
étc*j,(±( T1Y/ Ckx^y 

ECLA • UNITED NATIONS 

PART TWO/ 7 

L. 

LATIN Â M E K i C A : 

M 
n 

CURRENT ECONOMIC 

/ A \ 

I r ' 

\\ //! ' 
\ w • ' 1 V / 

Li 

/ \ 

SITUATION 

AND PROBLEMS 



E/CN.-12/974/Add. 1 
Santiago, Chile, July 1974 

ENGLISH 
ORIGINAL: SPANISH 

«s 

I 

UNITED NATION PUBLICATION 

74-4-0581 



Economic Commission for Latin America 

ECONOMIC S U R V E Y 

OF L A T I N A M E R I C A 

1973 

Part Two 

Latin America: Current economic 
situation and problems 

1 

U N I T E D N A T I O N S 





- 191 -

Part Two 

LATIN AMERICA: CURRENT ECONOMIC SITUATION AND PROBLEMS 
j 

I 

NEW CHALLENGES AND TASKS. FOR THE ECONOMIC POLICY 

The significant variations in the level and system of prices 
affecting the external trade of the Latin American countries from 
a very special framework for the economic policy processes. The 
size of the price increases for a variety of products, and the 
magnitude of the volumes involved in some cases, have brought 
about considerable modifications in economic trends. 

Changes of this type generally go beyond the possibilities 
of marginal adjustment of economic policy instruments and demand 
the formulation of policies with a new perspective. Furthermore, 
the fact that some countries have achieved a consistent and 
sometimes exceptional increase in their foreign exchange reserves 
- an almost unknown phenomenon in Latin America - opens up 
opportunities and raises unknown factors which also demand a new 
formulation of the economic policy processes. 

The considerations set out below presuppose that the trends 
observed in recent months in the main external trade variables 
will continue. This is not, then, a projection, but a hypothesis 
whose fulfilment depends on a number of factors regarding which 
only fragmentary data are available. 

Recent events in the world markets show the great difficulties 
in the way of making estimates of future prices.. Frequently, 
projections based on strictly economic analyses offering some 
possibility of establishing forecasts are refuted by other events 
- such as those stemming from international political decisions -
which can only be predicted on a sporadic basis. The present 
circumstances make it particularly difficult to formulate serious 
estimates of price movements on the basis of the available data. 

To begin with, the external situation affects the countries 
in a very uneven manner. Comparison with other periods in which 

/significant changes 
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significant changes also took place in the external sector in 
Latin America confirms that this time the effects on the Latin 
American economies have been very different. Some appear to 
have benefited considerably, but in others the situations of 
external strangulation have been seriously aggravated, while the 
majority show varying degrees of positive and negative 
repercussions, the sum total of which it is still difficult to 
evaluate. 

This pronounced discrimination.between countries is 
Connected with the course and prices of exports, but it is not 
reflected in imports, since all the countries have suffered in 
a more or less uniform manner from the considerable increase 
in the prices of products acquired abroad. 

The interplay of these situations results in different 
capacities of defence against adverse effects - particularly 
imported inflation - and shows up the unequal situations of the 
different countries in the face of the new circumstances. 

In earlier chapters of this study, the direct ,repercussions 
of the price movements of their international trade on the balances 
of payments of the Latin. American countries were dealt with from 
various different angles. 

Another kind of effect, sometimes less direct but certainly 
important, is that produced locally by the new situation. Since 
this type of effect became more marked towards the end of 1973» 
it was not reflected in its true magnitude in the appraisals made 
at the end of each year. It is easy to see, however, that its 
future consequences may be of great importance« 

Obviously, the reflections which follow are not aimed at 
specific situations, but are rather directed at characterizing 
certain issues which may arise to varying degrees in the Latin 
American countries, and they therefore only anticipate 
discussions which could arise in the countries under conditions 
of some stress«. 

/1. Restrictions 
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1. Restrictions on economic policy in countries affected 
by the external economic situation 1/ 

The countries which are adversely affected by the increase in 
petroleum prices, do not have a sufficiently diversified export base, 
and lack inflows of capital to rectify the characteristic deficits 
in their balance of paymeats constitute extremely delicate cases. 
These countries are faced with new or aggravated problems which 
could not only affect their rate of growth but could also become 
factors of stagnation and disequilibrium that would be very difficult 
to eliminate« 

The increase in expenditure which would result if present 
petroleum imports trends should continue, together with the increase 
in the unit value of the rest of their imports, augur even more 
serious potential deficits for the immediate future. Obviously, 
the possibilities of restricting and selecting expenditure in 
foreign currency are very limited because of the need to maintain 
the supply of essential goods, a decline in the supply of which 
could cause major domestic tensions. 

In order to minimize the negative effects of this critical 
economic situation, it will be necessary to plan a very specific 
strategy, which could be based on the one hand, on an internal 
effort which would mainly devolve on the least backward groups, 
and on the other hand on international co-operation to ensure an 
inflow of finance of a nature compatible with emergency situations. 

The distribution of the effort to release the more modest 
sectors from major sacrifies demands the formulation of a new 
economic policy. At the domestic level, mention may be made of 
the possibility of cutting down on non-essential consumption, 
especially of goods that come from abroad and absorb substantial 
amounts of foreign exchange. Some estimates of the volume of 
imports of superfluous final products and the raw materials and 

Some Central American countries and Uruguay are typical 
representatives of this group of countries. 

/capital goods 
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capital goods for their domestic production amount to proportions 
which in certain cases far exceed the balance of payments deficits. 
Any estimate to evaluate the social cost of maintaining consumption 
of non-essential goods at its present level would increase 
appreciably in times of crises of this nature. 

Taxation, price policies and exchange rates would appear 
to be the instruments with the greatest impact and effectiveness 
in regulating consumer behaviour and leading consumers to a state 
of austerity which could ease the bottleneck in the exteranl 
sector. If these do not achieve their aim, however, other forms 
of more direct intervention should not be neglected. 

An austerity policy, even although it may only affect 
specific items, will give rise to pressures by the groups affected 
which could put obstacles in the way of government policies. If 
intransigent positions, which in the long run could place the 
government programmes in jeopardy, are to be avoided, it would 
seem indispensable to make a previous evaluation of the 
consequences of the measures and the capacity for reaction of 
the sectors whose behaviour it is hoped to modify. 

One of the risks involved in imposing restrictions on deep-
rooted patterns of behaviour is the creation of scarcity and 
speculation. Quite often, hoarding of items very far removed 
from' those which were the object of the restrictions takes place. 
In such cases, rather than taking a series of measures not linked 
by a clear policy, it would seem important to lay down a clearly-
defined general economic policy free from arbitrary interpretations 
capable of producing an exceedingly damaging atmosphere of 
insecurity. Measures to guarantee normal supplies of basic 
consumer items are of fundamental importance, for even when it 
is of a purely circumstantial nature, scarcity is a serious 
hindrance to the smooth running of both the social and economic 
aspects of national life, because of the pressures it creates on 
price systems and levels, with their aftermath of social reactions. 

/The domestic 
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The domestic effort, considerable though it may be, will 
not alone be enough to finance the balance of payments deficits 
or sufficiently increase output of goods« 

It will undoubtedly be necessary to obtain external finance 
in larger amounts than usual. The concessionary nature of the-new 
loans as regards repayment terms, interest rates and freedom of 
use will show how real international solidarity is. The 
international credit agencies and the governments of the 
industrialized centres will receive loan requests claiming 
preferential treatment, especially in the sense of reductions 
in the amount of counterpart funds demanded. The traditional 
criteria for granting loans are not suitable for dealing with 
the problems of developing countries affected by the international 
trade crisis. If certain countries are not to be subjected to 
intolerable privations, it will be necessary to evaluate their 
requirements for extraordinary financing in a new spirit. 

The general concern that there should be redistribution of 
financial resources to help the countries most affected by the 
rise in petroleum prices to solve their acute balance of payments 
problems becomes even more acute itfhen thought is given to the 
urgent need for making definite arrangements for such redistribution 
and to the fact that traditional forms of project financing 
involve repayment terms which are not compatible with critical 
situations. 

Furthermore, although the rapid availability of such finance 
would help considerably to ease the situation, the need for 
standby credits to cope with external trade deficits calls for 
eminently preferential treatment on the part of credit agencies. 

The magnitude of the problems facing these countries, both 
in the short term and in a longer perspective, calls for the 
combination of co-opera.tion efforts of various types. Although 
the specialized agencies of the international system have a 
decisive role to play in this, the attitudes of the governments 
of the central countries and of their major exporting enterprises 
are also vital for overcoming this crisis. 

/The proposals 



- 196 -

The proposals put forward by Venezuela regarding the 
establishment of finance funds and the conclusion of bilateral 
agreements on the supply of petroleum are an encouraging start 
for Latin American solidarity. Other initiatives among 
international finance agencies point in the same direction. 

From the point of view of production, the countries affected 
are faced with a dilemma and have only narrow margins within 
which to take decisions, since the criteria for the selection of 
projects will be more restricted as regards the imported 
components and it will be necessary to achieve high rates of 
production in order to cover the growing external debt. 

The traditional indicators of capacity of indebtedness are 
not invariably applicable in periods of crisis. The relationship 
between the servicing of the debt suad the size of exports should 
be considered in terms of the potential of the strategic projects 
which it is advisable to undertake during this critical period. 

It is superfluous to insist on the need, now more imperative 
than ever, to make the best possible use of scarce resources. A 
very serious appraisal of the possible consequences must be made 
in order to ensure this, and very decisive action must be 
undertaken to formulate and implement policies where orthodox 
practices would perhaps not give the effectiveness demanded by 
such complex and delicate problems. Moderate changes in 
interest rates, legal reserves, tax rates, etc., which would 
have been adequate for facing up to past problems, may perhaps 
lack the vigour and scope needed to give a more rapid and 
effective response. 

The small scale of economic activity in the majority of these 
countries suggests the possibility that State measures might be taken 
at the enterprise rather than the sectoral level, through more specific 
instruments which really complement the global policy. The number of 
major enterprises suitable for keeping under detailed supervision would 
not exceed the capacity of a relatively small technical team, and a 
kO or 50 most important enterprises in any country would cover an 
important part of total economic activity. 

/Apart from 
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Apart from the natural advantages of this procedure as 
regards specifying and directing the implementation of policies, 
the possibility should not be ignored of acquiring by this means 
a better knowledge of the economic system. Each unit of 
production faces its own special problems, and the quest for 
greater efficiency in the utilization of scarce "resources may 
find solid backing in micro-economic diagnoses which complement 
and enrich the data required for decision-making. 

It is obvious that the group of countries under review is 
facing a very critical situation. They have in their favour, 
however, the fact that their exports account for fairly marginal 
shares of the world markets, which may be defended by making 
determined efforts in international negotiations in order to 
secure guaranteed markets for their products. The special nature 
of some export items may help in ,this direction. 

2. Economic policy in the countries which »•SMUUHqniiaw»! m iniiitJMtti«—• I r-ur,- IBIIHII ••IIW»IIjwn M J . >n -•awiniunii—i— "rm« 

have benefitted from the new 
external situation 2/ 

Generally speaking, the countries favoured by the external 
economic situation have found that the advantages are accompanied 
by certain problems which augur delicate situations in the future 
that are easy to foresee even from partial data. Thus, it is not 
only the critical periods which merit careful analysis, for a 
boom situation also demands a very profound appraisal. Countries 
which achieve some prosperity in the external sector have before 
them a multiple objective: to make full use of the favourable 
external economic situation, to minimize its undesirable effects, 
and to channel towards the systems of production and distribution 
the advantages and opportunities which the situation brings with 
it. .. . 

2/ Venezuela and Ecuador may be considered as representative 
of this group of countries. 

/Consideration of 
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Consideration of these objectives calls for a distinction 
between the effects in the financial sphere on the one hand and 
the consequences for the physical variables of economic activity 
on the other. 
(a) The effects of the attraction of surpluses 

One of the most notable of the typically monetary phenomena 
is the way in which the attraction of external surplus influences 
the level and system of domestic prices. An increased inflow of 
foreign exchange may mean an unaccustomed expansion in the means 
of payment under this heading and may produce a disequilibrium in 
the monetary balance of the country, with consequent accentuation 
of the demand for goods and services and the various pressures 
which this generates. 

Obviously, the magnitude and scope of these disequilibria 
depend on the manner in which exporters deliver the foreign 
exchange to the monetary authorities. The first distinction to 
be drawn concerns the public or private nature of the exporting 
body; the second concerns the question of whether or not the 
foreign exchange thus attracted has a counterpart in national 
currency. Depending on the specific cases, the effect on prices 
may be very different. The attraction of external surpluses is 
not a new phenomenon, since it is normal for economic systems to 
absorb moderate increases in foreign exchange inflows generated 
by exports or capital earnings, but it may have consequences 
which are more difficult to manage, in view of the volume of the 
increased foreign exchange resources which, according to 
estimates, it will be necessary to attract in the immediate 
future. 

In terms of expansion, the accumulation of reserves may 
create situations ranging, in their extreme forms, from complete 
sterilization, where the foreign currency attracted would have 
no counterpart in national currency, to conlplete expansion, 
where the purchase of foreign currency would involve the 
unrestricted supply of national currency. The need to maintain 

/certain limits 
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certain limits on increases in the liquidity of the economy will 
probably lead to the setting up of some forms of temporary 
sterilization, by setting deadlines and percentages for the 
payment of purchases of foreign exchange in national currency. 

There are also other potential dangers deriving from the 
easy availability of foreign currency which call for a word of 
warning. In view of the social and political factors influencing 
government decisions, it is probable that certain trends may 
emerge towards inelasticity in the exchange rate, which will mean 
the implicit subsidizing of uses of foreign currency incompatible 
with or foreign to the objectives of government programmes. 
Keeping the exchange rate steady when the prices of imports 
increase and inflationary pressures exist at the domestic level 
constitutes an extremely delicate problem. The relative cheapening 
of the reserve currencies compared with the national•currency may 
provoke speculative tendencies and flights of foreign exchange 
which will shift the profits of the external economic situation abroad. 
The dilemma does not lie in deciding whether to devalue 
or not: the problem goes much deeper and demands a comprehensive 
answer consisting of the formulation of an economic policy in 
terms of the new external and domestic conditions. 

Decisions on the exchange rate involve sequences of phenomena 
which merit very detailed appraisal in the light of the actual facts 
of each case. To illustrate this, two opposite systems may be 
considered: a policy responding to external and internal 
pressures on prices through succesive devaluations and resigning 
itself to suffering the vicissitudes of exogenous factors, and a 
policy seeking to isolate economic activity from external 
inflationary pressures through a stable exchange rate, despite all 
the inconveniences this may involve. It is superfluous to point 
out that both these policies have a multitude of direct and indirect 
consequences. Regardless of whether one of these extremes is 
chosen or an intermediate policy is selected in order to gain the 
beneficial effects while countering the defects of these two -

/extreme solutions, 
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extreme solutions, it will be necessary to adopt a set of additional 
decisions to mobilize a variety of instruments and give form to an 
integral economic policy. Experiences of isolated measures in 
exchange policies, even in circumstances of relative external normality, 
recall the exceedingly difficult situations which some governments 
had to face. 

In the conception of policies on which more and more demands 
are successively made, either with good and praiseworthy intentions 
or as a result of the accumulation of external restrictions which are 
beyond the government's control, efforts must necessarily be made 
to extend their coverage, seek new instruments and insist on more 
coherent use of those available. 

Domestic taxes and customs duties have extraordinary potential 
and can play an outstanding role in the present economic situation. 
There is a danger, however, that easy availability of foreign exchange 
may led to some lightening of the tax burden, which could result in 
an undesirable expansion of the liquidity of the monetary system. 
On the other hand, the profit margins which the new international 
situation is producing in certain activities suggest the need for 
some very substantial changes in tax matters, 
(b) The use of the increased resources 

The second stage in the analysis of the possible repercussions 
of the external situation on the countries benefiting from it concerns 
the utilization of the surpluses accumulated. The classical choice 
between consumption and investment arises here once again, but 
with features different from those of the past. It is essential to 
make these two major options compatible with different possibilities 
regarding the structure of consumption and that of production. The 
appraisal of big aggregates is not sufficient for the analysis of 
specific policies aimed to satisfy a varied set of requirements and 
conceived for the pursuit of simultaneous objectives. 

/In view 
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In view of the non-renewable nature of the export resources 
involved, there is a tendency to promote investments designed to 
guarantee the future sustained growth of the production of other 
goods, which as well as satisfying domestic needs, would permit 
the steady strengthening of the external sector. The logic of this 
tendency demands more detailed evaluations, however. 

Above all, consideration must be given to the capacity of 
countries not accustomed to handling big surpluses to set up highly 
productive industries. There is certainly a serious time problem 
for the transformation of surpluses into sources of production, but 
the traditional scarcity of finance has caused this factor to be 
exaggerated to the point of neglecting other equally important 
deficiencies. The considerable accumulations of surpluses recorded 
in the countries of this group permit the solution of the problem 
of the absorption of resources for the production of goods, but they 
do not themselves solve it, for.the actual creation of a unit of 
production requires the interplay of a number of factors, some of 
which are more limiting than the problem of finance itself. 

V/hen the external sector of a country shows major changes in 
a short space of time, this leads to certain contrasts and 
maladjustments with other sectors, as well as deficiencies in various 
other aspects, which make the expansion of the process of production 
more difficult. The abrupt change in the growth rate of the external 
sector accentuates certain bottlenecks which slow down the spread 
of the surpluses originating in the external sector. The capacity 
of reaction of the sectors of production, both public and private, 
are put to the test not only as regards the generation of projects 
which would allow the efficient assimilation of additional resources, 
but also as regards their entrepreneurial administration, which is 
where the deficiencies may be most marked. Thus, it often happens 
that funds approved by credit agencies cannot be spent for lack 
of projects or inadequate evaluations, and cases are by no means 
rare where very valuable resources cannot be developed for lack of 

/basic infrastructure 
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basic infrastructure. The lead times of projects, as well as their 
technological linkages and the extraordinary efforts involved in 
their implementation, constitute a bottleneck which the availability 
of financial resources only makes more obvious. 

The possibility of orienting a part of the resources available 
towards the formation or expansion of enterprises as joint projects 
with other countries should not be ignored, especially if there are 
temporary domestic limitations at the local level on the capacity 
to absorb them. The access to bigger markets and possibility of 
setting up units of production of larger dimensions thus obtained 
may enable the projects to bear fruit in a much shorter space of time, 
and with perhaps more widely disseminated effects, than efforts 
limited to the national context. 

This type of consideration brings out the need to evaluate the' 
different possible forms of ownership of the unit of production. 
While it is true that the new phenomena confronting the governments 
are finding in the public sector means of solution which does not 
always require consensuses and agreements and therefore makes timely 
action possible, the limitations on the scope of this sector cannot 
be overlooked. Forms of mixed ownership with local or foreign 
private sectors, or associations with the State in the establishment 
of enterprises are therefore possibilities worthy of consideration. 
It goes without saying that the heart of the matter lies in the 
negotiations on contributions, participation, evaluation of technologies, 
remuneration agreements, future possibilities of conversion into 
public enterprises, and other points. Each case naturally merits 
careful study in which both the objectives of all types pursued by 
the governments and the nature of each possible unit of production 
will carry considerable weight. 

The above affects the field of basic economic policy decisions, 
for the need for consistency beti^een these non-conventional decisions 
and the handling of traditional instruments of economic policy will 
become increasingly marked. When it is envisaged to use the surpluses 

i 
for expanding the production process, either by creating new enterprises 

/or expanding 
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or expanding existing activities, a new pattern clearly emerges in 
the economic policy processes. Although the traditional financial 
limitations will be moderated to a large extent, new problems will 
emerge which will place serious restrictions on decision-making 
if there is a real desire to respect the criteria of efficiency in 
the use oi resources« The spontaneous action of market forces may 

i 
lead to trends in production which only benefit the groups with high 
purchasing power in.the countries, with all the effects that such 
a development would have on income distribution. . 

As a natural consequence of the above, mention may be made of 
the fact that the local markets of some countries are very small for 
economically strategic industrial activities. Furthermore if the 
reasonable prophecies on the continuation of inflationary pressures 
at the international level prove to be true, another adverse phenomenon 
will have to be faced, for these pressures could have a decisive 
effect on domestic prices. In view of regional experience on the 
concentration of income in periods of inflation, it would be prudent 
to observe in detail the changes in the purchasing power of the 
different social groups and the way in which this phenomenon influences 
the reduction of some markets. The link between a policy for the 
allocation for investment resources and the evaluation of the respective 
markets is obvious. Of course, the choice between investment and 

f 

consumption as alternative but not mutually exclusive uses for the 
surpluses generated by the external sector is conditioned by many 
different factors. Although a combination of both is probably the 
logical solution, a separate analysis of each, by way of illustration, 
enables attention to be concentrated on each of their main effects. 

One of the most immediate potential dangers created by the sharp 
increase in the availability of foreign exchange observed in some 
countries is the almost automatic increase in imports and - even more 
serious - the non-essential nature of a substantial proportion of 
these. Thus, the large increases in exports in 1973 were accompanied 
by considerable increases in imports, not entirely to be explained 
by price increases. Sasy availability of foreign exchange, in the 

/absence of 
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absence of an economic policy which takes the neiir situations into 
account, may be reflected in significant increases in the consumption 
of imported luxury articles and the transfer abroad of trading profits, 
which only occasionally benefit the developing countries. 

The policy of imposing high tariffs on imports of luxury products 
could have the disadvantage of encouraging their local production, in 
view of the price that they would reach on the market and the disparities 
in income distribution. This would encourage the channelling of 
resources towards the production of goods which in the first instance 
were not considered desirable, and it would absorb scarce resources 
which could "be given over to the production of essential goods. In 
such cases, discriminatory taxes on domestic consumption could avoid 
these distortions. 

In evaluating the option providing for consumption in the form 
of imports of foodstuffs, it is of fundamental importance to consider 
the repercussions on the market for domestic agricultural production 
and the industrial scales of production« The satisfaction of the 
basic consumption needs of large sectors of the population cannot 
be put off, especially when the availability of foreign exchange 
would enable serious situations to be relieved. The problem which 
should be considered, however, is the transitory nature of such an 
increase in total supply. 

Just as some limitations on the capacity for productive expenditure 
were noted in the case of investment, restrictions likeitfise exist 
as regards consumption, although they are naturally of a different 
nature. 

The importation of consumer goods does not appear to be subject 
to major limitations when it satisfies the essential or non-essential 
needs of the sectors itfith the highest purchasing power; the use of 
surpluses in this way is only subject to the question of tastes and . 
preferences, which the market machinery makes it its business to solve. 
But when imports consist of essential mass-consumption goods the 
problem of the purchasing power of the low income sectors becomes a 

/limiting factor 
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limiting factor. Subsidy policies which attempt to put this manner 
of using surpluses into effect can hardly be of a permanent nature 
or have a wide radius of dissemination. Thus, paradoxically, problems 
of inequality in income distribution make it easier to use resources 
to satisfy non-essential needs than essential ones. 

These matters obviously involve complex problems, the solution 
of which not only requires the correct interpretation of the 
prevailing economic situation but also a clear forward view of the 
development process» Only within the framework of a detailed set 
of objectives and targets and a clear awareness of the way in which 
economic activity operates is it possible to try out solutions which 
will mean an efficient use of the resources coming from the external 
sector. 

In studying the choice between consumption and investment, 
whatever the particular matter reviewed, the basic problem resides in 
the distinct possibility that the surpluses accruing to the beneficiary 
countries may be transferred abroad or mainly attracted by the highest 
income groups in those countries. Obviously, overt transfers offer 
no great difficulties in the evaluation of policies, but the so-called 
implicit transfers, i.e., through prices and technology, call for 
careful study, and cases of transfer of surpluses abroad and excessive 
forms of appropriation by local groups are common knowledge. 

When the changes in the volumes of foreign trade show rates 
of more than 30 per cent annually, it is obvious that the situations 
will have changed radically in only a few years. -It is very possible 
that the relative positions of the various economic groups, especially 
those connected with external trade, will acquire greater prominence. 
The flows to and from the exterior may form an economic power structure 
and a political force very different from that of the present time. 
A diagnosis of the dynamics by means of which the internal forces 
are changed thus appears to be indispensable. 

This summary and superficial review of the possible problems 
which the countries benefiting from the price movements of their main 
exports may have to face leads to a general reflection on economic 

/policy. The 
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policy. The observation made earlier in this section that even periods 
of relative prosperity require very serious evaluation and involve 
serious risks of failing to take advantage of scarce opportunities 
will be taken to heart in the analyses effected in the decision-
making centres of the countries, judging by the positions which are 
beginning to be adopted in them. 

The present situation is still rather new for the countries of 
the periphery, for their development processes have normally been 
characterized by severe restrictions in the external sector, and the 
knowledge built up by the public sectors is particularly oriented 
towards the commonest situation, namely, lack of finance. Thus, the 
skills, for conceiving and implementing economic policies were acquired 
under conditions which were generally inadequate, in that the frequently 
critical situation on the savings side has created a certain tendency 
and even a deep-rooted routing, not only in the State apparatus but 
also in the private sector. 

Nor are the methodologies for making economic analyses for use in 
the generation and appraisal of policies in the peripheral countries 
exempt from biasis of this type since in the final analysis they too 
have attempted to respond to the situations which they have repeatedly 
had to face, and the brief periods in which the external restrictions 
have been lifted have not been long enough to develop aptitudes for 
facing the,opposite situations. 

3. Economic policy problems in the countries with 
the biggest room for manoeuvre 3/ 

The two extreme situations analysed in the foregoing pages demand 
major qualitative changes in the conception of economic policies: in 
the first case, because of the very pressing situations stemming from 
the inadequate performance of the external sector, and in the second 
case because of the need to make proper use of their big surpluses and 

• • - 1 

3/ Brazil and Mexico could be considered as representative 
examples of this group. 

/spread them 
/ 
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spread them throughout the social and economic system. There is yet 
another category of countries, however: those which have not benefited 
particularly from the external economic situation, but which have the 
necessary defensive capacity to deaden its adverse effects. 

The external situation has not placed these countries in the 
extreme positions described above because they either possess 
diversified exports, they enjoy large inflows of external capital, or _ 
they possess theli^ ownLsupplxgg tr^ inputs which, like petroleum, have 
undergone astonishing price increases. 

In this group of countries, the demands made on economic policy 
would appear to be similar to those of the past. Although they face 
problems which previously were not so important, plus, to some 
extent, others which are completely new, their conventional economic 
policies still leave them a wide radius for manoeuvre and remain 
quite effective. The continued use of orthodox instruments, with 
moderate changes in their values, would generally speaking appear 
to be capable of providing satisfactory answers to the problems which 
these countries are likely to meet. This does not mean that conservative 
practices are to be advocated as regards the utilization of the 
instruments available.: it is merely an endeavour to differentiate this 
situation from that observed in the other two groups of countries. 

Since a larger number of simultaneous objectives are included 
as aims of these countries' economic policy and it is therefore not 
just a matter of easing a temporary economic phenomenon, it is probable 
that the need to modify the form and content of their economic policies 
may become unavoidable. In an analysis of the current situation, 
however, this group of countries is clearly in a different position 
and their economic policies must respond to requirements which are 
also different. 

For the countries of this group the external economic situation 
has not brought any radical transition to a completely new situation 
of prosperity, nor do the bottlenecks in their external sectors 
constitute insurmountable barriers. Although they have experienced 

/variations compared 
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variations compared with the recent past, the magnitude of these, 
the capacity of the countries to absorb benefits, and their economic 
defence mechanisms give them more liberty, from the point of view of 
the external sector, in handling their social and economic affairs. 

The achievement of closer coherence between the different 
spheres of economic policy would appear to be one of the basic 
objectives. The movements in the external sector may bring out the 
need to clarify the reciprocal influences of the different instruments. 
In the functioning of economic activity there are maladjustments, 
temporary loss of synchronization, and degrees of incompatibility 
which, in normal times, the countries can overcome or even accept 
without serious damage. In the face of a significant modification 
in external movements, however, these discrepancies may increase and 
economic activity may become much more sensitive to their presence. 

Timeliness and flexibility of government action in the field 
of economic policy are basic requisites. Since the available observation 
machinery may be inadequate and inefficient, the external sector may 
undergo changes lihich are by no means easy to foresee. The machinery 
for the advance collection of data on these phenomena must therefore 
be much more developed, and quick action must be taken when changes 
occur. In order to be able to react in time, the necessary modifications 
in the use of instruments must be determined and the public sector 
must be given sufficient capacity to put the new policy into practice. 

The flexibility of the economic policy, i.e., its easy and 
soundly-based adjustment to fortuitous events, has usually run into 
an obstacle which militates against it, for in market, economies the 
private sectors require a certain minimum period of validity of 
policies if their activities are to be carried on properly. This is 
especially so in the areas of taxation, credits repatriation of 
profits, etc., and at time they have succeeded in securing government 
undertakings which delay the public sector's reaction to economic 
situations which call for much more rapidity. In order to evaluate 
alternative forms of negotiation with these sectors, if it is really 

/desired that 
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desired that the public sector should run social and economic activity, 
it is necessary to .have a clear knowledge of the situation, and this 
is another of the tasks inherent in economic policy which warrants 
priority attention« 

The price movements in the last few months of 1973 faced these 
economies with problems which had not existed or had not been important 
in other periods« Export circles, inspired by attractive prospects 
of profit, devoted themselves increasingly to satisfying external 
demand, to the detriment of the domestic markets« The exportable 
margins increased more on account of the price situation than in 
keeping with government intentions« It was necessary for some 
degree of domestic scarcity to manifest itself in order to modify 
the conduct of the export circles and bring about thè intervention 
of the public sector. 

Obviously, the adoption of decisions on domestic prices 
- especially when there are major discrepancies with external prices -
is one of the most delicate points in economic policy and therefore 
one which requires most attention. Its decisive influence in other 
spheres makes it necessary for a detailed review to be made of the 
other instruments, and this generally results in adjustments and 
even substantial modifications to important areas of economic policy. 

