiie, and
‘there 'are assembly plants that are dnflnished or not yet in operation in

‘Colembia and:Cuba,

- In ofderi to illustrate the levels of production reached by these

+industriss in terms-.of finished vehlcles, 8ll availsble data on the number
- of 'vehiclel' produced in Latin America since 1955 are given in table L, a

distinction being made between those which may be considered as "of natlenal
manufacture" because of the 1ncorporation of & large proportion of domestiﬂ

.24/ The Mexican components used in this branch recently fluctuated between
8 and 22 per cent of the total value,

/Table 4
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_ LATIN AMERICAs MANUPACTURE AND ASSEMBLY OF MOTOR VEHICLES, 1955-60 &f .

@hwaands of units)

Countey L ame s amé oy amd sy sk

s

A, ""Nstiond" inamfaotﬁro (74

Argentina . - 67 X 5e? o 1543 2646 . 29,7~ Lo h0e0

anil E . ' - ’4-.6 6.6 2?.7 s 61.1 o 96.2' o 130.0
lettn dmertos = 1,3 1.8 W0 BN7 153 170.0

B. Ausombly of vehﬂ.olos imported in unassembled -
or semiwassembled form g/

l

| Ai‘g.“t’-m . o .. ' . 39 - 206_ C 1544 “-‘5-8 : 305‘_’/ - ase

BP&I‘.I . ) 1Yy S '..— YY) . 1.0 - 002 - -

Mexico 2.6 . 317 W5 403y 3940 U508 aes |
;' . . . . , !1

Vonszuela ) . 249 . 18,1 : 13 .8 o ) 1'4“8 13 n.u_) B 1“#9 1240 ¢

Latin America  eae T dve eee 71¢9 :: 58.’4 N ‘ '69-2 .

—a

Souroeu Offioial statistios, tachnieal pubnoationa and diroot 1nformation,

: ./ Not including scootors, motoa-b&wclea nnd similar vehioles, In Argerrtim ~tho ohief produoor of thh
. kind of vehlela- the total muber of motor-bidyoldes and ssootors mm:rm'burod in 1959 vas’ 79 €00, nere
than ten times as meny as in 19)5.

b/ Provisional estimates,
- of For the definition, see footnote 25

y Not including dete for Chiles, which, do no'h, hovww, nprosmt large amournts (nor data for Uruguw,
vhich apart from being ve!-y limitod refer only 4o the final. étegos of asumbly or to the fittins of
ooaohwork). : ;

/parfs, and
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parts, and those assembled from‘dmported items.zé/

Three quarters of the approximate total ef 170,000 vehicles manufactured
in Latin ¥merica in 1959 and 1960 was produced by Brazil, whose motor vehicle
- industry has already entered upon the fifth year of its development

= programme, Iﬁs production ‘statisites show that notable progress has
R been made each year although the annual totals are well behind the origlnal

estimates. In 1959, output represented 83 per cent and in 1960 less than.
66 per cent of the projectlons‘ The differences derive from certain changes
in the,plans of enterprises, delays in installing plent and the limits: to
‘¢ ¢ffective external demand.gé/
In‘l959, the Argentine motor vehicle industry failed to reach its
"targets. Most of the uehicles nanufactured.came from one enterprise which
has been in operatlon for over four yeers and whose programme was
considerably affected by the 1labour disputes that took place during the period,
The manufacuring totals for 1960 show that a more active part was played by
other enterprises whose investment' and preduction programmes were approved by
the authorities in the last two ‘years, At the present time, these enter-
prises are concentratirg on building, installing or adding to their plants
and on organlzing their collaboration with ‘sub~contractors.,

Although the number of units manufactured and the annual increments show
that. the new motor vehicle industry is becoming increasingly important
@8 ‘a domestic supplier of local requirements (in Brazil, transport has already
improved noticeably thanks to the industry's contributdon), the figures

+

_2/ An endeavour has been made in table 4 and in the present commentaries

‘ " to adopt a uniform standard of classification for dividing the vehicles
produced in Latin America into two groups: "national manufacture® and
tassembled from imported unassembled or semi~assembled parts",  The
first group consists of vehicles, of whose weight at least one third
consists of domestically-manufactured parts, provided that the relevant:
production programme contemplates a gradual increase in that proportion,

26/ One factor limiting internal demand is the still unresolved problem
of purchasing credits,

/presented do
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presented do not. give a complete plcture of the magnitude of its development
in both countries, s
In the first place, the data show the development of manufacture in -
terms of finished units ohly, and give no indication of the progressive :
replacement of imported components by those produced in the country, a process
in wﬁichlBrazil ~ and even Argentina - have made great strides lately., As
'regards Brazilian results, the share of domestic parts as an average of the
‘diffefent kinds of vehiclé, and as an average for 1959 (when their contribe
ution became larger) amounted, on a rough estimate, to nearly 70 per cent anq
more than 80 per cent in 1960.22/ As regards Argentina, the use of locallyq
manufactured components by the chief producer enterprise exceeded 70 per
cent in 1959 and expanded to over 80 per cent in 1960, The proportion was

also fairly high in two other smaller plants,

Moreover, in order to appréciate the scope of the progress made by
this industry,‘the substantialrcontributions of foreign capital and the
preparatory and construction studies undertaken should also be taken into
account, Special attention should be paid to the simultaneous development
of ancillary industries which, while meeting the requirements of motor .
vehicle factories, can supply other engineering branches with important
parts, In Brazil, the sector supplying parts comprises more than 1,200 :
factories, of which about 100 are big plants, In Argentina, it is developiné
steadily and divefsifying production to a marked and increasing extent, |

In the course of development,zthis sector of ancillary industry had to
make radical changes in its production systems and invest large amounts in

27/ It should be remembered that Erazilian regulations governing the gradual
' M"nationalization® of parts state their requirements only in terms of. ‘

percentages of the weight of the finished vehicle, but do not stipulate
the proportions of the vehicle!s total value to be constituted by these
parts, or specify which are to be manufactured in Brazil, Nometheless,
the progressive replacement of parts, expressed in terms of weight, keeps
in fairly close line with the growing share of national components in the
total value of the vehicle, Thus, a¢cording to secretariat estimates,
the proportion of national parts prescribed for mid-1960 in terms of
weight —~ 90 per cent for some kinds of wehicles and 95 per cent for
others ~ would average more than 80 per cent of the total value {the
imported parts being calculated at their c,i.f, value), This relation~.
ship - and its relative constancy from approximately 4O per cent onwards
~ is associated with the fact that the consecutive substitution of
different groups of components usually follows a logical order (with, of
course, certain differences as among the various types of vehicle),
Argentina, the scales for the gradual replacement of parts have been laid
down in terms of value,
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new machinery, tools and measuring and testing instruments in order to
comply with the standards of quallty and quantity imposed by the mass “
- production of vehlcles. For the technical aspects of production methods
and installations, it often ‘had to drawn upon the experlence of speclalized
firms, In this reepect, the assembly enterprises acted in an advisony
capacity on several occasions, Likewise, they brought interested parties
into touch with blg firms in the field, thereby enabllng the domestic
enterprises to acquire numerous patents, '

Another sallent factor emerges from the development of sncillary industry.
In Brazil and Argentina,subsidiaries of several international firms have been
established and have launched.new lines of production in more than one case,
It is hoped that, in the near future, some gaps in the provision of supplies
to the assembly plants will be filled; for instance; that they will be given
‘a wider range of forged and cast parts, In Brazil, the manufacture of ball~
bearlngs on a large. scale is imminent, -

- AMlthough the rapid development of the metor vehicle sector has naturally
given a powerful impetus to the industries producing the relevant basic inputs,
their‘expansion has failed to keep pace with the rate of growth of demand,

_ The most pronounced‘bottleneCk is clearly in the manufacture of iron
. and steel products, but the 1ncreasing shortage of raw rubber is also posing
serious problems, Both Argentlna and Brazil are currently preparing to
manufacture synthetic rubber, and Brazil is also trying to enlarge itstrubber
plantations, |

Another delicate problem is the increasing need for fuels, particularly
in Brazil. = Although large increases in’ petroleum output have been achieved
recently, Brazil continues to have to import considerable quantities of
fuel and its internal merket reflects the pressure of growing demand, The
position in Argentina is less critical, but even if that country manages to
becOme an exporter of petroleum, the sharp 1ncrease in internal consumption
will reduce potential exchange- revenue.

" The uneven growth of the productive resources which are required also
‘raises’ problems which may slow down the. rate of development of. the motor
. vehicle 1ndustry. There are still difficulties as regards the supply of

’ skilled labour, deSpite the partlal success which Brazll in particular has

/had in
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had in overcoming its initial problems in that respect and ‘the efforts which
are still being made towards that end, 28/ Another‘difficulty is the

scarcity of forelgn currency necessary for importing the parts not produced

in the country and these 1nev1tably represent large sums of money in the

early stages. It should not, however, be forgotten that the main purpOSe

in setting up this branch of 1ndustry was to meet the acute need for
automotive transport without having to pay out enormous sums in foreign
currency, If it is supposed that the same number of vehicles as is manufac~?
tured in the country would otherwise haVe been imported, the resulting balancq
is dnquestionably favourable, Agaln, it must be realized that the need to -
earmark a large amount of foreign exchange every year for imported spare partw
to keep the new 1ndustry in operation is a further element reducing import
flexibility, particularly durlng‘the initial stages of the programmeggz/

28/ Towards the end of 1959, the total number of workers in the Brazilian
automobile industry and its subsidiaries had already reached a figure of
some 70,000, and, according to forecasts, this figure was expected to
exceed lO0,000 two years later, As to the training of labour, programmes
in Government technical schools have been intensified and the enterprises
themselves organize training programmes, for which purpose the recriitment
of workers ante-dates the date of their full employment, Similarly,
measures have been taken for the intenslve training of technloians and
administrators,

29/ 1In this respect, it is of 1nterest to mention the results of an estimate
made by the ECLA secretariat regarding the "gross savings in foreign :
currency" attributable to the development of the motor vehicle industry in
Brazil. The value of output for the years 1957-60 would seem to amount to
'1,200 million dollars in terms of the c.i.f. value of the imported equival~-
ent and would appear to represent a gross savings in foreign currency of
the order of 700 million dollers, This latter figure was obtained by
deducting from the value of output the import costs of spare parts, pay-
‘ments of royalties and remittances of profits abroad (although not
ineluding indirect inputs: steel sheets, etc.)s As from 1961 the
manufacturing programme should represent an annual value of 540 million
dollars and a gross savings in foreign currency of approximately 360
-million, These estimates are based onthe supposition that the orlglnal
production plans as submitted by the firms concerned and approved by
GEIA (Grupo Executivo da Industria sutomobilistica) were met, Those plans
 have, however, been partially modified mainly as a result of the wdthdrawda
of a number of projects by the firms concerned and of certain new arrange*
. ments between them, For this reason the foregoing amounts may be
considered as over-estimates, There is, however, reason to suppoese that,
by and large, the most important argument still holds good, namely, the
relation between the number of motor vehicles produced and the amount of :
foreign exchanges involved.

/In addltlon
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In'addition; as the grthh'of motor transport must keep pace Wdth the
development of the road network and the extension of works for its maintenance,
there is a clear need for largenscale public 1nvestment and, at the same or
~ glmost the same time, domestic private capital must make a serious effort to
assist with the creation of a large new industry, however great the part B

played by foreign capital may be. ‘
" (d) Manufacture of tractors

The manufacture of tractors in some Latin American countries is beiné o
~ encouraged by the great need for mechanization' in agriculture, by the notorious
| inadequacy of foreign currency reserves to achieve an overall solution through
imports, and by the fact that industry in a number of Latin American countries
is already sufficiently advanced technically for this branch of manufacture
to be feaslble. As in the motor vehicle industry, various foreign firms
have for many years shown an interest in establishing subsidlaries in various
Latin American countries; plans usually provide for the assembly of tractors
locally with the gradual replacement of imported parts by nationally manuface
tured components,
So far, tractors have been manufactured only in Argentina, where the

industry dates back to the middle of the fifties (see table 5)s In 1959
and 1960, Argentine output reached 12,000 and 16,000 units respectively; the
- majority of these were assembled with a relatively‘iArge percentage . (about 70
per cent) of domestically manufaotured‘parts, the remainder being assembled
with only a small percentage of national parts. In 1959, the Government
issued further regulations governing the development of the 1ndustry. Under
the new rules, interested firms must submit production plans to the competent

authorities for at least five years ahead, stating the successive percentage
use of locally produced materials; the minimum for this, as fixed by decree,
- 18 40 per cent for the first year and 80 per cent for the fifth year, In
korder to encourage. substitution even within those margins, the regulatlons lay
down a sliding scale prov1d1ng that during the successive years of the trans-
" ition period a constantly dscreas1ng proportion of imported parts may be used
without payment of duty; the regulations also fix an upward sliding scale with
regard to maximum output in relation to the proportion of nationally produced
components used.