/II 
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I I 

GENERAL ASPECTS OF THE ECONOMIC EVOLUTION OF 
LATIN AMERICA IN 1973 V 

1. The growth rate of the product and 
domestic demand 

So far in the present decade, the value of exports of goods and 
services from Latin America has increased from 18,900 to 31,700 million 
dollars and the value of its imports from 19,200 to 30,800 million.5/ 
Against this background of rapid expansion in domestic demand and 
an abundant supply of capital goods and imported inputs, the gross 
domestic product increased by 6.9 per cent annually between 1970 and 
1973 compared with the target of 6 per cent proposed by the International 
Development Strategy. The difference was even more marked in 1973, 
when the total product increased by 7»^ per cent (see table 53 
and figure XXIII). 

The sharpening of the increase in the growth rate of the 
per capita product was also considerable, rising from an annual 
rate of 2»9 per cent during the five-year period 1965-1970 to 
3«9 per cent in 1972 and k.k per cent in 1973-

b/ Because of the lack of sufficient information or information 
comparable with that provided by the other countries, this 
review does not include the Cuban economy. Moreover, it was not 
possible to include the Caribbean countries and territories in 
the calculations of the total gross product and the figures by 
sector of activity in Latin America, since information expressed 
in constant prices was not available (except for Jamaica up to 
1971), nor was there an adequate deflator index for making a 
possible estimate. Information on the gross product of these 
countries at current prices is given in section III below. 

5/ The main causes and implications of this expansion have been 
examined in Part One of this Economic Survey. 

/Table 60 
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Table 53 

LATIN AMERICA: GROWTH OP THE GROSS DOMESTIC PRODUCT AND GROSS DOMESTIC INCOME 

(Arnual growth r a t e s ) 

Gross dornest!o product a t Gross domestic Income 

f a c t o r cost 
Country 

1965-
1970 1971 1972 1973®/ 

1965-

1970 
1971 1972 1 9 7 V 

Argentita 4.1 3.7 3.8 4.8 4.0 4.2 4.1 6.3 
B o l l v i a 6.3 3.8 6.0 5.4 6.4 1.0 5.6 7.4 
B r a z i l 7.5 11.3 10.4 11.4 7.5 10.8 11,4 12,4 

Colombia 5.8 5.5 6.8 7,3 5.8 4.5 6.8 7.8 

Costa Rioa 6.9 4.0 5,0 3.9 7.2 1.6 4.1 4,7 
Chile 3.8 8.3 2.1 -4.1 4.9 4.4 1.2 - 1 . 7 

Ecuador 5.6 8.3 9.8 12.7 6.0 6.9 9.* 14.5 
El Salvador 4.4 4.6 4.1 4.0 4.7 4.1 5.1 5.6 

Guatemala 5.7 5.6 6,5 7.9 6.2 4,5 6.6 7.7 
Haiti 1.8 5.7 3,7 5.8 1.9 5«2 3.6 6.1 

Honduras 4.7 5.7 3.9 3.3 4,8 5.4 3.0 3.2 
Mexico 6.9 3.4 7.5 7.5 7 . 1 7.6 7.2 

Nicaragua 4.2 5.8 4.0 2.7 4.9 3.4 6.1 3.3 
Panama 7.4 8.1 6.5 5.9 7.6 9.4 7.1 3.8 
Paraguay 4 . 1 4.5 5.3 5.8 4 , 4 4.9 5.8 7.9 
Peru 3.6 6.0 5.8 5.3 4.7 3.6 5.1 5.4 
Do mini can Republic 7.8 9.3 12.5 8.9 8.4 9.9 14,7 9.8 

Uruguay 2.3 - 1 . 0 "1.3 1.0 2.7 - 1 . 4 -0.9 3.5 
Venezuela 4.1 4.3 5.5 8.6 3.9 11.4 9.3 13.2 

Total 19 countries M bl te M 5.8 6.1 là M 
T o t a l , exoluding B r a z i l hi ÜaÜ hl 6.0 . £»5 6¿0 

Sourcet E C U , on t h e b a s i s of o f f i c i a i s t a t i s t i c s , 

a / Preliminary f i g u r e s . 

\ 

/Figure XXIII 
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The global acceleration of the growth rate of the product conceals 
a wide variety of national situations and differing economic weights 
of the countries of the region. Suffice it to point out, for example, 
that the products of Argentina, Brazil and Mexico amount to approximately 
70 per cent of the regional product, while that of Brazil alone accounts 
for almost 30 per cent. For this reason, the influence of the notable 
growth of the Brazilian economy - 11 per cent annually since 1970 -
has been of particular importance in the evolution of the Latin 
American product. If Brazil is excluded from the regional totals, 
the annual rate of growth of the product for the present decade would 
fall from 6.9 to 5«3 per cent, and that for 1973 from 7A to 6 per cent. 

In 1973» only five countries apart from Brazil achieved higher 
rates of growth than the region average (7 A per cent). These were 
Ecuador, which has been rapidly increasing its production since 1970; 
Mexico? the Dominican Republic, which has shown a high but irregular 
rate of growth; Guatemala and Venezuela. Colombia could be added 
to this list of countries, for its production has shown an increasing 
rate of growth since the beginning of the decade, reaching ?.3 per 
cent in 1973. 

At the other extreme, there are many countries which have not 
shared the dynamic growth shown by Latin America as a whole in recent 
years. Thus, in El Salvador, Honduras, Nicaragua, Panama and Peru 
the rate of growth has fallen compared with 1971, and in Chile it was 
actually negative in 1973. Furthermore, the product of Uruguay and 
the Caribbean countries has shown either small rates of growth or 
virtual stagnation during the 1970s. 

The exceptional situation produced by the rise in the prices of 
primary commodities in international markets resulted in an improvement 
of 13 per cent in the terms of trade for the region* This result once 
again veils a great disparity between national positions (in 3 countries 
the terms of trade improved by more than 20 per cent and in 2 they 
deteriorated) 6/, and it was reflected in the greater or smaller 
increases in gross income achieved by these countries as a direct 
result of the additional income generated by the higher external prices.' 

6/ See table 17. 
/For Latin 
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For Latin America as a whole, gross domestic income increased 
by a greater percentage than the product only in the last two years: 
7'5 per cent in 1972 and 8.5 per cent in 1973, with growth rates 
reaching 14.5 per cent in Ecuador, 13°2 per cent in Venezuela, and 
12.^ per cent in Brazil (see again table 53 and figure XXIII). 

The increased income resulting from exports made possible a 
greater availability of imported goods and services, which at I960 
constant prices increased by 8.6 per cent during the year. This 
increase has become more pronounced since 1971, but it is worth 
noting that between 1965 and 1970 the rate of increase was 9»2 per 
cent per year. 

The higher volume of imports was complerafmted with an increase 
of 7«^ per cent in domestic production (the import ratio is rather 
more than 10 per cent)', so that supplies of domestic goods and 
services increased by 7«6 per cent, a rate similar to that of the 
previous year and sufficiently high to permit, in turn, an expansion 
of 10.5 per cent in gross domestic investment and 6.8 per cent in 
total consumption (see table 54). 

Since 1970 the growth rate of investment has been rising 
continuously at a higher annual rate of growth than that of the 
gross product. Thus, from an increase of 6.9 per cent per year 
between 1965 and 1970 it rose to 10.5 per cent in 1973- Fixed gross 
investment increased at an even higher rate during the period 
1965-1970 (9.1 per cent annually) and grew by 10.3 per cent in 1973, 
with the result that the investment coefficient increased from 16 per 
cent in 1965 to around 20 per cent in the last two years. 

As regards the evolution of consumer expenditure, this has 
been increasing gradually since the end of the 1960s, the rate of 
growth in 1972 and 1973 being slightly less than 7 per cent per year. 
Throughout this period there lias been some complementarity between the 
irregular performance of general government consumption, which in 
1972 and 1973 showed increases of 5.8 and 8.9 per cent, and the more 
uniform growth of private consumption at an annual rate of around 6.6 per 
cent, which is approximately equal to a growth rat'e of 3-6 per cent in 
per capita consumption. As in the other variables examined, however, 
the regional rate veils many variations between the countries. 

/Table 5^ 
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Table 54 

LATIN AMERICÂ /i TOTAL SUPPLY AND DEMAND 

Millions of dollars at i960 prioe3 
Structure 

(percentages ) 
Annual growth 

rates 

1970 1971 1972 1973^ 1965, 1970 1973 

y 
1965-
1970 1971 1972 

Total supply 162 574.8 172 644.8 184 747,2 198 802.0 m s 110.5 110.6 6JL 6^2 M 
Gross domestic 
product 147 126.3 156 278.5 167 194.4 179 731.3 100.0 100.0 100.0 5.8 6.2 6.9 

Inports 0/ 15 448.5 16 366.3 17 552.8 19 o7o.7 9.0 10.5 10.6 9.2 5.9 7.2 8.6 

Total demand 162 574.8 172 644.8 184 747.2 198 802.0 12M. m&s no.$ IUI) iai hi M u 
Exports 0/ 15 198.4 15 326.5 15 945.9 17 163.6 10.8 10.3 9.6 4.8 0.8 4.0 7,6 

Gross domestic 
investment 28 756.6 31 067.4 33 969.4 37 534.9 18,6 19.5 20,9 6.9 8.0 « 9.3 1G.5 

Mal consultation 118 619.8 144 103.5 22,-i «at2 80j2 6.1 6.4 M 6*2 

General government 13 898,0 14 912,9 . 15 783.1 17 190.4 9.2 9.5 9.6 6.4 7,3 5.8 8.9 

Private 104 721.8 Ill 336,0. 119 048.8 126 913.1 70.4 71.2 70.6 6.1 6.3 6.9 6.6 

lowoe! EC LA, on the basis of official statistics. 
Sote: The figures for exports and imports of goods and services were 

, in dollars at our rent prices, which were converted to constant 
calculated by EC LA for the purpose. 

a/ See foot note 4 of Part,Two of the Economic Survey, 
b/ Preliminary figures. 

¡J Goods and services, excluding factor payments. 

taken from balanoe~of=payments data expressed 
i960 prioes by deflation, using price indexes 

/2. Main 
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2. Main sectors of production 

The acceleration of the growth rate of the gross product in 
1973 continued to be the result of traditionally dynamic activities 
such as manufacturing, construction, and basic services (transport 
and communications, electricity, gas and water)» However, in 
addition to the rapid expansion of these activities there was a 
notable recovery in mining, whose annual growth rates of 1 and 2 per 
cent in the previous two years increased to 8.2 per cent in 1973 
(see table 55). 

Agricultural production continued its slow and irregular course. 
In 1973 it showed a growth rate of 3.6 per cent - more than double 
that of the previous yea.r - but the figure would have been much 
lower if it had not been for the major recovery of agriculture in 
Argentina, where production increased by"approximately 10 per cent 
as a result of the excellent cereal and oilseed harvests. During 
the year there was also a recovery in the agricultural production of 
Paraguay (10 per cent), relatively high growth in Guatemala, and 
partial recoveries in Uruguay (big harvests of maize and sorghum) 
and Venezuela (thanks mainly to the 15 per cent increase in fisheries 
production and a record rice harvest). In Brazil, the rate of growth 
of this sector, though, relatively satisfactory, has fallen in 
recent years: in the main, the production of wheat and sorghum has 
increased, but that of coffee has fallen and there has been a shortage 
of some staple foods. In Colombia the rate of growth continues to 
be relatively satisfactory. 

In other countries of the region, however, the increases in 
agricultural production were either equal to or lower than the rate 
of population growth. This was most noticeable in Central America 
(except Guatemala); in Mexico, where there was a considerable drop in 
the production of mainly export crops; in Peru, where the slump in 
fisheries production continued (-4-7 per cent in 1972 and approximately 
-lb per cent in 1973); and in Chile, where, for the second consecutive 
year, there was a considerable drop in agricultural production. 

/Table 60 
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/ U T IN AMERICAS EVOLUTION OP MAIN SECTORS OP ECONOMIC ACTIVITY 

(Anmial growth rotes) 

Country 

Agriculture 
1 ¡ 
i Mining Manufacturing Construction Basic servloes Other servi cesy 

Country 
1965-
1970 

1971 1972 1973 
1965-
1970 

1971 1972 1973 
1965-
197o 

1971 1972 1973 
1965-
1970 1971 1972 1973 

1965-
1970 

1971 1972 1973 
1965-
1970 1971 1972 1973 

Argentina 1.1 -4,7 -4.5 9.8 9.0 7.3 1.9 -3.9 5.0 7.1 7.2 6.8 11.7 0.2 4.4 -11.2 4.6 4.1 3.4 5.3 4,1 3.8 3.5 3.2 
Bolivia 0.2 4.0 2.0 2.1 11.0 4.2 9.1 3.0 6.4 2.8 6.7 6,5 1,8 4,1 8.1 7.2 6.4 3.9 5.5 5.8 8,5 4,1 6.0 6,5 
Brazil 3.0 11.4 4.5 3.5 10.6 11.2 • • • • •1 10.3 11.3 14.1 15.8 10.7 8,4 I2.9 15.4 9.8 9.1 8.9 13.6 7.1 11,8 10.9 11.4 
Colombia 4.8 2.5 5.5 4.8 1.5 -4.6 -é,o -4.2 6.4 7.9 10.0 9.8 12.3 7.1 1.8 11.1 6.8 6.9 8.2 7,6 5.8 7.2 7.6 7.9 
Costa Rica 5.0 4.5 2.7 3.5 y V y y 9.5 6.O0/ 5,50/ 7.00/ 4.8 8,0 7.0 ... 8.2 6.2 7.5 y 7.0 4.2 5.3 
Chile 3.0 5.1 -3.5 -14.6 4.9 1 . 7 -2,4 1.5 3.6 12.9 3.5 -5.1 0.7 9.5 -9.7 -20.0 3.8 4.8 2.5 -4,3 4.1 7.7 4,2 -0.7 
Ecuador 2.8 1.6 0.7 0.7 4.3 2.2 165.4 192.0 6,0 8.7 9.0 13.6 U . 1 2 7.7 10.7 8.8 8.0 11.8 16.7 11,2 6.9 10.6 8.3 7.1 
El Salvador 3.9 3.8 -0.9 1.6 3.8 -2.9 14.3 a» . 5,7 7.0 5.2 4,5 1.2 13.7 16.5 3.7 7.8 3.2 7,2 6,1 4.3 4.4 5.3 5.7 
Guatemala 4.7 7.1 7.4 7.0 1.3 -12.5 13,3 8,2 7.2 5.2 6,0 3.Ö 0.4 19.3 15.0 6.4 7.0 14.8 12.1 5.8 4.2 4.8 6.9 
Haiti 1.3 6.4 2.1 2*1 5.0 17.8 -4,0 1.4 4,4 6.0 7.1 7.2 1.4 10.3 11.8 13.3 4.4 3,8 6.2 6.5 1.4 3.7 4.5 9.2 
Honduras 2.3 6.7 1.8 -0.4 6.8 3.5 6.3 6.0 6.8 8.2 7.4 6.3 10.4 4.6 5.7 5.7 5.6 4.9 3.3 3.9 5.7 4.3 4.7 4.2 
Mexico 2.7 1.9 0.6 1.8 7.2 2.1 4,9 4.1 8.8 3.2 9.0 8,2 9.8 -2.6 16.0 15.5 9.7 7.3 10.6 9.7 6,4 4.1 7.6 7.8 
Nicaragua 2.1 10.0 4.2 2.3 -5,9 -1,7 -1,7 1.0 8.1 4.8 5.7 2,2 5.0 3.5 11.9 25.9 5.4 4.7 3.6 6.0 3.8 4.3 3.3 -0.3 
Panama 4.0 3.7 3.0 3.8 6.2 11,0 3.8 3.7 9.6 8.2 6,3 4.7 9.1 18.6 12.0 10.2 12.2 15.9 9.3 11.6 7,1 6.6 6.5 4.8 
Paraguay 1.7 4.0 5.2 7.2 -5.8 • • • 1.8 28.2 5.6 3.3 6.3 4.0 8,3 10.4 6.0 5.6 5.8 8.2 12.2 6,0 5.4 4.3 4.2 5.3 
Peru 2.4 0.4 -4.1 1.5 2,2 -2,8 4.2 3.0 5.8 8.8 7.0 7.4 0,7 18.1 15.0 12.0 3.6 8.2 8.6 y 3.4 6.8 8.0 5.2d/ 
Domini can Republio 4.8 5.5 5.6 4.1 8.3 2,2 234.4 44.0 13.6 17.0 12,9 7,5 17. 0 25.0 22.3 17.0 10.2 9.6 8.1 10.2 6.0 7.8 8.7 7.0 
Uruguay 2.8 -1.2 -3.4 3.1 V V y y 2,4 -1.8c/ -9.3.0/ -0.4c/ - 5.8 5.5 -2.0 1.1 3.5 -3.8 -1,8 2.0 -2.2 -1.4 0.9 
Venezuela 5.4 0.6 2.6 4.0 1,0 -1.6 -6.1 8.7 5.6 6.6 8.8 8,3 3*1 24.6 20.9 26.2 8.9 8.6 8.6 9.2 4,7 4.6 4.5 7.6 

Total 19 countries hi ikO hâ 3.6 Ütí hl 2,2 8.2 M %¿L M 2sl M J U 2 k m i 7j2 7.3 2ai M hk 6.4 la M 
TotalT excluding Brazil hà 1 * 2 2*2. 

ft
e 

1 

Hak Shi há 8.0 M éû. hl M hl 9.8. 6¿2 àsl á a i iaé à i M i&0 hâ hà 1 * 2 2*2. 

ft
e 

1 

Shi há éû. hl M hl 6¿2 àsl á a i iaé à i M i&0 hâ 

Souroet EC LA, on the basis of o f f i o i a l s t a t i s t i c s . 

e.J Includes e l e c t r i c i t y , gas and water, and transport and oonaiunloations, 

b / Inoludes commerce and f inance, ownership o f dwell ings, public administration and defence and other s e r v i c e s . 

_o/ Mining i s included under manufacturing. 

i j Basic services are included under other s e r v i c e s . 
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Progress in the Latin American manufacturing sector in recent 
years has been due partly to the rapid development of Brazilian 
industry, whose rate of growth has continued to increase (15.8 per 
cent in 1973). If Brazil is excluded, the rate of growth of this 
sector for the rest of the region falls from 9.2 to 6.7 per cent, 
the latter rate being lower than that of 1972. However, in those 
countries where manufacturing is relatively important there has been 
a generally high and sustained increase in the growth rate of industrial 
production. Since the beginning of the present decade the product 
of the manufacturing sector has increased by 13.7 per cent in Brazil, 
by 9.2 per cent in Colombia, and between 7 a 8 per cent in Argentina, 
Peru and Venezuela; in Mexico the annual rate of growth vras 8.6 per 
cent in 1972 and 1973. The exceptions to this rule are Chile, where 
there was only a slight increase in 1972 and there was actually a 
decline of 5.1 per cent in 1973* and Uruguay, where there has been 
a continuing decline in the growth rate throughout the 1970s. 

The notable progress made in the mining sector in 1973 was 
assisted by the considerable recovery of this sector in Venezuela, 
where, following a five-year period of stagnation between 1965 and 
1970 and significant deterioration in 1971 and 1972, production 
increased by 8.7 per oent in 1973. This increase was due to a 
partial recovery in the extraction of crude petroleum, which increased 
by 4.5 per cent after having dropped by k per cent in the previous 
year, and to an increase of 25 per cent in the production of iron 
ore. Moreover, Ecuador's production of crude petroleum almost 
tripled in 1973, which explains the vigorous expansion of value added 
in this sector, while the Dominican Republic also recorded an 
exceptional expansion rate (kk per cent) due to the recent bringing 
into operation of its iron and nickel deposits. 

In contrast, mining production dropped by approximately k per 
cent in Argentina and Colombia and there were only small increases in 
Bolivia, Chile and Peru. In Argentina there was a sharp drop in the 
production of coal because of the collapse of some of the coal faces, 
and there was also a small decrease in petroleum extraction, while the 
production of crude petroleum continued to decline in Colombia. 

/In general, 
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In general, construction increased rapidly in almost all Latin 
American countries, keeping pace with the dynamic growth in manufacturing 
in 1972 and 1973, with the exceptionally high export earnings, and 
with the increase in public expenditure and commercial and financial 
activity. 

In 11 of the 18 countries under consideration, the product of 
the construction sector increased by more than 10 per cent. In 
Venezuela and Nicaragua, for example, it increased by 26 per cent, 
and in Brazil, Guatemala, Mexico and the Dominican Republic by 
between 15 and 17 per cent. In contrast, it fell by 11 per cent in 
Argentina, by 20 per cent in Chile, and by 2 per cent in Uruguay, 
thus reducing the rate for the region from 10 per cent in 1972 to 
7o7 per cent in 1973. 

Under the heading of basic services (8.7 per cent increase), 
transport and communications increased by 8.5 per cent and electricity 
by 9.2 per cent. 

The total production of electricity in Latin America was in 
the region of 19^,300 million KWH (approximately 6*f0 KWH per head). 
Brazil, which produces approximately one-third of the electrical 
power generated in the region, increased its output by 14 per cent, 
while the other two big producers of electricity, Argentina and 
Mexico, increased theirs by 6 and 7 per cent respectively. 

The other services together showed an increase of 7°^ per cent, 
similar to that of 1972, the main items among them being commercial 
and financial activities, with an increase of 7®5 per cent, and 
value added by general government, which increased by 8.6 per cent. 

3• Inflationary pressures 
Any review of the outstanding features of Latin American economic 

trends in 1973 must draw attention to the fact that a pronounced 
increase in inflationary pressures became widespread in the region in 
that year. A short time before, this problem had been limited to only 
a few Latin American countries, but in 1972 major increases in domestic 
prices were noticed in several countries, even in those which had 

/traditionally shown 
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traditionally shown relative stability; this process quickly became 
more pronounced in 1973 and spread to almost all the countries of the 
region. The underlying causes were the increases in international 
prices and the inflation in the industrial countries, which were 
transmitted to Latin America through imports. 

As may be seen from table 56, the rate of inflation was high 
in four countries. In six others the increases, although significant, 
were more gradual, ranging between 10 and 23 per cent. In the 
remaining countries considered - many of which had had relatively 
stable domestic prices throughout the 1960s - there was an increase 
in the respective rates of inflation in 1973, with prices rising by 
around 15 per cent in five countries and by over 20 per cent in one 
case (Haiti). 

Among the countries with active inflation in the past year, 
Argentina showed a rate of price increases slightly higher than that 
of 1972, while in Uruguay the high rate of the previous year increased 
further. Without doubt, however, the rate of increase in domestic 
prices in Chile (353 per cent) was the highest in the region and one 
of the highest in the world, being *f.5 times higher than that of 1972, 
which had itself been the highest in Latin America. There was also 
a marked rise in prices in Bolivia (30 per cent), particularly in 
comparison with the trends observed in the 1960s. 

In the countries with moderate inflation, the general trend of 
rising prices, which had been fairly marked in 1972, sharpened in 
the past year, particularly in Jamaica, Ecuador and Colombia. In 
Peru there was a slight rise above the rate recorded in 1972, but 
Brazil was the only country of this group where the rate of increase 
in domestic prices actually fell. 

/Table 56 
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Table 56 

LATIN AMERICA: MOVEMENTS IN CONSUMER PRICE INDEXES 

(Armi^l^growth .rates ) a / 

1?65-
1970 

1971 1972 1973 

A. Active I n f l a t i o n 

1 . Argentina 

2. B o l i v i a 

3. Chile 

Uruguay 

B. Moderate i n f l a t i o n 

5. Barbados 

6, Brazi l 

7» Colombia 

8« Ecuador 

9« Jamaica 

10. Peru 

C. Relative s t a b i l i t y , but with 

sharpening of the pace of i n f l a t i o n 

i n th? past two years 

1 1 . Costa Rloa 

12. EI Salvador 

13. Guatemala 

14. Guyana 
15. Haiti 

16. Honduras 

1 7 . Mexico 

18. Panama 

I f , Paraguay 

20. Dominican Hep ubi lo 

21. Trinidad and Tobago 

22. Venezuela 

19.3 
6.0 

26.0 
60.0 

5.1 
28.2 

10.0 
4.7 
5.3 
9.8 

2.4 
1.1 
1.5 
2.6 

1.6 
1.7 
3.5 
1.6 
1.3 
0.7 
3.8. 
1.5 

34.7 
3.7 
20.1 
23.6 

7.5 
20.2 

9.1 
8.3 
6.6 
6.8 

3 . 0 
« i> 

-0.5 

2.1 
9.6 
2.3 
5.7 
1.5 
4.9 
3.7 
3.5 
3.3 

58.5 
6.5 

77.8 
76.4 

11.8 
16,4 
14.3 
7.9 
5.9 
7.2 

4.7 
•% c 

J 

0.5 
4.6 
3.2 
5.2 
5.1 
5.4 
9.2 

8.6 

9.3 
3.1 

60.4 
2%?t/ 

352,8 
97.0 

16.9 
12.6 

23.1 

13.0 
19«2 

3.5 

14.3«/ 
5.%/ 

13.9 
9.9 

2 2 . 8 
3.2 

11.3 
7.5 

13.4 
15.1 
14.8 
4.4 

Source: Of basio s t a t i s t i c s : International Monetary Rind, International Financial S t a t i s t i c s , v o l , XXVII, 

N° 34; National I n s t i t u t e of S t a t i s t i c s and Censuses, Argentina (Consumer prices sheet); 

Getulio Vargas Foundation, Conjuntura Eco no mica, v o l . 28, N° 2 5 Central Bank of P a r a g e , Bolet ín 

j a e a p a l , January 1974} National I n s t i t u t e of . S t a t i s t i c s , Chile (Consumer prices sheet) and 

S t a t i s t i c a l Bureau, Guyana. 

&/ Differences between annual averages, 

b / Msvementa over a period-of nine Eontha. 

a/ Variations i n the wholesale p r i c e index over a period of ten months. 
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III 

ECONOMIC TRENDS BY COUNTRY 

ARGENTINA 
1. Recent economic trends 

As in other Latin American countries, the most striking 
feature of the economy in 1973 was the performance of the external 
sector. The value of exports of goods exceeded 3»000 million 
dollars, which is the highest figure ever recorded and is 
37 per cent higher than that of 1972. Since the value of imports 
rose by little more than 10 per cent, there was a surplus on 
current account of 660 million dollars and an increase in 
reserves of 900 million. This was an important factor not only 
in the balance of payments, but also in the 10 per cent increase 
in agricultural production and in anti-inflationary policy, since 
instead of devaluation it proved possible to make a selective 
revaluation of the peso in order to offset the higher cost of 
imported inputs. 

Economic developments fell in two distinct periods, 
corresponding to those of the different Governments. During the 
first five months of 1973 manufacturing output - particularly of 
metal products, machinery and equipment - increased considerably, 
and there was also a recovery in agricultural activity and an 
increase in exports. At the same time, there was a marked 
increase in domestic prices, which provoked a considerable 
accumulation of stocks, a contraction in private investment 
(except in the agricultural sector), and a redistribution of 
income in favour of agricultural entrepreneurs and other non-
wage-earning groups. The effect of this was reflected in 
consumption, since there was an increase in sales of motor vehicles 
and household goods, whereas expenditure on foodstuffs, beverages, 
and footwear and clothing fell. 

The second period, which began towards the end of May, was 
marked by some success in curbing inflation, and a moderate and 
gradual increase in Wages. The effect of this was a marked 
increase in consumption, the structure of which also changed as 

/a result 
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a result of the increased purchasing power of the middle and low 
income groups. At the same time, there was a recovery in fixed 
investments and a considerable reduction in stocks, while the 
boom in exports continued. 

The policy applied in the external sector, in production, 
in respect of inflation, and in financial and monetary matters 
indicates that the major objectives pursued are to strengthen 
State activity, to widen the scope of international action, to 
redistribute income in favour of wage-earners, and to make headway 
with concerted methods of taking decisions. 

2. General results of economic activity 
in 1973 

The outstanding features of economic activity in 1973 were 
an increase of 57 per cent in the value of exports of goods due 
to a moderate increase in volume and a marked increase in world 
prices, an increase of 4.8 per cent in the product, an increase 
in consumption and a fall in investment, and a decrease in the 
volume of imports. This occurred within the context of the 
reorganization of the economy in keeping with the policies of the 
new Government. 

The global results show that the increase in the product 
includes sizable increases in the agricultural, industrial, and 
electricity, gas and water sectors. Services increased only 
moderately and there were declines in mining and particularly in 
construction. The increase in the world prices of the products 
exported by Argentina - an improvement which benefited most of 
the countries of the region, as indicated in the introduction to 
this study - resulted in very favourable terms of trade which gave 
an.increase in gross income of 6.3 per cent. The other component 
of total supply - imports - decreased in volume by 7»7 per cent 
(see table 57). 

/Table 60 



Table 57 

ABSENT INA: TOTAL SUPPLY AND DEMAND 

Millions of pesos at 19é0 prieos Structure (percentages) Annual growth rate (percentages) 

I970 I971 I972 1973 a/ 1965 1970 1973 s/ 1965-1970 I971 1972 1973 â/ 

Total supply 16 718 17 407 17 926 18 591 ¿22i2 109.7 108.I ibi 4a 2¿o hl 
Gross domestic produot 15 246 15 812 16 416 17 197 100.0 100.0 100.0 4.1 3.7 3.8 4.8 

Imports b/ 1 I472 1 595 1 510 I 394 9.3 9.7 8.1 4.8 8.4 -5.3 -7.7 

Total demand 16 718 17 407 17 926 18 591 109.? 109.7 108.1 ib¡2 4a hi hl 
Exports bj 1 788 1 578 1 422 1 503 10.8 11.7 8.7 5-9 -U.7 -9.9 5.7 

Gross domestio investment 3 344 3 64o 3 844 3 752 19.5 21.9 21.8 6.6 8.9 5.6 -2.4 

Gross fixed Investment 3 285 3 514 3 706 3 599 17.^ 21.5 20.9 0.7 7.0 5-5 -2.9 

Construction 1 391 1 429 1 454 1 306 6.8 9.1 7.6 10.2 2,7 1.7 -10,2 
Pub llo 540 607 690 536 . 2.3 3.5 3.1 I3.6 12.4 13.7 -22.4 

Private 851 822 764 770 4.6 5.6 4.5 8.4 -7.0 0.8 

Machine xy and equipment 1 894 2 085 2 252 2 293 10.5 12.4 13.3 7.6 10.1 8.0 1.8 

Total consumption 11 586 12 189 12 660 13 336 79.1 76.0 77.5 3.3 5.2 3.9 5.3 

General government 1 012 998 980 1 015 7.3 6.6 5.9 2.1 -1.4 -1.8 3.6 

Private 10 574 11191 11 680 12 32I • 71.8 69.4 71.6 3.4 5.8 4.4 5.5 

Souroa; I965-I972: Figures supplied by the Central Bank of Argentina; 1973' ECLA calculations based on figures supplied by the same source, 

a/ Preliminary figures. 

b/ Goods and services, exsludlng factor payments. 
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On the demand side, the expansion was due to increases in 
consumption and exports. The former increased by 5«3 per cent, 
but the level varied during the year, and in the last quarter, as 
a result of wage increases, it was growing at the rate of 
9»9 per cent. Gross domestic investment fell by 2.4 per cent as 
a result of the unequal performance of its components, for in the 
first five months investment channelled towards construction and 
equipment fell by 1.8 per cent, while gross total investment 
increased by 4.6 per cent as a result of an increase in stocks, 
whereas the position was reversed in the last quarter, when gross 
fixed investment increased at a rate of 1.1 per cent per year but 
total investment fell by 14.5 per cent. 

3. The external sector 

It has already been mentioned that the distinctive feature 
of economic activity during 1973 was the exceptional increase in 
export prices. Together with an increase of 5-7 per cent in 
volume, this increased the value of exports of goods to the 
unprecedented figure of 3,050 million dollars - 57 per cent 
higher than in 1972. This is a remarkable performance even if 
accotmt is taken of world inflation, for the increase in gross 
income was 6.3 per cent compared with a rate of increase of 
4.8 per cent in product prices, 
(a) Exports 

External sales of meat, meat products and cattle on the hoof 
came to 962 million dollars, that is to say, a little less than 
one-third of the value of total exports. Beef exports were the 
highest ever - 662.4 million dollars at current prices. This 
was due to the extraordinary increase in prices, for the total 
volume exported decreased. It should be pointed out that 
although the European Common Market suspended its tariffs on 
imports.of meat in September because of the "prevailing shortage", 
it is expected that restrictions will be restored in the future. 

/The value 
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The value of the exports of wool and hides was 207-^ million 
dollars - twice the figure for the previous year. 

With respect to cereals, a little over 10 million tons were 
exported (77.5 per cent more than in 1972), with shipments of 
wheat, maize and sorghum accounting for 2.9, and 2.2 million 
tons respectively. The increased volume, together with the 
increases in prices, resulted in an increase of 160 per cent in 
the value exported to 905.5 million dollars. Moreover, a surplus 
of maize and sorghum amounting to 1.2 million tons was not 
marketed. 

Foreign sales of vegetable oils came to 98 million dollars, 
those of sugar to 78 million (150 per cent more than in 1972)., and 
those of fish produots to 20 million dollars. 

Non-traditional exports accounted for 725*3 million dollars 
{2k per cent more than in the previous year), with sizable 
increases in the hides and skins industry (16 per cent), textiles 
(9^ per cent), metal products (k? per cent), machinery (21 per cent) 
and transport equipment (99 per cent). Ten per cent of the motor 
vehicles and 13 per cent of the tractors produced were exported, 
(b) Imports 

At current values, imports of goods and services came to 
2,567 million dollars, which represented an increase of 12.4 per cent 
compared with 1972 but a reduction of 7»7 per cent at constant 
prices. The main factors in this were the increase in the prices 
of intermediate materials and fuel on the one hand, and on the 
other, the use of accumulated stocks because of the stabilization 
of domestic prices and the increase in the cost of imported inputs. 

Imports of capital goods cost 415 million dollars 
(9*k per cent less than in 1972), those of fuel 229 million 
(227 per cent more), and- those of intermediate materials 
1«kOO million (8.3 per cent more than in 1972). The value of 
imports of chemical products and metals remained the same, which 
means that there was a reduction in volume, since prices increased. 
There were increases in imports of plastic products and rubber 

/(I5°k per cent), 
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(15«4 per cent), wood (25.5 per cent) and raw materials for paper 
making (11.8 per cent). Imports of agricultural primary commodities 
increased as a result of purchases of wheat to meet previous export 
commitments. Petroleum purchases almost doubled. Purchases of 
spare parts for machinery and transport equipment fell by 
13 per cent, and the value of imports of consumer goods decreased 
by 4-5.8 per cent compared with the previous year because of the 
restrictions on non-essential goods. 
(° ) Balance of payments 

In the balance of payments (see table 58) the outstanding 
feature was the surplus of 616 million dollars on current 
transactions, which resulted mainly from the increase in the value 
of exports due to the increased international prices. The trade 
balance showed a surplus of 1,249 million dollars, but the 
services account had a deficit of 215 million dollars. The net 
inflow of capital exceeded 200 million dollars, most of which 
was made up of short-term inflows in the private sector and 
compensatory capital brought in by the Central Bank and the 
Government. The final result was an increase in reserves of more 
than 900 million dollars, giving total reserves at the end of 
1973 of 1,4-50 million dollars. Long-term indebtedness was 
635 million dollars in May, but with the debt payments made 
between then and December the total was reduced to a little over 
500 million dollars by the latter data. 

4. Ma.jor sectors of activity 

The gross domestic product grew in real terms by 4.8 per cent, 
compared with the 3-8 per cent achieved in 1972. This result was 
mainly attributable to agricultural expansion (9-8 per cent) and 
industrial growth (6.8 per cent), for there was a decline in 
mining (~3°9 per cent) and construction (-11.2 per cent) (see 
table 59). 

/ 
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Table 58 

ARGENTINA: BALANCE CP PA2MEWTS 

(Millions of dollars) 

1970 1571 1972 1973a/ 

Cvrrent account 
Exports of goods and services 2 lpa.O 2 197.0 2 39$.'* 3 601.3 

Goods FOB 1 773.0 1 740.0 1 941.2 3 
Services 425.0 457.0 458.2 351.? 

Transport 215.0 220.0 221.5 265.4 

Travel 74.O 92.0 7?. 3 1 1 M 
Imports of goods and services 2 131.0 2 327.0 2 234.4 2 557.1 

Goods PCS 1 474.0 1 625.0 1 656.8 1 801,0 

Services 657.0 702.0 - 62 7.6 766.1 
Transport 352.0 393.0 375.7 452.4 

Travel 130.0 113.0 7Ö.2 108.6 

Net external investment income -223.O -256.0 -333.3 -372.8 

Profits -70.0 -46.0 -60.8 -91.7 
Interest -I53.O -210.0. -2 72,5 -261.1 

Net private transfer payments -1.0 -1.0 -1*1 -1.2 

Balance on current aocount -I57.O -387.0 -219.4 660.2 

Capital aocount 
Net external financing (a*b»ti»ct*e) 157.0 387.0 219.4 -660.2 

(a) Ifet external non-compensatory capital 463.0 -203,0 -39.2 
Direct investment 11.0 11.0 9.8 
Long- and medium-tern loans 407.0 557.0 375.6 

Amortization payments -259.0 -360.0 -344,2 
• 35.8 

' Short-tern liabilities . 226.0 -409.0 -77.1 
• 35.8 

Offioial transfer payments -2.0 • -2.0 -3.3 
(b) Domestic non-compensatory capital or assets -91.0 -21.0 64.1 
(c) Errors and amissions 6.0 25.8 • 7.8 -
(d) Allocation of SDR's 55.0 47.0 51,0 -
(e) Met compensatory financing (increase ~) -2Ö0.0 539.0 135.7 -696.0 

Dalance-of-payrsents loans, trc.de arrears, 
HE1 loans and other liabilities of the 
monetary authorities - 141.0 352.9 207.5 

Amortization payments -120.0 -1.0 -5.4 

Movenents of foreign exchange reserves (increase -) -84.0 272,0 -260.6 -8W.4 

Movements of gold reserves (lnorease -) -17,0 70.0 65.1 
SIT-fs (lnorease -) -59.0 57.0 -16.3 

Source» IMP, Balance of Payments Yearbook. 

Estimates based on o f f i c i a l s t a t i s t i c s . 
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Tabla 59 

ARGENTINA: GROSS DOMESTIC PRODUCT AT FACTOR COST, BY BRANCHES OP ECONOKIC ACTIVITY 

• Millions of pesos at I96O prices Struoture (percentages) Annual growth rate (percentages) 

1970 1971 1;72 19/3 2/ ÍJÓ5 1970 1973 2/ 1965-1970 1971 1972 1973 

Agriculture 1 939 1 847 1 763 1 937 I6.O 13.8 12.3 1.1 -4.7 -4.5 9.8 

Mining 245 263 268 258 1.4 1.7 1.6 9.0 7.3 1.9 -3.9 

Manufacturing 4 944 5 295 5 675 6 059 33.? 35.3 38.3 5.0 7.1 7.2 6.8 

Construction 616 617 644 571 3.1 4.4 3.6 11.7 0.2 4.4 -11.2 

Subtotal goods 2JSL 8 022 8.350 Uli M SSsl 5 M hi Üti hl 
Eleotrioity, gas and water 319 350 382 412 1.8 2.3 2.6 8.6 9.7 9.1 8.0 

Transport and communications 1 054 1 079 1 096 1 144 7.7 7-5 7.2 3.6 2.4 1.6 4.4 1 

ro 
hl & Subtotal basio services 1 373 1 429 1 478 hä M 9.8 M !tsì hl 

4.4 1 

ro 
hl & 

Wholesale and retail oommeroe, 
restaurants and hotels 2 524 2 641 2 743 2 824 18.1 18.0 17.9 4.1 4.6 3.9 

» 

3.0 

Financial establishments, 
insurance, and real state . 488 507 531 554 3.6 3.5 3.5 3.3 3.9 4.7 4.2 

Community, personal and 
social services 1 888 1 936 1 986 2 048 14.4 13.5 13.0 2.7 2.5 2.6 3.1 

Subtotal other servioes 4 900 5 08jt 5 260 IM 2h° aliai hl hl hl hl 
Total 14 017 14 535 15 088 15 807 100.0 100.0 100.0 íkl hl M M 

Source: I965-I972S Figures provided by the Central 2:„.-ik of Argentina; 1973s E C L A calculations based on figures provided by the same souroe. 

Î3" a/ Preliminary f i g u r e s . 
o H c¡> 
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There were increases in almost all sectors of agricultural 
activity. In crop farming, the only declines were shown by fruit 
(there was a drop of almost 65 per cent in pears and apples) and 
flowers. As regards cereals, the production of wheat increased 
by 39 per cent, that of maize by 65.5 per cent and that of sorghum 
by 27«5 per cent. There were also increases in the production of 
oilseeds (29.7 per cent) - especially groundnuts and sunflower 
seeds - and in industrial crops (10.3 per cent), the main increases 
bring in sugar cane and cotton. Vegetables and garden produce 
increased by 10 per cent, with substantial increases in the 
production of potatoes. 

Livestock production increased by 2.9 per cent, with increases 
of 3«9 per cent in cattle, 22.9 per cent in pigs and 2.6 per cent 
in sheep, but decreases of 0.1 per cent in milk and 5 per cent in 
other dairy products. The number of cattle slaughtered came to 
9,800,000 (2 per cent lees than in 1972), the apparent increase in 
production being due to an increase in stocks. The drop in the 
number of head slaughtered (in the Liniere Market the decline was 
almost 25 per cent) was the result of the fixing of maximum prices 
which made producers retain their stock or find other marketing 
outlets. In the remaining sectors, forestry and logging increased 
by 5 per cent and fisheries by 15 per cent. 

The mining and quarrying product fell by 3»9 per cent as a 
result of the unfavourable performance of all its components. 
Geological problems and the collapse of the roofs at two of the 
three coal faces caused a reduction of 25.6 per cunt in the 
production of coal. Only million cubic metres of petroleum 
was extracted (3.2 per cent less than in 1972) because of the 
normal drop in the output of some wells and the delay in bringing 
other wells on stream. On the other hand, the production of 
natural gas increased, and almost 7 million cubic metres were 
pumped into the pipelines at the wellhead (16 per cent more than 
in 1972). The mining of metallic minerals decreased by 5«7 per cent, 
mainly as a result of disputes in the zinc and lead producing areas. 

/Another sector 
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Another sector in which production fell was construction 
(-11.2 per cent), where there was a sharp decline in public 
construction (-22.4 per cent) and only a slight increase of 
1.1 per cent in private construction. 

The industrial product grew by 6.8 per cent, with major 
increases in the output of metal products, machinery and equipment 
(14.1 per cent), followed by the textile industry, clothing, and 
the leather industry (6.6 per cent). Other sectors showed slight 
increases or drops in production. The external market was an 
important factor in the production of motor vehicles and tractors, 
exports of which came to 10 and 13 per cent of production, 
respectively. 

In the closing months of 1973 industrial activity was affected 
by difficulties in the supply of some imported inputs and by the 
income and prices policy introduced by the Government. The former 
seems to have affected the production of chemicals, rubber, plastics 
and basic metal products - which increased only slightly - and the 
output of wood products, paper and printing, and petroleum products, 
which decreased a little (see table 60). The consequences of the 
second problem were seen in the last quarter, when stocks were 
liquidated and the demand for basic consumer goods increased 
(foodstuffs by 7 per cent and textiles by 9 per cent). 

The services sector grew by 3»6 per cent, a rate similar to 
that of previous years. The highest increase (8 per cent) was 
recorded in electricity, gas and water, as a result of the increased 
outputs by SEGBA and Agua y Energia El£ctrica. The .distribution of 
natural gas increased by 10.8 per cent, thanks mainly to the increase 
in production in the province of Neuquln. 

Commerce grew by 3 per cent, while transport and warehousing 
expanded by 4.1 per cent and communications by 7»1 per cent (due 
largely to the installation of new telephone exchanges in the 
metropolitan area). Lastly, financial, insurance and real estate 
services, grew by 4.2 per cent and community, social and personal 
services grew by 3.1 per cent. 

/Table 60 
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Table 60 

AHGENTINAt GROSS DOMESTIC PRODUCT GENERATED BY MANUFACTURING ACTIVITIES 

(Pesos at i960 prices) 

Percentage variations a/ 

Quarters (1973) Years 

I II III IV 1971 1972 1973 

Total manufacturing te ZJO &à hi hi hi 6j8 

Food, beverages and tobaooo 2.6 2.0 1.6 6.9 3-7 4.8 3.3 

Textiles, clothing and leather 
industiy 10.7 5.1 2.5 8.9 8.0 6.6 

Wood and wood products, Including 
furniture 2.9 1.8 -6.9 -4.7 -4.0 -2.6 -1.9 

Paper and paper products, printing 
and publishing •2.6 -5.2 2.1 1.6 4.8 -0.7 -1.1 

Chemicals, products of petroleum and 
ooal, rubber products and plastios 1.2 2.4 0.8 5.5 10.3 3.7 2.5 

Non-raetallio mineral products, except 
products of petroleum and ooal 2.8 0.9 -2.0 -3.4 7-7 4.7 -0.6 

Basic metal industries 3.5 -2.3 9.2 5.5 0.4 

Metal produots, machinery and 
equipment 15.6 15.3 13.8 12.3 10.8 15 A 14.1 

Other manufacturing industries 1.5 1.8 -1.1 1.4 -23.0 -6.1 0.9 

Source? Central Bank of Argentina. 

a/ Compared with the corresponding period of the previous year. 
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5° Prices, wages, employment and supply 

(a) Prices 
Between December 1972 and December 1973, the general level 

of retail prices rose by 43.8 per cent, the individual increases 
being 36.1 per cent for foodstuffs; 44.9 per cent for footwear and 
clothing; 51.8 per cent for general expenditure; 39«9 per cent for 
household goods, and 166.9 per cent for housing. 

Examination of the figures by period, however, reveals that 
between December 1972 and May 1973 retail prices increased by 
32.1 per cent and wholesale-prices by 31»3 per cent, while the 
increases during the remainder of the year were 8.9 and 1.1 per cent, 
respectively. Moreover, the increase during the second half of the 
year can be ascribed mainly to the increase of 8.1 per cent in the 
month of J.-ec ember, when there were seasonal problems which affected 
the production of foodstuffs, and this increase was partially offset 
by tlw decrease of 5°7 per cent in January 1974. Wholesale prices 
remained practically unchanged from June 1973 onward (see table 61). 

The cost of construction increased by 61.3 per cent between 
the, mor.th:i of December 1972 and December 1973» the increase as at 
May 1973 bc-r.-g 39.2 per cent. As regards the individual headings, 
the increruic in materials occurred between April and May and prices 
remained ecable from then on, while labour costs increased in June, 
when there was a wage increase, and then continued stable until the 
end of year. 
(b) Wages 

The wage increases recorded in 1973 were the result of two 
different measures. First there was the collective agreement 
reached on wages in January, which gave ah unmarried unskilled 
worker, for example, a 37 per cent increase. There were subsequently 
further smaller increases as a result of adjustments obtained by 
certain trade unions. 

/Table 6l 

/ 



Table 6l 

ARGENTINAs CONSUMER PRICES POR I973 AND JANUARY I97U 

Peroentage variation compared with December of the previous year 

Jan. . 7eb. March April May June July August Sep. Oct. Nov. Deo. Jan. 

General level i b i 2 ? . 2 2 H 52si 2 8 . 2 2 8 . 2 2 9 . 2 2 9 . 9 31.9 3 3 . 0 4 3 . 8 -hi 

Pood - 1 . 4 1 0 . 0 2 2 . 2 2 4 . 7 2 7 . 5 1 6 . 8 1 4 , 6 1 5 . 4 18.3 2 0 . 1 1 9 . 6 3 6 . I - 1 0 . 6 

Clothing and footwear 3 . 0 5.7 1 0 . 0 2 4 . 0 3 3 - 2 4 0 . 1 4 4 . 6 4 5 . 6 3 ^ 7 3 9 . 1 4 3 . 8 4 4 . 9 3 . 5 

General expenditure 2 . 0 3.1 1 0 . 6 25.3 1 
3 2 . 4 4 1 . 6 4 4 . 7 4 6 . 8 49.4 5 0 . I 50.8 5 1 . 8 0 . 4 

Household 3 . 6 5.0 6 . 6 - 3 . 6 1.8 1 0 . 7 1 7 . 3 20.3 22.9 2 5 . 2 4 0 . 3 3 9 . 9 0 . 5 

Housing I 5 5 . I 155.1 I 5 9 . 2 1 5 9 . 2 159.2 1 6 6 . 9 166,9 166.9 166.9 1 6 6 . 9 1 6 6 . 9 1 6 6 . 9 0.8 
-f 

: 1 

Source: Current Situation Unit, Ministty of Pinanoe, on the basis of data supplied by the National Institute of Statistics and Censuses (INDEC). 
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The second source of increases was the "Acta de Compromiso 
Nacional" (30 May 1973) entered into by the new Government and the 
representatives of both employers and employees. It came into 
effect in June and involved (i) an increase of 200 pesos per wage 
earner per month; (ii) an increase of 40 per cent in family 
allowances; (iii) the fixing of a minimum salary of 1,000 pesos 
per month; and (iv) an increase of 28 per cent in pensions not 
exceeding 1,000 pesos. It was further agreed that if there was 
any drop in the purchasing power of wages, measures would be taken 
to maintain the present level of purchasing power. 

The basic salary plus family allowances of the unskilled 
industrial worker, which had fallen by 2.7 per cent between January 
and May, thus finally increased by 12.2 per cent over the whole 
year, while if the period May 1973 to January 1974 is taken, the 
increase in real wages was 22.4 per cent (see table 62). 

Since the increases were entirely absorbed by the Qon-wage-
earning sector, there has thus been a considerable transfer of 
income in favour of wage-earners. It is estimated in the Three-
Year Plan that the share of the latter, which was 40.7 per cent 
in the early months of 1973» subsequently rose significantly to 
an estimated annual average of 42.5 per cent. 
(c) Employment 

Surveys carried out by the National Institute of Statistics 
and. Censuses (INDEC) show that in the federal capital and Greater 
Buenos Aires the rate of unemployment fell from 6.1 per cent in 
April to 4.5 per cent in October 1973 (see table 63 for the 
remaining figures). 
(d) Availability of goods 

On the supply side, availability was affected by scarcity 
and high prices on the world market, while on the demand side it 
was affected by an increase in exports - both legal and illegal -
and by the increase in domestic purchasing power. 

/Table 56 



Basic wage 

Nominal 

Real 

Baale wage + family allowanoe 

Nominal 

Real 

Table 62 

ARGENTINA: WAGES OP UNSKILLED INDUSTRIAL WORKERS 

Percentage variat ion oompared with December of the previous year 

: 

Jan. Feb, ,March Apri l I&y June July August Sep. Oot. Nov. Deo. Jan. 

36.7 36.7 37.3 37.3 38.2 64.8 66.7 66.7 66.7 68.5 68.5 68.5 

30.7 21.4 12.4 7.6 4.6 20.6 30.0 29.O 28.3 27.8 26.8 17.2 6.1 

27.3 27.3 27.9 27.9 28.5 53.5 59-9 59.9 59.9 61.3 61.3 61.3 

21.8 13.2 4.6 0.2 -2.7 23.6 24.7 23.7 23.1 22.3 21.3 12.2 6.1 

Souroe: Current Situation Unit, Ministry of Plnanoe, on the basis of data supplied by the National I n s t i t u t e of S t a t i s t i c s and Censuses 

(INDEC) and the Ministry of labour. 



Table 63 

ARGENTINA: UNEMPLOYMENT RATES, BY DISTRICTS 

(Percentages of the economically a c t i v e population) 

D i s t r i a t e 

Greater Buenos Aires v 

San Miguel 

de 

Tuoumin 

e / 

l a P l a t a 

Berisso 

Ensenada 

Survey period 

Total 
Federal 

C a p i t a l 

D i v i s i o n s 

of Greater 

Buenos 

A i r e s 

Cordoba Rosario 

San Miguel 

de 

Tuoumin 

e / 

Greater 

Mendoza 

y 
Formosa 

y 
Posadas 

y 
Comodoro 

Rlvadavla 

l a P l a t a 

Berisso 

Ensenada 

Rio 

G a l l e g a 

A p r i l 1 9 7 0 4 . 8 3 . 6 5 . 7 4 . 2 5 . 5 1 0 . 9 3 . 8 8 . 7 8 . 4 - - -

July 1 9 7 0 4 . 7 4 . 0 5 . 1 - - - - 6 . 7 10.0 - - -

October I 9 7 0 5 . 0 4 , 6 5 - 3 4 . 7 4 . 9 1 0 . 4 3.3 8 . 7 6 . 8 - -

A p r i l 1 9 7 1 5 . 7 5 . 0 6.2 5 . 2 5 . 2 11.7 4 . 1 7.2 1 1 . 6 - - -

July 1 9 7 1 b/. 6 . 3 5 . 5 6,9 - - 8 . 8 ' - - -

October I97I b / 2/ 2/ 2 / 4 . 4 3 . 5 12.2 3 . 6 6 . 1 5 . 9 • - - -

A p r i l 1 9 7 2 b / 7 . 4 6 . 7 7 - 8 7 . 2 6 . 2 1 4 . 2 4 . 8 4 . 6 • 5 . 0 - - -

October I 9 7 2 b / d / 5 . 8 3 . 8 7 - 0 5 . 2 5 . 8 11.7 4.2 3 . 8 4 . 7 - - -

A p r i l 1 9 7 3 b / 6.1 4 . 8 7 . 0 5 - 3 5 . 3 12.5 4 . 1 4 . 0 5 - 3 8 . 5 6 . 2 1 0 . 0 

August 1 9 7 3 5 . 5 4 . 9 5 . 9 - - - - - - - - -

Ootober I 9 7 3 b / 4 . 5 3 . 7 5 . 0 6 . 1 5 . 5 11.3 3 . 2 5 . 2 4 . 2 7 . 7 - 1 1 . 0 

Source; National I n s t i t u t e of S t a t i s t i c s and Censuses. 

D l s t r i o t s with d e f i n i t e seasonal a c t i v i t i e s . 

P r o v i n c i a l r a t e s . 

Survey not carried o u t . 

Sample updated on the b a s i s of p r o v i s i o n a l r e s u l t s provided by the National Population Census of 197°• 
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Because of international scarcity, a list of "critical inputs" 
was drawn up and arrangements were made to facilitate their 
importation. The Government also tried to ensure supplies of them 
through negotiations with countries or with manufacturers. The 
increased exports by Argentina, for their part, included products 
which had become competitive because of the stability of domestic 
prices and the rise in international prices. However, it should be 
noted that in addition to the legal exports, there was some 
smuggling, mainly of foodstuffs to neighbouring countries. On the 
domestic side, the redistribution of income generated a higher 
consumption of foodstuffs, textiles and household articles, which 
in some cases led to delays in their supply. The scarcity was 
therefore due to increased demand rather than a reduction in supply. 
An example of this was meat, the supply of which was irregular in 
some places and at certain times, but the consumption of which, 
according to official data, rose from 63 kilos per person in 
May 1973 to 85 at the beginning of 197^. 

6. Finance 1 

(a) Movements of Treasury funds 
During the financial year 1973 there was a major increase 

in the tax burden 7/ after two successive years of decreases. 
Revenue from this source increased by two-thirds, the biggest 
rises being in the domestic sector, where increases were registered 
in revenue from profits tax (52 per cent), sales tax (12 per cent), 
excise taxes (kO per cent), stamp duty (101 per cent) and fuel 
tax (111 per cent). 

2/ According to figures given in the Three-Year Plan, the total 
tax burden (understood as the ratio of total tax revenue 
including social welfare contributions to the gross domestic 
product) was 16.07 for 1973, of which 10.51 was accounted for 
by the central government, 1.73 by the provinces and the 
municipality of Buenos Aires, and 3-83 by the national 
social welfare system. In contrast, it is estimated that 
the total tax burden was 15.61 in 1971 and 1*t.*f8 in 1972. 

/Of the 
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Of the taxes shared on a federal basis, the central government 
now receives 46.5 per cent under the new system which came into 
force on 1 January 1973 and which increased the proportion allocated 
to the provinces. Comparison of actual and budgeted income reveals 
a deficit of 11»5 per cent, attributable inter alia to the extension 
to early 1974 of the deadline for paying taxes on net property and 
on land suitable for agricultural use. 

As regards the net use of domestic and foreign credit, the 
increase during the year came to 8.8 per cent, but whereas 
indebtedness increased considerably in the first half of the year, 
in the second half the figures were negative (see table 64). 

Outgoings in 1973 were more than double those of 1972, mainly 
as a result of the wage policy and the larger contribution made to 
the provinces, to public enterprises and to the social security 
scheme. The budgetary imbalance thus increased to 19,145 million 
pesos - i.e., 43 per cent of total expenditure - being financed 
mainly through transactions with the Central Bank. In the closing 
months of the year, there was a considerable upsurge in dealings 
in treasury bills. 

o 

(b) National public investment 
In spite of the increased income from taxes and tariffs, 

public investment was 7»2 per cent lower in constant values in 
1973 than in 1972. From 1967 to 1972, when it accounted for 
36 per cent of gross domestic investment, it experienced an 
uninterrupted period of growth, but in 1973 it fell to 32 per cent. 
Of this total, 60 per cent went to public enterprises. 

The principal means of financing, these enterprises was the 
contracting of long-term loans (37 per cent), followed by treasury 
contributions (24 per cent),'allocated tax revenue (14 per cent), 
the release of minimum bank cash reserves (13 per cent) and current 
savings (12 per cent). 

/Table 64 
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Tablé 64 
ARGENTINAi MOVEMENTS OF TREASURY FUNDS 

(Millions of pesos) 

1972 1973 
Percent-
age in-
crease 

Budget income 15 933 24 176 51.7 
Current income 13 508 19 389 43.5 
Capital income 2 425 4 787 97-^ 

Other income 159 793 398.7 
Total income 16 092 24 969 . 55-2 

Budget expenditure 20 163 42 410 110.3 
Current expenditure 14 074' 31 467 123.6 
Capital expenditure 6 089 10 943 79.7 

Other, expenditure 684 1 704 149.1 
Total expenditure 20 847 44 114 111.6 
Deficit 4 754 19 145 302.7 

Financing 4. 754 19 145 302.7 
Internal 4 754 19 145 302!. 7 

Central Bank of Argentina 2 345 14 892 535.1 
Short-term operations 118 1 327 1 024.6 
Debt cancellation documents 
and treasury certificates 147 177 20.4 
Consolidated fund 1 149 2 788 142.6 
Cash variations -5 -38 -

External _ — _ 

Source : Ministry of the Economy. 

/(c) Money 
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(c) Money and credit 
The total means of payment increased by 98.1 per cent at 

current values, rising from 34.6 to 68.6 thousand million pesos.. 
The deficit of the national treasury - also at current values -
was 19.1 thousand million pesos, i.e., four times the figure of 
4.7 thousand million recorded in 1972. Finally, bank credit to 
the private sector increased by 63 per cent (likewise at current 
values), while international reserves grew by 900 million dollars. 

This situation reflects a much more expansionist policy than 
the one followed in 1972, when the means\of payment increased by 
42.6 per cent, the fiscal deficit was 80 per Cent higher (at 
current prices) than in the previous year, bank credit to the 
private sector increased by 50 per cent, and the international 
reserves increased by 167 million dollars. 