/Table 5
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LATIN AMERICA: OUTPUT OF TRACTORS IN ARGENTINA AND BRAZIL, 195lw60 AND

ANTICIPATED QUTPUT IN 1961 8/

{Units ;
|
' Anticipated
Country 1954 1955 1956 1957 1958 1959 1960h/  output
in 1961
. o i
Argemtina 355 3 926 8 1% 8 G522 9569 11 93& 16 200 (21 Boo) |
Brazil - - - - - - 600 (15 000) |
Total 355 3 926 8 1% 8 522 '9 569 11 938 16 800 (36 800) -

Sourcas For Argentina, 195H-59, Natioral Department of Statisties and Censuses,(Direceién Nacional de Egtaw

i

dfstice y Censos); for 1960 and Brezil, sstimates based on official information and information i

supplied direct,

&/ In Mexico, smaller nuibers were assembled in 1558 and et the beginning

b/ Provisioml,

of 19590

/It is
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1t 1s hoped that total output in 1961 will increase to approximately
22,000 units and in 1962 to 25,000, a figure which, according to the most
recent estimates, would Just about. meet normal domestic requirements and
cOVer replacement needs and a gradual increase in the number of tractors in
use, = At the beginning of 1959, some~9h,000 tractors were in use, -about
one third of which had been manufactured or assembled in Argentina, Some
* plans provide for the manufacture of -certain parts for tractors in conJunctlon
" with those that will be used in other agricultural machinery and lorrlee,
3=with a resulting reduction in unit costs,
o In Brazil, the tractor industry is still in process of formation, the
‘_ relevant regulations  having been laid down at the beginning of 1960 with rules
similar to those governlng the manufacture of motor vehlcles. The projects
submitted by ten out of twenty firms were approved and in December the first
domestically produced tractors left the works, The plans as approved
provide for a total output of approximately 15,000 tractors for 1961 with an
initial '"national® proportion of 70 per cent; the plans include proposals
-to construct 31,000 units in 1962 with increasing import substitution, This
.capacity would be sufficient for present needs, estimated at 10,000 units
annually if agricultural mechanization is to be increased and replacement
requirements met. . At the end of 1959, the total number of tractors in
Brazil was 74,000, used for the most part in rice, cotton, millet, sugar cane
and coffee growing.

‘New plans have recently emerged for setting up a tractor industry in
Mexico, where tractors were already being assembled in 1958, Meanwhile, in
Venezﬁela a study is being made of whether tractor assembly should be
_ encouraged as a national industry,

(e) Shipbuilding
The spipbuilding projects recently drawn up in a number of countries have

gone forward in various respects and this is a sign that the manufacturing
industry in Latin America has begun another important stage in its development,
Brazil has the most ambitious programme which includes the creation of a
number of new shipyards, some of them of medium size, and also the extenion
and modernization of existing yards, By the end of 1959, work had been
started in ten shipyards and a number of vessels are now on the stocks, In

/the first
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the first stage, ships of up tc.S,OOO tons, and even some of 10,000 tons groab
displacement will be built, while ‘in the second stage larger vessels (25,000 ;
tons) will also be constructed, &ithin a few years, capacity will be such L
that a total of 150,000 tons gross displacement can be built each year.

In Argentina, new large-scale projects are in preparation or are already 3;
under way, There are two yards in the country with modern facilities and,
in one of these, three sister ships of 5,000 tons gross displacement each
are at present on the stocks. 9 i

Both Brazil and Argentina have a nucleus of ancillary industries which, i
once, developed, should be able to supply a large part of the materials ;
needed in shipbuilding, Imports of certain parts and of a proportion of theﬁ
required steel will, of course, considerably increase foreign currency .
commitments, - As to specialized technical knowledge, an important part will i'
be paid by foreign firms participating in the majority of the projects in |
Bragil and two new proposed projects in Argentina,

In Peru, there has also been progress in shipbuilding, In the Callao
yards - whose expansion is now projected - the first ship of 8,000 tons was ﬁ
recently launched., In Peru itself and in some other countries ~ among them y
Chile and Mexico ~ the building of shallower~-draught vessels for fishing '
and other purposes is being developed,

(f) Construetion of railway rolling stock

~ In contrast to the lively development characterizing -all the foregoing
transport equipment producing industries, there is very little progress -~ at
least in the southern part of Latin America - in the manufacture of railway
rolling stock, despite the fact that needs are great, particularly for -
replacements, Nearly all South American railways are using a large proportiqh
of outdated rolling stock and équipment. The railway enterprises, which are%
frequently State-owned, suffer from lack of resources and, as a resplt,ranewaiV ;
of equipment is slow,and the low yield of the old equipment is cne of the specific

i

30/ New decrees were issued in the latter half of 1960 to protect the
Argentine Shlpbulldlng industry. They establish preference for local
enterprises in orders placed by the Government and public bodies and
lay down & system of subsidies and exemptions from import duties., -

/causes of
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~ causes of persistent operating deficits.2t
" In 1959, the construction of goods wagons in the four producer countries
of Latin America reached the figure of some 3,800 units, and it is estimated
that, in 1960, it will amount to almost 4,100, (see table 6), Output
“figures for 1959 show stagnation for the second consecutive year at the
‘regional level, This was due to the Mexican goods wagon industry - whose
production had increased more in earlier years - having to interrupt the
building of luggage vans in December 1959 because it had failed to obtain
the necessary raw materials as a result of the steel strike in the United
States. Another labour dispute affected orders placed in Argentina,
In the first months of 1960, the irdustry continued to suffer from}these‘
troubles, but later resumed its expansion, -
_ " The construction of goods wagons in Argentine, Brazil end Chile started
 some time ago, In Mexico, however, the industry.began only five years ago,
In the first three countries, many of the component parts are nationally
produced, while in Mexico gradual substitution of components is only Just
beglnnlng, it is the aim of the present programme to reduce the imported
proportlon te 25 per cent of the total,

In the three South American countries, passengef coaches are also built,
although in rather small numbers, In Mexico, it has been decided to include
this production line in the activities of the building enterprise, and it is
propesed to manufacture 500 ordinary passenger coaches for the natlonal
- railways within five years,
| Until recently, no traction equipment was constructed in latin America,
In 1959, the assembly of diesél locomotives was begun in Argentina with
" the intention of progressively replacing imported components, The assembly

of railcars is also starting.'zg/ However, the capacity of the only plant

";: 2;/ ‘The availability of adequate credits for purchases has a decisive

influence on the buying policies of the railway enterprises, As the
Mexican wagon industry was in a position to grant credit facilities, it
was able to increase its sales, However, the absence of such facilities
in other countries obliged the railways to opt for imports,

zg/',In the first six months of 1960, the Argentine State railways ordered
150 railcars from the new factory at Cérdoba.

/Table 6
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Table 6
LATIN AMERICA; CONSTRUCTION OF RAILWAY ROLLING STOCK, 1955-60
(Units)
Country © 1955 11956 1957 - 1958 1959 1960

‘ Ao Goods wagons

Argentire 194 %5 218 380 352 aee
Brazil 1 881 1 g9 2 030 1 644 , 1 950% veo
Chile e/ 50 35 50 ‘ - 16 57
Mexico 858 1134 1 518 1792 1 730 1517
Latina Americs 2 983 3 973 3 816 3 816 T ol -
B, Passenger ccachas
Argentim i 7 14 12 oo eor
Brazil 17 7 3 by . .
Chile 3 70 28 28 12 33
Latin Ameriea —‘6; __8.1-& _-ll‘S- *'33-9. .-:: —::

Sourcess Officlal oommunications from, or information supplied dirsct by, Argentina, Brazil and Chile; La
Nasional Fimnelera, end information supplied direct by Mexieo.

8/ In Chile the following numbers of rerrow.gaugs (cne metrs) goods wagons vere also built: 1955 » 203
1956 «210; 1957 « 2203 there was no produstion in 1958,
b/ Provisiomal,

/making sufficiently
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meking sufficiently powerful diesel engines is rather limited, particularly
if account is taken of the needs of other countries which it is proposed to .
" méet, Studies have recently 'bee‘f;’ carried out and efforts made to find &

. solution to the problem of renewing equipment and ensuring expansion within
a regionally integrated programme, It is proposed in the near future te
export Brazilian rolling stock to Argentina, and similar plans are being

-+ studied for exports to Uruguay.

/Chapter II
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Chapter II
 MINING

Introduction

Generally speaking, the Latin American mining industry continued
to be highly dependent on forelgn markets, Although local consumption
of some products denotes a growing market, Latin America exports the
bulk of its ore, especlally metals, With respect to mineral fuels, the
coal mined is mainly for domestie consumption, but on the other hand
almost all the petroleum produced in Verszuela, and small amounts produced
in other countries, are exported.

The world market for non-ferrous metals, which had been unfavourable
since the second half of 1957, improved somewhat during 1959 and 1960,
but this improvement was accompanied by fairly wide fluctuations, and
there was no evidencelbf any long-term strengthening. Petroleum, on
the other hand, which still had a favourable market in 1958 as a result
of the aftermath of the Suez crisis, felt the effects of an abundant
supply in 1959 and 1960, mainly because of the boom in Middle East
production and growing sales by the USSR. The iron ore situation was
very different, because of the links between many Latin American produc-
tion eentres and the great steel companies in the United States, The
demand for iron ore expanded considerably during the last decade and
exports did not suffer as a result of the recession in the United
States in 1958, the long steel strike in 1959, or the new recession |
that began in 1960, This favourable course of events was due partly
to the fact that the mines worked by the United States steel firms in
their own country, being of the marginal type, are the first to feel
the effects of shrinking demand. Another favourable factor was the
growing interest shown by Japanese steel companies, and even some
European companies, in Latin American ore. This expalins why the
mining and export of iron oré now exceed in value such traditional

/items in
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items in the region'é mining sector as tin, lead and zinc, and why even
better prospects of steady and rapid progress are opening up for iron.
Despite the not very favourable conditions prevailing in the non-
ferrous metals market, the volume of output and export in that sector
continued to rise. The reduction of income in that sector does not
appear to have affected the execution of the expansion programmes drawn
up previously; this applies particularly to copper. The production of
petroleum was also encouraged in a number of countries, but to meet
domestic needs rather than for export.‘ Although in 1956 and 1957 there
‘was considerable investment in Venezuela, the rate of increase seems to

have fallen instead of rising.

1. JIron ore

R

Production of this ore was outstanding for its high rate of growth
(see table II-1). The cumulative growth rate for the last decade was
22 per cent{ after a temporary decline in 1958, the rate recovered
again in 1959, when the growth coefficient was almost 24 per cent. The
possibility of increased exports in some cases - especially in Brazil -
depends partly on the expansion of transport or harbour facilities, or
the completion of existing projects of this’type.

. Although the Latin American steel industry is in a period of full
expansion; the decisive factor in the rapid growth rate of iron ore
production was undoubtedly the foreign market. Venezuela, whose out-
put constitutes more than half the region's production, has thus far
exported all the ore mined. There were also large~scale exports from
Brazil, Chile and Peru, not only to the United States, but also on an
increasing scale to Furope and Japan. The favourable outlook for
external demand was a powerful stimulus to the preparationeand execution
of the present expansion programmes in almost all of the producer coun-
tries, especially in Brazil, Peru and Chile., In the first two countries
new investments, were outstandingly large.

In Argentina, on the other hand, domestic requirements were the

/Table II-1
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Tuble 1I-1
LATIN AMERICA: IRON ORE FRODUCTION IN SELECTED YEARS

(Thousands of tons of ironm content)

Country 1950 1955 - 1959 1960 g/
Argontina ® B by 68
Brazil 13 230 b 353 o/ L 873
Chile ‘ 1 “ 940 2549 292
Colombia b/ o .. 108 1238/ 158
Cuba oy . mg 20 o/ 50
Dominioan Rapﬁbué L . 100 80
Mexico , 286 k29 535 515
Poru - " 1059 1 950 3 koo
Venezuaia | ___1_22 L‘#E 3_1_32_7 YA 3_3_:7_3_5_
Latin Americe

Total - 3 557 10 Y02 20 854 25 800

Growth rate sompared with
the preceding year 12,1 2347

Anmmual ocumulative growth
rates for tho periods

1950-55 and 1955-60 respeo~ ,
tively 24,0 20,0

Sourdes: Nationel and intermational statistiocs, technigal pubifeations and direct
information,

&/ Provisiomal.

b/ Including only srude and medium ore, as fine ore, which ropreeerrbs about 40 per’
vent of production, is not useds

/main factors
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main factors determining the programme recently drawn up for mining
the large deposits in Patagonia.l/
As to the possibility of future expansion in Latin America as a
whole; surveys of new areas have raised proven reserves of iron ore to
over 6C,000 million tons; about half of this is in Brazil, where present

production is little more than 40 million tons a year.2

2, Goprer

Latin American copper production has also made great strides in
the last two years, particularly in 1960 (see table II-2). The prime
factor determining the increment was the partial equipping of the
Chilean mine of El Salvador in 1959 and of the Peruvian mine of
Toquepala at the end of that year. BSubstantial new invesiment was
involved.

As already observed in the cass of non~ferrous metals in general,z/
the copper market was slightly better in 1959 than in 1958, prices
remaining steble until nearly the end of 1960. Two of the factors
ﬂthat affected market trends were the strike in the United States and
the uncertain situation in the Congo. It was not until the last weeks
of l96é that prices took a further downward turn in relation to the
‘substantial increase in stocks and the industrial recession in the
United States. |

In 1960, a concession was granted for mining the Sierra Grande
deposits, but actual production is not expected to begin for
four or five years.

e

Both figures are expressed in terms of crude ore,
See the introduction to this chapter,

AN

/Table II-2
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LATIN AMERICA: COPPER ORE FRODUCTION IN SELECTED YEARS

(Thousands of tons of high-grade sopper content)

Country 1950 1955 1959 1960 &/
Chile 36249 433,5 54540 532.0
Mexico 61,7 5,7 57.0 £0,0
Peru 3042 43,4 5047 1714
Other countries o 2643 214 18.4 27.2
Latin America ‘ . .
Total 481,1 563.0 671.1 790.6

Rate of ;noreasel with respect k :

to previous year 9.9 17.8
Annuel ocumulative rate of increasse in

1958-55 and 1in 1955-60 _ %02 7.1
“World total (excluding the USSR,

Mainland China and Eastern Europe) 2 280 2 750 3 093 vee
Latin America as a persentoge of

the world total ' 21,1 20,3 21,9 s

Sourcess Official and international statistics; technical publications and direct information,

a/ Provisionsl,

y Apart from the three major producers, & certain amount wus ppoduced during the

question by Argentina, Belivia, Brazil, Cuba, Ectador and Venezuela.

period in

/3. Lead
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3. Lead and zinc -

Production of lead and zinc ore  fluctuated fairly-extensively and .
in opposite directions during the last two years. After increasing
8lightly more than 12 per cent in 1959, zinc mining declined again in
1960, and in both years the volume produced was less than in 1955 (see
table II-3), \

A very different trend is observable for lead ore production; this
dropped in 1959 only to recover in 1960 when it reached a higher level
than in 1955, But if 1950 .is taken as the base year, the output of
both types of ore will be seen to have increased to much the same
extent - 28 per cent in the case of lead and 34 per cent in that of
zinc. The lead market apparently deteriorated in the last few years
for technological reasons: the competition of plastics in the manuface
ture of ‘cables and piping for building, and of synthetic chemicals in .
“the preparatlon of paint. |

The two leading lead and zinc producers in Latin America are Mexico
and Peru. In Mexico, lead output is decreasing while in Peru it more
than doubled in the last ten years.

/Table 1I-3
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Table II-3
LATIN AMERICAt LEAD AND ZINC ORE PRODUCTION IN SELECTED YEARS
(Thovsends of tons of metal sontent)

Lead - Zino

1950 1955 1959 1360/ 1950 1955 1959 1960 &/

Mexs oo 2381 2108 15,0 1%6.0 2235 2694 2640  253.0
Peru 649  118.8  115.2  158.0 78.9 1661  143.1 13040
Other gountries b/ 565 56 756 BLO 37 5M3 667 6949
Latin Americs
Total . 5595 - 3842  381.8  U435.0  3%6.1  L492.8  U473.8 4528
Rata of inorease with ‘(
respect to provious year : 5,8 13.9 12,3 alt.5
Amnual cumulative rate of ' : ij
inorease in 1950455 and . . ;
1955-50 1.3 245 8.0 —1.;

World total (exeluding the
USSR, Maoinlend Chims and

Eastern Europe) 150 193 178 2060 2690 26648/ ...

Latin Amerioa as a percentage
of the world total 23,0 20,0 20,8 16.8 18.3 17.8 " eee

Sourcas: As for table Ile2,

8/ Provisional,

_\3/ The other countrios are headed Argentina and Bolivia; the remeining producers in the region are Brezil,
Chile, Guatemala and Honduras (Ecuador produces only smll quentities of lead)

/b Tin
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Production of tin ore in Latin America - carried on almost entirely
... in Bolivia - made a.partial Fecovery in 1959 after.the.losses.it.had ... . .
... sustained in 1958, although it failed'to regain the volume it had reached
~in prev1ous years. In 1960 it fell agaln to 8 level only slightly higher
then that of 1958 (see table II-4),

The salient factor in the expansion of Bollv1an production and
eXports in 1959 was the barter agreement with the United States, which
made provision for the exchange for 5,000 tons of tin for agricultural
sﬁfplﬁéeé; Iﬁ the éame year inﬁernatioﬁal tin priées improved, with,
however, scarcely any effect on the volume of exports, since this is
fixed by quofa arrangements with each of the signatories of the Inter-
national Tin Agreement, Nevertheless, exports to the United States
under the barter dgreement which were intended for strategic stock-

piling, did not form part of the above-mentioned quotas.

In 1960 Bolivia was unable to maintain its previous level of
production or even to use its export quota to the full. Efforts were. .
therefore made to reorganize production, .to bring some of the plants
up to date and launch new geological surveys.

/Table II-l
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LATIN AMERIC&; TIN ORE FRODUCTION IN SELEGTED YEARS

{Tons of highwgrade tin content)

Country 1950 1955 1959 190 a/
Argentimn 260 90 228 230
Belivia 31 710 28 370 23 810 19 690
Brazil 190 150 180 240
Mexico U50 610 380 4oo
Peru ho - - 10
Latin Ameriea

Total 32 650 29 220 24 590 20 570
Rate of increase with respect
to previous year 28.3 ~20,1
Annmnl cumulative rate of inerease in
1950-55 and in 195560 ~202 -6,8
World total (excluding the USSR,
Mainland China and Eastern Europs) 166 500 181 000 136 000
Latin America as a percentage of
the world tO’t&l 1905 16.2 18-5 sas

Sources: As for table II-2.

a/ Provisiomal.

/5. goal
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So Coal

In Latin America as a whole, coal mining was distinguished by
a slow and even declining rate offgroﬁth, but with no sharp fluctua-
tions (see table II=5), - - o

Fluctuations at the national level were mainly caused by labour
disputes, while the overall slow growth was a resuylt of the fact that
most of the coal obtained was cdnsumedAin the producer countries them-
gelves or in other parts of Latin America,

So far as its time-honoured uses are concerned, coal is losing
ground to petroleum and petroleum defivativss; moreover, except in
Colombia and Mexico, it is only used for coking and has an admixture
or imported grades,

The slump in Chilean output during recent years was caused by
the increased use of fuel oil and the contraction in exports to
Argentina, = An extensive programme is being carried out to modernize
‘coal mining and thereby reduce the present high production costs.

/Table II=5
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Table 115
LATIN AMERICA: COAL PRODUCTION IN SELECTED YEARS
(Thougands of %ans)

Country 1%0 1955 1959 1560 2/
Argentira 26 133 300 300
Breril 1 959 2 268 2 330 2 500
Chile 2217 -2 305 1 890 1 600
Colambie 1 100 1 850 2 480 2 600
Mexico 912 1 342 1 586 1 700
Poru 196 136 173 147
Venerusla By  m 4 32
‘Latin Amorica

Total 6 438 8 065 . 8 793 8 879
Rate of inoresse with réspact to
previous year 1.6 Lo
Anmual ocumulative rete of inerease

Lo 2,0

Sourcess As for table Ile2,

¥4 Provisioml,

b/ 1951,

/6« Petroleum
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6.. Petroleum

Despite unfavourable world market trends, in 1955-60 the extrac-
tion of petroleum in Latin America kept up a cumulative annual rate of
growth almost as rapid as that ‘achieved in the precedlng flve~year
period But the increase in output was a good deal smaller in 1960
(see table II-6)

In order to interpret this evolution aright, the case of Vénezuela,
which is essentlally an exporter country, must be dlstlngulshed from
thet'of the other countrie€s which produce petroleum mainly or entirely
for their own consumption. vDuring the period 1950-55 it was Venezuela
that fegistered the mosf dynamic development, in relation to the buoyancy
of external demand. Conversely, in the second five-year period - to be
more exact, when the Suez crisis and its aftermath had died down - the
world market situation deteriorated. In the course -of this second

..quinquennium, too powerfulan,imﬁetus was given to production in Argentina,
in Brazil and in Chiie, although in the last-named country on a smaller
-scale. A comparison between five-yearly rates of growth in Venezuela,
on the one hand, and in the rest of the Latin American countries on
the other, clearly illustrates this change of trends (see egein table
11-6). S

Another characteristic feature of the development of‘the petroleum
sector is the rapid rate at which refining has increased.‘yﬁbst of the
Latin American countries - even those which do not produce crude - are
tending to expand their refining capacity and to replace imports of
petroleum derivatives either by importing erude or by the more efficient
utilization of their own primary resources. In the case of Venezuela,
of course, the chief objective pursued is to raise the unit value of
exports by incorporating a higher percehtage of value added in the
goods concerned. It should be pointed out that in the other countries
refining capacity is steadily growing, and that even in States whose
population is small, like El Salvador, Guatemala and Panama, petroleum

refineries are in course of construction.

Y : /Table II-6
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LATIN AMERICA: EXTRACTION AND REFINTNG OF CRUDE PETROLEUM IN SELECTED YEARS

(Thousends of %ons)
Extrastion Refining "
1950 1955 1959 19608/ 1950 1955 1959 1960 of
Argentina 3 357 b 365 6 384 9 150 6 389 8652 11364z e
Bolivia 80 3651 ks s 81 | 351 32 4o8
Brazil 38 264 3 083 3 850 n 3 586 7 653 oes
Chile 82 336 838 93 - 670 1222 1 201
Colombia b699 5493 ok 7708 1253 1955 3350 3353 !
Cubs, 2 48 .30 g 289 320 12008/ eesl
Ecusador 34y 466 364 370 213 265 373 503
Mexico 10963 1279 15570 15 9% B8os6 11272 15 k23 15 630
Peru 2 007 2 303 2 364 2 360 1628 1979 2 376 cer
Uruguay - - - - 780 1130 1 530 .o
Total 20 975 26 W19 36 k50 4o 831 18760 30180 LY 903 oo
Annwal rate of growth b/ 20,4 12,0 640 oo
Cerorin gy e o b7 91 10,0 e |
Venezuele 79975 115169 W7 9% 153370 1337 286k Won 4 500
Annual rate of growth b/ 6ol 3.7 12.6 7.9
Cumulative rate of i
¢ growth o/ 76 5¢9 16.5 10.?
Latin Amorica 100 950 141 588 161 38 194 200 32 097 58 829 88 sS4 e |
Ammual rete of growth b/ 702 5¢3 92 oo |
Crovtn g oo o 7.0 65 12.9
Forld (exoluding Mainland China)522900 772 800 978 400 1 051700
‘32134“$2§i§‘“ peroemtage of 19.3 18.3 18.5 18,5 ?

Sourcest As for the table IIm2,

8/ Provisional,

b/ Pate of variation in relation to the preceding year.
o/ Bate of cumulative growth for the five-year periods 1950m55 and 1955-60, respsctively.

/Chapter III
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\Chapter III
AGRICULTUREY
1. THE OVERALL SITUATION

In the two~year period 1959-60, Latin American agriculture continued
to develop at the slow rate characteristic of recent years, Over the
short term, agriculture has remained virtually at a standstill in Latin
America, owing to diverse factors, whose incidence has varied in nature
and intensity from one part of the region to another., Over the‘longer
term, production in a number of countries is still suffering from the
ill-effects of a defective agrarian structure, which retards agricultural
development and therefore the growth of the economy in general. '

Furthermore, in many Latin American countries agricultural production
for domestic consumption has not been increasing at the same rate as the
population. Such was the case in 1959, when the production of crops for
domestic consumption expanded by only 2.4 per cent as against a population
increment of 2,5 per cent in Latin America as a whole., To Jjudge from the
preliminary data availsble, ihis trend seems to have persisted in 1960,

The practice of making up deficits in food supplies by means of the
palliative of imports has been kept up, with the consequent diversion of
- large amounts of foreign exchange from more productive uses, such as, for
--example, imports of capital goods. In the fiscal year which ended in June
1959, exports of foodstuffs from the Unites States - the region's leading
supplier - to the 20 Latin American republics represented approximately 460
million dollars. In 1959/60, their value rose to 495 million dollars, i.e.,|
by 8 per cent. B

Latin America is at present passing through a period of demographic
expansion in which the rate of growth of its population is one of the highest ?
in the world., If agricultural production continues to develop as slowly
as at present, it will remain incapable of satisfying the population's food
requirements, and imports of foodstuffs will have to be increased if per
capita consumption is to be maintained at least at current levels. Expressed | -

1/ This chapter was prepared by the Joint ECLA/FAO Agriculture Division.

/in terms
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in terms of energy, these'levels'in“l958'averaged slightly more than
2,600 calories daily in Latin America as a whole, ranging from a minimum of
some 1,900 calories daily .in Haiti and Bolivia to a maximum of a little
over 3 000 in Argentlna.g/ | o

"In 1959 unfavourable weather conditlons ~in partlcular, heavy rainfall,
sometimes fOllOWPd by torrential floods ~ severely affected agricultural
productlon in the southern countrles of Latin America (Argentina; Brazil,
Chile, Paraguay and Uruguay), and in some of them caused serious material
damage, ‘the effects of which were still making themselves felt well on into
the year 1960, . ' ' ‘

" In the last two years under consideration, the trend of world prices
for Latin America's staple agricultural exports was distinctly unfavourable,
In fact, quotations for cottdﬁ,_coffee, cacao, sugar and bananas declined
perceptibi} in the course of this period. Linseed oil prices, which fell
in 1959, recovered to some extent in 1960, but without regaining the:level
regiétered two years before., = Beef prices rose slightly, while those of
hard. fibres ~ - henequen, sisal and agave -, which are products of less economic
significance for Latin America, substantially increased, Y

As an example of the prejudicial impact of international prices on
agricultural production in Latin America in 1960, the case of cotton may be
cited, The fall in world prices registered in 1959 reduced sowings in
Mexico, Guatemala, Bl Salvador and Nicaragua - which, together with.Peru,
are Latin America's leading exporters -, with the result that in all of them
the output of cotton decreased sharply in 1960, dropping to the lowest levels
recorded in recent years. ' This affected agricultural production figures in
the four countries méntioned, and determined a substantial contraction of
Latin American aports (22 per cent) in the cotton year 1959/60.