The considerable increase in liquidity in 1973 did not, 
however, provoke a corresponding increase in domestic consumer 
prices, for the increase of 43.8 per cent was much lower than 
the 64.1 per cent recorded in 1972. The main cause of this seems 
to be the increase in bank cash reserves, but other factors also 
played a part, such as the price control policy? the. moderate 
increase in wages, which the employers were pressed to absorb; 
the fact that there were no devaluations, while a selective 
revaluation was effected to offset the higher prices of imported 
inputs; the liquidation of stocks, and the prospects of stability. 

7. Economic policy 

(a) Main,lines 
The economic policy implemented as from May 1973 (the month 

in which the government changed) was based on agreements reached 
previously between the majority of the political parties and 
employers' and employees' organizations. The general scheme of 
action was outlined in the "Programme agreed at the meeting 
between social organizations and political parties" (December 1972), 
at which the basic objectives and instruments of economic and 
social policy were established. 

/Subsequently the 
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Subsequently the Government, the General Confederation of 
Labour and the General Economic Confederation signed an agreement 
entitled the "Acta del Compromiso Nacional". The general text of 
the points of agreement in respect of the programme contains 
details of a number of policies, with concrete proposals.8/ 

Some of the measures decided upon could easily be implemented 
through simple administrative procedures, but others called for 
new legislation, and a number of laws were therefore passed 
between July and December 1973.J/ The basic guidelines laid down 

8/ The principal measures outlined in the agreement are: 
prohibition of changes in the prices of goods and services; 
review of price increases made during the year; setting up 
of a Commission on Prices, Income, and Standard of living; 
fixing of a ceiling for expenditure by enterprises on 
publicity and advertisements; reduction of conveyancing fees 
and sales commissions; adjustment of the tariffs and prices 
of public goods and services; an increase of 200 pesos in 
wages; an increase in family allowances, the basic wage and 
pensions; adoption of an investment policy to ensure full 
employment; promotion of a social housing programme; 
adoption of new rules governing housing loans; reorganization 
of the tax system; reallocation of budgetary expenditures 
within the framework of a policy of austerity in the public 
sector; penal sanctions for tax offences; reduction of 
interest rates by up to 4 points and reduction in the costs 
of credit management; opening of new lines of credit 
directed particularly to small-scale and medium-scale 
enterprises; adoption of a policy of stable exchange rates; 
ban on imports of luxury articles; formulation of a programme 
for supplying major urban centres, including the setting up 
of large central markets and the improvement of their 
organization and structure. 
These laws included the following: Nationalization of Bank 
Deposits (Law 20,520); Regionalization of the National Bank 
and the National Development Bank (Law 20,521); Nationalization 
of Banks (Law 20,522); Organization of Para-Banking Institutions 
(Law 20,522); Forest Conservation (Law 20,551); Widening of the 
Powers of the National Meat Board (Law 20,535); Standard Potential 
Income from Land (Law 20,538); Revision of the Charter of the 
Central Bank of the Republic of Argentina (Law 20,539); Foreign 
Capital Investment (law 20,557); National Enterprises Corporation 
(Law 20,558); the identification of Persons in foreign. 
enterprises (Law 20,575)r Modification of the Law on Financial 
Institutions (Law 20,574); Agricultural Promotion (law 20,543); 
Moratorium on Rural Evictions (Law 20,518); Marketing (cont.) 

/at the 
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at the meeting of the political and social organizations took fiiSal 
form in the Three-Year Plan for Reconstruction and National 
Liberation announced by the President of the Republic on 
21 December 1973» 

This Three-Year Plan systematizes and quantifies the 
objectives laid down and provides a general framework for the 
sectoral policies already being implemented,, Subsequently, the 
Government set about reaching agreement on the sectoral plans with 
the respective branches of the General Confederation of Labour and 
the General Economic Confederation and doing the same for the 
provincial plans with the respective local administrations. The 
aim is to establish a planning process covering sectoral, regional 
and specific project aspects, through successive agreeements with 
the various sectors concerned within the context of the Three-Year 
Plan. 
(b) Foreign trade 

There were significant changes in the economic policy followed 
in the external sector. Above all, the programme of the new 
Government was designed to strengthen State participation in the 
planning and implementation of international trade and finance 
policy and to widen the range of foreign trade, especially 
through bilateral agreements. Moreover, the new Government was 
faced with an international situation where there was a substantial 
increase in export prices, but a parallel scarcity and rise in the 
prices of some imported goods. 

The most important aspect of the new policy was that the 
State was given wider powers to intervene in foreign trade. In 
order to enable it to control exports, laws were passed on meat 

2/ (cont.) of Grain (Law 20,573); Industrial Promotion (Law 20,560); 
Protection of Jobs and National Production (Law 20,54-5); 
Corporation for the Promotion and Development of Small- and 
Medium-scale Enterprises (Lav/ 20,568); and Promotion of.' 
Mining (Law 20,551). 

/and grain, 
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and grain, which amount for a substantial part of external sales. 
In both cases the Executive was given wide powers to control the 
export trade and even take it over completely.10/ 

With regard to the expansion of foreign trade, bilateral 
agreements were signed with socialist countries and a trade 
agreement was concluded with Libya. The most important of the 
former was the agreement reached with Cuba, which involves exports 
to the value of 1,200 million dollars over six years, 95 per cent 
of which will consist of motor vehicles and railway equipment. The 
agreement reached with Libya covers the purchase of 5 million tons 
of petroleum from that country, while Argentinian firms will 
negotiate the construction of factories there. 

Another major concern is to increase exports, and measures 
taken in this respect include the "Acta de Compromiso del Nuevo 
Ordenamiento Automotriz" and the establishment of the Corporation 
for the Promotion of Small- and Medium-Scale Enterprises. In the 
Acta de Compromiso and the Decree NQ 680/75 which instruments it, 
the automotive enterprises undertake "to export assembled or 
unassembled motor vehicles, parts and authorized components in 

10/ The Meat Law (NQ 20,535) lavs down that '-'sales abroad of 
livestock products, poultry products, fishery products, 
rabbits, and other animal products and by-products shall 
be handled by the State, either on a competitive base or 
exclusively", and the Executive is empowered to decide in 
which cases marketing abroad is to be exclusively handled 
by the State, "the nature of and arrangements for the 
op'or&tious to be carried out under this system, and the 
Arg.rvtine-owned public or private bodies which are to carry 
them out". The Grain Law (N2 20,573) lays down that "the 
marketing of the national output of grain and other 
agricultural products and the products and by-products of 
primary processing of such commodities shall be handled by 
the State, whenever the Executive so decides, exclusively 
through the National Grain Board". It also lays down that 
the Executive shall decide which activities shall be carried 
out by the Board itself and which shall be effected through 
producers' co-operatives or Argentine-owned enterprises. The 
last mentioned, it states, shall only engage in selling 
operations as far as foreign trade in grains is concerned. 

/increasing amounts 
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increasing amounts over the next five years so as to reach by 
1978 export totals equal to the sales of each enterprise in the 
base.year" (1973)« A direct ratio is also established between 
exports and production for the domestic market, since it is 
stipulated that the latter can be increased annually by 8 per cent 
with respect of the recorded sales figures for each enterprise in 
1973» provided that the requirements of the export programme are 
met, failing which the sales figures authorized "shall be adjusted 
in inverse proportion to the shortfall in exports". 

Under this agreement the motor vehicle manufacturers are 
obliged to export, since access to the domestic market depends 
on participation in the external one, which is to some extent 
controlled by these transnational enterprises. 

The objectives of the Corporation for the Promotion and 
Development of Small- and Medium-Scale Enterprises (Law 20,568) 
include research on foreign markets and the organization of \ 
small- and medium-scale producers .so that they can export, by 
providing them with design, quality control and distribution 
network development services, 
(c) Foreign investment 

' With a view to regulating investments of foreign capital, 
Law 20,557 was passed in November and lays down regulations on 
the terms of entry of capital, its repatriation, the transfer 

/ 

of profits, reinvestment, and other types of activity. All 
foreign investors must first seek State authorization, and 
investments must be attested in a contract. Wherever national 
participation is less than 51 per cent, the contract must be 
approved by the National Congress. The act prohibits new entries 
of capital which involve any limitation of export possibilities 
or contracts over which Argentinian courts have no jurisdiction 
in the event of disputes. It further prohibits the investment 
of foreign capital in activities relating to national security 
and defence, public services, insurance, commercial banks and 
financial activities, mass communication media, domestic marketing 

/services, agricultural, 
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services, agricultural, stock-raising and forestry enterprises 
- unless they introduce new technology offering special advantages -
and fisheries, unless this gives access to international markets 
that are at present closed. 

The ban also extends to capital brought in order to acquire 
shares or equity in Argentine-owned enterprises. Foreign 
investors are permitted to remit their profits abroad in amounts 
not exceeding an annual rate of 12.5 per cent, or four points 
higher than the interest paid in first-line banks for the currency 
in which the repatriable capital is registered on fixed-term 
deposit for a minimum of 180 days. Profits in excess of these 
amounts must remain permanently in the country and their transfer 
abroad is not permitted. With respect to capital which was 
brought in prior to the passing of the law, a special tax is 
levied on transfers of profits, but those investors who decide 
to have their investments registered under the new regulations 
are exempted from this tax. 

In addition, a special section has been set up in the 
Registry of Foreign Investments (Law 20,575)» with which all 
persons carrying on activities directly or indirectly connected 
with the interests of foreign legal or physical persons must 
register. 

Finally, another feature of the foreign capital policy worthy 
of mention is the expropriation of 7 banks which had been acquired 
by foreign interests in recent years, 
(d) Production policy 

The new Government also decided to redefine the roles of 
the State and of private enterprise, both domestic and foreign, 
in the economy as a whole. The first line of action concerned 
the economic role of the State. First of all, efforts were made 
to improve the organization and efficiency of the provincial and 
national administrations and public enterprises. On >1 August 1975 
the "Acta de Compromiso del Estado" was signed, whereby the State 
and the provinces undertook to adopt austerity measures, to 

/change the 
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change the tax laws, to fight tax evasion, to reduce the budget 
deficit, and to more than double the national Government's 
contribution to the provinces« 

As regards public enterprises, the National Enterprises 
Corporation was set up under Law 20,558 to exercise "higher level 
control1'' over all those enterprises where the State is either the 
absolute owner, holds the majority of the shares, or has control 
by virtue of existing laws» .This involves orienting the activities 
of these enterprises, supervising the way they are run, centralizing 
their external financial management, and proposing to the Executive 
the nomination of the respective directors® The Corporation will 
determine prices and tariffs, the level of investment, the role of. 
these enterprises in attracting domestic savings, their participation 
in external debt policy and the quota of foreign exchange, the 
contribution to be made to them by the National Treasury, and the 
proportion of income to be spent on research. 

The purpose of this instrument is to make good the lack of 
a co-ordinated organic policy for State enterprises and remedy 
the dispersion of their domestic and foreign purchasing power, 
provide common guidelines for the fixing of prices and tariffs, 
and ensure efficient management. In addition to the basic aim of 
increasing economic efficiency, the State will be able to intervene 
directly through the Corporation in economic policy, and thus 
influence activity in the private sector. 

Moreover, this Corporation will have the important role of 
counterbalancing the economic power of the major international 
and national private enterprises at the very moment when the 
radius of action of the principal economic agents is being 
redefined. 

Steps are also being taken to.rationalize State action over 
medium-term purchase commitments by State enterprises from the 
private sector, which will be one of the future tasks of the 
National Enterprises Corporation. Meanwhile, the State and the 
Argentine Railways have entered into an agreement with the 

/representatives of 
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representatives of the Argentine enterprises supply railway 
equipment in order to ensure that as much of this type of 
equipment as possible is supplied by national industry. The 
institutions or trade associations representing the business 
concerned will receive from the Argentine Railways a list of the 
equipment required over the next 3 years, with the dates on which 
the periodical deliveries must be made. This will enable the 
manufacturers to prepare their quotations in tenders and then 
work without interruption. 

In addition to the efforts to rationalize State action 
- above all that of the public enterprises - and the allocation 
of new economic functions, attention has also been given to the 
productive effort of the private sector. Thus, the Corporation 
for the Development of Small- and Medium-scale Enterprises 11/ 
was established (Law 20,568) in order to organize small-scale 
and medium-scale enterprises, in order to organize such enterprises 
more effectively by grouping them and thus contributing to the 
improvement of their technical efficiency. This will facilitate 
the horizontal or vertical integration of the enterprises and, 
in general, will put at their disposal many of the services 
available to large-scale enterprises such as equipment, financing, 
technology, co-ordination of procurement and foreign market 
research. 

Simultaneously, action has been taken to stimulate and guide 
the production of the various sectors and, to this effect, 
undertakings have been signed and laws passed. In the agricultural 
sector, the "Agreement between the State and Producers on a 
Concerted Policy of Agricultural and Forestry Expansion" was 
signed in September 1973» It is laid down in this agreement 
that "rural producers and workers will take part in and share 
with the Government the task of formulating and subsequently 

¿¿/ This was already mentioned earlier in paragraph (b) of this 
section, in connexion with foreign trade. 

/implementing the 
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implementing the short-, medium- and long-term programme of action". 
To this effect, a Standing Committee made up of representatives of 
these groups was set up within the Ministry of the Economy. The 
basic lines of agricultural and forestry policy were also agreed 
upon. The producers undertook to use the land fully and 
rationally, and the Government guaranteed "the peaceful exercise 
of the right to private property in the social order". 

Other provisions in the agreement guarantee reasonable and 
stable income for rural producers and workers, as well as the 
disposal by the Government of all of the production "under the 
best marketing conditions possible". It also states that the tax 
policy followed will serve as an incentive to production, and that 
a tax on the potential income from land will be introduced. Rules 
are also laid down to ensure the better use of credit, the gradual 
introduction of comprehensive agricultural insurance, and 
technological and social development programmes. 

The following laws were passed in this area of the economy: 
the Agricultural Promotion Law (Law 20,54j5), the Forest Conservation 
Law (Law 20,531) and the law providing for taxation on the basis 
of the Standard Potential Income from Land (Law 20,538). The 
first of these laws provides that tenants, and sharecroppers can 
acquire the land they till, provided that its area makes it an 
economic unit and that it is not larger than two such units; to 
this effect, they will receive preferential loans and tax relief. 

The second of the above laws states that the conservation, 
regeneration, improvement and extension of the forest is in the 
public interest and allocates to the afforestation and reafforestation 
services 50 per cent of the receipts from customs and other duties 
collected on exports and imports of forest products. It also 
establishes the National Forestry Institute and the National 
Forest Commission. 

The law providing for taxation on the basis of the standard 
potential income from land is to come into force cn 1 January 1975 
or before, depending on the date the cadastral survey indispensable 
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for its application is completed. The law lays down the procedure 
for establishing standard income without any danger of excess. 

In the industrial sector a system was introduced (Law 20,560) 
for promoting national enterprises considered to be either essential 
or of high priority because of the nature of their activities or 
their location. The State will be able to provide direct 
assistance through industrial promotion certificates, preferential 
credits, credit guarantees, tax incentives, supply facilities, 
subsidies and technological assistance, while the beneficiary 
enterprises must enter into a contract enforceable under the law. 
Preferential treatment will be given to those industrial enterprises 
which are considered to be of special importance in their sector 
and which contribute to regional progress and to effective 
geographical descentralization of the industry. In this latter 
connexion, the law prohibits the establishment of new industrial 
enterprises in the Federal Capital and excludes from its benefits 
all enterprises located less than 60 kilometres from the capital. 

As regards mining promotion, the recent lav? (NS 20,551) on 
mining extends benefits to all national enterprises except those 
producing hydrocarbons and cement. The beneficiary industries 
will receive treatment similar to that given to the industrial 
sectors enjoying the biggest incentives. A system of tax relief 
is established, and the Executive is given authority to fix 
support prices for certain minerals. Further, State and private 
enterprises are obliged to purchase domestically-produced minerals. 
The State is empowered to provide assistance to Argentine-owned 
enterprises through the issue of mining promotion certificates. 
Finally, the law provides for the establishment of a Mining 
Promotion Fund which will be financed by specific taxes and a 
contribution from general income. 
(e) Anti-inflation policy 

Faced with a 32 per cent increase in consumer prices between 
December 1972 and May 1973. the new Government applied an anti-
inflation policy whose basic lines had already been laid down in 
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the "Acta de Compromiso Nacional" entered into by the General 
Confederation of Labour and the General Economic Confederation in 
May 1973» 

Measures were taken to stop the rise in prices and to lower 
some of them, and to this end a price freeze was decreed on 
1 June 1973» Among the most significant measures taken was the 
fixing of the maximum price of beef at 4.50 pesos per kilogramme 
(the previous price had been 5-30 pesos). Thus the price of a 
key item in the family budget' was brought down, and the rises 
which had taken place in previous months were checked. Simultaneously, 
maximum prices were fixed for almost 80 per cent of all the 
goods in the standard retail shopping basket and the prices of 
bOO basic inputs were ordered to be reduced. In addition, the 

•i 

retail price of some foodstuffs such as potatoes and wheat 
products was subsidized in order to isolate the prices paid by 
the consumer from those paid to the agricultural producer. 
Furthermore, in the public sector an increase in tariffs was 
^authorized which will remain in effect until 1 June 1975» Maximum 
prices were also fixed for construction materials, but in some 
cases this actually meant a reduction in prices. Some profit 
margins were also reduced, and controls were established over 
contracts containing automatic readjustment clauses. 

In respect of products used by families or the public at 
large, measures were taken to ensure that publicity costs did not 
enter into the price of such products, that selling prices must 
be clearly marked, and that the launching of new products on the 
market was suspended for 90 days, so that they did not escape the 
price freeze. Moreover, in all hire-purchase sales the actual 
rate of interest to be paid must be indicated. 

The measures outlined above refer to domestic policy, but 
while prices and wages were being brought into equilibrium and 
a- moderate redistribution of income in favour of wage earners 
was being sought, at the international level there was a 
significant increase in the price of imported goods and fuels¿ In 
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order to prevent higher costs from forcing prices up and thus 
"upsetting the equilibrium achieved with wages, it was decided 
that these rises should be offset by an adjustment to the exchange 
rate. A new rate of exchange for the import dollar was therefore 
set at 5 pesos (compared with- the other two rates of 8.70 and 
9.96 pesos), so as to compensate for the rise in the cost of 
imports. A surcharge is levied when necessary on each dollar 
so that the compensation does not exceed the actual increase in 
cost. This system came into force on 15 September 1973 and 
enterprises had to absorb the previous price rises and freight 
increases themselves. In this way it was possible to maintain 
the equilibrium achieved, and the higher costs of imports were 
in theory offset by the higher prices received for exports. The 
measure, of course, allowed for adjustments to be made to the' 
exchange rate to bring it in line with new international prices, 
if these should settle down, so that there would be no significant 
distortions in the medium-term. 
(f) Money and credit policy 

The primary objective of the financial policy was to 
increase State control over the monetary and banking system. 
Under Law 20^520 all deposits in banks or- financial institutions 
were transferred to the Central Bank and these funds could 
neither be drawn nor used without its approval. Law 20,523, 
for its part, prohibited financial institutions - other than 
commercial banks - from holding equity in other financial 
organizations and decreed the withdrawal of the authorization 
given to such institutions having links with commercial banks. 
In addition, it was decided to establish regional directorates 
in the Banco de la Naci6n Argentina and in the Banco Nacional 
de Desarrollo to handle the funds which the central directorates 
of these institutions periodically allocate to each region. 
(g) Fiscal policy 

Some existing taxes were modified and new ones introduced. 
The sales tax was replaced by a structured tax based on the 
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value-added method (Law 20,631); a new capital and property tax 
was introduced in place of the tax on gift transfers of property 
and the net property tax (Law 20,629); and a new gains tax was 
introduced in place of the profits tax on the sale of securities 
and the Capital gains tax (Law 20,628). Finally, Law 20,632 was 
passed, introducing a tax on gift transfers of property, as was 
Law 20,5^5 designed to protect national labour and production, 
which empowered the Executive to change the import and export 
tariff nomenclatures so as to strengthen Argentine-owned 
enterprises. 

\ 
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' BARBADOS 

Recent economic trends 

Judging from partial information available on certain activities, 
the gross domestic product of Barbados grew by about 17 per cent at 
current prices in 1973. This would represent a moderate increase 
in real terms and would indicate that there was no change in the 
very gradual upward trend that the economy has shown this decade. 

The increase in the gross domestic product at current prices 
(see table 65) is offset by the constant rise in prices. 

One of the factors that most affected the economy in 1973 
was the rapid increase in the value of exports and imports, which 
was estimated at 17 and 20 per cent respectively and was largely 
attributable to high international prices. Public expenditure also 
rose sharply, reflecting higher wages and salaries, and thus pushed 
up the general governsisnt contribution to the gross product. The 
expansion in public expenditure kept pace with the increase in 
domestic prices. 

The retail price index went up by 16.9 per cent in 1973, which 
was rather more than in previous years (7.5 per cent in 1971 and 
11.8 per cent in 1972), although prices did in fact begin to show 
a definite upward trend as long ago as 1970. The high price of 
imported goods had a significant impact on domestic prices, owing 
to the important role played by such goods in consumption and in 
industrial inputs. It is estimated that from 60 to 75 per cent of the 
food items listed in the price index are imported and that a similar 
pattern exists in other groups. An open economy such as that of 
Barbados has therefore naturally suffered from the world-wide 
inflat ion of the last two years, despite government control of 
domestic prices. 
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Table 65 

BARBADOS S GROSS DOMESTIC PRODUCT 

(Current factor oost) 

Millions of Barbados dollars a/ Growth rates (percentages) 

I97O 1971 I972 1973 y 1967-1970 1971 • 1972 1973 y 

Sugar 27.I 24.0 27.6 29.1 -7 .6 - 1 1 . 4 15.0 5 .4 

Other agrioulture.1 commodities I3.2 14.0 16.6 • • • 1.3 6.1 18.6 • • • 

Manufacturing 31.4 37.O 43.6 0 • • 22.9 17.8 17.8 •• • 

Construction 27.5 28.2 29.O * • • 22.6 2.5 2.8 • • • 

Distribution 71.2 78.2 84.0 103.1 27.2 9.8 7 .4 22.7 

Gove riment 42„7 47»3 54.9 70.0 21.8 10.8 16.1 27.5 

Transport and public u t i l i t i e s 20.9 24.0 27.6 • • • 14.4 14.8 15.0 e 0 » 

Ownership of dwellings 1 1 . 1 12.2 13.4 • 0 » 17.4 9.9 9.8 • • « 

Services 44.8 56.6 60.0 a e « 43.2 26.3 6.0 • • t 

Total 289.9 32I.5 7«° ÜiZii 17.7 I2i2 11.0 16.8 

Source : Economic Survey (several Issues), Economic Planning Unit, Barbados. 

a/ The Barbados dol lar , which " f l o a t s " in conjunction with the pound ster l ing, i s worth approximately 

50 United States oents. 

b/ ECLA estimates. 
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Moreover, Barbados only reaped part of the benefit of the 
higher world prices for sugar, because the price it receives 
for this commodity, which is the country's main export product, 
is tied to an agreement« This helps to explain why the country's 
traditionally large deficit, which was 91 million dollars in 1972, 
is estimated to have risen to about 110 million dollars in 1973, 
with a consequent balance-of-payments deficit and a reduction in 
foreign currency reserves, since the increase in earnings fro® 
tourism and other activities is not believed to have been sufficient 
to make up for the trade deficit. 

As regards production, there was some increase in the output 
of sugar cane and other crops, but it was far lower than expected, 
mainly because of the drought from which the agricultural sector 
suffered. There was also a slight increase in manufacturing -
production and construction, though less than in 1972. The 
construction sector, in particular, suffered from the difficulty 
in obtaining imported materials. 

2. Major sectors of activity 

The production of sugar in 1973, which had been expected to 
reach 145,000 tons, amounted to only 116,000 tons owing partly to 
a prolonged drought and to the indiscriminate burning of cane; even 
so, however, production was still 4.5 per cent higher than in 1972 
(although the level of production at the end of the 1960's was 
14-5,000 tons per year). 

There was also an increase in crops for domestic consumption 
and stock farming; poultry production did particularly well. In 
1973 measures continued to be applied to develop and diversify 
agriculture, and, assuming normal weather conditions in 197^, a 
substantial increase in production is expected. 

At current prices, the estimated increase in the value added 
by general government in 1973 was 27 per cent, which is fairly high 
even considering the rise in prices. The public sector continued to 
be the most dynamic sector of the Barbadian economy, and its relative 
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share in the total product is now close to 17 per cent. There was 
a substantial increase in wages and salaries in the public,sector 
during 1973, payable retroactively from 1972, and this was the 
reason for the above-mentioned expansion in current expenditure. 
In addition, capital expenditure doubled - an indication of the 
importance of the public sector in the country's economic development. 

Tip to 1971/1972 the central government accounts showed a 
surplus on current account, and although the last two financial 
years have shown a deficit, it has not been a very big one. As a 
result, the public debt is not excessively large and two-thirds 
of it is internal. 

In the first ten months of the year, there were 117,000 visitors 
to the country (excluding cruise ship passengers), which is about 
6 per cent more than during the corresponding period of 1972. 
Two-thirds of the tourists were from the United States and Canada. 

It is estimated that tourist expenditure in 1973 was 73 million 
dollars, or 16 per cent more than the year before. There was no 
significant increase in the 7,800 beds that were.available for tourist 
accommodation in 1972. 

As regards other sectors, manufacturing and commercial activity 
continued to expand more quickly than the other service sectors in 
1973? preliminary indicators show that there was an increase in the 
output of several manufactured products (see table 66). 

3« External transactions 

On the basis of available data for the first seven months of 
1973, exports of goods are estimated to have increased by 
approximately 17 per cent, while imports increased by about 20 per 
cent owing to the need to pay high prices for a wide range of 
imported products for general and industrial consumption,, including 
fuel. Imports of goods in 1973 (154 million dollars) cost twice as 
much as five years ago. 
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Tabla 66 

BARBADOS: OUTPUT OP SELECTED INDUSTRIAL COMMODITIES 

Units 
Average 

I969/I970 I97I 1972 1973 

Sugar Thousands of tons 145 135 i l l 116 

Lard Thousands of pounds 1 670 2 204 2 390 1 111 a/ 

Margarine Thousands of pounds 3 352 3 799 4 026 1 832 a/ 

Animal feed Thousands of pounds 36 075 46 413 56 256 31 587 «/ 

Rum Thousands of proof gallons 1 306 1 526 1 954 1499 y 

Beer Thousands of gallons 928 1 111 1 422 1 o4i y 

Malt Thousands of gallons 501 533 678 435 y 

Cigarettes Thousands of pounds 2 99 343 353 268 y 

Soap Thousands of pounds 2 522 2 411 2 062 963 a/ 

E lectr ic i ty generated Millions of kWi 140 164 195 160 y 

Natural gas production Millions of oubio f e e t 113 110 86 83 b/ 

Source: Quarterly Digest of S t a t i s t i c s (Deoember 1973) and data furnished by the S t a t i s t i c a l Servloes, Barbados, 

a/ January to June, 

b/ Januaiy to September. 
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Exports of goods amounted to about hk million dollars in 
value. Apart from the substantial rise in prices, their increase 
was largely due to improved sales of sugar and sugar products (which 
represent kZ per cent of the total value exported) and of a number 
of manufactured products, especially clothing (see table 67)® 

The variations in exports and imports were responsible for 
an end-of-year trade deficit of 110 million dollars (20 million 
more than in 1972). Net earnings from tourism were estimated at 
65 million dollars, which is only 15 per cent more than in 1972. 
If allowance is also made for net expenditure on transport, insurance, 
etc., and for the remittance of profits and interest abroad, the 
balance-of-payments deficit on current account amounts to 62 million 
dollars - 14 million more than the year before* The net inflow of 
non-compensatory capital in 1973 was, however, estimated to be 
slightly larger than the deficit on current account, so that there 
was a slight improvement in foreign currency reserves (see.table 68). 

With regard to trade with other CARIETA countries, available 
data for the first seven months of the year indicate an increase of 
approximately 10 per cent in both imports and exports. . Barbados has 
traditionally had a deficit in its trade with CARIFTA,and the 1972 
deficit of 6.5 million dollars is estimated to have risen to nearly 
7.5 million in 1973, while the deficit in Barbados' trade with 
Trinidad and Tobago was probably still higher, since it came to 
about 8 million dollars in 1972. 