2/ United States Department of Agriculture, Food Balances in Foreign-
Gountries, Part ITI: Estimates for 20 Republics of Latin America,
Washington, November, ~1960,

' See the present Su"vez (E/CN 12/565), Part One, chapter III for further
details on prices of -primary commodities and their fluctuatlons. o

 /As the,
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. As the coffee supply cannot be altered at will from one year to another,
output continmedto increase in 1959 and 1960 despite the downward trend of |
prices, Hence new surpluses went to swell the already over-abyndant. coffe&
stocks, However, the Latin American countries were successful in their
efforts to regulate exports inasmuch as an International Coffee Agreement
was concerted, which entered into force on 1 October 1959, for a period of
one year, and which covars approximately 85 per cent of world trade in this

.commodity. The Agreement,wvhich constitutes a means of methodically
placing coffee on foreign markets, was prorogued for a further year in l960,f
and seems to have halted the downward movement of prices for the Latin

'_ American varieties (ggggggg), stabilizing them at their 1959 level, Prices
of African coffees - especially the robusta variety - continued to decline.

In Argentina, which is Latin America's leading producer of cereals

and stands alongside the United States, Canada and Australia as one of the

world's principal wheat exporters, exportable production of fine grain -

wheat, oats, barley, rye and linseed -~ contracted from 6,5 million tons in

1956/57 to 4.9 million in 1959/60, ‘Preliminary estimates suggest that in

'1960/61 the volume in question will be reduced still further, to 2.2 million

tons,  In 1958/59, exportablé production of wheat, which amounted to 4.0

million tons, exceeded that of the preceding year by 18 per. cent but in

1959/60 it shrank to 3.1 million tons. Estimates for 1960/61 place it at
900,000 tons, one of the smallest volumes hitherto registered in Argentlna.
The chief cause of the decline in production was the droughf which hindered
sowings and affected the crop.

The change in the United States Sugar Act at the beginning of July 1960,
together with the elimination of Cuban sugar from the United States market

during the remainder of that year and the first quarter of 1961, cnnstltuted .
an event of supreme 1mportance for the agricultural economy of Latin America,ﬁ ‘
and altered the structure of the ﬁorld sugar market. Cuba's quota was
redistributed among other producer countries, 675,811 short tons falling to |
the share of Peru, the Dominican Republic, Mexico, Nicaragua, Haiti, Panama, ?
Costa Rica, Brazil, Guatemala and El Salvador, over and above the normal V
- quota of 90,ALO short tons which corresponded to the first eight of the
countries listed,

/Cuba, in
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. Cuba, in its turn, sold 2,350,000 metric tons to the. centrally planned
economies - mainly the USSR -, at world market pricés, requiring 20 per
cent to be paid in cash while the remainder was covered byfbarter arrange~

‘ments, The immediate effect of these significant changes in the direction

. of the sugar trade was an exceptional boom in Latin American exports during
the last half of 1960,

- It seems that in 1961 the above-mentioned Latin American countries,

as well as Colombia and Ecuador, will continue: to benefit by the better

.,sugar\prices prevailing on the United States market, Cuba has concerted

a new trade agreement with the USSR and other centrally planned economies,

under the terms of which it will sell 4 million tons of sugar in 1961, at

a price of 4 dollar cents per pound.

 II, SITUATION OF SELECTED COMMODITIES
1. Sugar

- The most important development in the international sﬁgar market in
. 1960 was the amendment in July of the United States Sugar Act, which had the
.effect of excluding Cuban sugar from the United States market for the

" remainder of that year and the first quarter of 1961, In recent years,
Cuban exports of sugar to the United States had amounted to 3 million tons
‘& year, which is almost a third of United States consumption., It should be

. added that, because of the proteciionist character of the Sugar Act, the

“price of Cuban sugar was 2 or 2 1/2 cents more in the United States market
than in the world market., * ‘ '

In the last two years, world production of éehtrifugal sugar has reached
record levels, Meanwhile Latin Americal's contfibutidn to world production
remained steady, and its exports, which had declined slightly in 1959

Wcompared‘with the previous year, appeared to have recovered duriﬁé the

first six months of 1960, ‘Vorld prices, which on the average had dropped

. by 15 per cent between 1958 and 1959 - from 3.50 to 2.97 cents a pound -
rose .gomewhat in the third quarter of 1960, after the Cuban Sugar Stabiliz-
ation Institute (Instituto Cubano de Estabilizacisn del Asficar (ICEA)) set
& minimum price of 3.25 cents f.o,b. for its sales. However, in the last
months of the year other producers offered consignments on the world market
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at a price much lower than the Cuban minimum, and quotations for unrefined
sugar c,i.f, London were the equivalent of less than 3 cents a pound f.o.b.
ports in the north of Cuba,
(a) Production
In 1959, world output amounted to the record high figure of 50,9 million
tons, an increase of almost 4 million tons compared with the previous year,
and in 1960, 50,3 million tons were produced, Preliminary estimates for
1961 make it seem likely that a new record of 55.5 million tons will be set.
Latin American production of centrifugal sugar remained more or less
stable during 1959 and 1960, while the total sugar crop for the region rose
to 14.6 million tons in 1959 and 14.8 million in 1960, The contribution of

this crop to world production remained stable during the period, with a slight

change from 28.6 per cent in 1959 to 29.4 per cent in 1960, Preliminary
estimates for 1961 indicate that Latin American production exceeded 15.8
million tons,

Cuba is the principal Latin American producer of centrifugal sugér and
until 1959 it was the leading world producer, In that year, the USSR for the
first time produced more than 6 million tons, thus surpassing Cuba, which
produced only 5.96 million,

In 1960, Cuban output (5.86 million tons), although 100,000 tons less
than in 1959, constituted approximately 4O per cent of all Latin American
production. Next came Brazil with 3,38 million tons, Mexico with 1,62
million, Argentina with 1 million, the Dominican Republic with 940,000 tons
and Peru with 815,000 tons (see table III-1),

The countries listed are lLatin America's main sugar producers; taken
together, their output amounted to 13,62 million tons, more than 90 per cent
of the Latin American total.

(b) Exports

Latin America's share of world exports is larger than its share of
production; whereas the latter is only about 30 per cent of the world total,
its exports are over half of the world total,

This is a result of both ecological and political factors. As sugar is :
an item of prime necessity, attempts are made the world over to produce either

beet or cane sugar in almost all climates. This widespread production

/Table III~l
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Table IIIsd
LATIN AMERICA: SUGAR FRODUCTION 1959-60 AND ESTIMATES FOR 1961
(Thoulands of tons)
Country : 1959 1%0 1961
cba 5962 5 862 6msy
Brasil - 3 591 3379 . 3 600
 Mextoo ' 1 368 1 620 1 690
" Argentina ‘1139 - 1001 . 8o
Dominioan Republic 781 , 940 o .' ‘ 950
i - Peru ' 706 815 . | . T e
" Colombla 263 330 L 35
Venazuela 163 Y 202 , 270
Eouador : 92. % _ 100
Nicaragus ' 70 no 5
Guatemals ‘ 67. | 70 _ Vi)
Chile 55 79 | 36
Hagta 4y R e
”‘c'ﬁ'stn. Rloa - . ° 56 : . 57 , ) 60
" E1 Salvador | 46 o 51 .- 50
© Pereguy 39 ( 36 29’
Paname 2 e . 2l ) 25
k Bolivie =~ - : "1y 17 : | 27
" Uruguay R 32 : 37 - 36
Honduras 16 Coa o

‘Tatal, Latin Americe 14 556 14 969 | 15 819

« - : -
Sources: FeOe Licht, Segunde estimeoisn de la producoién Europse de Azdoar and
Primera eatimeeidn de le produceidén murdial de ezfear (2 December 1960).

. 2/ Ouban sugar production eccording to the Decree of 18 January 1961,

/undoubtedly results
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undoubtedly results in greatly varying degrees of economic efficiency. In
many cases wﬁere natural resources for sugar production are inadequate, or
where there is no clear comparative advantage in undertaking it, these
deficiencies are usually offset to some extent by such measures of economic
policy as protective tariffs or import quotas, _

Cuba, the largest Latin American producer, produces almost entirely for
export, its domestic consumption being only 300,000 tons yearly, The
situation is similar in the Dominican Republic, which also exports the bulk
of its production, Latin Americat's other traditional exporter, Peru,
expdrts approximately two thirds of a sugar it produces, Brazil, which was
formerly a large producer and exporter, has begun to emerge again as a
producer in recent years; in 1959, of a sugar output of 3.6 million tons,
it exportéd 600,000 tons, or 17 per cent, Until recently Mexico was an
importer, but in the last three years it too has been exporting a certain
amount; in 1959, its exports of 135,000 tons amounted to less than 10 per
cent of its outputvof 1,4 million tons (see table III-2),

In 1959, Cuban exports amounted to 39 per cent of the world total and
71 per cent of Latin American exports, Cuba's exports, added to th&sé of
Brazil, Peru and the Dominican Republic, constituted 97 per cent of all |
Latin American exports in 1959, With one or two exceptions the other .
countries produce only to meet their own needs, or are deficit producers or
marginal exporters, ;

In 1959, Latin American sugar exports were almost 800,000 tons less than .
in 1958, Most of this reduction was due to the drop in Cuban exports, |
which fell from 5.63 million tons in 1958 t6 4.95 million in 1959, In
Brazil, exports shrank by 170,000 tons and in Mexico by about 50,000 tons.,
Peruvian exports, on the other hahd, expanded by almost 90,000 tons, while
those from the Dominican Republic remained at a level of about 700,000 tons,

Incomplete data available for 1960 indicate that Latin American sugar
exports will be substantially higher than for 1959. Cuban exports of 4.8
million tons for the first ten months were 14 per cent higher than the ﬁ
4.2 million tons exported during the corresponding period in 1959, Brazilianh
exports increased more rapidly (28 per cent) during the first eleven months
of 1960, while Mexico's exports of 439,000 tons during the first nine months

/Table III-2
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Teble Ii;-z
LATIN AMERICAs EXPORTS OF CENTRIPUGAL SUGAR, 1958-60
(Thousands of Yons) -
" " ‘ \,‘ ‘

. Country 1958 - 159 Months 1959 1960
ouba 52 495 I-X e 4 789
Brast2 . 776 606 IXI 569 725
i nomm;an ’lillipublio 669 ' 668 I-VIII 545 617
Pora w1 499 XTI 437 458
" Mexsoo 187 195 1-IX 135 of 439
| Nicaragua 2 18 | ‘ D eee voo
) Eoua.d;)r 22 31 - v ves
Pe.usuay 0 15 oen s
EL Salvedor 8 "y " - e
Coste Rica 1 ‘ 7 TS vee
Hatt ¢ 6 oes vee
| "‘l"amlama 5 5 vee
‘Gustemsla 0 1 en eoe
‘AVu/:e‘kzuela. .‘9 <0 . e Y
Argonﬁim 0 (o] ‘ PYYS ous
‘Total 7 748 -6 950 _ ) | 5 6852 7 ogy

. World exports 13 678 12 881

Sources: intornatioml Sugar Council, Stetistiosl Bulletin (Jaruary 1961)e

8/ Total exports for 1959, .sirico the deta for the Pirst nine morths slone are not available
. for pupposes of comparison,

/were more
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were more than triple its total sugar exports for 1959, Moreover, the
radical structural changes in the international sugar market that took place ﬁ
in the second half of 1960 are an indication that the sugar exports of the
other countries had increased to an extraordinary extent, and that all the
Latin American totals must have set records.

(¢) Structural market changes | »
In Febrﬁary 1960, the USSR concluded a trade agreement with Cuba under

which it undertook to import one million tons a year of Cuban sugar for a
| five~year period, 20 per cent to be paid for in cash, and the rest by barter,’
This sugar is not to be re-exported to what might be regarded as Cuban :
markets. - In due course the USSR granted Cuba credit to purchase goods to ﬂ
the value of 100 million dollars, It should be recalled that, during the ‘
five-year period 1955-59, Cuba had sold an annual average of 298,000 tons
to the USSR for cash,

On 6 July, 1960, the United States Congress amended the Sugar Act,
authorizing the President to fix the Cuban sugar quota for the rest of that
year and the first quarter of 1961, The United States President used this
power to establish a Cuban sugar quota of 39,752 short tons for the remainder
of 1960, This constituted a reduction of 700,000 short tons, compared with
3,119,655 short tons originally established for 1960 on the basis of'a total |
United States sugar consumption of 9,4 million toﬁs, plus 156,000 that Cuba
hoped to have added to its quota to make up the deficit left by other !
exporting countries, As a result, the aggregate quotas were indreased from %
9e4 to 10,4 million tons; the corresponding increments for the other |
producer. countries were mainly at the expense of the original Cuban quotaA/
(see table ITI-3), , |

Hence the additional quota allocated #o the Latin American’COUntries
for the remainder of the year totalled 914,924 short tons. The 321,957
short tons assigned to the Dominican Republic were bought at about the same

4/ A United States consumption of 10,4 million tons would have implied a
Cuban quota of 3,415,555 short tons, hence the cut in the Cuban quota
for 1960 actually amounted to 995,900 tons, plus the 156,000 of quota
deficit, that is, a total of 1,151,900 tons on which Cuba failed to
obtain the premium of 2 to 2 1/2 cents per pound that it had been
receiving until then for its sales in the United States,

/Table III-3
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Ta,blg IIInB

SUGAR QUOTAS. AND BREAKDOWN OF NON~QUOTA Puncmsms AUTHORIZED N
THE unm.n STATES, 1960 ’

(Short togg)

Domutio produotion
" Beet sugar
L 0ono Sugar
 Hewail

Puerto Rico
Virgin Islands

Foreign production .

Reduced Cuban gquote

- Fhilippines

- Full=duty countries’

Poru

.. Dominican Repuﬁlic :

" " "Mekieo
* Nioaragua
Haiti
" ‘Panama
Costa Rica
Bratil
1 Salvador
" Guatemala

Totsl, Latin America g/

Other oountries

Total

Nonequota purchases
authorized

" ‘Consumption roquirementn

None

Altered. ‘ ‘
quota :
quotas purchases Totd_' _
authorized -

2 51k 945 - 2 514 945
773 813 - 773 873
glio Lk - 9ho Ll
893 620 - 893 620

8 618 - 8618 .-

5 131 500 | 5 131 500

2 419 655 - ‘2 U19°655

. 980 000 176 426 1 156 426
138 827 135 000 273 827
130 957 321 857 452 81k
115 809 284 628 koo 437 -
19 766 22 000 4 766
9 105 26 567 - 35 6n
4 218 6 258 10 k96
b4 202 © 6267 10 469’
- 100 347 100 347
- 6 000 6 000
- 6 000 6 000
{h22 884) (o1l 924) (1 337 808)
10061 - 1108 650 18 n1-
8 964 100 1 200 000 10 164 100
} 235 900 .

10 400 ooo‘ ‘

Sourees ‘United States Depar‘tmerrb of Agriculturo, Sugar Rogor'ha (November 1960).

o/ Exoluding Cuba,

ve

/rate as
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rate as the world price, since it was made a condition that the importers
should pay ﬁdAthe United States Government a duty of 2 cents per pound
before being authorized to bring the sugar into the country. Because
‘of this proviso, only 593,067 short tons of the total additional amount
allocated to the Latin American countries received the benefit of the
premium paid on the United States market,

At the end of July, the Cuban Sugar Stabilization Institute (ICEA)
announced that it had sold a further 700,000 tons to the USSR at 3.25 cents
per pound, and that it had signed an agreement with the People's Republic |
of China under which that country undertook to purchase 500,000 tons a year‘
of sugar for a five-year period, although the agreed price was not revealed.
During- the first year, the purchaser was to pay for one~fifth of these
imports in pounds sterling, and for the rest by barter, during the following
four years, payment would be made wholly in Chinese goods. Some Eastern |
European countries also undertook to buy smaller amounts of Cuban sugar;
it was calculated that sales to this group of countriee in 1960 might
amount to some 2.35 million tons. Thus estimated Quban sales to the
countries with a centrally planned economy subsequent to the amendment by
‘the United States of the Sugar Act amounted to 1.35 million tons, which fully
made up for the volume of sugar left unsold to the United States., However,:
these additional sales did not suffice to make up the‘difference between
the price paid in the United States and the world market price,

It should not be overlooked that, of the total of 2.35 million tons
"that Cuba sold to the countries with a centrally planned -economy in 1960,
only 20.per cent was paid for in cash, and that full payment for a

i
;
|

considerable part of the remaining 80 per cent will have to await completion
of the barter transactions involved. ‘ :

The main item imported‘by Cuba from the USSR during the second half of
1960 was crude oil., The Cuban Government had announced that contracts had
been placed in the USSR and neighbouring countries for a number of industriai
plants, - .But, as it will tgke long to set up these plants, it will be some
time before they can begin operating, In view of these considerations, it
is obvious that, as long as Cuba does not receive goods in return for the
whole of its exports to these countries, it will in effect be subsidizing

, /these purchases
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' these purchases by the amount of the outstanding debt.

(d) Prices: .

' Sugar prices on the world market, which had reached an annual average

~ of 3,5 cents per pound in 1958, began to fall from the beginning of 1959

~and reached their lowest level of 2.8, cents in the third quarter; there was

a slight recovery to 3 cents in the last querter (see table III-4), In

the first half of 1960, prices remalned stable at that level, which was
.‘below the minimum of 3,25 cents set by the International Sugar Agreement
-ffor'the reduction of the export quotas of the partlcipatlng countries by

. the. Sugar Council, . -

“Although the exclu51on of Cuba from the United States market in the
middle of 1960 and the subsequent announcement of further purchases by

,+.the USSR and China (mainland) foreshadowed far-reaching changes. in the

- international sugar market, there was no apparent change, at lsast at

",firet, in the volume of sugar offered on the free market, Nevertheless,

the likelihood that the countries with a: centrally. planned economy would
absorb substantlal amounts of sugar in additlon to those they normally
-take had an 1mmediate effect in etrengthenlng prices. Thus the world
price, which on 27 June had fallen to-2.85- cents per pound-- the lowest

L 81nce August 1959 ~ rallied by 52 points durlng the next three weeks and

~on 19 July l960.reached 3.37 cents, the highest price since 5 January 1959.
On 7 July 1960, ICEA announced a minimum sales price of 3}25 cents

per pound." In spite-of this, prices began: to fall in August and this
‘trend was accentuated at the end of the year by'the prospect of large
increases in world production in 1961..- Y

. This. weakenlng could not be reflected in the prices of Contract No«.4
on the New York Coffee and Sugar Exchange (unrefined sugar, f.o.b. Cuban
“ports), which constitute the basic contract prices of the International
" Sugar Agreemeht, since, after the minimum price of 3.25 cente had been
established by ICEA, there were no more transactions in future under this
~ contract, .. As & result, Contract No.4 was suspended and replaced 1n
December: by a-new contract (No,8) authorizing futures in_sugar‘froﬁfﬂexico,
- the Dominican Republic, Peru and other countriesq )

Table I1l-l4
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Table ITI.4
INTERNATIONAL SUGAR PRICES, 1958-60
(Cents_per pound)
1958 1959 1960 !
‘ United United ‘ United
W
World a/ States b/ World’ Statey orld States
Quarterly averags I 357 5427 3o 5.13 3,01 5405
11 345 5439 2,88 5027 3,02 5e21 ,
111 348 . 546 2,84 5.53 3427 5.57 o/
w 3449 5454 3402 5.8 ' :
5028

Amual average 3¢50 5eli2 2,97 535 3210

Sourcss Internatiorel Sugar Counoil, Statistieal Bulletin (August-September 1960), and United
Nations, Monthly Bulletin ¢f Statistics (November 1960).

Note: The difference between the two prises represents the prehitm peid under the United States
quota system to Cube, which is now received by the countries among which the former Cutan
quote has been distributed,

2,/ Foo4beeCuba price of unrefined sugar for export to the world market,

y FeoOsbs Cuba price of unrefined suger for export to the United States,

_g/ The quotations for July, August snd September are taken from the United Stat¢l Department
of Agriculturs, Sugar Reports -(October 1960)

/In th.e
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In the absence of free~market sugar quotations on the New York Coffee
and Sugar Exchange, the best indicator: of the world pricé is the London
Committee's price, This fell steadily from 30 shillings and sevenpence
halfpenny per hundredweight at the beginning of August to 25 shillings and
ninepence in mid-December, After deduction of freight and other charges,
'-these prices correspond to 3.36 and 2,66 cents per pound, respectively.
Mdrover,.the fact that in the last months of the year transactions were
taking place at prices below the minimum set by Cuba shows clearly that that
price was somewhat out of line with market realities,

(e) Outlook for 1961 |

In mid-December 1960, the United States set a figure of 2.5 million short

tons for domestic sugar consumption in the first quarter of 1961, which

represents an annual consumption of 10 million toms, and Cuba continued to
be excluded from the United States market in accordance with the new sugar
policy (see table III-5), .

~ When the former Cuban quota was first redistrlbuted in July 1960, non-
quota purchases were authorized from the Latin American countries mentioned
in the Sugar Act as being entitled to import quotas in the United States,
namely Costa Rica, the Dominicen Republic, Hsiti, Mexico, Nicaragua, Panama
and Peru, and also from Brazil, El Salvador and Guatemala.é/ During the
December reallocations, Colombia and Ecuador were added to the list of Latin
Americen countries which would have access to the United States market in
that quarter, |

The whole of the quota of 824,299 short tons that would have been Cubats

was distributed among other producers; the Latin American countries listed
above were allocated 675,811 tons which, added to their normal quota of
90,440 tons, amounted to 766,251 tons, The Dominican Republic obtained a
quota of 250,512 short tons, Peru 245,377 and Mexico 215,000, but the sugar
from the Dominican Republic was again made subject to a duty of 2,25 cents
per pound, \

5/ It goes without saying that Brazil, which at the end of June 1960 had
319,000 of sugar stocks, was not satisfied with the allocation of
100,000 tons it received then, Table III-5 shows that the quota

- allocated to Brazil for the first quarter of 1961 is even smaller,

/Table III~5
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SIBAR QUOTAS AND BREAKDOWN OF NON-QUOTA PURCHASES OF SUGAR
AUTHORIZED IN THE UNITED STATES, FIRST QUARTER OF 1961 -

(Short tons)
Nonwquotas
Quotas Purchases Total
authorized
Domestis proeduction
Bost sugar 54l by 5l L33
Cane sugar 167 531 167 531
Hewail 303 853 303 853
Puerto Rioco 317 716 317 716
Virgin Islands 4 332 4 332
Domestlo total 1 337 875 1337 815
Foreign produstion :
Peru 30 377 215 000 ~2k5 37
Dominioan Republio 27 789 222 723 250 512
"Mexioo 23 852 191 168 215 020
Nioaragua 4 368 16 000 20 368
Halti 2 067 L33 2 500
Panama 995 1 505 2 500
Costa Rica 992 1 508 2 500
El Salwador - 2 000 2 000
Guatemala - 2 000 2 000'
Brazil 11 4k 11 Wy
Eouador - 6 000 & 000
Colombia ‘ - 6 o0co 6 000
Total Latin America (90 440) (675 811) (766 251)
Philippines _ 245 000 122 683 367 683
Other oountries 2 386 25 805 28 191
Total 1675 701 2 500 000

824 299

Sourses United States Department of Agrioulturs, USDA 3752-60, (22 December 1560)4

/The United
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The United States Sugar Act should have expired on 31 December 1960,
Congress's normal practice is to extend the Act for.a period of four years,
making any necessary amendments.) When the Act was amended in July,
however, it was extended until 31 March 1961. _Consequently, Congress

“w1ll have to convene early in 1961 to extend the Act for a longer period

" or else to amend it gon31derab1y,é/

Assuming that the present Act is extended and that the quota distrib-
ution of the first quarter is maintained for the rest of the year, the
~allocation for foreign countries for the whole of 1961 will be as follows:

Hypothetical Approximate  Quota
quotas for exportable ~ .deficit
1961 a/ surplus b/ .
‘ ‘ (Thousands of tons)
Dominican Republic 909 860 - 49
Peru 890 | 550 Al
- Mexico | 780 w0 290
. Brazil L2 1,000 (+958)
" Philippines o 1,334 1,070 261
Nicaragua T 35 - 39
- Others | -l 181 —0
o Total 4,217 4,231 (4958) » (-1,082 )

8/ Obtained by multiplying the quotas for the first quarter of 1961 by four,

"¢ b/ Estimate obtained by subtracting from the production data in table III-1

' the estimated domestic consumption for each country in 1961,

The above figures are based on the assumption that, in view of the
.- abnormally high sales of sugar to the United States in the second half of
| 1960 the countries concerned should have ended the year with minimum stocks.k

-6/ Early in February, the Chairman of the Agricultural Committee of the House
of Representatives submitted to Congress a bill to extend the Sugar Act for
21 months, until 31 December 1962, This bill would authorize the
President to continue to exclude Cuba from the United States market,
It is understood that the President would ask Congress not to grant the
Dominican Republic that portion of the former Cuban quota that would
otherwise be allocated to it,

/It is
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It is further assumed that the group of countries with comparatively
small quotaSZ/ will have no difficulty in meeting them, It is clear, however,
that none of the other countries, except for Brazil, will be in a'position |
to meet such"quétas.

It may logically be expected that, in order to benefit from the higher
price prevailing in the United States market, all the countries that have
access to it would try to divert their sugar to that market and, in doing
so, fail to fill the export quotas authorized by the Intefnational Sugar
Agreement; this happened before, though on a smaller scale, in the last
half of 1960 (see table III-6),

In fact, as a result of changes in the trend of trade in 1960, the
International Sugar Council on 22 June increased the export quotas to 100
per cent of the basic export tonnage, and raised it again to 105 per cent
on 3 August, In addition China (Taiwan) had renounced 87,022 tons of its
quota, the Dominican Republic 140,000 and Peru 230,000, This total of
457,022 tons was redistributed on 5‘October, in accordance with article 11
(2) of the Agreement, among Brazil (80,954 tons), Cuba (355,461), Hungary
(5,888), Mexico (11,039) and the Philippines (3,680 tons),

At the end of November, the Eigth Meeting of the International Sugar ﬁ
- Council was held in Mexico City.é/ - In view of the greater output expected
in 1961, the net import requirements of the free market were set at 6,38
million metric tons, 850,000 tons less than in 1960, The Council estimated
that supplies would amount to 7,39 million tons, 2/1'\1'hich would exceed
requirements by 1 million tons, With this in mind, it established initial

7/ Belgium, British Guiana, Canada, Colombia, Costa Rica, China (Taiwan), L.
Ecuador, E1 Salvador, the Federation of the VWest Indies, Guatemala, Haitd,|
Hong Kong, Netherlands, Panama and the United Kingdom.