/Table 80 



- 260 -

Table 67 

BARBADOS: SELECTED EXPORTS 

(Thousands of Barbados dollars a/) 

1969-1970 W 1973b/ 

Sugar 28 208.2 25 840.6 27 061.4 31 709-4 
Molasses 3 721.0 3 558.1 3 338.4 3 440.0 
Rum 3 104.2 4 086.7 4 637-3 2 483.6 
Electrical parts 5 917-4 4 041.8 3 620.7 2 483.8 
Clothing 3 195.6 4 193.2 5 447.5 4 225.5 
Margarine l 167.4 1 405.9 1 621.1 875.7 

Source; Overseas Trade, and data furnished by the Statistical 
Service, Barbados. 

a/ The Barbados dollar, which "floats" in conjunction with the 
pound sterling, is worth approximately 50 United States cents. 

b/ January to July. 
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Tobi©-68 

BARBADOS ! BALAiICS CP PAYI-EI'ITS 

( l i i l l lons of dollars) 

1970 1971. 1972 1373a/ 

Current account 

Exports of goods and services 89.0 94,3 126.7 146,8 
Goods FOB 35.2 32.4 37.3 43.5 
Services 53.0 61.9 89.4 103.3 

Transport 8.1 10.1 11.5 
Travel 31.8 38.8 62.5 72.5 

Imports of coeds and services 141.3 151.2 175.8 210.0 

Goods FOB 105.2 111.7 . 128.3 154,0 
Services 36.1 39,5 47.5 56,0 

Transport 17.4 19.5 23.9 27.7 
Travel 3.5 4.0 5.4 7.2 

Net external investment income -3.2 -3.6 -4,1 " -5.0 
Prof i ts -4.3 A 3 -4.6 -5.4 
Interest 1.1 0.7 0,5 0,4 

Net private transfer payments 4.4 4.5 5.1 6.0 

Balance on current account -51.1 -56.0 -48.1 -62,2 
Capital account 

Net e:rfcernal financing (a^b+c+di-e) , 51.X 56.0 48.1 62,2 
(a) Net eirbernc-l non-conpensatory capita l 24.6 31,7 38.3 

Direct investment . 0.7 12„6 15.1 
Long- and medium-term loans 5.6 6.5 5.9 

Amortization payments «* tm -
> 63.4 

Short-term l i a b i l i t i e s 9.5 12.0 16.3 
> 63.4 

O f f i c i a l transfer payments 0.8 . 0,6 1.0 
(b) Dopestio non-conpensatoi-y capital or assets -10,0 4.8 -6,6 
(c) Errors and omissions 4Q„2 22.7 18.0 

(d) Allocation of SDRfe - 1.4 1.5 -

(e) Net conpensatory financing (increase - ) -3.7 -4.6 -3-1 -1,2 
Balanoe-of-payments loans, trade arrears, 

IMP loans and other l i a b i l i t i e s of the 

nonetary authorities »* - -

Amortization peynents - -1.0 - -

Movements of foreign exchange reserves (irtorease-) -1.7 -2.2 -1.6 -1.2 
Movements of gold reserves (increase-) -2.0 - - •• 

SDR's (increase-) -1.4 -1.5 *• 

Source: E-iP,. Balance of Feyments Yearbook, 

a/ Estimates based on o f f i c i a l s t a t i s t i c s . 
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BELIZE 

Recent economic trends 

The latest official estimates of Belize's gross domestic 
product is for 1971» There are, however, various indicators of 
the performance of the economy since then which point to a moderate 
growth in 1972 and a more rapid growth in 1973» 

Agricultural production has continued to expand with the 
introduction of new crops. This in turn has contributed to the 
diversification of manufacturing production, although the increasing 
production of clothing for export continues to be an important 
feature of this sector. Construction, particularly in connexion with 
economic and social infrastructure projects, maintains a high rate 
of growth, and tourism pursues a satisfactory rising trend. 

In the external sector, there was a fairly small deficit on 
the merchandise account in 1973. Capital inflows in the form of 
external loans and transfer payments will contribute to an overall 
net balance of payments position reflecting an even smaller deficit 
than the k million Belize dollars 12/ shown in 1972. 

2. Major sectors of activity 

Despite unfavourable weather conditions, pests and plant diseases 
during 1972 and 1973, the agricultural sector appeared to strengthen 
its position as the second largest contributor to the gross domestic 
product. The progress towards crop diversification is continuing 
and output of most of the major crops has increased since 1971. 

Agriculture is still mainly export-oriented, the chief exports 
being sugar-cane, citrus fruit and timber. Output of sugar-cane rose 
by about 22 per cent between 1971 and 1973, reflecting increases in 
the sugar quota allotted to Belize by the United States. Citrus fruit 

12/ The Belize dollar is approximately equal to O . 5 S 8 United States 
dollars. Up to December 1971, the rate of exchange was 1.67 to 
the United States dollar and since then it has fluctuated along 
with the pound sterling. 
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production during the period 1970-1973» with oranges averaging 
73 per cent of the total, experienced its best year in 1973« Timber 
output, which increased by 66 per cent in 1972, is estimated to have 
improved further during 1973 as new loggers and saw millers entered 
the industry. Heavy rains adversely affected fishing, but in terms 
of value this was offset by higher export prices for lobster and 
other fish. 

As regards the commodities destined mainly for the domestic 
market, output of rice paddy, maize, red kidney beans and honey 
increased substantially above the 1971 and 1972 levels. Maize 
production increased by 40 per cent following its decline in 1972. 
Sice paddy output increased by 150 per cent compared with 1972, while 
output of red kidney beans, though 12 per cent higher than in 1972, 
was still substantially below the 1970 figure (see table 69). 

Réhabilitation of the banana industry began during 1973» Plans 
are eventually to bring 4,000 acres under cultivation and to produce 
about 80,000 tons annually for sale to the United Kingdom. It is 
expected that, as from 1974, banana exports will once again make a 
considerable contribution to the national economy. 

Expansion in livestock was sustained during 1973 as poultry 
production rapidly approached a level of national self-sufficiency, 
and pork production remained high. There were also some exports of 
beef, live fowls and eggs during the year. Duty-free concessions 
were granted for imports of equipment and other goods associated with 
this industry in order to stimulate further increases in output. 

Available information indicates that both the scope and the 
level of manufacturing output increased in 1972 and 1973» The major 
contribution to the increased output came from the agriculture-based 
manufacturing component, but output of other manufacturing also improved. 
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Table 69 

BELIZE: OUTPUT OP SELECTED COMMODITIES 

Commodity Unit 1 9 7 0 1 9 7 1 1 9 7 2 a / 1973 2/ 

Sugar-cane Tons 668 000 632 629 667 000 772 000 

Bananas b/ Bunohes 100 000 - - -

Com Thousands of pounds 35 000 35 000 32 209 4 5 000 

Rice (paddy) Thousands of pounds 7 700 9 100 . 12 000 31 192 

Timber Thousands of oublo f e e t 71+1 1 136 1 883 • • • 

Red kidney beans 0/ Thousands of pounds 4 050 2 000 2 500 2 800 d/ 

Koney Thousands of pounds 107 206 185 288 

Oranges 0/ Thousands of pounds . 50 261 83 319 80 1+71 8 7 4 0 2 

Grapefruits c / Thousands of pounds 20 5 4 o 30 067 3 7 8 9 4 3 5 1 4 3 

Sugar Tons 66 785 6 4 851 69 9 6 7 70 170 

Kolasses 0/ i wuo 26 397 22 960 2k 5 2 1 26 130 

Rum Liquid gallons 1 7 0 5 7 2 0 0 1 9 2 2 1 9 8 ... 
Cigarettes Thousands 76 650 8 1 7 6 5 89 8 7 7 7 7 3 7 4 

Clothing (outerwear) b/ Thousands of Belize 
dol lars 1 5 9 6 • •• 

Sources : Economic Survey, 1970 and 1971» Central Planning Unit, Bel ize, and data supplied to ECU. 

a/ Provisional. 

b/ Export data; the figures' f o r Clothing are in terms of value. 

0/ Crop year ending in year shown. 

<1/ Estimate from Budget Speéoh. 
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Among the expanding activities are the traditional sugar, 
molasses, ,rice, fruit and fruit juice canning, and furniture-making 
industries. New industries include meat packing, brewery products, 
extraction and processing of oleoresin, and manufacture of clothing 
and fertilizers. These have diversified the structure of 
manufacturing and added considerably to total output. Plans are 
under way for the establishment of a flour mill, a vegetable and 
food processing plant, a plant which will eventually manufacture 
soy bean oil and cake from domestic inputs, and a plant for the 
manufacture of small hardware and construction materials. 

It is estimated that Belize is approaching a level of self-
sufficiency in the production of rice, cigarettes and brewery 
products. Imports of fertilizers and some paper products have also 
been replaced to a considerable extent by local production, while 
increased amounts of meat products, rattan furniture and clothing 
are being exported. 

3. The government sector . 
In 1971, the contribution of the government sector to the gross 

domestic product was estimated at nearly 11 per cent of the total. 
Since then, government activities have been expanding. In 1972, 
government expenditure exceeded the figure for 1971 and planned 
expenditure for 1973 was even higher. New capital projects accounted 
for the major part of recent increases in expenditure? these include 
infrastructural development such as land reclamation, afforestation, 
public works and utilities. 

Estimates of government recurrent revenue for 1973 increased 
by nearly 16 per cent as against 13 per cent in 1972. Since 1970, 
the share of import duties has declined from 46 per cent of total 
recurrent revenue to 37 per cent. Income tax accounts for about 
17 par cent. Other taxes have been growing significantly, partly 
because of increased production and exports. 
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Government expenditure, which is financed largely from local 
revenue, was estimated at 36 million Belize dollars for 1973» It 
is significant that in both 1972 and 1973 planned capital expenditure 
was over kl pèr cent of total expenditure, compared with about 33 Per 
cent in 1971. 

External trade 

The Belize economy depends heavily on imports for a major 
proportion of its capital and consumer goods and on exports of 
foodstuffs, crude materials and some light manufactures to generate 
employment and income for a large part of the population. In 1972 
exports increased by nearly 30 per cent and imports by about 
Ik per cent. 

Available data indicate that the rising trend of exports 
continued in 1973, mainly because of increased exports of agricultural 
products. Preliminary data show that the principal export commodities 
increased by 32.6 per cent (see table 70). On the other hand, the 
value of imports is estimated to have increased by more than 19 per 
cent to around oO million Belize dollars. The rate of increase in the 
volume of imports, however, is likely to decrease as a result of 
substitution of domestic output.for sòme imported goods. In accordance 
with these trends, the trade deficit is estimated to have been some 
27 million Belize dollars in 1973, which is slightly higher than 
the 1972 figure. 
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Table 70 

BELIZE« MAIM EXPORTS 

(Thousands of Belize dollars) 

Commodity 1970 1971 a/ 1972 a/ 1973 2/ 

Sugar (unrefined) 11 142 12 241 16 912 20 842 

Molasses 759 953 804 1 433 

Pish and shel l f ish 2 100 2 396 2 730 2 719 

Citrus Juices 2 488 3 254 3 412 4 338 

Grapefruit segments 1 706 381 640 641 

Grapefruit and orange o i l 81 102 91 121 

Cucumber (fresh) 186 216 45 -

Live animals for food 246 b/ 253 y 3 6 0 / **f 
Logs and lumber 1 795 1 359 1 425 3 469 

Clothing (outerwear) d/ 1 553 1 954 4 032 6 216 

Other exports 9 244 8 791 11 173 13 221 

Total exports ?1 300 31 900 41 300 53 000 

Source: External trails reports and data supplied to ECLA, 

a/ Provisional. 

b/ Including "other animals" which aooount' f o r only a small part of the t o t a l , about 2,6 per cent in 1969. 

c/ Live poultiy only, 

d/ May include re-exports. 
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BOLIVIA 

1. Introduction 

Bolivia is one of the countries of which it has been decided to 
make a more detailed economic survey in this issue, since its external 
trade and recent economic policy show significant changes compared with 
earlier periods. 

The export sector in Bolivia has benefitted to a particularly 
marked extent from the price increases for minerals, petroleum, gas 
and cotton. It seems useful, however, to study the difficulties 
facing a relatively less developed country in taking real advantage 
of the favourable situation in its external trade. 

Furthermore, Bolivia constitutes a case.worthy of study from 
the point of view of its economic policy, since at the end of 1972, 
despite a number of general circumstances, the Government decided to 
modify the exchange rate, which had been stable since 1959« The effects 
of this decision were not easy to control, and unleashed pronounced 
inflationary pressures which have had a persistent effect on economic 
policy. 

Lastly, from the date of the devaluation to the present time, 
the Government of Bolivia has applied other measures in different areas 
of economic policy, some of which are described in this survey. 

2. The external sector 

This study of the Bolivian economy during 1973 oust begin with 
an analysis of the v^ry special conditions through which its external 
trade is passing, for this is a country whose social and economic 
situation is strongly affected by the movements of the international 
markets, both through the products it imports and through its own 
commodity exports. This influence has been notable even in periods 
in which world trade has fluctuated less. The present situation of 
the world markets, especially in the last few months of 1973* has had 
a particularly -significant impact both on the country's external trade 
situation and on much of its production and distribution structure« 
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Bolivia's exports consist basically of a broad range of mineral 
products (tin, zinc, tungsten, antimony, copper, silver, lead, bismuth 
and sulphur), crude oil, gas, cotton, meat and coffee. With the 
exception of sulphur, the export contracts for all these commodities 
showed considerable price.increases (see table 71 for price variations 
of minerals) 

Still more spectacular was the increase in the price of petroleum, 
which rose from 18.20 dollars per cubic metre in December 1972 to 
6l.60 dollars in December 1973, i.e., by approximately 240 per cent. 
Other commodities such as cotton, natural gas and meat also recorded 
large increases. It should be noted that these are not reference 
prices, but the prices in force in the export contracts. 

The value of exports of goods during 1973 amounted to 
276.4 million dollars - an increase of 36 per cent over the previous 
year. As the export quantum increased by only about 2 per cent, almost 
the entire increase was due to higher prices. It should not be 
forgotten that the biggest increases in international prices came 
during the last few months of 1973 and that a large rjroportion of the 
exports was sold at much lower prices. 

The small increase in the volume of exports (1.9 per cent) 
basically reflects the decline of 7 per cent in the volume of tin 
exports, which was partly offset by the increase in exports of other 
minerals (4 per cent) and of commodities such as petroleum (9 per cent), 
natural gas (56 per cent), and coffee (16 per cent). The volume of 
exports of cotton, however, declined by one-third. 

As regards the value of exports, all the main commodities except 
meat recorded an appreciable increase. Despite the decline in their 
quantum, tin exports increased by 14 per cent. The largest increases 
were for natural gas (83 per cent), followed by petroleum and minerals 
(excluding tin), which showed rates of increase of the order of 55 per 
cent. Cotton and coffee recorded approximate increases of 40 per cent, 
but they have very little relative weight in the total (see table 72). 
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Table 71 

BOLIVIAj UNIT VALUES OP EXPORTS a/ 

(Dollars pep metric ton ef f i n e ) 

Tin 
¡total l i a „ Anthi-

oonoen- Tungsten 
, ^ t i n mony 
träte 

Lead Zino Copper S i lver Bismuth 

December 1972 

November 
December 1973 

Percentage increase 

3 723 3 596 3 5^9 

5 181 5 181 4 339 

39.1 40,2 22,3 

779 

1 435 

303 

517 

4o6 

624 

987 55 909 5 778 

84.2 

2 003 87 676 9 287 

70.6 53.7 102,9 56.8 60.7 

•Source; Central Bank of Bol iv ia . 

3/ Relation between value and volume of exports 

Table 72 

BOLIVIA: STRUCTURE OP EXPORTS 

(CIF value in mil?lone of dollars a t current pr ices) 

Variation 

1970 $ 1972 % \<??3 1972-19 73 

Tin 101,9 44.6 114«, 0 46.7 130.0 40.4 14 

Other minerals 102,2 44.8 60.1 24.6 93.3 29.0 55 

Crude o i l 13-2 5-8 • 31.7 I3.0 48.9 15.2 54 

Natural gaa - M» 9.9 4 . 1 18.1 5 . 7 »3 

Cotton f i b r e 3.0 1.3 7.6 3 . 1 10.8 3.4 42 

Co fie© 2,0 0.9 4.2 1 . 7 5.9 1 .8 40 

Meat m - 6.1 3.3 3.2 1 .0 -60 

Oth ar prodiera 6a0 2»6 8.5 3.5 ' 1 1 . 3 3.5 33 

Total 228*3 loo.o 244,1 100,0 321.5 100.0 32 

Sources Central Bank of Bolivia,» I n f o r m a l ^ Ecn.^aloa. Estudlos Eoondmioos y Estadistieog, September 1973. 

The f igures îoe I973 were s l i g h t l y corrected on the basis of the oemplete data f o r the year . 
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Exports of industrial products are insignificant, since Bolivia 
basically exports primary commodities, with very little value added 
in the country. 

The general recovery of export prices, and the excellent prices 
of some commodities such as petroleum gas and cotton, were offset 
by a sharp increase in the value of imports, and for this and other 
reasons which will be analysed below, they did not lead to increases 
in international reserves nor to unusually large imports of capital 
goods likely to ensure the speeding up of future growth. 

According to preliminary estimates, imports of goods amounted to 
249.5 million dollars at current prices 13/» i.e., 27 per cent up on 
1972 figures. A large part of this increase (l8 per cent) is accounted 
for by the higher prices of capital goods, other industrial products 
and consumer goods, only 7.6 per cent being attributable to increases 
in the quantities imported. At the end of 1973» in particular, sharp 
increases were observed in the international prices of a number of 
commodities habitually purchased by Bolivia. On the basis of the 
available data it is not possible to make a detailed analysis of the 
structure of imports, but it is reasonable to expect a larger share of 
certain non-essential goods in view of the reduction in customs tariffs 
by an average of about 30 per cent which the Government decided to 
introduce in November 1972, the extraordinary increase in credit to 
private sector, and the relative cheapening of the dollar which took 
place subsequent to the devaluation of October 1972. As will be seen 
below, the high income group, which is mainly linked with the export 
and import trade and banking and traditionally shows a pronounced 
tendency to import, increased its share of national income. At the 
same time, however, it should be pointed out that some basic products 
for which the demand is inelastic in the face of price variations have 

1,3/ This figure may have to be considerably revised'when calculations 
are made on the basis of the complete data provided by Bolivia's 
custom offices. The present estimate has been mainly based on data 
on exports by the industrialized countries to Bolivia and on 
purchases of foreign currency from the Central Bank, which do not 
always correspond to actual imports when these may be brought in 
without restriction. . 

/increased their 
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increased their:share within the structure of imports. The best 
illustration of this is flour, which Bolivia habitually imports and 
which underwent considerable price increases in 1973» 

Continuing with the analysis of the external sector, mention 
should be made of the items of freight and shipping insurance, which 
increased appreciably from 35®2 million dollars in 1972 to 50.2 million 
in 1973 (a 4-3 per cent increase). The increase in the prices of these 
services, together with the increased payments in respect of foreign 
investment, which came to 23 million dollars in 1973, represented a 
major outflow of foreign currency which ultimately led to a deficit 
of 46.1 million dollars in the current account of the balance of 
payments. Despite the much more favourable conditions prevailing in 
1973, this deficit was similar to those recorded in the previous two 
years and resulted in a 7»7 million dollar loss in international reserves 
in contrast to an increase of 14 million dollars the year before. 

The fact that the international reserves Increased in 1972 but 
fell in 1973 is partly explained by the different amounts of income 
registered as movements of capital, for while in 1972 175-^ million 
dollars entered the country under this heading, in 1973 the corresponding 
figure was only 104.3 million, and while the net balance of capital 
movements amounted to 102.2 million dollars in 1972, it was only 
36.9 million in 1973 (see table 73). 

Some scattered indicators appear to show that in 1973 there'was 
an increase in foreign currency lost through-smuggling. In effect, as 
explained below, the Government established a new price policy in order 
to avoid export contraband. 

/Table 73 
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Table 73 

BOLIVIA! BALANCE CF PAYMENTS 

(Millions of do l lars) 

1970 1971. 1972 ' 1373a/ 

Current account 

Exports of goods cad serv ices 210.5 198.3 224.7 301,8 

Goods FOB 181.9 2C0.1 276.4 

Services 14.8 16,4 21 .6 25.4 

Transport 1 , 7 1 , 7 2,7 2.8 

Travel 2.6 3.8 8,6 1 1 , 5 
Imports of goods and serv ices 210.7 227.5 260,6 330.1 

Goods FOB 166.2 181.4 195,7 249,5 

Services 44.5 46,1 64.9 80.6 

Transport 28,6 29.3 35.2 50.2 

Travel 3 .9 5.8 10.5 9 . 5 
Net external investment income -23.3 - 1 5 . 3 - 2 1 . 8 -23 .0 

P r o f i t s - 1 7 . 0 - 9 . 3 . -8.0 - 1 2 . 1 

Interest -6 .3 . - 6 . 0 - 1 3 . 8 -10 .9 

Net private t ransfer payments 1 .5 2 . 1 ; 4.3 5.2 

Balance on current account -22.0 -42.4 -53.4 - 4 6 . 1 

Capital account 

Net external f inancing (s+b+c+d+e) 22.0 42,4 53.4 ' 4 6 . 1 

(a) ¡Jet external non-compensatory capi ta l 40.5 35,6 . 106.3 60,7 
Direct investment 2 .1 1 . 9 -10,6 

V 86 0 
Long- and medium-term loans 51.7 62,2 147.7 

r w « « 

Amortization payments -20,1 -22.3 -30£ -48.3 

Short-tera l i a b i l i t i e s 4.4 - 1 1 , 2 • -8 .5 12 .8 

O f f i c i a l transfer payments 2.4 • 5.0 8.6 10,2 

(b) Domestic non-compensatory c a p i t a l or assets - 3 . 4 - 3 . 3 -8 .2 - 7 . 0 

(s) Errors and omissions - 16 .6 ' 3 , 6 - 3 5 . 1 - 1 5 . 3 

(d) Allocation of SDKs 4,9. 4,0 4,3 « 

(e) Net compensatory f inancing ( increase-) •' - 3 . 4 2.5 - I 3 . 9 7 . 7 

Balanoe-of-payments loans, trade a r r e a r s , 

S'F loons and other l i a b i l i t i e s of -the 

monetary author i t ies 2.2 10.5 • 4 . 7 23.3 
Amortization payments - - 5 . 7 - 8 . 2 - 9 . 7 

Movements of fore ign exchange reserves (increase-) 0 . 1 - 1 . 8 -9.0 - 6 . 8 

Movements of gold reserves ( increase-) -3 .0 -0.8 -0.9 - 0 . 1 

SOTs ( increase-) - 2 . 7 0.3 - 0 . 5 1.0 

Source: IMF, Balance of Payments Yearbook, 

a/ Estimates based on o f f i c i a l s t a t i s t i c s . 
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During a large part of 1973? the domestic prices of a number of 
products were much lower than those prevailing in neighbouring 
countries, and this encouraged clandestine exports, with all their 
consequent detrimental effects; export taxes which were not collected, 
flight of foreign exchange, shortages of products inside Bolivia which 
became quite critical at certain times and for certain goods, and the 
encouragement of import smuggling with detrimental effects«very similar 
to those already described» Thus a considerable part of the exports 
was accompanied by various problems which prevented their benefits 
from spreading down to the middle- and low-income strata. In particular, 
it proved very difficult for the Government to attract part of the 
surplus generated by the favourable export situation. In 1972 , the 
sum under the heading "errors and omissions" in the balance of payments 
amounted to 35»1 million dollars, largely reflecting the flight of 
foreign exchange, but according to preliminary estimates this figure 
appears to have dropped to 15.3 million dollars in 1973» 

3» The product and final demand 

The growth of the gross domestic product, which was 6 per cent 
in 1 9 7 2 , is estimated at 5 . 4 per cent for 1973» although the use of 
decimals in this percentage does not signify a correspondingly high 
degree of precision 1 4 / (see table 7 4 ) . 

Analysis of the sectoral components of the gross domestic product 
shows that the growth of the services sector was higher than that of 
the product as a whole. It may once again be observed that this 
dynamism was due to activities of minor productive importance, with all 
the problems of income distribution and structure of supply that this 
implies. In 1973 the sectors producing goods showed a growth rate of 
3®9 per cent - a figure considerably lower than in the previous year 
( 5 - 5 per cent) and similar to the annual rate achieved during the 
five-year period 1 9 6 5 - 1 9 7 0 . 

1 4 / Estimates of the growth of the product in 1973 made by various 
institutions, including the OAS Secretariat and the National 
Economic and Planning Council of Bolivia (CONEPLAN), irariyl 4 . 8 to 
5®7 per cent. 

/Table 65 
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BOLIVIA: GROSS DOMSTIC PRODUCT AT FACTOR COST, BY SECTORS OF ECONOMIC ACTIVITY 

Millions of pesos at i960 prises Structure (percentages) Annual growth rate (percentages) 

1970 1971 1972 1973 ä / 1965 1970 1973 s / 1965-1970 1971 1972 1973 s / 

Agriculture 1 544.3 1 606.3 1 637.8 1 672.2 28.6 21.8 20.4 0.2 4.0 2.0 2.1 

Mining 931.9 970.8 i 059.1 1 090.9 b/ 10.3 13.1 13-3 11 .0 4.2 9 .1 3.0 b/ 

Manufacturing 958.9 985.9 1 052.1 1 120.5 1 3 . 1 13.5 13.7 6.4 2.8 6.7 6.5 

Construction 331.0 344.5 372.0 398.8 5.7 4 .7 4 .9 1.8 4 .1 8.1 7 . 2 

Subtotal goods 3 766.1 ? 4 121.0 4 202.4 5ZtZ 5 2 t i 5 l i i t hi hl I i i 

E l e o t r l c i t y , gas and water 122.4 130.8 142.3 156.0 1.3, 1 . 7 1.9 1 1 . 1 6.9 8.8 9 . Ì 

Transport and communications 607.1 627.4 657.5 690.4 8.7 , 8.6 8.4 5.6 3 .3 4.8 5.0 
1 

Subtotal basic services 729.5 23M Z22s8 846.4 10.0 1 2 * 1 a s i i LH hl 5 i l ro « j 

Commerce and finance 784.0 798.9 849.9 909.4 10.4 U . o 1 1 . 1 7 . 1 1 . 9 6.4 7 .0 vn 

1 
Government 654.2 695.6 720.8 779.9 8.7 9.2 9.5 7 .0 6.3 3 . 6 8.2 

vn 

1 

Ownership of dwellings 426.6 445.0 491.6 521.1 5 . 1 1 .0 6.4 9 .3 4.3 10.5 £.0 

Miscellaneous services 738.6 - 770.1 807.7 846.5 8 . 1 10.4 10.3 11.2 4.3 4.9 4.8 

Subtotal other services 2 é03.4 2 709.6 2 870.0 3 056.9 32.3 36.7 37.3 Li ièii 6.0 à i 
Total 7 25?.1 7 535.8 7 8 421.4 100.0 100.0 100.0 6*2 M 6.0 

« 
sr © 

•0 

o p. 
t= 
o 

Sources: 1965-1972: SOLA calculations based on figures supplied by the Ministiy of Planning and Co-ordlnatlonj 1973: ECLA estimates based on 

preliminary data from the same souroe. 

Note: As the individual activities and the total were calculated independently, the sum of the former does not oorrespond exactly with 

the latter. 

a/ Preliminary figures. 

b/ Estimates on the basis of exports of mining produats. 
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The product generated by agriculture, mining, manufacturing 
and construction constituted 57«7 per cent of the total product in 
1965, but the figure was only 52.4 per cent in 1973» 

The stability of growth fundamentally based on the sectors 
producing goods contrasts with growth generated by the services sector. 
The latter are basically concentrated in the cities, and thus tend to 
produce a greater imbalance between urban and rural levels of living, 
with all the consequent internal migration problems. 

Analysis by branches of economic activity brings out the chronic 
stagnation in agriculture, which continues to be Bolivia's most 
important activity on account of the size of the population which 
lives off it, and its contribution to the product. In 1973» it 
recorded a growth rate of only 2.1 per cent, which was less than that 
of the population. This explains why, in order to maintain and raise, 
the population's levels of consumption, it is necessary to have recourse 
to imports, thus aggravating the problems of the balance of payments. 

The inelasticity.of agricultural supply explains a large part of 
the inflationary pressures and the levels of open or concealed 
unemployment observed in Bolivia. The share of the agricultural 
product in the whole dropped from 28.6 per cent in 1965 to 20.4 per 
cent in 1973, and if in addition it is considered that the per capita 
product in this sector is approximately one-quarter of the overall 
per capita product and an even smaller fraction of what is recorded in 
other more dynamic branches it will be seen that this explains to a 
large extent the inequality of income distribution in Bolivia. 

It is thus in the agricultural sector that one of the basic 
problems of the country lies. It is not only important in connexion 
with the structure and function of production in the Bolivian economy, 
but also has a decisive influence in the short-term problems and 
situations which condition economic policy to such a marked extent. 

Some non-traditional agricultural activities are beginning to 
appear, such as the production of cotton, soya beans and pyrethrum, 
which may have quite an important influence if their future growth 
achieves appreciable levels. From the point of view of the absorption 

/of labour 
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of labour and the supply of food products, however increasing the 
productivity of the factors of production in the traditional crops 
will continue to constitute a priority target, the achievement of 
which will call for enormous efforts. In addition to the difficulties 
stemming from the archaic techniques of production of many items, 
there is a need for large-scale investment with medium- and long-
term yield. Furthermore, the priorities originally assigned in 
this context are usually at odds with the pressures of the economic 
situation. 

During the five-year period 1965-1970, mining output increased 
at an annual rate of 11 per cent, but this dropped to 9.1 per cent 
in 1972 and to only 3 per cent in 1973» The main prpblem has been 
the decline in the output of tin concentrates, which are still the 
country's main export product. From a figure, of 24,315 metric tons 
of fine in 1972, exports of these concentrates dropped to 21^551 in 
1973, i.e., a decline of 11 per cent but this was more than offset 
by the increase in exports of metallic tin, antimony and zinc, even 
more by the increased exports of petroleum and gas. Table 75 shows 
the variation in the volume of exports of the main mining products, 
Which constitutes a good index for appraising the development of 
their output in 1973-

Table 75 

BOLIVIA» MINIES EXPORTS 

Mstrlo tons of f ine Tons of oublo metres 

iMetalllo 

t i n 
Anthimony Zino Copper S i lver Petroleum 

1972 

1973 

Variation {$) 

24 315 6 257 13 130 39 702 8 430 134 

21 551 6 993 14 735 47 730 8 187 167 

-11.4 10.8 12.2 12.0 -2.9 24.6 

1 005 l 4 l 1 740 

1 U33 991+ 1 894 

42.7 8.8 

Scuraat Central Bank, Boletín Estadístico. December 1973 (updated) 
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The figures reviewed confirm the importance of the drop in tin 
concentrates, the decline of which is probably largely due to changes 
in the degree of purity of the ore» 

As mining activity accounts for more than 85 per cent of the 
foreign exchange coming from exports, it is the decisive source of 
means of payment for the exterior. It is quite possible that the prices 
achieved by mining products in the last few months of 1973 may make 
some activities of lower-yield mines profitable, and this should lead 
to some increase in output. 