8/ The Council approved Ecuadorts request to accede to the Agreement, on the :
terms specified in article 14 (3), and after considering Colombia's
request, approved the conditions to be proposed to that country,

9/ Namely, basic export tonnage 6,345,000 tons, other exports allowed under
the Agreement 435,000 tons, and maximum exports from non-participating
countries 600,000 tons. '

/Table III-6
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Table III.6

SUGAR EXPORT QUOTAS UNDER THE INTERNATIONAL SUGAR AGREEMENT , 1960-61

. {Thousands of tons)

Basio Origiral Quotas in ' Origiml
Country , + . export - quotas foree on § . quotas
tonnage 8/ 1960 October 1960 b/ 1%1 o/

‘Belgtum 550 . 48.1 - . «l6.B
Brazil o 55840 481.3 . 7590 . . H67.5
Chira (Tadwan) . 75040 - 69643 900,0 . 637.5
Cuba 2 415.0 2 26149 r 3 695.9 2 052.8
8zechoslovakia 27540 - - 240.6 189.8 233.8
Derme.rk © 75.0 656 29,0 63.8
Dominican Republio 655.0 - 5924 , 72546 . 556.8
Frence T 20,0 18.0 . - ‘ 18.0
Haiti 45,0 ‘ Lo.5 : 6.0 . Y05
Hungary ho.o 3640 521 36.0
Indonesia ° ° 4o0o,0 350.0 _ 50,0 - . 340.0
Italy 20,0" -18,0 v - 18.0
. Mexico « 75.0 65.6 103.0 ( 63.8
Netherlands ‘ 40,0 ' 3640 - 6.0
Peru - | 490.0 428.8 24040 416.5
Philippines | 45.0 - 1045 58.1 ‘Lo.5

Poland 220,0 1925 . 50,0 187.0 -
Portugal S 2040 18.0 : - 18.0
" Soviet Union 20040 17540 - . 170.0
Total o 6.390.0 _ - . 5808.0 .. . 6856.6 S5 '#43.

Source: Intermtional Sugar Counolls

s/ In acsordance with article 14 (1) of the Agreement, which also prov‘ides that Costa
Rieu., £1 salvador, Gmtemle., Nicaragun and ‘Panama. my sach export up 40 § 000 tons s
in terms of on unrefined sugar, per year,

_V Inorease in quotas to 105 per ocent of the basio export tonmage plus redistribution
of Y57 022 tons &8 memtioned in the texte

2/ Baged on 85 per cent of the bmsic export tonnage.

/export quotas
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export quotas prov151onally - leaving the final decision to be made before
1 April 1961 -9[- at 85 per cent of the basic export tonnage, thus achieving
a statistical balancg of supply and demand (see table I1I-6), Y
Thus, by adding to the original quota of 5,443,000 tons the special |
‘quotas of 435,000 tons and the maximum exports of 600,000 tons to be éxpected{
from non~participating countries, the Ccuncil decided that supplies of sugar
on the free market in 1961 would amount to 6,478,000 tons, that is, not
quite 100,000 tons more than its estimates of net import requirements for
the free market (6,380,000 tons); consequently, the market was regarded as
being in balance, ,
The following list groups on a more logical basis the sugar exports '
quotas (in thousands of tons) originally established by the International i
Sugar Council for 19613

Countries supplying the United States

China (Taiwan) _ 63745
Dominican Republic 556,8
Brazil L6745
Peru ' 416,.5
Mexico 63,8
Philippines 40,5
Haiti 40,5

Total 2,223.1

. Countries supnlied by Cuba
Czechoslovakia 223.8

Poland ; 187.0
USSR ‘ 170,0
Hungary | ’ 369
Total | 626,8
Cuba 2,052,8
Others 54043
Special quotas _135:0
: . ' 5,878.0
Non~participating countries 600.0
6,47840

10/ The Council met on 20 February to fix the sugar export quotas for the
year and to consider the advisability of deciding on a new basic contract
price for the purposes of article 20 (1) of the Agreement, No further
information was available at the time of writing,

/The countries -
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The countries listed above - which, it is assumed, will be the United'
States! prlnclpal suppllers in 1961 - are likely to give up their export ,
‘qpotas under the International Agreements  In point of fact, as already |
indicated, they would probably find it difficult to satisfy all the
United States import requirements. A large proportion of the sugar 1n
G _question could be reallotted to Cuba for export to the world market.
Similarly, the fact that the. United States will need to 1mport additional
quantities of sugar over and above the supplies from its new sources Will
leave a vacuum which may well be filled by Cube, ,

Mbreover, it is. possible that the increase in production, which is
. anticipated for the 1961 farm year in Belgium, the Federal Republic of

‘_ Germanw, France end the Netherlands ~ all long-standing customers of Cuba -,

will have a marked effect on Cuba's prospects of exporting to these markets
in the subsequent farm year. According to F,0, Licht!s second estimate,
- this group of European countries will'produce 2 million more tons of sugar
"in 1961, In 1959, their imports of Cuban sugar were about 428,000 tons,
In addition, France has the right to export up to 380,000 tonekte the
free market and Belgiwh 25,000 tons to Morocco, and supply estimates
indicate that they wili probably find it quite easy to do so, :
With respect to the group of countries which will be supplied by

Cuba in 1961, on an exceptiopal basis, and produce more than enough to
cover their requirements - Gzechoslovakisa, Hungary, Poland and the USSR -,
article 8 (1) of the Agreement stipulates that the participating countries
nmay not exceed their export quotas. This being so, hardly any change
would take place, since the USSR would not send more than 170,000 tons
to the free market and the three remaining countries are habitual exporters.
Hence, the combined exports of the four countries would increase the free
market supply to the sole extent of 170,000 tens from the Soviet Union,

| Thus, on a conservative estimate, Cuba may receive later in the year
export quotas of approximately 3 million tons, This is not an unduly
high figure in view of the fact that, when the final allotment was made
to Cuba on 5 October 1960, its export qﬁeta totalled 3,695,935 tons.
" Although the prescribing of such quotas does not of course guarentee that
the countny receiving them will actually export that amount it should be

/noted that
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noted that, in the first ten months of 1960, Cuba sent 2,839,00b tons to
the free market, Hence, it seems unlikely that it will havé any |
difficulty in exporting a quantity that is very close to 3 million tons .
to the free market in 1961,

On 19 December 1960 a new sugar agreement was signed between Cuba
and the countries with a centrally planned economy, under which the USSR
will buy 2.7 mil}ion tons of sugar, the People's Republic of China 1
million and the other countries 300,000 tons, The price agreed upon
= 4 cents per pound - is highe; than the prevailing market quotation.,

No details are available on thé mode of payment., When the news was
published in Cuba, it was stated that sugar cultivation would be carried
on without any restrlctlcns in 1961, in other words that the country's
entire stock of cans would be gounda—k/

In accordance with these criteria, under the terms of the Decree of
18 Jamiary 1961 Cuban sugar production in that year will be distributed
as follows:

Quota for ddmestig consumption 350,040

Free quota for expoft to the world market 2,052,750

Compulsory reserve quota (article 13 (3) of

the International Sugar Agreement) 301,875
Voluntary reserve quota for export to the

world market 4,000,000
Total | 6,7LL,665

An initial quota of 4 million tons will be distributed among the
industrial units, and the cane ground in each mill will be paid at the
final price of 3,64 cents per Spanish pound of sugarélg/ Furthermore,

11/ Speech by the Prime Minister of Cuba, as reported in the newspaper
Revolucién, Havana, 20 December 1960,

12/ This price is 1,06 cents less than that of 4,70 cents quoted in the
speech mentioned in footnote 11,

/Cuban mills



. E/GN.IZ/SéS/Add 1

~ Page 68

Cuban mills were authorized to grind, in addition to the cane required _
for initial quota of 4 million tons, "the surplus cane produced in every
one of thelr respective agricultural unlts" to be paid for at the
provisional price of 2,50 cents per Spanish pound of sugar. If all this -
is sold at an average price of more than 2.50, the mills will make the
necessary additional settlement, '

According to the speech referred to; more than 10,000 cabal;eriasl
(134,000 hectares) of sugar cane were left uncut during 1960,'when(5,86
million tons of sugar were produbed. For this reason, fhe target of
6,7 million tons fixed for 1961 is considered to be a reasonable one.

On the basis of this figure, world sugar output in 1961 will be about .
55.5 million tons, i.e, 5.2 million more than in 1960 (see table III=7),
| The largest increments in production would take place in Latin
America (1.1 million tons), Westerﬁ;Eurqpe (1,9 milljon), the USSR (1 million)
and Eastern Europe (890,000 tons). The’United States - including Hawaii
and Puerto Rico = would have 350,000 tons more and China (mainland)
145,000, while production would decline slightly by 65,000 tons in the rest
of the world, At a rough estimate, world consumption in 1961 would be
about 51 million tons, which would mean that a surplus of 4.5 million
would be left over at'the'end of the years

/Table III=7
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WORLD PRABUCTION OF CENTRIFUGAL SUGAR, 1960 AND ESTIMATE FOR 1961

(Thousands of tons)

Country or reglon 1960 . 1563 Diffarence
Cuba ' 5 862 6 N5 8/ - 853
Rest of Latin America 8 %07 2204 ) —
Total Letin Auerica’ 14 769 15 89 1 050
Unfted States b/ - 4 Yag . Wy8s 350
Philippines 138 1 420 3l -
‘ ‘ 5 821 - 6 205 38k
 Western Burope . 7 919 9 774 1 855
" Soviet Union 6 100 7 100 1 000
. Eastern Europe. U m“ L~ Ny 82
‘9koz L1129k 1 892
Chins’ (mainland) 1260 __1__522 ' 115
" fotal ' 39 171 4 gy  52%
Rest of world 11 13 11 078 .'.62
‘ World to£a1 o . 50 kb 55 545. 5‘231

" -Sourcat As for table ITlels:

©* g/ Cuban sugar produetion fixed in ascordence with the Decres of 18 January 1961.

b/ United States (mainland), Hawsil and Puerto Riscos

/2. Cotton
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| World cotton production - excluding that of Bastern Europe, China
(mainland) and the USSR - was about 29.2 million bales in 1958/59 and
30,9 million in 1959/60. As the countries with a centrally planned
economy produced 15,7 and 16.4 million bales in the two years respectively,
total world output rose to 44.9 million bales in 1958/59 and to 47.3
mJ.llion in 1959/60,
'In 1958/59, Latin America's share of world production - excludlng
that of the countries with a centrally planned economy - was more than
20 per cent but shrank to 16 per cent in 1959/60. In the latter year,
~ the United States, which contributed 14.6 million bales, accounted for
| nearly half (47 per cent) of world production (see table III-8). It
was followed in order of importance by India (3.3 miilion bales), Egypt
- (2.1 million), Brazil (1.7 million), Mexico (1,7 million) and Pakistan
(1.3 million). ' ‘
According to an estimate made in 1958/59 by the International Cotton

/ Advisory Committee, approximately 84 per cent of world production consists
of medium-staple cotton, 13/ A high proportion of India's output is
short stapie, as is part of the cotton produced in Burma, Pakistan and
China (mainland).

;2/ Cotton is generally classified according to the length, grade and
strength of its fibre, When the grade is being determined, colour,
softness and presence of impurities are all taken into account.

The length of the fibre is determined by the average length of a

sample of raw cotton, which often gives a good idea of the strength

of' the thread that will be produced after the cotton has been spun,
'\ The main categories as regards length of fibre (in inches) are as

follows:
Short staple Less than 7/8
Medium staple From 7/8 to 1 1/8
Long staple . From 1 1/7 to-1 5/16

Extra long staple  More than 1 5/16

/Table 111-8

¢
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za.ble 1IT=8

LATIN AMERICAN AND WORLD COTTON PRODUCTION, 195%/58-1959/60 8/ -
(Thousands of bales of 478 1b or 21648 kg) ‘

Country 1957/58 . 1%58/59 1559760 B
Brarzil 1 350 1 g40 1 700
Mextoo - . . 2106 o 2 359 1660
Peru ‘ S 501 : 503 . . 550
Argenting ‘ €90 520 420
Colombia 106 _ 180 300
E1 Selvador 16 180 , W0
Nioaragua 220 - 2 1t 135
Guatemals . N ‘ . 65
Paraguay 50 ' 40 4o
Venezuela B 30 37 37
Honduras ‘ ‘ 16 4 10
Heiti \ . 5 ‘ 5 ' 5
Others 8 ' n )
Totel Letin Amerioa - 5 325 5667 509
United Stetes : 10 960 : 11 500 1l 550
dsia and Ocesnis . 569 - " 7 398 : - 681
Atrtca .. . 3812 109 S T Woso
Western Europe.. . . . . ‘509 . T ook P e '\' R
m I ;;'1';8' B m a
Countries with & cemtrally- ' T ' - Coa
Planned economy L 13 763 S 15 697 16..400
World totel . N168 - Wi 8% VT

Sourcet Imternationel Cotton Advisory Comm‘i_ttoe, Cotton~World stetisties, September 1960¢.

8/ Year beginning 1 Auguste
b/ Provialonsl figures. ' '
o/ China (mainland), Eastern Europo (Albania, Bulgaria and Romania) and the USSR,

/Nearly all



E/ON.12/565/Adds1 -
- Page TR , \

Nearly all the cotton grown in Latin America is of the medium-staple
type. Approximately 11 per cent of the total is long staple and 2.4
per cent extra long. These characteristics make it easier for Latin
America to sell its cotton abrpad and raise the average price received
by exporter countries. Among those that produce long-staple cotton are
. . Brazil, Mexico and Peru. Peru is the only country to grow extra-longe
ataple cotton on a commercial scale,

() Production ;

In 1958/59, Latin American output totalled 5.7 million bales, which
fepreaented an increment of 6 per cent over the 1957/58 level. With
- the exception of Argentina, where floods affected approximately 20 per
cent g€ the area sown to cotton, nearly all the major producer countries
- showed substantial increases, ,

In Colombia, for instance, production expanded by 42 per cent from
106,000 bales in 1957/58 to 150,000 in 1958/59. In Guatemala, Brazil,
Mexico and EL Salvador, increments of 17, 14, 12 and 10 per cent
respectivély were recorded, while no change took place in Peru and
Nicaragua. For the reason mentioned above, Argentine production, which
in 1957/58 had reached the record level of 690,000 bales, fell steeply
by 25 per cent to 520,000 bales.

In 1959/60, as a result of the substantial decrease in plantings in
Mexico and Central America - which led to a drop of 830,000 bales in
their joint output - and of a further cut of 100,000 bales in the
Argentiﬁe crop, Latin America produced 10 per cent less than in the
previous year, despite increases in the Brazilian, Colombian and
Peruvian crops of 174,000, 150,000 and 47,000 bales respectively.

kThe decline of cotton production in Mexico and Central America was
chiefly due to the smaller area sown as a result of the drop in
international market prices and the expectation of a further slump.

1L/ In 1959/60, Peru produced 390,000, Mexico 115,000 and Brazil 68,000
bales of long-staple cotton (573,000 bales in all). Peru also
produced 120,000 bales of extra-long-staple cotton.

/Tne cotton=-
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The cotton-gmwing area was in faét cut by 39 per cent in Nicaragua, 36
per cent in Guatemala, A28 per cent in El Salvador and 27 per cent in
Mexico. . ..In El Salvador and Guatemala, the repercussions of the.. .

- reduction were 'partlyvgffajgt.. by an increase in yield, which, however,

was not enough to check the decline in output Moreover, in Me:d.co,

which is usually t.he princlpa.l Latin American producer, yield was b,
per cent lower than in 1958/59 (see table III-9).

On the other hand, favourable weather in Brazil and the incentive -

of higher minimum guarantee prices led to an expansion of 15 per cent ., .

in the area under cotton and consequently a substantial crop increment.

In Colombia, the exceptional rise in output from 150,000 bales in 1958/59

to 300,000 in 1959/60, was attributable not only to the noteworthy
increase of 82 per cent in the cotton crop, but also to the adoption of
improved farming techniques which raised yield by 10 per cent.

Colombia thus became a cotton exporter for the first time in its history.

‘It should be remembered that Central American yields are some of the
highest in the world. In fact, Guatemala and El Salvador during 1960
recorded yields (791 and 788 kilogrammes per hectare respectively) that

were exceeded only by that of Israel (1,047 kilogrammes) and were followed

by those of the USSR (735), Egypt (619) and the United States (518).
Nicaragua, with 594 kllogramnes, came mldwa.y between the last two
couritries, o ’ I

(b) Consumption and trade " e T

World cotton demand, which had been slack in recent years owing to =~

the economic recession in certain countries, renewed its upward trend in
1959/60 as the result of the rapid growth of world population and the

increase in per capita consumption in most of the major consumer eountries.

In this year, industrial activity stood at a high level. Cotton prices
.dropped slightly in relation to those for artificial fibres, but the
textile mills used the record amount of 31 million bales - 6.5 per cent
more than in 1958/59 (see table III-10).

/Table III-9

I
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Table II1a9
LATIN AMERICAt AREA immn COTTCN AND fmm.» 1957/58-1959/60\
comtry 1857/58 1956/59 1959/60 &/ 2957/56 1958/59 1959/60 8/
‘ Kilogrammes per hectare Thousands of hectares
) Selwador B9l v32. 788 ko 53 39
Gustemalsa 785 583 791 18 28 18
Nicaregua | 778 591 594 6 >79 b9
Mextoo k99 - kg5 ¥y 916 1033 754
Poru ug2 460 bélh 238 2l5 243
Colombia 345 365 boz 67 89 162
Argentina - 26 202 206 6 496 463
Brezil 15 206 198 1 gy 1 619 1 862
Pareguay 352 131 130 58 66 67 |
Averege yield g2 18 us1
Total ares 3 535 3 %08 3 656

goﬁrgg: As for table IIIal,

8/ Provisionals

/Table III-10
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Table I1I.10

WORLD CONSWMPTION OF COTTON AND ENDWOFSEASON INVENTORIES, 1957/58+1959/60
| , .

(Milltons of balsg of U478 pounds not weight or 216,8 id.logrammes' each)

1957/58 1958/59 2959/60
Consumption ,
Net importers | 15.5 15,0 16,5
Net exporters o 3.0 g pLEE
Totel ’ ; 28.5 291 . 31.0
Imfentories
Net importers 5.5 5.0 5eb
Net exporters ) 12,6 12,4 10,2
‘United States (8.7) {8.9) (745)
In trensit 0.6 0s3 0.6
Total By 7.7 16,4

_Sourcet As for table III.),

/This is
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This is'why'invehtbfies'aropped to 16.4 million bales, which is
one of the smallest cquantities registered in recent years, and falls short
of the 1955/56 figure by nearly 6 million bales.’ "A major part of this
‘reduction is attributcble to the considerable contraction in United
States inventories (1.4 million bales) and, to a lesser degree, in those
of the other net exportérs. | The increment in net importers’ cotton
stocks was 600,000 bales. During the last cotton year, United States
exports increased 2.5 times over, from 2.8 million bales in 1958/59 to
7 million in 1959/60. In contrast, those of the other exporter
countries decreased by 300,000 bales. Mainly as a result of the
substantlal growth of consumption, the total volume of world trade in
cotton attained the unprecedented figure of 15 million bales (see table
II1I-11).

Latin America's total exports, which had risen by some 900,000 bales
between 1957/58 and 1958/59, reaching 3.3 million bales in the latter
year, contracted by over 600,000 in 1959/60.  Thus, Latin America's
shere in the world market dropped from 27 to 17 per cent between the

last two cotton years (see table_iIIw12). With the sole exception of
| Brazil, which more than doubled its exporis, 13/ the external sales of
all the Latin American countries declined in varying proportions.
Mexico exported 505,000 fewer bales in 1559/60, which represented a 28
per cent reduction., Although cuentitatively smaller, the decrease of
213,000 bales in Nicaragua's exports brought them down to a level 64
per cent below that of 1958/59. The volume exported by El Salvador
fell by more than one half between 1958/59 and 1959/60, dwindling from
247,000 to 120,000 bales, Lastly, in Peru and Guatemala export
contractions of 95,000 and 12,000 bales, respectively, were registered,

15/ They amounted to 500,000 bales in comparison with the 242,000
- s0ld in the preceding year.

~/Table III-11
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Tebls IIIel)
WORLD COTTON EXPORTS, 1957/56»195‘5/60

(M421i0ms of bales of 478 pounds met weight or 21648 kilogrammes each)

1957/58 1%58/59 1959/60
U_ritod Stutog .
Speciallywfinanced exports 7.7 - 2.3 14
Commereial oxports 3.0 0.5 5«6
Total exports .5.7 2.8 740
Other sourmtrises 649 846 843
World total 12.6 114 1543
4

Sourges As for table Iliel,

(¢) Prices

During the decade just ended, United States cotton policy exerted
a powerful influence on world prices, owing to the preponderant part
played by that country both in the production of cotton and in the
cotton trade. e

Up to 1955, United States support prices helped to maintain world
market cotton quotations at a high level. In that year, the United
States initiated its special export programmes with the aim of obtaining
"a fair share" in the international market, and thenceforward world
prices followed a downward trend, within which periods of sharp decline
alternated with spells of partial recovery.

This was the case in 1958-60. In 1958, Liverpool market quotations
for the most important Latin American export varieties were relatively
high. In the course of 1959 prices substantially decreased, recovering
in 1940 to some extent in the case of medium-staple and notably in thet
of long-staple cottons (see table III~13).

| /Table III-12
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Tablo IIl.12

I;ATIN AMERTCA3 COTTON EXFORTS, 1957/56~1959/60 a/

(Thousands of balos of 500 pounds gross woisht eaoh)
Country s 1957/58 1958/59 1959/60
Mexioo 1 417 1 809 Y 04
Peru 4oz 512 7
Mearagua e 35 118
El Salvedor 127 247 | 120
Brazil 215 212 500
Guetemala 35 60 46
Argentine - 4y 32
Paraguay 35 30 25
Othors 8 2 3

Total Latin America 3 301 2569 °

23%

Sourgos Unlted States Department of Ag:iouliurs, Firelm Azriculture
Civoulsv, Cotton, Fe 1260 (December 1960).

&/ Years boginning i Octobere

- /Table I1I-13
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Tabls 111.13
WORLD COTMON PRICES, 195860 o/
{Corts per nuund!
1958 ~ 1959 1960
Quare ' Moexzioo Peru Nicaraguwe Mexioo Peru - Nicaragua Moxioo Peru Niearag\ﬁ
terly Matanores Pima Strictly Metanow Pima  Striotly Mntamoros Pima Striotly
averm 1.1/32" - Nos 1  Middling ros Nosl Middling 1-1/32" No. 1 Middling
age 1-1/16"  1-1/32" S 1a1/88" 1-1/16
I 367 51,06 32,58 28,30 3401 2572 - 29,05 W27 28.6)
11 33.45 42,26 31,k5 28.29 35.34  27.57 29,13 b7.59 28,4
I 30456 38,08 30416 27.86 37,43 27.53 43,82
w 29,85 36429 ‘ 28,01 28.86 39.98 28,73
Anmal '

average 32013 41,92 50.55 28,37 36,54 27.39 29,08 W6.23 28.55

Sources Interrational Cotton A&vﬁ.sory Committen, Cotton World Statisties, September 1960,

y Colofe qﬂo‘htionﬂ, Live!'pocla

Thus, the price of the Mexican Matamoros type, which had averaged
3L.67 cents per pound during the fifst quérter of 1958, declined
progressively throughout that year and the next until it reached its
lowest level - 27,86 - in the third quartef,of 1959. The following
quarter witnessed the beginning of a'éhase 6f‘recovery which brought the
price up to 29.13 cents in the second Quarter of 1960, or 5.5 cents below
the figure quoted in the first three months of 1958.

Between the first quarters of 1958 and 1959, the price of extra-long
Peruvian cotton, of the Pima No, 1 type; dropped sharply from 51.06 to
34.01 cents per pound. The process of_reéoveny began in the second
quarter of 1959, and in the correspondingimonths of 1960 a level of
L7.59 cents was reached. In the third quarter of the latter year,
however, the price fell again, this trmg to 43.82 cents. ‘

/(d) Prospects
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(d) Prospects for 1961

Production and consumption are expected virtually to balance each
other in 1961, According to prov1siona1 estimates prepared by the
United States Departmnent of Agriculture, 16/ that country's output
w-gpproximately 14.3 million bales - will probably fall some 200,000
Baleé below that of 1960. Production in the centrally planned economies
is llkely to contract by some 800,000 bales, while that of the rest of
the world should increase by 1.5 million. This would result in a world
harvest amounting to 46,9 million bales in 1960/6l, as against 46.4
million in the preceding year.

Consumption will probably be in the neighbourhood of 47.1 million
bales (600,000 bales less than in 1959/60), and if demand for cotton
remains at its present level, the outlook for prices is reasonably

encouraging. _

During the forthcoming season, Latin American production will very
sfobébly recover;'atwléést in part, frdm the contraction registered in -
1959/60. The area under seed in Mexico and El Salvador has been
enlarged by over 20 per cent, and in the former country the hér%ést is
expected to yield about 2 million bales. Information has been received
to the effect that at Mocd, in the north of Brgzil, the crop will be
almost. 100,000 bales larger, thanks to favourable weather conditions and
to the efforts expended on improving the cultivation of this variety,
and that in the south of the country there will be some increase in the
agéa sown to cotton. In Peru and Argentina, production will_probably
remain at the preceding yéar's level. Last season's exﬁéptional :
‘expansion of production in Colombia compelled the Government to grant
the surplus an export subsidy., Current policy is therefore directed
towards the restriction of credits fbr marginal areas and of sowings in
potential cotton-growing districts. | o

Lé/ See United States Department of Agriculture, Foreign Crops and Markets,
World Summaries, Crops and Livestock, 24 November 1960. The

figures cited correspond to bales of 500 pounds each, gross weight.

/3. Cacao
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3. Cacao

In 1959/60, world production of cacao attained the peak figure of
1,008,000 tons, about 100,000 and 220,000 tons more than in 1957/58 and
1958/59, respectively,

In the cacao year 1959/60, which- ends in October, Latin American
productlon of cacao beans accounted for 32 per cent of world output.
Africa, the world!'s leading producer region, contributed 65 per cent.

The three most important producers are Ghana (322,000 tons), Brazil
(186,000 tons) and Nigeria (154,000 tons). In 1959/60 the joint output
of these three countries constituted 66 per cent of world production,
Brazil's production represented 18 per cent of that of the world.

Apart from Brazil, the other two major producers in Latin America are
Ecuador dand the Dominican Republic. The combined output of these three
Latin American countries represented 80 per cent of the regiont's total
production in 1959/60. | |

(a) Production

Production in Latin America in 1958/59 (308,000 tons) exceeded the
1957/58 volume by almost 5 per cent. The countries which achieved
production increments COmprised Brazil, Colombia, Costa Rica, Ecuador
and Panama; in all the rest output remained stable or contracted
slightly (see table III-14).