' The growth rate of the construction sector (7-2 per oent) 
undoubtedly constitute a positive development, mainly from the point 
of view of employment, and since the growth rate of 8.1 per cent 
achieved by this sector in 1972 came after an average of only 1.8 per 
cent for the five-year period 1965-1970, the 1973 figure still indicates 
an important reactivation. Moreover, the direct and indirect effects 
of the growth of this sector probably influence economic activity in 
general. 

Manufacturing has also grown in a sustained manner in recent 
years at rates similar to the 6.5 per cent recorded in 1973« -This is 
of some importance, in view of the limitations of a small consumer 
market as regards scales and costs of production and the heavy 
dependence on imports of equipment, spare parts and raw materials. 
Between 1965 and 1973 the sector's contribution to the product 
varied little. The development of this undoubtedly incipient sector 
has to overcome a series of obstacles, including illegal iaports, 1 
which have apparently become more serious in recent years. 

Moreover, the unequal income distribution has led to the creation 
of small enterprises with a high import coefficient, in which the 
transformation process is concentrated in the final stages of production. 
The poor use made of the installed capacity calls for special comment, 
since in some items this represents waste of such a scarce factor as 
capital. 

/The programme 
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The programme of public and private investment begun in 1973 
may bring with it appreciable changes in the structure of industrial 
production: although in 1973 only 60 per cent of it was implemented 15/t 
its effects should be felt in future increases in the industrial product. 

As regards basic services, although the 1973 growth rate was 
slightly less than the rates for the five-year period 1965-1970, it 
continued to be higher than the general average. Electricity, gas and 
water in particular showed high growth rates over the last three years 
(6.9 per cent, 8.8 per cent and 9.6 per cent). In the transport and 
communications sector, the increase in 1973 was 5 per cent. 

In the services sector Government activity was important, its 
growth rate being 8.2 per cent in .1973, although there is possibly some 
overestimation due to the deflators used, in view of the austerity 
instructions regarding the recruitment of Government official issued 
in the course of the year. 

The growth of other service activities such as commerce and 
finance underwent no marked change in comparison with the previous 
year or the five-year period 1965-1970. All the service activities 
grew at higher rates than the gross domestic product, and thus increased 
their share in it. 

Analysis of the gross domestic product from the point of view of 
final demand shows some very significant changes during 1973» including 
a sharp increase of 27.6 per cent in gross domestic investment, which 
is far above the average for the five-year period 1965-1970-(5.3 per 
cent per year). This high rate contrasts with the decline of 11.2 per 
cent which investment underwent in 1972, and although it is possible 
that some considerable quantitative change may have to be made as a 
result of the final estimate, it can hardly deprive this increase of 
its importance» The effects of this increased investment will be felt 
in the generation of the product and in the absorption of labour in 
the immediate future, and the stabilization of a rate of this level will 
undoubtedly produce important changes in the structure of production 

CONEPLAN, Cuentas Nacionales, estimates for public investment. 

/in Bolivia. 
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in Bolivia. The coefficient linking investment and the product has 
already undergone a considerable change, since it increased from 
15.3 per cent in 1972 to 18.5 per cent in 1973» thus approaching 
the levels achieved in the past (see table 6). 

While as regards investment events have been extremely 
encouraging, however, the increase recorded in private consumption 
is inadequate. This variable is generally obtained by taking the 
difference between the total supply and demand equations, and is 
therefore subject to the cumulative errors in the estimates of the 
other variables. The growth rate of consumption in 1973 was estimated 
at 2.3 per cent - less than the growth rate of the population - and 
this implies a decline in per capita consumption. 16/ 

The consumption growth rate indicated, the lowest in recent 
years, gives rise to some very delicate situations and imposes very 
uneven rate of sacrifice. The aggravation of the inequality in 
income distribution fcind consequently in consumption during periods of 
sharp price increases is a frequently observed phenomena. Generally 
speaking, the groups which can pass on increased costs of production 
and higher demand pressures by charging higher prices have an 
efficient defence mechanism against inflation. If, despite the 
efforts of the Government, this were to take place in Bolivia, it is 
possible that the most under-privileged groups might see their already 
low level of consumption drop still further, and in addition to 
causing concern as a social problem, from the economic point of view 
this would mean further limitations on the size of the market for 
production activities. 

As regards the behaviour of external variables as components of 
total supply and demand (described in the chapter on the external 
sector), the import coefficient shows no major changes, whereas the 
export coefficient has recorded increasing values in recent years 
¿rnd is opening up real possibilities of making the economy more dynamic. 

16/ Preliminary est-rates of CONEPLAN,show a decline of 0.6 per cent 
in total private consumption. / 
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BOLIVIA: TOTAL SUPPLY AND DEMAND 

Mill ions of peses 1 at i960 prloes Structure (percentages) Annual growth rate (percentages) 

I970 . 1971 I972 1973 a/ 1965 1970 1973 y I965-I970 1971 1972 1973 s/ 

Total supply ? 834.2 10 259.4 10 926.5 11 573.3 1 2 k 8 128.6 má. hi Ü i l i d 

Gross domestic product 7 644.8 7 936.1 8 414.4 8 868.8 100.0 100.0 100.0 6.3 3.8 6.0 5.4 

Imports b/ 2 189.4 2 323.3 2 512,1 2 704.5 31.8 28.6 30.5 4 .1 6.1 8 .1 7 . 7 

Total <3wand ? 834.2 10 259.4 10 926.5 11.573-3 Ì2hl 128.6 M i l hi Üsl iti 5 * 1 

Expo is b/ 1 472.I 1 634.1 1 802.4 1 881.6 15.8 19.3 21.2 10.7 11.0 10.3 4 . 4 

Gross domestic Investment 1 457.3 1 447.4 1 284.6 1 639.1 20.0 19.1 18.5 5.3 -0.7 - 1 1 . 2 2 7 . 6 

Gross f ixed Investment 1 292.I 1 406.1 1 155.7 • • • 17.3 16.9 • • • 5.9 8.8 - I7 .8 • •• 

Public 816.8 • » • • • • • • • 7.2 10.7 15.2 • • • • • • . • • • 

Private 475.3 • • • • t • • • • 10.1 6.2 - 3 . 5 • • • • • • • 

Total consumption 6 904.8 7 177.9 7 839.5 8 052.6 96.0 90.2 90.8 5.0 4.0 9.2 2.7 

General government 907.5 841.0 1 076.8 1 134.9 11.6 1 1 . 9 12.8 6.9 - 7 . 3 28.O 5.4 

Private 5 997.3 6 336.9 6 762.7 6 917.7 84.4 78.3 78.0 4.8 5.7 6.7 2.3 

H 
t r 
o 

Sources: lyC5-l$72t ECLA calculat ions based on f igures supplied by the Ministry of Planning and Co-ordination} 1973: ECLA estimates based on 

data from the same souroe. 

Note: The f igures f o r exports and imports of goods and services were taken from balance of payments data expressed In dol lars at current 

prloes, which were converted to constant i960 values by d e f l a t i o n , using price indexes oaloulated by ECLA f o r the purpose. 

a./ Preliminary f i g u r e s . 

b ( Goods and s e r v i c e s , excluding faotor payments. 
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The Five-Year Development Plan, set a number of global 
quantitative targets for 1973> but actual events, many of them 
difficult to foresee, resulted in fairly illustrative discrepancies 
between the intentions and the actual facts» 17/ 

Growth rate laid 
down in the Plan Actual growth rate 

Gross domestic product 6.1 5.4 
Gross investment 9»6 27.4 
Private consumption 6.6 2.3 
Exports lo 2 4.4 
Imports 11.2 7-7 

The clearest differences are in external trade, gross investment, 
and private consumption, mainly as a result of the behaviour of 
external and domestic prices (of goods and factors). 

Investment, the State component of which increased by 36.8 per 
cent in 1973, 13/ merits special comment. If this figure is confirmed 
in the final quantifications, and if the favourable performance of 
exports continues, a lack of capacity for administrating new projects 
may occur. If growth rates of this magnitude continue for two or 
three years, a very vigorous response from the public sector will be 
needed if they are to generate an increasingly large product. 

4. Development policy 

Bolivia's economic policy has assigned fundamental importaiace to 
private enterprise, both domestic and foreign. With this in view, new 
rules for the treatment of private capital were approved; 19/ which 
contain a number of direct tax incentives within the general context of 
promotion of free enterprise and competition and leave much of the taking 
of decisions in the production and distribution fields to.market forces. 

17/ Data taken from CONEPLAN, Five-Year Economic and Social 
Development Plan 1972-19777. table~8,' and ECLA estimates on the 
basis of official data. 

18/ According to estimates of the CONEPLAN Secretariat. 
Law on Investments, December 1971. 

/It is 
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It is unfortunately not possible to determine categorically 
what the response of the production sectors to the Government's policy 
has been. The following comments may assist in interpreting the 
recent economic process in Bolivia, however. 

Granted that one of the basic objectives of private enterprise 
is to obtain profits, it is legitimate to suppose that its activities 
are basically aimed at satisfying the needs of those sectors which 
have high purchasing power - the external sector and the high income 
group - and at producing and distributing goods where demand is 
ineslastic vis-á-vis price increases. The consumer market in Bolivia, 
which is small both in numbers, and purchasing power, makes it 
difficult for enterprises which compete on prices and quality in order 
to win part of it to survive. It is rare for full use to be made of 
the installed capacity, and generally speaking the productivity of the 
factors of production could be considerably increased. The management 

/ 

of production units in countries with small markets involves problems 
which are clearly relevant to Bolivia. Thus, there are areas of 
production where the sound management of enterprises demands the 
capacity to plan ahead in keeping with the maturity periods of the 
investments, which are not always short. The need to take risks and 
go ahead with investments which, on account of their volume and the 
time they will need to bring returns, involve some degree of uncertainty, 
is inherent in a concerted development policy designed to transform 
the structure of production. Otherwise, free enterprise, with its 
habitual rationalism,. would choose to direct its activities towards 
those areas where the returns are immediate and usually involve high 
profit margins. Indeed, when no attempt is made to provide tax 
reductions and other fiscal concessions, free enterprise may well 
turn to tertiary activities, and even in many cases to speculation. 

The appraisal of the manner and extent of the private sector's 
reaction to the decision to grant it an appreciable measure of 
responsibility for the growth of the economy calls for a profound and 
detailed investigation. The private sector in Bolivia is not a 
homogeneous unit, and its components behave very differently. The 

/indicator which 
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indicator which shows a real growth of 11 per cent in gross private 
investment between 1972 and 1973 20/ is insufficient to provide 
conclusions. It would be necessary to know the structure of this 
investment, the financial sources which made it possible, and its 
repayment deadlines. It is generally difficult to find out many 
details of private investment from national accounts, and estimates 
about it may involve serious over- or under-calculations. The inflow 
of long-term private capital dropped considerably between 1972 and 
1973» declining by 45 per cent from 94.5 to 51.6 million dollars, 
while the net balance of movements of long-term private capital also 
showed a considerable decline, dropping from 59.7 million dollars in 
1972 to 15.1 million in 1973. 21/ 

From the growth indicators of the economy - taking the most 
important real global figures - it may be deduced that the substantial 
incentives offered to national and foreign private enterprise have 
not had the quantitative and qualitative effects sdught for by the 
development policy, and despite the shortage of data, it may be 
concluded that although private activity showed signs of reactivation 
during 1973» this has still not reached the levels expected in the 
development policy. 

5» Main aspects of economic policy 
It has been considered desirable for the description of the 

Government's measures in the field of economic policy to cover the 
period which began with the devaluation of the Bolivian peso in 
October 1972, since this marked the beginning of a new process in this 
area of activity. The description of the economic policy given below 
is strictly limited to the economic field and takes no account of 
other aspects which are essential to a full appraisal. 

i 

2 0 / Secretariat of CONEPLAN, National Accounts, preliminary estimates. 
2 1 / According to Central Bank estimates. 
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(a) The devaluation of the Bolivian peso 
Late in 1972, the Bolivian Government decided to modify the 

parity of the Bolivian peso with respect to gold, and consequently 
also with respect to the dollar. The exchange rate of 11.8 Bolivian 
pesos to the United States dollar was lowered to 20 pesos to the dollars 
i.e., a devaluation of 68 per cent. It should be remembered that the 
exchange rate had not been modified since 1959» so that the dollar 
had been becoming one of the relatively cheaper assets, with the 
result that the tendency to import had increased, export possibilities 
had been restricted, and the accumulation of foreign currency by 
private persons had been encouraged. In the light of the price 
movements in Bolivia and the United States between 1959 and 1972, the 
Bolivian peso had become, overvalued by between 25 to 55 per cent, 
since in those 13 years the general price index in Bolivia showed an 
increase of approximately 100 per cent, while that of the United States 
rose by less than 50 per cent. This is obviously a very rule-of-thumb 
method of estimating the over-valuation of the Bolivian peso, but it 
gives an approximate idea. 

It is of interest to recall the reasons which led to the fixing 
of the new exchange rate at 20 Bolivian pesos per dollar. Apart from 
the general problem of the overpricing of the Bolivian peso, what 
determined this devaluation was the brusque drop in international 
reserves, mainly owing to the increase in the fiscal deficit (50 per 

' cent of which was financed with credits from the Central Bank) and the 
general atmosphere of uncertainty and speculation in the foreign 
exchange market. If the end of 1971 is taken as a point of reference, 
it will be noted that in October 1972, one week before devaluation, 
the variables indicative of the financial and monetary situation 
showed a drop of 44 per cent in net international assets (Central Bank 
reserves from 402.2 to 225.6 million Bolivian pesos and a 1? per cent 
increase in net credit to the Government, which 10 days later increased 
to 29 per cent 22/. If these figures are compared with the general 
movement in prices in the country, which did not exceed 4 per fcent 

22/ Central Bank of Bolivia, Monetary Programme. 

/over, the 
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over the same period (from January to October), it may be concluded 
that, the increases noted meant a considerable real expansion, which 
had a decisive effect on the balance of payments and subsequently on 
the general level of prices. It should be noted that the fiscal 
deficit increased from 555 million pesos at current prices at the end 
of 1971 to 928 million at the end of 1972 (a growth of 67 per cent, 
mainly generated in the first 10 months of the year), while credit 
to the private sector during the same period showed an increase of 
43 per cent. 23/ 
(b) Exchange policy 

It was decided to continue with the policy of a single exchange 
rate (20 pesos to the dollar) and complete liberty in exchange 
operations, both for current and capital transactions. At the same 
time, the sworn declaration required from any purchaser of foreign 
currency regarding its destination was abolished. The system of the 
obligatory sale to the Central Bank of- 100 per cent of the foreign 
currency earned by exports by the private and public sectors, less 
the costs and royalties paid in foreign currency, was however confirmed. 
This meant that while there was a control ensuring that foreign 
currency entered the Central Bank, the system of free exchange allowed 
the unrestricted acquisition of foreign currency within the banking 
system, the aim of this latter measure being to restore confidence in 
the currency of the country. 

This exchange policy does not appear to have given the desired 
results, since the country suffered a loss of 7»7 million dollars in 
reserves during 1973» despite the very favourable external trade 
situation. It is very possible that the outflow of capital was due 
to the freedom of exchange in a situation of increasing domestic 
inflation. Furthermore, because of the differences in exchange rates 
existing in some neighbouring countries between the official prices of 
foreign currency and the price on the so-called parallel market, it 

2 y Interamerican Committee on the Alliance for Progress (CIAP), 
preliminary report for the subcommittee on Bolivia., 25 February 
to 1 March 197^, table 11-11. 

/proved lucrative 
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proved lucrative to import goods legally or illegally, change the 
Boliv ian pesos from sale of these into dollars, and then sell the 
dollars on the parallel markets of the neighbouring countries- This 
self-supporting cycle partly explains the bigger purchases of foreign 
currency which private persons made within the banking system. 

Whereas in 1972 private persons required a monthly average of , 
13 million dollarsj in 1973 this average increased by 33 per cent. As 
the value of imports recorded for the same period increased by only 
about 27 per cent, however, part of- the increase in purchases of 
foreign currency had no identifiable counterpart in real inflows of 
goods and services. The movement of the international prices of a 
series of products especially during the second half of 1973» offered 
very favourable conditions for speculation, with possibilities of big 
profits, and this made it difficult for the Government to keep an 
effective check on these activities. 

In January 1973 the Bolivian Government made a standby credit 
agreement with the International Monetary Fund for the sum of 
27«3 million Special Drawing Sights units (at present equivalent to 
32,930,000 dollars), which were to be used when Bolivia's gold tranches 
in the Fund had been exhausted, and Bolivia used 18 million of these 
units during 1.973® l.b/ The Central Bank balance-of-payments estimates 
show an increase in net liabilities with the IMF of 11.8 million SDS 
units (14.2 million dollars)« The use of this credit was subject to 
the fixing of maximum limits on net credit by the Central Bank to the 
Government and on net domestic assets, implying commitments as regards 
wages and salaries policy. 

The monetary programme was formulated with the aim of guaranteeing 
previously fixed increases in the general level of prices and the gross 
domestic product, (the basic assumptions were 25 to 30 per cent for 
the former and around 7 per cent for the latter). This programme was 
limited to the economic and financial field, however, and the exclusion 
of factors such as pressures for wage increases and their political 

24/ .IMF, International Financial Statistics, February 1974« Each 
£DR unit is worth 1,206.35 dollars. 
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repercussions, along with other social factors, made the programme 
unviable« Although it contained some elements aimed at giving it 
flexibility, these frequently only allowed for marginal adjustments, 
so that after a short time it was necessary to make, large-scale 
modifications. Around the middle of the year the situation was very 
different from that programmed, and only the increase in export prices 
mitigated the serious problems which it was reasonable to expect. In 
the 1973 Monetary Programme it was laid down that net credit to the 
Government would decrease by 130 million pesos, but in actual fact it 
increased by 224 million, and while the programme anticipated an 
increase of 16 per cent in monetary issues, the real increase was 
rather more than 30 per cent. Table 77 shows the monetary programme 
for 1973 and the degree to which it was fulfilled. 

Table 77 
^ BOLIVIA: MONETARY PROGRAMME FOR 1973 

(Millions of Bolivian _pe_s_os) 

A. Net external assets 
B. Net domestic assets 

1. Credit to the Government (net) 
2. Credit to the rest of the 

public sector 
3- Counterpart Funds (USA) 
3a« Emergency plan funds 
3b. Development plan financing 
4. Credit to banks (net) 

Other 
C. Long-tsrm foreign liabilities 

(net) 
D. Currency issues (D = A+B-C) 

Real Programmed Real 
situation situation situation 
011 31 Dec- for 31 Dec- on 31 Dec-
ember 1972 ember 1973 ember 1973 

970.0 1.019«4 819.2 
740.7 917.4 1 386.9 

1 805.7 1 673.4 2 031.5 

- 185.0 210.0 285.9 
-94.6 -100.0 -102.3 

-102.3 • - -63.4 
-405.3 -110.0 -237.5 
-43.4 -167.4 51.8 
-604.4 -588.6 -579.0 

88.2 60.6 87.1 
1 622.5 1 876.2 2 119.0 

Source; Central Bank of Bolivia, Financial Division, Monetary Programme. 
/It is 
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It is worth emphasizing that in certain cirucmstances it is 
particularly difficult to carry out monetary programmes.. Economic 
phenomena cannot always be forecast, and continual revisions of the 
programme become a regular task. 

In this case, the discrepancies between the programme and reality 
would appear to be largely due to the magnitude of the devaluation and 
its multiplier effects on prices, which exceeded the limits projected 
and resulted in wage increases higher than those anticipated. The 
increase in the prices of imports and the fact that tax revenue was 
less than estimated also had some influence, however, 
(c) Prices policy 

It was estimated that as a result of the devaluation the general 
level of prices would show an increase of around 25 per cent during 
the first year. This estimate was based on three major components: 
imports, with a weighting of 22 per cent, wages and salaries (40 per 
cent), and other inputs (38 per cent), it was anticipated that imports 
would undergo a price increase of 68 per cent (the same as the percentage 
devaluation) that according to Government policy wages would increase 
by 15 per cent, and that the prices of other inputs would rise by 
10 per cent. Taking into account the weightings specified above, these 
increases gave a total increase of 24.8 per cent in the general level 
of prices. 25/ 

This preliminary estimate of the price rises likely to result 
from the devaluation was debatable from a methodological point of Veiw, 
and was far exceeded by actual fact, for the consumer price index shewed 
a rise of 52 per cent between October 1972 and October 1973, 26/ even 
though, on account of its structure and the methodology applied to 
obtain the basic data, this index reflects the evolution of prices only 
with a considerable time-lag." The preliminary report of the CIAP 

Ministry of Finance and Office of the Executive Seeratary of the 
National Economic and Planning Council, Informe Conjunto. 
Stabilisation and Development Programme, November 1972. page 59. 
National Institute of Statistics, CONEPLAN, Indice de precios al * 9 —mimammtmaurn«••»»«—̂n—waetfcaa • n .w i nui y.i consuraidor. 

£5/ 
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Secretariat on Bolivia, for example, includes an estimate of the 
increase in prices in the city of La Paz for the same period which 
gives a figure of 66 per cent. 27/ 

Judging by the regulations about prices, the Government 
authorities were concerned not to exceed the figure of 25 to 30 per 
cent of general increase. Thus, the relevant articles of the decree 
on devaluation contain decisive measures which reflect the concern of 
controlling inflationary pressures. 28/ 

In order to be effective, price control implies the existence of 
extremely efficient supervisory machinery, with the capacity to take 
action on the production, import, distribution and marketing of 
products. Otherwise, it is common for the supply to diminish as a 
result of hoarding by owing to merchants and consumers and for a more 
or less artificial scarcity to be produced which helps to keep the 
process of speculation alive. Furthermore, an appreciable imbalance 
between domestic prices and those prevailing in neighbouring countries 
for a number of food products such as meat, sugar, rice, flour, etc., 
has been observed, and this has served as already noted, to encourage 
export contraband on a scale whose real volume has still not been 
estimated. 

This latter phenomenon,•which has aggravated the problem of 
scarcities on the domestic market, partly explains the speeding up of 
inflation in recent times. In view of the seriousness of the problem, 
the Government authorized price increases for some products with a 
view to bringing the prices closer to those in force in neighbouring 

22/ CIAP, op.cit., table 11-17« 
28/ Chapter III of Supreme Decree No. 10550 on the devaluation 

specified that in order to avoid speculation and to protect 
the national economy, the prices of essential articles and 
basic services fixed by legislation would be regulated by the 
National Economic and Planning Council. Meanwhile, it said, 
the prices and tariffs in force on the date on which the law was 
passed must be retained unchanged under pain of severe punishments. 
Hoarding, concealment and speculation in essential goods and the 
suspension of basic services would be subject to similar 
punishment. Provision was also made for the freezing of the 
rents of rooms, apartments and dwelling houses. 

/countries. Prices 
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countries. Prices which are not subject to official control usually 
follow the trend of the price rises authorized. Table 78 shows the 
prices of some products, although obviously these are not sufficiently 
representative to allow generalizations. 

Table 78 

BOLIVIA: PRICES OF SOME PRODUCTS IN LA PAZ 
(Bolivian pesos) 

Article Unit Price in 
October 1973 

Price in 
January 1974 

Percentage 
.increase 

Sugar Pound 1.40 • 3.20 128.5 
Regular-grade rice Pound 1.50 3.68 145.3 
Ground coffee Pound 13.00 18.00 38.4 
Pasta Pound 2.30 3.70 60.9 
Wheat flour Pound 2.00 3.05 52.5 
Bread Unit 0.30 0.50 66.7 

(d) Wages policy 
Together with the currency devaluation, the Government granted 

all wage earners an increase of 135 pesos per month, (6.75 dollars at 
the new exchange rate) or 4.50 pesos per day's work. Miners working 
inside the mines were granted an increase of 150 pesos per month, or 
5 pesos per day's work. The wages and salaries thus readjusted were 
to remain frozen for one year. 

The 68 per cent devaluation of the Bolivian currency led to 
generalized price increases. Such a strong and immediate reaction 
can only be explained by the deep roots which such a long-standing 
exchange rate had established among the agents, of the economic process, -
for the stability of the exchange rate had become an indicator of the 
general situation of the country,, even in matters quite outside its 

/scope, so 
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scope, so that its sudden change appeared to producers, distributors 
and consumers to be a symptom of a strong inflationary process such 
as occurred between 1953 and 1958» 

In view of this situation, the wages policy had to be amended, 
and low-income workers were granted subsidies11 according to the 
number of dependents (20 pesos per worker, plus 25 pesos for each 
dependent). Towards the middle of 1973 an extra payment of one month's 
wages per worker, was decreed in order to offset the continuing price 
rises of essential articles, and in October 1973* as a result of new 
price rises for these articles, another wage adjustment of 120 pesos 
per.month or k pesos per day's work was decided upon. This readjustment 
was of a provisional nature for the workers of the private sector, 
since their trade union organizations secured authorization to conclude 
their own agreements on wage increases with employers. 

The successive wage readjustments strove to keep up with the 
price increases and market forces thus placed severe restrictions on 
general economic policy and on the wages and prices policy in 
particular. Judging by the price increases recorded in 1973, the 
purchasing power of the workers seems to have been undermined. This 
decline has been more severe in the case of the higher wages, since 
most of the readjustments were established on the basis of fixed sums, 
independent of wage levels in an endeavour to redistribute the weight 
of the devaluation by favouring the most under-privileged groups. 

From the point of view of income distribution, the groups which 
are able to cope with the cost and demand pressures typical by passing 
them on in the form of higher prices are in a very advantageous 
position. The big profits shown by some entrepreneurial sectors away 
in their balance sheets confirm this opinion. From this point of view 
the inflationary process has affected the different sectors of social 
and economic activity in a discriminatory manner. 
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(e) Tax policy 
The supreme decree ordering the devaluation of the Bolivian peso 

also contained a number of tax measures which theiGovernment believed 
it appropriate to take in view of the new exchange rate. Among the 
most important was the revaluation of net fixed assets by 60 per cent 
for imported goods and 20 per cent for buildings and other goods of 
domestic origin, with a tax of 5 per cent on this revaluation. Measures 
were also taken to revalue assets in gold and foreign currency at the 
new rate of exchange, with a tax of 20 per cent on the increase. 

The following domestic taxes were established: bO per cent on the 
net value (gross value less operational expenditure and royalties) of 
exports of minerals, hydrocarbons, and cotton already produced and 
existing in the country or exported but still awaiting payment and the 
compulsory sale of foreign currency? 20 per cent on the net value of 
exports of all new production and exports of minerals, metals, 
hydrocarbons, cotton and meat, and 15 per cent on the value of exports 
of other goods not already produced. A tax of 60 per cent of the import 
value of stocks of imported goods and raw materials existing in the 
commercial sector was also applied. This group of measures was aimed 
at securing for the treasury the automatic profits which a devaluation 
implies. Indeed, the tax of 20 per cent on the value of new exports 
acted as a sort of differential exchange rate. A difficult problem is 
that of checking the real operational costs of exports, whose increase 
by more than the net rise in prices could render the measure ineffective. 

A year after the devaluation, in October 1973» tax reforms were 
-introduced in order to simplify the tax legislation in force as 
regards important taxes and facilitate the corresponding administration 
and ttontrol arrangements. The fundamental aim was to set up a basic 
structure made up of a small number of taxes with a broad tax base. 29/ 

Office of the Under-Secretary for Tax Administration, Tax Policy 
of the Ministry of Finance. 

/One of 
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One of the traditional problems of taxation in Bolivia has 
been the high level of tax evasion, which is a result inter alia of 
the complicated tax legislation, which prevents the application of 
efficient methods of control, and of the tax structure, which in 
many cases imposes almost prohibitive tax burdens and thus encourages 
such evasion. 

The tax reform referred to above takes this problem into account 
and deals with it by reformulating the following taxes: personal income, 
tax, tax on the income of medium and large enterprises, tax on the 
income of small enterprises, sales tax, selective consumption tax and 
specific consumption tax (beer and alcohol). It will only be possible 
to evaluate the quantitative scope of this tax readjustment in 1974, 
when its yield and its influence on social and economic activity can 
be analysed. 

As regards the personal income tax, the most important feature 
is the replacement of an analytical schedule system by a global or 
synthetic system subject to a single progressive scale. 

As regards the tax on the income of enterprises, the tax reform 
establishes a new concept of the enterprise, different from the legal 
and formal concept, which emphasises the function of production.made 
up of the factors of capital and labour. The universe of contributors 
is extended to agricultural and livestock enterprises, and distinction 
is made between enterprises with sales exceeding 200,000 pesos annually 
(of which there are around 1,500) and the smaller enterprises. The 
rate of the tax on profits increased from 26.4 to 30 per cent, but 
clear incentives are given for the investment and reinvestment of 
profits and for the utilization of labour-intensive techniques. Another 
major modification, which is of importance for its effect on the tax 
yield rather than for its influence on the structure of consumption, 
is the selective tax on luxury goods, of which three categories are 
established according to their degree of non-essentiality. These 
three categories are taxed at the producer or importer level at the 
rate of 10.15 or 20 per cent. As far as customs duties are concerned, 
the reform will only begin to be applied in 1974. 