The rate of growth of production in 1959/60 (a little over 4 per cent)
was much the same as in the preceding year. Increases were registered
in Brazil and the Dominican Republic, while in Costa Rica and Venezuela
output contracted. In Brazil the main harvest reached a maximum figure
of 96,000 tons, while the early (temporﬁb) crop, which at first looked
equally promising, was reduced by heavy rainfall and sharp drops in
tanperature. Nevertheless, total output for the year amounted to
186,000 tons, the largest volume produced to date, and 38 per cent above
the average for the period 1951/52-1955/56

/Table III-1k
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Teble TLI~14

LATIN AMiRICAN AND WORLD OUTBUT OF CACAO BEANS, AVERAGE FOR 1951/52~1955/56, AMNUAL
OUTPUT FROM 195%7/58 TO 1959/60 AND FOHECAST FOR 1960/61

(Thousands ef tons) .
L roary B8 mbysy  mafios Ponevet
Brazil 135.2 162,40 14,0 +186,0 - 138.0¢ .
Dominican Republis 31.9 3640 3340 - 40,0 . 3640
Fouador | 292 3.9 B 327 3549
Mextoo 105 153 15.0 14,0 15,0
Colombia 1. L7 13,0 T 15.0
Venszusla _ X 15.2  14,8 20,1 15,0
' Costa Rica 7ol L B2 11,0 10.0 11,0
Peru e k6 W0 45 5.0
Cuba 2.7 2.8 2.8 2.8 2.8
Bolivia 3.0 2,1 2.1 2,1 2.
Haiti 1.8 1.9 L9 Ly 1.9
Parema , o 1.6 1.5 18 . ny 1
Guatemala o 0.9 00 Coy 0.7 07
Moaregus . 0.l 0.3 043 0.3 043
Honduras | 0.1 0.1 0.1 0.2 002
. Total Latin Amertics 2574 2943 3082 3210 280.6
Ghana 232:3 . 209.8 25945 321.9 310.0
Nigeria 10542 89.8 ~ 1l2.6 154,0 150,0
Rest of Africe 1534 158;8 | 1632 = 177.6 18346
Totel Africa 490.9 ~  b5B. 56543 653 46 643.6
Others b/ c 89 273 28,1 33.3 34,4

Vorld totel 9 780 . 902 1008 %59

——

T e

Seurcet PAO, Cocon Stetistics, Vola 3 (Ootober 1960).

&/ Provisiomal,
b/ Federation of the West Indies, Frensh West Indies, Asia and Ocehnin.

/Much of
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Much of this success can be attributed to the favourable wéather
conditions prevailing in the chief producer areas. Attentioh must be
drawn, however, to the important part played by official action in
promoting measures designed to control disease and pests, expand cacao-
growing and improve yields in the leading producer countries.

Brazil and Ecuadof, indeed, gave a vigorous impetus to replanting
activities, and much of this work was carried out on the basis of hardy
and higher-yielding varieties.

The recovery of Ghana's productioﬁ from the low levels recorded in
1957/58 is also largely attributable to the measures sponsored by the
Government with a view to improving cultivation techniques through
increased utilization of inputs, In Nigeria the entry intb production .
of new cacao growers and the introduction of the Amazon variety
contributed to the good 1958/59 harvest. In both these countries anti~
pest campaigns were so succesaful that in 1959/60 the largest production
increments were registered precisely in those areas where intensive
fumigation of the cacao plantations had been carried out.

The progress made by the African producers seems to have been greater

than any achieved in Latin America, Careful study of the production

statistics given in table III-14 above suggests that in recent years Latin

America has continued to lose ground as a producer vis~§-vis‘the_African
continent.f;Z/ According to authorized forecasts it seems that this
trend will become more marked in 1960/61. '

lZ/ In fact, the share of Latin America is following a downward trend,
while that of Africa is slowly increasing, as can be seen from the
data shown below: :

1951/52- 1957/58 a/ 1958/59 1959/60

Latin dmerica 33 -3 3707 3‘0- 2 31.8
Other countries b/ 3.1 - 3.5 3.1 3.4

a/ A year in which African production was exceptionally low.
b/ The West Indies. ' :

/The earnest

I
I
i\

“

“

|
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The earnest drive to promote ¢acao cultivation in other areas is a
factor contributing to the dwindling importance of Latin America as a
producing area. In the West Indies for example, effortsyérq,being made
to introduce cacao or to improve the quality and quantity of crops.
Production in Papua and New Guinea, which was intended to supply the
Australian market, is booming. The first shipments of cacao plants have
recently arrived in the Fiji Tslands, Furthermore, efforts are being
made to introduce cacao into Sarawak, North Borneo, Zanzibar and the
Solomon Islands, ‘

(b) Consumption and trade
‘ - It is estimated that world cacao consunption in 1960 was of the order
of 892,000 tons, representing an incdrease of 42,000 tons over 1959 and
17,000 over 1958, This 1960 consumption level was, however; below the
920,000 tons recorded in 1957, This recovery seems to show that the
unfavopréble effects of high prices on consumption in 1958 have now
disabpeared. ‘

. The consﬁmption of cacao is concentrated in the highly industrialized

cquntfies where income levels are high, In 1960, the United States and
Western'Europe between them accounted for 69 per cent of total world

consumpfion. ‘The amount of cacac ground in the United States reached
thé.figure of 215,000 tons, which:made that country the world's larger
consumer. The United States was followed at some distance by the
Federal Republic of Germany (100,000 tons), the Netherlands (80,000 tons),
the United Kingdom (72,000 tons) and France (51,000 tons). <
Latln America considered as a whole occupies an 1mportant place in
world cacao consumption as the amounts ground there in 1960 are estlmated
at 137,000 tons or approximately two fifths of output for that year.
" Distribution of consumption as between the different Latin American
' countriss is, however, somewhat uneven. Consumption in Brazil (71,000
tons), accounts for 52 per cent of the regional total and added to
consumption in Colombia (22,000 tons), the Dominican Republic (12,000)
.and Mexico (9,400) accounts for 84 per cent of total Latin American
consumption (see table III~15).
/Consumption in
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Consumption in Afrieca is very low and inm 1940 it was estimated at
only 19,000 tons, That means that in practice nearly all African output
is for export. _

Although world exports in 1959 (746,000 tons) were 14 per cent higher
 than in 1958, Latin American shipments abroad declined by 11 per cent.

k This was due malnly to the fall in Bra21lian and Dominican exports (see
table I11~-16). , .

In 1960, exports from certain Latin American countries, for which
only incomplete figures are aVailable, give grounds for believing that
there was a substantial increase as compared with 1959. For instance,
Brazilian exports which were 41,000 tons in tbe first seven months of
1959, exceeded 64,000 tons in the first seven months of 1960. The
expansion between the same two years for Dominican exports was somewhat
more than 4,000 tons.

Exports from Ecuador, Panama and Venezuela were also larger, although
less strikingly so. These trends, together with recent trade information,
aeém to indicate that Latin American cacac exports have recovered from
the sharp fall which occurred in 1959 and that they may well exceed the
highest figures reached in the last decade.

(é)‘ Prices
Cacao prices reached their highest level 1n recent years in the
second cquarter of 1958 when the average price, warehouse in New York of
Accra cacao reached 46.4 cents per pourd whlle Bahia cacao was quoted at
h5 h cents (see table III-17). 18/ i
" The average anmual prices for Yoth varieties in 1958 were 44.3 and

43.3 cents per pound respectively and since then, both have been dropping.
In' 1959, the average annual quotations for the two varieties (36.6 and
35.4 cents) declined by 17 and 18 per cent respectively, while average
prices in 1960 fell by 36 and 38 per cent as compared with 1958, These
price falls were closely related to the substantial increages in world

;§/ The peak of L9 cents per ﬁound was reached in June 1958 for cash
payments for Accra cacao in New York,

/Table III-15



| E/cmle/sss/ma.l

* Page 86 .
_, . Table 111-15 |
VOLUME 0P CACAO BEANS GROUND IV LATIN AMERTCA AND THE WORLD 1958.60
) AND FORECAST FOR 1961
| (Thoussnds of tons)
1958 1959 o 19%60.8/ - Forecast 1961
)m.u 5560 €540 70.8. 5146
Colombts - - - 180 2146 . 22,0 © 2340
" Dominioan RopubYis - - . - 10,1 - 16 2.0 1240
 Mexleo 940 940 94 10.0. -
Argentina : o 8.5 2.6 5,0 5.0
Eeuador . b9 : 8. 540 = 502
Paru o 4.5 o bs by k.5
Bolivia 2.1 241 2.1 2.1
Venezuela . - 1.5 1.5 2.0 . 243
Cubs. : : 240 . 2,0 2.0 2.0
Oustemls o 07 047 0s7 , 0.
Chile - 0.6 - . 0.6 . 07 ¢ 0.7
mwy ot s o3 R
Total latin Amertca 13745 175 w7 o ngs
North and Cantral Anertss }/  225.7 © 2199 2309 25
United States . (209.6)"“ " (205,1) ’ (215.0)  (225.0)
Weatern .Europé liOZI..‘l ; e 396._6 - “H0%e5 - “ ‘&2'998."
(Fﬁdml nepuﬂu of Germany (90.0) (9500) * (100.0) (idz.o)
Netherlands ' (63.6) 3 (80)  (Bow0)
thitted Kingdon (%60 (1) CGz)  (76:2)
' Frenmve ‘ (538) (49.8) (51.0) . (5%0)
‘Mem Europe and Ussa : 4.3 599 66.7 73.9
Africe | 1646 18,4 a9 2646
Aot 1.8 1443 6 18y
boeanta | o 3 s e
| World tetel 83 gso 82 T

Sourses PAO, Cooce Statisties, Vols 3 (October 1960).
§/ Preliminary, :

b/ United Stetes, Canads, Jamaica, sto.

/Table III-16
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Table III-16

EXPORT OF CACAO BEANS, AVERAGE POR 195256, ANNUAL PIGURES POR 195859
AYD CERTAIN MONTHS OF 1959-60

(_‘1_‘_313_)
195256 . 18" 1959  Moths 1959 1560
Brazil . P 1071327 103 1'435'. ) 79 577 I-VII 4o 864 &Y 3238
Dominiean Republis . 21 564 2k 096 21 722 1-v 8 95 13 652
Eouador ‘ 25 846 22 150 28 5ho TviII 23 055 24 %3
Moxioo , _ 2512 5033 539 IV 3 222 2 z&s
Venezuela S 16 645 13 605 10 713 I-VII 931 008y
Costa Rica 8113 7 685 11522  I.VI b 9@5 ok 772
Paru , 42 239 % ‘ +
Cube. | 39% 554 1y I
Bolivia s 91 - - | oo ,‘
Rattt 1853 1689 oos s ,
Panama T2 o2 1270 1 6680 I.111 559 660
Guatemala 337 552 vee i .o ade
Nicaregua 121 102 184 s NN
Hondures ' 6 16 ove . - oo
Total latin America 186 612 » 180 717 160 208 9 882 = - 120 231 |

Ghana 7 204 154 2004k 254 216 I-x 204 368 222740
Nigeris 106 343 89 050 | 145 096 1-VIIL 105 788 108 720
Rest of Africa iy - 160 993 150 956 153 078 _ .9..8..9_05 98 568

Total Africs .- hol ygo ulad'(soo 562 3% o Lo8 980 430 oi&
Rest of the world b/ 20779 - 22277 23 237 15 928 ‘_19__6_3&

Vorld tobsl . 6B w0 Euz500 k5 Boo i 515900 568 900
Spuroet rlgi;, Ww, V_clml.‘ 3 (October 1960), and Supplement for Ostober 1960 ‘

&/ Nine months.
b/ Pederation of the West Indies, Prenoh West Indies, Surinem, Asia and Oceanias

/Table III-17
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Teble Ill-1%.
INTERVATIONAL PRICES OF CACAO BEANS, 1358-1960 8/
(Certs E‘;,’.B‘ ound )
18 1sy 1960
n + -, Acora Behia Aooram BAML& Acora Bghia
" Quarterly aversge ' 43,4 42,2 ’1137.6 "36.1 28.6 27.9 4
‘ 11 6N U5l 3743 37.2 28.3 26.1
1T 45,9 45,1 373 35 28,6 6.8 .
IV L5 40,6 34,0 3340 27,80/  26.p/
Arrusl dverage a3 1343 3646 35,4 285 267

+v

U

Seuroces FAC, Cooon Statistics, Vol. 3 (October 1350),

&/ Cash warehouse prices in New York,
b/ G111 .4 Duffs Ltd., Cocoa Market Répért N® 132 (6 Jamary 1961)s

harvests.in 1958/59 and 1959/60., 1Tt should be added that, in the latter
.. year, world output exceeded world consumption by 116,000 tons, ‘the latter
being estimated at 892,000 tons, ..
@ outlook

' At its October 1960 meeting, the FAO Cocoa Study Group estimated that
+:world cacao bean output in 1960/01 would be of the order of 959,000 tons
or 49,000 tons less thén in the preceding year (see table III-14). This
- forecast rests mainly on the supposition that there may be a reduction
mbf 25 per cent in the main Bahia ‘crop’ owing to bad weather and at the

same time smaller drops in Ghana and Nige: ia, More recent information
"indicates that output in Ghana and Niger:l.a will probably be 26 and 16
per cent higher than in 1959/60, while Brazilian production will remain
weo-gt, the aforementioned level, In view of t.hls more recent information,
there is reason to suppose that the next crop may well exceed 1 mlllion ’
tons, ’

/Accordingly, cacao
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Accordingly, cacao prices on the New York market continued to move
steadily downwards during October, November and December 1960, reaching
the lowest level since the end of the war., At the end of the year,
both Accra and Bahia cacao were quoted on the New York market at 24.11
cents per pound, ’ -

Note: In its final version this chapter of the Survey will contain
further sections devoted to an analysis of the position of other
commedities, including coffee, cotton, maize and meat.