/The taxes 
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The taxes 011 exports introduced when the currency was devolved 
were modified in October 1973» when the tax of 20 per cent on the net 
value of exports of minerals (COMIBOL, Empresa Nacional de Fundiciomes, 
and medium-scale mining) was replaced by taxes on the gross value JO/ 
of exports of high- (7.5 per cent) and low- (6.5 per cent) content tin, 
silver, lead and bismuth (3 per cent), and zinc (2 per cent). The 
scales applied to exports by the small-scale mining sectors are slightly 
lower. 
(f) Financial policy 

From an analysis of the fiscal budget approved for 1973 and the 
/ 

budgetary performance over the same year it may be concluded that the 
increased prices of export products made possible, especially towards 
the end of the period a considerable reduction in the deficit which 
might have been expected from the trends of the first nine months. 
Thus, whereas in October 1973 it was estimated that the deficit on the 
fiscal budget would amount to 960 million pesos,¿1/ the actual deficit 
was only 504 million, plus the payments carried over to the following 
financial year and less the cost balance in hand. It has already been 
said that the fiscal revenue on exports was far higher than anticipated* 
and there was also a sharp decline in budgetary expenditure. Thus, 
for example, capital transfers estimated at 144.5 million pesos 
actually amounted to only 66.5 million; local contributions estimated 
at 149 million only came to 48 million, and the amortization of the 
external public debt, anticipated at 274.8 million, actually amounted 
to 210.5 million.32/ In short, the decline in the budget deficit was 
due partly to sharp drops in the non-current expenditure budget and partly 
to the improved prices of exports. Most of this deficit was financed 
with net credit from the Central Bank to the Government, which in 
1973 amounted to a total of 225.8 million pesos, J5/ (see table 79 
30/ The gross value is to be fixed by the Ministry of Finance. 
31/ CIAP, op.cit. 
32/ Data provided by the Office of the Under-Secretary of Financial 

Administration. 
3>3/ Data provided by the Central Bank of Bolivia, Financial Division, 

Monetary Programme. 
/Table 80 



- 296 -

Table 79 

BOLIVIA; NATIONAL TREASURY OPERATIONS, 1973 
(Millionof Bolivian pesos at current prices) 

Budget Budget 
approved implement« 

Income 2 732.0 2 440.9 

Internal revenue 740.0 773.0 
Customs revenue 600.0 522.1 
Mining revenue (from private sector) 95.0 157.8 
Revenue from the Bolivian Mining 
Corporation (COMIBOL) 60.0 28.3 

19 % on YPFB petroleum production 170.5 213.4 
19 % on YPFB gas production 25» 9 45.0 
1.6 % on sales of foreign currency 79.0 100.4 
9 % on bank credits 3O0O 28.2 
Tax on revaluation of assets 100.0 32* 3 
Tax on exports (40 % 20 °/o and 15 %) 780.0 452.2 
Other income 51.6 44.1 

Expenditure 2 917-O 2 745.2 

Personal services 1 305.3 1 33108 
Non-personal services 136.3 205-6 
Materials and supplies 169=1 153.O 
Fixed and financial assets 31.19 112.1 
Internal public debt 232.5 188.6 
External public debt 274.8 210.5 
Reserves 0.6 0.5 
Transfers to the private sector 110.1 111.8 
Transfers to the public sector 272.9 291.3 
Capital transfers 144.5 66.5 
Local contributions 149.0 48.0 
Contributions to international agencies 2O0O 25.5 
Amortization payments to the 
Central Bank 7O0O -

Deficit 185.0 304.3 
Source: CIAP, op.cit., table 11-13» and Office of the Under-Secretary 

of Financial Administration. 
/It should 
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It should be pointed out that between the date on which the 
budget was approved and 31 December 1973» the general level of prices 
increased by at least 50 per cent, so that the real values (at constant 
prices) involved in the implementation of the budget will show 
appreciable reductions.3**/ 

As already pointed out, in order to finance the budget deficit 
recourse was had to a credit of 225*8 million pesos from the Central 
Bank, which constituted more than half the currency issue for the year. 

The Central Bank contributed more than 100 million pesos to the 
financing of the rest of the public sector. Big enterprises suúh 
as Yacimientos Petrolíferos Fiscales Bolivianos (YPFB) and Corporaci6n 
Minera de Bolivia (COMIBOL) made very limited use of external credit. 
The prices of minerals, petroleum and gas, together with the currency 
devaluation, however, have resulted in a financial recovery which has 
even enabled them to make significant contributions to the National 
Treasury. 

The actual external debt of Bolivia on 30 June 1973 was 703 million 
dollars, and the increase in the first half of the same year was 
22 million dollars. 35/ As regards the financing of the private sector 
of production, external credit has continued to be of great importance. 
Apart frcrü the frequently mentioned factor cf- the general rise in 
prices, which in fact has constituted a very important source of 
financing, bank credit has contributed substantially to financing 
private activities. Thus, the monetary programme of the Central Bank 
shows that credit to the development banks and commercial banks during 
1973 amounted to 466 million pesos, an increase of 106 per cent over 
the total such credit at the end of 1972. In order to check this 
monetary expansion, the Central Bank authorities decided in August 1973 
to order the commercial banking system to maintain additional cash 
reserves of 70 per cent of the increased sight deposits in national 

34/ CIAP, op.cit. It is estimated that between December 1972 and 
October 1973 prices went up by around 40 per cent 

J,*/ According to data provided by the Central Bank of Bolivia, the 
total debt contracted on 30 June 1973 amounted to 993 million 
dollars. 

/and foreign 
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and foreign currency, taking as a reference point the 1973 mid-year 
balances. The basic cash reserves are kO per cent on sight deposits 
and 25 per cent on time deposits for the national banks and 40 per 
cent and 30 per cent for the foreign banks. It should be noted that 
in mid-1973, before the rules on extra cash reserves came into force, 
six of the 16 banks operating in the country had cash reserve shortages 
totalling 6.2 million pesos.,36/ 

6. Short-term prospects of the Bolivian economy 

It is always difficult to analyse the prospects of the movement 
of economies, and even more so when the country concerned is very 
closely linked to the external sector and the world markets are 
showing extreme sensitivity. With these reservations, it seems 
advisable in this analysis of reasonable conjectures to concentrate 
attention on Bolivia's external trade and, following the economic 
process, to analyse its effects on the other areas of the economy. 

If international price trends continue in 1974, the external 
sector is likely to be once again the centre of dynamism in the 
economic activity of the country. Even if external prices settle down 
at a level equivalent to the average of those recorded for 1973» the 
effect on the external trade of Bolivia will continue to be of great 
importance. 

For a developing country, the most important consequence of the 
rise in international prices is perhaps the possibility of discussion 
and negotiation with the countries and enterprises of the industrialized 
centres on very different terms from those of the past. It is very 
possible that Bolivia is passing through an economic situation which 
is propitious for the establishment of reciprocal supply arrangements 
under favourable conditions» 

Purely with the aim of having available some quantification 
which will give an idea of the dynamic role that the export sector 
may play in 1974, a preliminary estimate has been made on the 
assumption that the export quantum will be similar to that of 1973 and 

36/ Central Bank of Bolivia, Informaci6n economjca, September 1973« 

/that the 
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that the prices of the different export goods will maintain the real 
levels in force in the export contracts drawn up in November and 
December 1973* Both these hypotheses are very conservative, and any 
increase in the quantities exported or in the average end-of-year 
prices will mean additional foreign exchange earnings, possibly of 
considerable proportions. According to these hypotheses, the FOB 
value of exports of goods will amount to 400 million dollars at the ' 
end of 1974, i.e., 45 per cent more than in 1973» the largest increases 
being recorded in petroleum exports, which sire expected to amount to 
94 million dollars, and cotton (33 million). If these hypotheses are 
confirmed, Bolivia's exports will have doubled in two years. 

It should be clearly understood that the estimates given above 
are in no sense a projection. For this, it would have been necessary 
to go into the projects connected with exports and study very carefully 
the probable movements of the world markets. The estimates are only 
aimed at illustrating the volume of growth in terms of possibly very 

t 

debatable hypotheses. 
International price movements will probably greatly increase the 

prices of Bolivia's imports. Towards the end of 1973» there were 
increases in the international prices of capital goods and other 
supplies which give grounds for assuming that a large part of the 
current extra income from exports will have to be used to finance 
increasingly costly imports. This means that although the terms of 
trade have improved during the last year, it is reasonable to expect, 
if not a reversal in this indicator, at least a less positive result 
than the cyclic trend would indicate. The magnitude of this result 
will depend on the prices agreed upon in Bolivia's external trade 
negotiations. 

The structure of the country's exports is particularly suitable 
for making large profits on external trade, for commodities such as 
petroleum, gas, cotton, meat, etc., have a very dynamic market which, 
together with the currently favourable market for exports of minerals, 
constitutes the basis for a solid strategy in the external sector. 
Another point worth mentioning is the compatibility, in the present 

/circumstances, between 
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circumstances, between the stability of domestic prices and a policy 
aimed at channelling into the country the surpluses which may be 
generated by external trade» An appropriate prices policy is one of 
the decisive instruments available to a modern State for achieving 
its most authentic objectives. It is very possible, however, that 
external inflation, expressed through imports, may make it necessary 
to put up with unaccustomed rates of increase of prices. 

The above is obviously closely linked with the concept of an 
economic policy clearly oriented in this direction. The incomes policy, 
and especially domestic and customs taxation, should be closely 
co-ordinated with the exchange policy within the framework of a new 
external trade strategy. Emphasis must be placed on the foresight and 
anticipation which are indepensable in an economic policy that claims 
to channel efficiently the surpluses generated in the external sector, 
and on the crucial role which a prices policy may play in the above 
mentioned circumstances. 

The preparation of an economic policy comes within the work 
of formulating a general development policy, and this in its turn, is 
a function of a long-term strategy. Because of the possibility of 
unforeseen circumstances and the natural accumulation of data and 
knowledge with the passage of time, the content of these three concepts 
may undergo changes. It is the economic policy, however, which is 
most exposed to changes, since it is much more directly conditioned 
by short-term social, political and economic developments, to Which 
it must provide an answer without distorting the development policy 
or the long-term strategy. This means that it is subject to a larger 
number of restrictions and conditioning factors, many of which are in 
constant change» 

In the general description presented in the foregoing pages, 
some problems stand out in particular. 

The concern shown by the Government regarding the proliferation 
of smuggling - and especially export smuggling - is clearly due to 
the need to deal with a form of flight of currency which has serious 
consequences. Judging from official statements, the difference 

/between the 
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between the total resources entering the country and those which 
actually come within the scope of the treasury is quite considerable. 
This and other factors which have also aggravated the flight 'of 
currency and benefitted minority groups have not only undermined 
the resources of the Treasury, but also favoured the scarcity of 
some commodities and generated an extremely detrimental climate of 
speculation. 

Any analysis of the prospects of the Bolivian economy in 197k 
should certainly bear in mind these ways in which surpluses may be 
eaten away, for if they occur frequently they may seriously reduce 
the profits provided by the external sector. 

The persistent increase in prices, with its consequences on the 
level of living (especially in the most modest sectors), its effects 
on income distribution, and the climate of speculation which it 
brings with it, is another phenomenon which is helping to keep the 
extra income from external trade within limited groups and to prevent 
it from being channelled towards larger and more needy sectors. As 
already stated, the imported component in inflation probably militates 
against attempts to control it. 

From the point of view of the utilization of scarce resources, 
the import of non-essential goods not only represents a waste of 
foreign exchange but also only benefits the most opulent sectors. 

To sum up, inflation, luxury consumption, and the flight of 
foreign exchange have been the most obvious manifestations of the 
problems characterizing the distribution side of the Bolivian economy. 
They constitute the final expression of the concentration of income, 
and at the same time they have slowed down the implementation of the 
Government,* s economic programme. Their continuation in 197^ would 
impede the proper utilization of the profits which the external sector 
can provide. 

From the point of view of the production side of the economy, 
the stagnation of the agricultural sector which has censed to be 
merely a superficial expression, has constituted the central problem. 

/There is 
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There is no need to insist on the importance of this sector both 
because of the population which depends on it and because of its 
potential, which external demand has brought into prominence. This 
sector obviously constitutes one of the basic problems of the Bolivian 
economy, is to be found in this sector, and as regards its short-term 
prospects, the inelasticity of agricultural supply appears to be a 
major problem. The projections of international demand and prices 
for a variety of agricultural products, together with growing domestic 
requirements and considerations of a social order, make it a matter of 
indubitable priority. 

The analysis of the structure of investment during 1973» although 
based on very fragmentary data, raises a query that calls for evaluation 
in greater depth: i.e., what the private sector's response to 
development policy will be. Preliminary figures enable the conclusion 
to be drawn that it was public investment which showed most dynamism, 
since it registered 36.8 per cent growth over the last year, compared 
with only 11 per cent, for the private sector. It is possible, however, 
that international prices will lead in the short-term to more 
investment by entrepreneurial groups in the production of goods. 

/BRAZIL 
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BRAZIL 

1. Recent economic trends 

The process of rapid economic expansion begun in 1968 was 
maintained in 1973» when the gross domestic product increased by 
11.4 per cent, a higher rate than that achieved in 1972. 

The relative importance of the external sector also increased 
significantly, for the value of exports increased by 57 per cent 
(approximately 14.5 per cent in quantum and 37.4 per cent in unit 
value) to the unprecedented figure of 6,200 million dollars. The 
increase in the value of imports of goods was also considerable, 
since it came to 43 per cent (approximately 20 per cent in quantum 
and the same in unit value). Although the trade balance improved 
by 440,000,000 dollars, the increasing deficit on services and an 
increase in payments of foreign capital caused the deficit on 
current account to rise between 1972 and 1973 to about 1,650 million 
dollars in the latter year. However, abundant inflows of non-
compensatory capital totalling more than 4,250 million dollars 
gave a balance-of-payments surplus of more than 2,600 million 
dollars and brought the year-end total of international reserves 
to more than 6,500 million dollars. 

Other significant developments in the overall evolution of 
the economy were the substantial increase of 20 per cent in gross 
investment, which maintained the trend started several years ago 
and gave an investment coefficient of over 22 per cent for 1973» 
and the balanced dynamism shown by all the productive sectors with 
the sole relative exception of agriculture, which increased by 
3.5 per cent. 

In the agricultural sector there was a marked recovery in 
the production of wheat and a considerable increase in that of 
soya beans, the latter being touched off by the big rise in 
international prices for this product. However, drops in the 
production of coffee and other crops,plus the fact that the 
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stock-farming sector apparently continued to grow at a stable but 
modest rate, prevented a more rapid expansion of the agricultural 
sector as a whole. 

The 15.3 per cent increase recorded in the manufacturing 
sector was due in particular to the dynamism of the transport, 
chemical and metal manufactures and machinery industries. As far 
as oil refining was concerned, there were no problems regarding 
supplies of imported crude, but there were big increases in 
international oil prices. In addition, there were difficulties in 
the domestic supply of iron and steel products,which affected prices 
and import needs and were also a factor in the decision to speed 
up the implementation of the iron and steel development programme. 

Prices increased by 15»5 per cent during 1973» a rate slightly 
lower than that of 1972 but higher than the target of 12 per cent 
fixed by the Government. The increase in the international prices 
of some products imported and exported by the country had a 
greater impact than expected on domestic prices. Minimum wage rates 
were adjusted midway through the year by an average of 15 per cent. 

In the monetary field there was a considerable increase 
(46 per cent) in real liquidity in the economy, in spite of the 
fact that the central government showed a surplus over the financial 
year. Various measures were taken to reduce the rate of increase of 
real liquidity by reducing the rate of inflow of foreign capital, 
and towards the end of the year the monthly rate of increase of 
banks loans to the private sector was reduced. 

2. The external sector 

One of the highlights of the performance of the external sector 
of the Brazilian economy during 1973 was the substantial rise in 
the value of exports of goods, which totalled about 6,200 million 
dollars at current prices - an increase of more than 57 per cent. 
The value of imports of goods also increased significantly (by more 
thah 43 per cent), but as this was a slower rate than that of exports 
the trade balance, which showed a deficit of 252,000,000 dollars in 
1972, changed to a surplus of 188,000,000 dollars in 1973« In spite 
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of this favourable development in the trade balance, however, the 
deficit on current account increased slightly from 1,592 million 
dollars in 1972 to 1,649 million dollars», in 1973, as a result of 
the increases recorded in the negative balance for services and the 
increased net payments of profits and interest on foreign capital 
(see table SO). 

The major factor responsible for the increase in exports 
of goods was the rise of 37*4 per cent in the average unit value. 
The quantum, for its part, increased by 14.5 per cent. In 1972 
the comparable relative changes were 25.2 and 9.2 per cent, 
respectively. 

Outstanding among the staple export commodities were soya 
beans, exports of which rose from 280 million dollars in 1972 to 
917 million dollars in 1973» This increase of 227 per cent was 
accounted for by an increase of 38 per cent in the quantity exported 
and a rise of more thah 137 per cent in the average international 
price. In contrast, the increased revenue from coffee exports 
(1,243 million dollars in 1973 as against 989 million in 1972) is 
explained almost entirely by the increase of approximately 25 per 
cent in the international price of this product, for a drop in 
domestic production meant that not only was there no significant 
exportable surplus, but coffee even had to be imported to meet 

— domestic requirements. Among other export commodities, mention 
should be made of the increase of 56 per cent in sales of iron ore. 
In conclusion, it should be noted that in both 1972 and 1973 
commodities maintained their share in total exports of goods at 
around 70 per cent. 

Exports of industrial products rose from 1 , 2 2 0 million dollars 
in 1972 to 1,840 million dollars in 1973, i.e., by 51 per cent. 
Although detailed information is not available on the trends in 
international prices for these goods, it can be estimated on 
the basis of other indirect information that the increase in 
the quantum of such exports was not less than 30 per cent. 
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Table» 80 
BRAZIL: BALANCE OF PAYMENTS 

(Millions of dollars) 

1970 1971 1972 1973a/ 

Current account 
Exports of goods and services 3 068.0 3 279.0 4 374.3 6 767,6 
Goods FOB 2 739.0 2 862.0 3 941.1 6 198.2 

Services 329.0 397.0 433.2 569.4 
Transport 167.0 165.0 102.4 267.8 

Travel 30.0 36.0 38.0 43.3 
Imports of goods and services 3 297.0 4 182.0 5 343.3 7 57*U 
Goods FOB 2 507.0 3 246.0 4 193.0 6 010,0 
Services 790,0 936.0 1 155.3 1 564,6 
Transport 349.0 421.0 510.3 768.4 
Travel loO.O 171.0 215.1 277.5 

Net external invesia.ianv incoae -420.0 -517.0 -61Ô.8 -043.2 

Profits -186.0 -1O8.0 -206.3 -2G2.3 
Interest -242.0 -329.0 -412.5 -560.9 

Net private transfer paynents 13.0 11.0 1.1 1.2 
Balance on current account -644.0 -1 409.0 -1 591.7 -1 649.0 

Capital account 
Nat external financing (a+b*c*d*e) 6^.0 1 4o?.0 1 591.7 1 649,0 
(a) Net external non-compensatory capital 1 222.0 2 257.0 3 944,3 " 

Direct iuvestuant 156,0 225.O 414.7 

Long- and nediuia-tera loans 1 143.0 1 838.0 4 620.8 
Amortization payments -479.0 -572.0 -1 217.1 

> 4 272.8 Short-term liabilities 354.0 764.0 121.6 
> 4 272.8 

Official transfer payments u.O 2.0 4.3 
(b) Donestic non-compensatory capital or assets -4l,o -275.0 -32S.O 
(c) Errors end omissions 38.0 -6.0 437.8 -
(d) Allocation of Sfflfe 59.0 47.0 51,0 •• 

(e) Net compensatory financing (increase-) -634.0 -6l4,o -2 513.4 -2 623.8 
Balance-of-payments loans, trade arrears, 
IMP loans and other liabilities of the e 

monetary authorities 1.0 - 55.4 m 

Amortization payments -101.0 -78.0 -54.3 -72,4 
Movenents of foreign exchange reserves (increase-) -367.0 -488.0 -2 463,5 -2 551.4 
Movements of gold reserves (increase-) -105.0 - - -

SER's (increase-) -62.0 -48.0 -51.0 -

Sources IMF, Balance of Payments Yearbook, 
s/ Estimates based on official statistics. 
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In the fourth quarter of the year there was some contraction in 
exports of manufactures apparently connected with the relatively 
less favourable conditions prevailing in international trade and 
transport, but it is difficult to judge the degree of intensity and 
permanence of this conjunctural trend« 

As regards export promotion policies, the first point to 
mention is that the flexible exchange policy of making moderate 
periodical changes in the value of the cruzeiro so as to maintain 
the "real value" of this currency was continued during 1973» The 
changes in the exchange rate during the period covered are dealt 
with later. In addition, the export incentive policy for manufactures 
was maintained in full. This policy involves the provision of an 
export infrastructure, machinery for the provision of subsidies, 
the encouragement of mergers and of the importation of turnkey 
industrial plants, and the granting of financing options to facilitate 
export sales. 

The increase of 4-3.3 per cent recorded in imports of goods at 
current prices is accounted for by increases of 19.7 per cent in 
both the unit value and the quantity. In 1972 the corresponding 
rates were 6.7 and 21 per cent respectively. 

The rates of expansion of- the various types of imports were 
similar to the growth rate of total exports, except for wheat, 
petroleum and petroleum products, and metals, which recorded 
relatively higher variations. In the case of wheat, the shortfall 
in the national harvest for the crop year 1972/1973 (although the 
harvest in that year was higher than that of 1971/1972) and increasing 
domestic demand for wheat products, caused the amounts imported to 
rise by 63.4 per cent, while the average international price in dollars 
for wheat bought by Brazil rose by 67.8 per cent, so that the value 
of imports of this cereal increased by 174.2 per cent (from 122 million 
dollars in 1972 to 334 million in 1973)» In the case of petroleum and 
petroleum products, the value of imports rose from 409 million to 
680 million dollars (i.e., by somewhat more than 66 per cent) as a result 
of an increase of 33 per .cent in the quantity imported and a rise of 
approximately 25 per cent in the average price of petroleum purchased 
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abroad« Finally, metal imports as a whole rose by more than 
65 per cent, from 460 million dollars in 1972 to 760 million in 
1973, but no information is available on the quantities and prices 
of the individual metals imported.37/ 

With respect to services, the deficit increased from 
722.1 million dollars in 1972 to 995-2 million in 1973, i.e., by 
38 per cent. The main factor in this was the increase in freight 
charges, insurance, and other transport costs, which increased by 
more than 50 per cent, from 510 million to 768 million dollars. 
This percentage increase is higher than that recorded for the 
quantum and current value of imports of goods and therefore reflects 
a real increase in transport costs which the country had to face 
in 1973. 

There was a 36 per cent increase in net payments of profits 
and interest on foreign capital, the increases being proportionally 
similar for each of these two headings. 

During 1973 the Brazilian economy continued to receive an 
increasing inflow of foreign capital, amounting to an estimated 
total net inflow of 4,273 million dollars. Although information 
on this inflow is incomplete, it is known that it was made up, in 
the main, of net disbursements of long-term and medium-term loans 
amounting to more than 3,800 million dollars. Net direct foreign 
investment, for its part, is estimated to have been around 
900 million dollars. 

This capital account income made it possible to more than 
cover the current account deficit, leaving a balance of payments 
surplus of more than 2,600 million dollars, so that at the end of 
1973 Brazil's international reserves came to approximately 
6,550 million dollars. 

In September 1973 Brazil's external debt came to 11,946 million 
dollars: 25 per cent higher than the figure recorded at the end of 
1972 and approximately 80 per cent higher than that recorded at 

¿2/ see Banco Central do Brasil, Annual Report for 1973, PP- 221-224. 
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the end of 1971* In spite of this rapid rate of increase, the 
Brazilian Government believes that the trends observed in recent 
years in exports and in the international reserves of the country 
are such that the external debt and the amount paid in debt servicing 
still stand in a reasonable relationship to these two variables.38/ 

During the year the Government adopted measures to reduce 
the net inflow of foreign capital because of the rapid rate at 
which such capital was entering the country and the excessive 
liquidity being created both in international reserves and in the 
domestic means of payment. The measures taken were the fixing of 
compulsory deposits in cruzeiros in proportion to the amount of 
foreign currency brought into the country (25 per cent to begin 
with and later 40 per cent) and the establishment of a minimum 
period for which such currency must stay in the country (in the 
early part of 1973 this was fixed at six years and subsequently 
increased to ten). Examination of the quarterly figures for the 
inflow of foreign capital reveal that the net inflow decreased in 
the course of the year. 

3« Evolution of prices and other mainly 
financial variables 

(a) Prices and wages 
The general index of prices for domestic goods and services 

rose by 15.5 per cent during 1973.39/ Although this figure was a 
little lower than the 15-7 per cent recorded in 1972 it nevertheless 
surpassed the 12 per cent target fixed by the Government at the 
beginning of the year. 

38/ See Banco Central do Brasil, Annual Report for 1973» pp.234-2^0. 
39/ Other price indexes, also of relatively wide coverage, indicated 

a similar trend. Thus, the wholesale price index for domestic 
goods and services increased by the same amount of 15.5 per 
cent, while in the general price index of total supply the 
change was 16.2 per cent (see table 81). 
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Table 81 

BRAZIL: DOMESTIC PRICE INDICATORS 

(Percentage movements December to December) 

December 
1972 

December 
1973 

General price index 
Domestic production 
Total supply 

Wholesale price index 
Domestic production 
Total supply 

General 
Agricultural products 
Industrial products 

Cost of living indexes 
Río de Janeiro 
Sâo Paulo 
Porto Alegre 
Belo Horizonte 
Curitiba 
Florianâpolis 
Brasilia 

Construction costs 
Río de Janeiro 
Sao Paulo 

15.7 
16.8 

15.9 

17.7 
22. 2 
15=1 

14.0 
17.5 
18.1 
16.4 
21.9 
18.8 

19.8 
21.9 

15.5 
16.2 

15.5 

16.7 
16.7 
16.6. 

13.7 
14.5 
21.1 
13.0 
33-3 
16.7 
23.0 

21.1 
53.5 

Source: Getulio Vargas Foundation and Banco Central do Brasil, 
Annual Report 1973. pp. 62-64. 
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One of the underlying causes of the increase in prices above 
the target fixed was the increase of approximately 20 per cent in 
the unit value of imports and, in particular, the rise in the 
international prices of some commodities such as wheat, as mentioned 
earlier. Furthermore, the increase in the world prices of some of 
the commodities exported by Brazil also exerted inflationary pressure 
and tended to force up the, domestic prices- for these commodities 
and/or reduce the domestic supply. Soya beans and beef are examples 
of this. 

The examination of other price indexes reveals first of all 
that in 1973 the wholesale price rises were similar for both 

/ 

agricultural and industrial products, whereas, in 1972 the increase 
in the prices of the former was considerably higher. 

Secondly, the cost of living indexes for several big cities 
show that the most moderate increases were recorded in Belo Horizonte 
and Río de Janeiro (13.0 and 13.7 per cent respectively), whereas 
the highest were recorded in Curitiba and Brasilia (33«3 and 
23.0 per cent). It was also observed that in the seven cities for 
which indexes were calculated, the cost of food rose much more than 
the general index, the difference in each case being not less than 
20 per cent. 

Thirdly, the price indexes prepared to measure trends in 
construction costs show increases of 21.1 per cent in Río de Janeiro 
and 53»5 per cent in Sao Paulo. The latter increase is noteworthy 
both b ecause of its size and also because it is so much higher than 
the 21.9 per cent recorded in 1972. 

The price policy followed in 1973 was, generally speaking, 
similar to that of previous years. During the year, however, 
greater efforts were made to contain the inflationary pressures 
caused by the increased demand for some goods produced by sectors 
or activities which were already operating at fiill capacity. In 
order to tackle this problem the Government (acting through the 
Inter-Ministerial Price Council) allowed prices for such goods to 
be readjusted only after a detailed examination of developments in 
the respective costs. 

/With respect 
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With:respect to changes in wages, the information available 
shows that minimum wage rates were increased in May by amounts in 
the region of 15 per cent, thus continuing the policy of adjusting 
wages to the rise in domestic prices. 
(b) Exchange rates 

During 1973, the flexible exchange policy which had been in 
force for several years took account, in order to maintain the 
real value of the cruzeiro, of the fluctuations in the principal 
international currencies, particularly the dollar. This made it 
possible to reconcile domestic and external levels of inflation and 
thus protect the competitive position of the Brazilian export 
sector in international markets. 

In keeping with this policy, the cruzeiro was revalued in 
February 1973 by 3 per cent with respect to the dollar. This 
coincided with the official 10 per cent devaluation of the United 
States currency which occurred in that month. Later on, on four 
different occasions, there were "minidevaluations" of between 
0.5 and 1.2 per cent, with the result that in December the selling 

\ 

price of the dollar was 6,220 cruzeiros - only 0.1 per cent higher 
than the rate prevailing in December 1972. 
(c) Monetary trends and the government sector 

Between the end of 1972 and the end of 1973 the real liquidity hp/ 
of the Brazilian economy increased by approximately 46 per cent, 
compared with 38.6 per cent in the previous year. Although the 
monetary policy applied in recent years has included among its 
objectives the continuous increase of real liquidity, the monetary 
authorities stated that during 1973 the rate of expansion of liquidity 
was higher than necessary. 

The main underlying causes of this were the purchases by the 
Central Bank of international reserves (as a result of the surplus in 
the balance of payments) a substantial increase in private sector 
placements, and the inadequate operation of the factors that normally 
absorb the means of payment. 
ko/ The real liquidity corresponds to the means of payment, deflated 

by the general wholesale price index. 
/Against this 
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Against this background, several measures aimed at reducing the 
expansionary effect of the factors mentioned were introduced during 
the year. The measures aimed at reducing the rate of inflow of 
foreign capital and its impact have already been referred to ito 
this respect. In addition, the rate of increase of bank loans by 
the Banco do Brasil to the private sector was reduced in the last 
two months of the year, and finally, with respect to the absorption 
factors, the open market operations carried out by the monetary 
authorities were intensified. 

As in 1972, the operations carried out during the year by 
the Treasury in the monetary sector were not one of the factors 
underlying the expansion of the means of payment: indeed, they 
acted as an absorption factor. 

This behaviour was due basically to the financial operations 
of the central government during the period, because for the first 
time in twenty years the central government closed the financial 
year with a surplus; this amounted to 295.1 million cruzeiros, 
restating from income of 52,863-2 million and expenditure of 
52,568.1 million. Revenue increased in real terms by 21.8 per cent 
compared with 1972, 60 per cent of the total income being made up 
of taxes on industrial products and income tax, while total expenditure 
increased by 19-5 per cent at constant values (see tables 82 sad 83). 

The evolution of the central government finances during 1973 
is an indication of the satisfactory flexibility achieved in the 
Brazilian taxation system, which enables it effectively to increase 
its share of the domestic product which is rising both in real terms 
and as a result of price changes. 
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- -314 -

Table 82 

BRAZIL: CENTRAL GOVERNMENT J.NCQME 

(Millions of cruzeiros) 

Current values 

1972 1973 

Constant 
valueB 
(at 1972 
prices) 
1973 

Real 
percent-

age 
varia-
tion 

Total income 37 738 52 863 45 968 21.8 
Tax revenue 34 063 44 613 38 794 13.9 
Tax on industrial 
products 14 626 19 116 16 623 13-7 
Income tax 9 380- 12 357 10 745 14.6 
Import duties 2 779 3 727 3 241 16.6 
Electric power 1 119 1 454 1 264 12.9 
Minerals 217 301 262 20.5 
Flat rate tax on 
fuels and lubricants 4 514 5 508 4 790 6.1 

Tax on financial 
transactions 1 328 2 019 1 756 32.2 

Other taxation 100 131 114 13.4 
Taxes on the value 
of certain assets 897 2 250 1 957 118.1 

Other income 2 -v3
 CO
 

6 000 5 217 129.1 

Source: 3anco Central do Brasil. 
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Table 83 

BRAZIL: CENTRAL GOVERNMENT EXPENDITURE 
(Millions of cruzeiros) 

Current 

1972 

values 

1973 

Constant 
values 
(at 1972 
prices) 
1973 

Real 
percentage 

varia-
tion 

Total expenditure 38 254 52 568 k5 711 19-5 
Payments, interest 
and commission 1 267 385 33k -73.6 

Actual expenditure 
(unclassified) 22 026 30 955 26 952 22.4 

Earmarked funds 10 045 14 300 12 435 23.8 
Consolidated fund 2 881 3 777 3 284 14.0 
Other expenditure 2 035 3 152 2 7kl 34. 7 

Source: Banco do Brasil and Banco Central do Brasil« 
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Trends in the gross domestic product 
and its components 

(a) Total supply and demand 
The rapid economic expansion begun in 1968 continued in 1973» 

when the gross domestic product increased by 11.4 per cent, a figure 
higher than that achieved in 1972. In the 1968-1973 period the GDP 
increased by an average of 10.1 per cent annually, the comparable 
increase in the per capita product being 7«1 per cent per year. In 
order to appreciate the significance of this latter rate of increase, 
it may be pointed out that' it will enable the per capita product to 
be doubled in ten years, whereas the annual rate of approximately 
3 per cenb recorded in recent years for Latin America as a whole 
would only achieve this result after 24 years. 

Total supply increased more rapidly than the gross domestic 
product because imports of goods and services increased by 18.3 per 
cent at constant values, thus continuing the trend of rapidly 
increasing imports, which began in 1965 and registers an average 
annual growth rate of approximately 19 per cent. In line with this, 
the import coefficient with respect to the GDP doubled between 
1965 and 1973, increasing from 4.1 to 8.3 per cent (see table 84). 

As regards the evolution of total demand, the main highlight 
was the substantial relative increase (20 per cent) in gross 
domestic investment. This rate of increase, together with the 
similar ones achieved in 1971 and 1972, raised the investment 
coefficient from 18.1 per cent in 1970 to 22.2 per cent in 1973. 
This latter figure is high for Latin America and is close to that 
recorded in several developed economies. In recent years it has been 
estimated that 4l per cent of the fixed gross investment of the 
country is accounted for by construction and 59 per cent by machinery 
and equipment, 76 per cent of the latter being of domestic origin 
and 24 per cent of foreign origin.41/ 

41/ See. 
CIAP, SI esfuerzo interno y las necesidades de finaneiamiento 

externo para el desarrollo del Brasil, CIAP/631, 7 November 1973» 
table "ÏI-3. 

/Tablé 84 



Tab 2a 84 

BRAZIL: TOTAL SUPPLY AND DEMAND 

Millions of oruss Iros at i960 prices Structure (percentages) Annual growth rates 

1 9 7 0 1 9 7 1 1972 1 9 7 3 g / 1965 1 9 7 0 1 9 7 3 a / 1965-1970 1 9 7 1 1 9 7 2 1 9 7 3 y 

Total supply 5 2 6 4 . 7 5 8 8 9 . 8 6 5 4 0 . 0 7 318 ,1» 1 0 4 . 1 IShl 108.3 8„o ÌLI 1 1 . 0 I k i 

Gross domestic produot 4 9 3 6 . 3 5 4 9 4 . I 6 065.5 6 7 5 7 . 0 100.0 100.0 1 0 0 , 0 7 . 5 11.3 10 .4 U . 4 

Imports b/ 3 2 8 , 4 3 9 5 . 7 4 7 4 . 5 5 6 1 , 4 4 . 1 6.7 8.3 1 8 . 2 20.5 1 9 . 9 18.3 

Total demand 5 2 6 4 . 7 ' 5 8 8 9 . 8 6 5 4 0 . 0 7 3 l 8 „ 4 1 0 4 . 1 106.7 i 8.0 11.9 ll.o Usi 
Exports b/ 309.0 3 3 6 . 4 366.0 421.3 5 . 7 6.3 6 , 2 9 . 5 8 . 8 8 . 8 15.1 

Gross domestio investment 892.2 1 06I.7 1 250.0 1 500«, Oo/ 18a 18.1 22.2 7 . 5 19.0 1 7 . 7 20.0 

Gross fixed investment 912.2 1 0 4 1 . 7 e . 0 1 4 . 2 1 8 . 5 - 1 3 . 3 14,2 • « • • • • 

Construction 3 3 6 . 1 3 6 4 . 3 , ,d 7 . 1 6 . 8 • * • 6 . 7 8 . 4 • • • • • • 

Machinery and equipment 5 7 6 , 1 6 7 7 . H • •. • . »» 7 . 2 1 1 . 7 1 8 . 6 17.6 * • • • • • 

Total consumption 4 0 6 3 0 5 4 4 9 1 . 7 4 9 2 4 . 0 5 3 9 7 . 1 80.3 82.3 7 9 . 9 8.0 10 . 6 9 . 6 9 . 6 

General government 5 7 9 . 7 623,2 698.0 7 8 8 , 7 c / 11,5 11.7 1 1 . 7 8.0 7 . 5 12.0 13.0 

Private 3 4 8 3 . 8 3 868.5 4 226.O 4 608.4 68.8 70.6 68.2 8 . 1 ll.l 9.2 9 . 0 

Vrt M -<] 

Source: 1965-1972: ECLA oalculatlons based on data from the National Aooounts Centre of the Getulio Vargas Foundation! 1973« E C L A estimates 
based on global figures provided by the same souroe and the Banco Central do Bras11, broken down on the basis of incomplete data. 

Note; The figures for exports and imports of goods and services were taken from balance of payments data expressed in dollars at current 
O. prices* which were oonverted to oon3tant i960 prices by deflation, using price indexes oaloulated by ECLA for the purpose. 
PJ ' H a/ Provisional figures. 

O b/ Goods and services, excluding factor payments. ' fcf 
g 0/ Provisional estimates based on incomplete data and subject to revision. B •O cf-H-o 3 
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Total consumption increased by 9.6 per cent, i.e., at the 
same rate as in 1972, the most outstanding feature being the 13 per 
cent increase in central government consumption. The increase of 
only 9 per cent in private consumption meant that the share of the 
private sector in the gross domestic product dropped to 68.2 per 
cent in 197^« 

Exports of goods and services increased by 15«1 per cent in 
constant values, thus exceeding the rates of around 9 per cent 
recorded in the 1965-1972 period. Since 1970 the export coefficient 
with respect to the gross national product has remained practically 
stable. 
(b) Major sectors of activity 

The rate of growth of the GDP was basically due to an increase 
of 10.9 per cent in the contribution of the goods-producing sectors 
and 13.6 per cent in that of the basic services sectors. It is 
estimated that in the services sectors proper the relative increase 
was equal to that of the GDP, i.e., 11.4 per cent (see table 85). 

(i) Agriculture. The product of the agricultural sector 
increased by 3.5 per cent, i.e., less than the 1972 figure of 
5 per cent. Agricultural production increased by the unsatisfactoy 

amount of only 3 per cent owing to drops in the cultivation of coffee 
(-24 per cent), groundnuts (-36 per cent), bananas (-5 per cent), and 
cassava (-2 per cent). Wheat production, however, increased sharply 
by approximately 100 per cent, thus almost recovering the level of 
production of 1971 after the 57 per cent drop in 1972. Another 
product which showed a considerable (48 per cent) increase in 
production was soya beans, because of the encouraging upward trend 
in international prices for this product. The increase in the area 
devoted to soya beans was to the detriment of other crops such as 
coffee, beans, and maize, however, and furthermore the very large 
exports of soya beans led to some problems in the domestic supply 
of soya-bean oil.kZ/ 

^2/ See FundaciSn Getulio Vargas, Conjuntura Economica, 
February 1974, pp. 46 and 47. 
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Tabla 85 

BRAZIL: GROSS DOMESTIC PRODUCT AT FACTOR COST, BY SECTOR OP ECONOMIC ACTIVITY 

Millions of cruzeiros at i960 prioas Struoture (peroeatag&s) Annual growth rates 

I 9 7 0 1 9 7 1 1972 1 9 7 3 a/ 1965 1970 1973 2/ 1965-1970 1 9 7 1 1 9 7 2 1973 y 

Agriculture 807.8 8 9 9 . 9 9 4 0 . 3 9 7 3 - 2 2 3 . 4 19.1 1S .9 3.0 . 1 1 . 4 4 . 5 3.5 

Mining 3 2 . 8 3 6 . 5 • • • 0 . 7 0.8 • • Í» 1 0 . 6 1 1 . 2 • • • 

Manufacturing 1 O69.8 1 I 9 0 . 7 1 3 5 8 . 6 1 5 7 3 » 3 2 2 . 0 2 5 . 3 27,2 10.3 1 1 . 3 1 4 . 1 1 5 . 8 

Construction 4 8 , 6 5 2 . 7 5 9 . 5 6 8 „ 7 1 . 0 1.2 1 . 2 10.7 8 . 4 12.9 1 5 . 4 

Subtotal goods 1 959.0 2 1 7 9 . 8 2 400.0 2 661.6 Ü Z í l 4 6 . 4 46,1 Zìi i l s * 1 0 . 1 Î2s2 

Electricity, gas and water 108.I 120.4 133.8 1 5 0 , 5 2 c 3 2 . 5 2 . 6 9.4 1 1 . 4 11.1 12.5 

Transport and communications 336,6 3 6 4 . 9 394.5 449o7 1* 1 8.0 7 . 8 9.9 8 , 4 8 , 1 1 4 . 0 

Subtotal basic services 444.7 528.3 600.2 hi 10.5 1 0 J 4 2 d hi 1 3 . 6 

Commerce and finance 870.1 9 7 7 . 3 1 088.8 1 2 2 4 . 9 I9.9 2 0 . 6 2 1 . 2 8.0 12.3 11 .4 1 2 . 5 

Government 329.0 ' « • • 7 . 7 7 . 8 • • • 7 . 5 1 ... 
Ownership of dwellings 135.9 1 057.0 1 167.0 « « e 3.2 3 . 2 7 , 6 11,3 10 .4 ... 
Miscellaneous servloes 4 8 4 , 9 , 9 * 0 12,7 11.5 • « « 5.2 j ... 
Subtotal other services 1 819.9 2 034.3 2 255.8 2 513*3 43,5 43.3 43.5 Z t i 11.8 10.9 11.4 

Total gross domestlo product 4 267=9 4 749.7 ç 243.1 5 840.8 100,0 100.0 100.-.0 M 11.3 10 .4 1 1 . 4 tr< H« 
< (0 
01 rt-
CI O pr 
"i 
o p. 
fi o <+ 
F* O 

Sourest 1965-3-972s ECLA, calculations based on figures supplied by the National Aooounts Centre of the Getulio Vargas Foundation; 1973s 
estimates based on figures supplied by the same souroe. 

Note: Beoause the individual aotivities and the total were calculated Independently, the sum of the former does not correspond exaotly with 
the latter. 

a/ Provisional figures. 
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Livestock production showed an increase of k per cent, according 
to estimates based on general information, since no detailed 
information was available. There was an imbalance between exports 
and domestic supplies of beef because of the price increases in 
the international market, and in view of the unfavourable trend in 
domestic prices and supply, the Government therefore ordered the 
withholding of 200 dollars per ton exported, in order to protect 
the domestic market. In spite of other measures introduced to 
improve the domestic supply of meat, however, it become necessary 
during the year to import frozen meat, to free the prices of 
"special" meats and to suspend exports from the South Central region. 

(ii) Manufacturing. Manufacturing production increased by 
15.8 per cent, thus exceeding the rates recorded in 1972 and 
previous years. Taking a longer period, it is observed that the 
contribution of this sector to the GDP increased from 22 per cent in 
1965 to 27.2 per cent in 1973 (see table 85)« 

Examination of the performance of the various manufactures 
shows that the trend of the last six years continued in that the 
transport equipment, chemical and metal manufactures and machinery 
industries were still the prime movers of the high rates of growth 
in this sector. The so-called traditional industries, in contrast, 
recorded lower than average relative movements (see table 86). 

In the iron and steel industry there were increases of 10 per 
cent in the production of steel ingots and 13 per cent in rolled 
products. It is estimated that the apparent domestic consumption of 
iron and steel products increased by 28 per cent, amounting to some 
9.4 million tons.43/ The sharp increase in demand made it necessary 
to increase imports of steel, and particularly of sheet, the seasonal 
shortage of which had a negative effect on motor vehicle production. 

it3/ Source{ Brazilian Iron and Steel Institute and National Council 
for the Iron and Steel Industry. 
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Table £6 

BRAZIL: TRENDS IN THE PRODUCTION OF MANUFACTURES 

Percentage variation 

January-
November 

1972 

January-
November 

1973 

Non-metallic minerals - 12.9 16.0 
Metal manufactures, machinery, 
electrical and communications 
equipment 16.2 17.8 

Transport equipment 23-7 24.4 
Paper and paperboard 6.8 9.5 
Rubb er 12.5 12.9 
Chemicals,, perfumery, soaps 
and candles, and plastics 15.6 24.3 

Textiles and clothing 3.6 9.2 
Food products, beverages 
and tobacco 15.9 8.7 

Source; Getulio Vargas Foundation. 

/As regards 
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As regards the economic policy of the iron and steel sector, 
its programme for increasing production to 20 million tons of steel 
by 1980 was speeded up,and this target is now expected to be reached 
in 1978 in order to permit domestic production to supply the market 
needs of that time. In addition, the Government approved the 
establishment in 1973 of Siderbrâs S.A. to act as a holding company 
in the sector. 

Motor vehicle production increased by 19-7 per cent, the 
increases in the manufacture of light commercial vehicles, trucks, 
and bus chassis being particularly large (see table 87). This dynamism 
was due to the increase in exports of motor-vehicles of this type 
and the increasing use being made of them in the regional development 
and settlement programmés in the country. 

In the chemical industry - another sector which showed vigorous 
expansion - the highlights were the progress achieved in the 
petrochemical branch, both in the building-up of the producing complex 
in Sao Paulo and the programming of the complex to be established in 
the Northeast. 

Output of petroleum products increased by 19*2 per cent compared 
with 1972, bringing production to a total of 4-5,211,000 cubic metres, 
over 90 per cent of which was produced by Petrobrâs. For this purpose 
41,030,000 cubic metres of crude had to be imported (i.e., approximately 
80 per cent of the crude consumed in the country). While the 
petroleum crisis did not affect the supply of the imported quantities 
referred to, the average price of the petroleum bought by Brazil rose 
by 25 per cent, as already mentioned, and it is expected that the 
price paid in 1974 will show a relatively large increase also. 

(iii) Other sectors of production. The constructions sector 
grew by 15.4 per cent, i.e., faster than in previous years. The 
production of cement increased by about 18 per cent, but the sector 
had to face certain shortages of other essential inputs, mainly wood 
and iron and steel products, and the prices of these also rose 
considerably. The supply of unskilled labour, which is extensively used 
in this sector began to display some rigidity towards the end of the 
year and this led to a rise in the hourly wage, particularly in the 
State of Sio Paulo. / î a W e g ? 
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.Table 8? 

BRAZIL; OUTPUT OF MOTOR VEHICLE INDUSTRY 
(Units) 

1972 1973 Percentage 
variation 

Passenger cars 408 712 456 077 11.6 
Light commercial 
passenger and goods 
vehicles 100 114 143 952 43.8 

Utility vehicles 4 405 6 149 « 13.8 
Light trucks 39 383 51 999 32.O 
Trucks 50 153 64 890 29.4 
Buses (complete) 1 872 2 033 8.6 
Bus chassis 3 346 4 035 20.6 

Total 608 985 729 135 19.7 

Sources National Automobile Manufacturers* Association. 

The installed capacity for generating electrical energy 
rose to 16,069 MW - an increase of 19 per cent over 1972 - while 
it is estimated that the consumption of electrical energy increased 
by around 15 per cent. 

Finally, the transport and communications sector showed 
an overall growth rate of 14 per cent. 

/ 
/COLOMBIA 
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COLOMBIA 

1. Recent economic trends 
I • IWII IMII.Ĥ W I •<•• I » 

In the last two years there has been a district change in 
the growth rate of the Colombian economy. From 1965 to 1971 the 
gross domestic product increased at the rate of 5-7 per cent 
annually, except in 1970 when the rate rose to 6.7 per cent. In 
1972 however, the product increased by 6.8 per cent, and this 
rose to 7«3 per cent during 1973 (see table 88). 

The economic evolution of the country has been very 
sensitive to changes in external economic relations. The greater 
increase of the product in 1970 was related to a rise in coffee 
prices, which increased the value of exports by 17 per cent, and 
the movement of the last two years has also coincided with unusual 
increases in the value of exports of 2k per cent in 1972 and 
kk per cent in 1973. 

These facts produced very favourable changes in domestic 
economic activity, but they also caused imbalances in supply and 
demand which were reflected in bigger increases in domestic prices.' 

In only two years (from 1971 to 1973) the value of exports 
of goods rose from 755 to 1,3V? million dollars. An increase of 
28 per cent in unit values and 13 per cent in the quantum exported 
contributed to the considerable increase in 1973« It may be noted 
that in 1972 the quantum increased by 14 per cent. 

The value of imports, which had declined in 1972, increased 
hy 31»5 per cent in 1973, when the prices of imports increased by 
18 per cent. The difference between the increases in import and 
export prices improved the terms of trade (although these remained 
below the 1970 level), and this gave an 8 per cent increase in 
gross earni$gs. 

/Table 88 



Table 88 

COLOMBIA« TOTAL SUPPLY AND DEMAND 

Millions of pasos at I960 ; prices Structure (pes •oentagss) Annual growth rate (peroentages) 

I970 I97I 1972 1973 I965 1970 1973 y 1965-1970 1971 1972 1973 y 

Total supply 312,0 54 153„4 56 578,1 60 770,7 1X2.1 U h i 113.1 6»1 5*1 îki TA 

Gross domestic product 523.5 46 967.4 50 093.2 53 750.O 100.0 100,0 100.0 5.8 5,5 6.8 7.3 
"""Imports b/ 6 788.5 7 186.0 6 484.9 7 020.7 12.1 15.2 13.1 10.7 5.9 -9.8 8.3 

Total demand ? ! 56 578.1 óo 770,,7 112,1 115*2 113.1 hi là 
Exports b/ 6 286.1 6 575.6 7 302.2 8 152.5 20,2 14.1 15.2 5.5 4.9 ll.o 11.6 
Gross domestic Investment 8 872.0 9 734.8 9 642.9 • *«> • 17,8 19.9 * • • 8.1 9.7 -0.9 • t» 

Cross fixed investment 7 922.1 8 468,4 8 624.5 9 487.0 I5.3 17.8 17.6 9.0 6.9 1.8 10.0 

Construotlon 4 839.2 5 152.8 5 219.9 9.0 10.9 9.8 6.5 1.3 ... 
Machinory and equipment 3 082.9 3 315.6 3 485.6 7.3 6.9 • •• 7.7 7.5 5,1 ... 

Total consumption 36 171.9 37 843.0 39 633,0 42 011,0 80.0 81.2. 78,2 6.1 4.6 4.7 6.0 
General government 3 021.1 3,735.2 3 189.3 3 374*3 6.4 6.8 6.3 6.9 23.6 -14.6 5.8 
Private 33 150.8 34 107.8 36 443.7 38 636.7 73.6 74.4 71.9 6.0 2.9 6,8 6.0 

Sourcest 1965-19728 ECLA oalowlations based on figures supplied by the Bunoo de la Rspiiblloa de Colombia} 1373« estimates based on 
prellminazy data from the same source and from the National Department of Planninga 

Motet The figures for exports and imports of goods and services were taken from balance of payments data expressed in dollars at Current 
prices, which were oonverted to constant I960 values by deflation, using prioe Indexes calculated by SOLA for the purpose« 

a/ Preliminary figures. 

b/ Goods and sarvloas, excluding factor payments» 
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The greater growth of exports compared with imports left a 
positive trade balance which helped to reduce the current account 
deficit to 124 million dollars, the lowest figure since 1967. 
Although the net inflow of capital was less than that of the 
previous year, it was sufficient to cover the current deficit and 
to increase reserves by 173 million dollars. 

The increased earnings from exports meant that abundant 
imports were available during the year, and these were encouraged 
by the authorities with a view to ensuring the supply of raw 
materials and other imported inputs for industry, promoting 
imports of capital goods to increase investment and strengthening 
domestic supply through imports of foodstuffs and other essential 
consumer goods. 

Owing to the rapid increase (in terms of constant prices) 
in exports of goods and services, the domestic availability of 
goods and services increased by only 6.8 per cent in 1973 
(3»6 per cent in 1972), i.e., less than the product and less than 
imports. It was, however, sufficient to allow capital formation 
to increase by a high percentage (estimated at 10 per cent) and 
to permit a satisfactory increase in consumption (6 per cent in 
the private sector and 5«8 per cent in general government). The 
increase of 10 per cent in fixed investment represented only a 
partial recovery from the low level recorded in 1972, however. 
The investment coefficient of 17.6 per cent recorded in 1973 was 
less than those attained in 1970 and 1971, and much lower than 
those recorded in 1960 (20.7 per cent) and 1964 (19 per cent) 
(see table 88). 

The generally high prices being offered on the international 
markets constitute a powerful incentive to increase exportable 
production, and the Government therefore temporarily prohibited 
the export of some commodities whose supply in the domestic 
market was not ensured. 

In 1973 the sectors which grew most rapidly among the 
goods-producing and basic services activities were manufacturing, 

/construction and 
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construction and the generation of electricity» In the services 
sector, only commerce and financial activity attained a high rate 
of growth, around 10 per cent (see table 89)0 All the sectors 
mentioned - except construction - recorded growth rates similar 
to those of the previous year« 

Agriculture continued to be the most important activity in 
the country, although its share in the product has been losing 
relative importance and has declined from 31 per cent in 1965 to 
less than 28 per cent in 1973» According to figures which are 
still provisional, the agricultural product would appear to have 
increased by 4.8 per cent in 19735 a growth rate which may be 
deemed satisfactory when it is considered that an exceptionally 
harsh summer was followed by a hard winter which affected output 
and prevented many commodities from taking better advantage of 
the high prices® 

The economic elements indicated were compounded by the 
accelerated increase in domestic prices due to the incorporation 
of a new pressure factor: imported inflation. This situation 
caused great concern to the economic authorities and led them 
to concentrate their policy measures on the control of inflation. 

The increases in consumer prices, which were between 11 and 
12 per cent in 1971, rose to 13-14 per cent the following year, 
but in 1973 there were increases of 19.6 per cent in the 
consumption costs of salaried employees and 22 per cent in those 
of workers. The process speeded up for both groups between March 
and May, but then slowed down as the market was supplied with 
more abundant harvests and increased imports. The food component 
of the price index, for its part, recorded a steeper trend of 
around 28 per cent. 

/Table 99 



Table 89 

COLOMBIA! GROSS DOMESTIC PRODUCT AT FACTOR COST, BY SECTOR OF ECONOMIC ACTIVITY 

Millions of pesos at i960 prices Structure (percentages) Annuel growth rate (percentages) 

1970 1971 1972 1973 2/ 1965 1970 1973 a/ 1965-1970 1971 1972 1973 e/ 

Agriculture 12 377.5 12 687.3 13 385.4 14 028.6 31.1 2 %7 27.8 4.8 2.5 5.5 4.8 
Mining 1 295.6 1 235.5 1 161.6 1 112.8 3,8 3-1 2.2 1.5 -4.6 -6.0 -4.2 
Manufacturing 7 753.0 8 370.1 9 208.4 10 110.8 18,0 18.6 20,0 6.4 7.9 10.0 9.8 
Construction 1 837.8 1 967.5 2 003.0 2 225.3 3.3 4.4 4,4 12.3 7.1 1.8 11.1 

Subtotal goods 2 3 269.9 24 260.4 25 758.4 27 477.5 Shi 51+ii hi Ikl ill 6*2 
Eleotrioity, gas and water 519.0 570.8 648.7 738.9 1.1 1.2 1.5 8.5 10,0 13.7 13.9 
Transport and communications 3 108.7 3 308.4 3 549.7 3 779.2 7.2 7.4 7.5 6.6 6.4 7.3 6.5 
Subtotal baeio services 3 627.7 I 879.2 4 l?8t4 4 518.1 ill M. M M hi ( U Z t i 

Commeroe and flnanoe 7 254.3 7 782.3 8 493.4 9 311.1 16.7 17.4 18.5 6.6 7.3 9.1 9.6 
Gove rnment 2 344.5 2 503.3 2 608,2 2 759.5 5.9 5.6 5.5 4.9 6.8 4.2 5.8 
Ownership of dwellings 2 454.4 2 628.2 2 782.7 2 949.7 5.9 5.9 5.8 5.8 7.1 5.9 6.0 

Miscellaneous services 2 780.7 2 985.6 3 222.8 3 438.7 7.0 6.7 6.8 4.7 7.4 7.9 6.7 
Subtotal other services 14 833-9 15 899.4 17 107.1 18 459-0 2hl 2hl 5.8 hi 7A hi 

Total 41 5 5 7 « o 833.5 46 828.4 50 2 4 6 , 9 100.0 100.0 100.A hi hi 6.8 2*1 

Souroes» I965-I972» EC LA calculations based on figures supplied by the Banco de la ReptSbllca da Colombia; 1973« estimates based on 
preliminary data supplied by the same source and the National Department of Planning, 

Notes As the individual activities and the totals were oaleulated independently, the sum of the former does not correspond exactly with 
the latter, 

a/ Preliminary figures. 
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So as to offset the decline in real wages caused by the 
rise in prices, the National Wages Council established new 
minimum wages for a larger sector of the workers: thus, wages 
in the primary sector increased by 60 to 77 per cent according 
to the region? those in manufacturing increased by 39 to 
4-5 per cent, and in the remaining sectors the increases were 
between 36 and 46 per cent. 

inflation in 1973 occurred in the economic context of real 
growth in output, rapid expansion in external demand, and an 

s. 
2.ncrease in domestic demand as a result of the unusually high 
earnings from exports. The various causes which normally 
produced these increases were joined in 1973 by others coming 
from abroad. The high prices paid for imports (18 per cent above 
1972 prices) were transferred directly to domestic production 
costs and to the prices of food, which had to be imported to a 
greater extent to offset deficits in production. In addition 
to these higher prices for imports, there were also variations 
in the dollar exchange rate during the year which meant a 
7 . 8 per cent devaluation of the Colombian peso. 

From another point of view, however, the high external 
prices constituted a powerful incentive for Colombian exports, 
and since these include commodities of great importance in the 
domestic market, such as meat, cotton, sugar, hides, etc., the 
Government was obliged to prohibit temporarily the export of 
some commodities in order to ensure domestic supply. The 
measures aimed at promoting an increased inflow of imports had 
a similar objective, and the import control system was 
considerably liberalized to this end, import duties on some 
materials and foodstuffs being reduced so as to soften the effect 
of external prices on domestic costs. 

The considerable increase in international reserves during 
the year (173 million dollars in gold and foreign currency) 
helped to expand the means of payment. In order to offset this 
expansion, import payment arrangements were tightened up and the 

/system of 
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system of prior deposits was changed for that of advance payments, 
which became an effective instrument for reducing the, money supply. 

The means of payment grew by 29 per cent in 1973, but the 
increase in the money supply, which also includes saving 
deposits and constant purchasing power certificates (UPAC) for 
housing loans, was much greater (40 per cent up to the end of 
September). However, the effects of the expansion of the means 
of payment on prices were partly attenuated by the decline in 
the multiplier factor of the means of payment from 1.80 in 1972 
to 1.73 in 1973 as a result of the increase in the rates of cash 
reserves and the limitations on bank placements. 

2» The external sector and the balance of payments 

(a) External transactions 
The sharp kk per cent increase in exports of goods and the 

increase of slightly over 30 per cent in imports formed the most 
important economic fact in 1973» because of their importance for 
other economic activities. The previous year exports of goods 
had also increased by a considerable amount (24 per cent), so 
that in only two years their value increased from 755 million 
dollars (1971) to 1,347 million (see table 90). 

The unusually high levels reached by prices on the 
international market affected Colombia through increases of 
around 28 per cent in the unit value of its exports and 
18 per,cent in the unit value of imports. The difference in the 
growth of these two unit values led to a considerable improvement 
in the terms of trade, although these did not reach the levels 
recorded in 1964 and 1970, when coffee prices were very favourable 
and import prices did not increase much. 

/Table 82 
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Table ?0 

COLOMBIA: BALANCE 0? PAYIEKTS 

(Millions of dollars) 

1970 1971 1972 1973a/ 

Current account 
Exports of goods and services 1 000.0 584.0 1 17"+. 8 1 627.9 
Goods FOB 788.0 755.0 935.9 1 3^6.9 
Services 212.0 229.0 238.9 201.0 
Transport 95.0 106.0 107.5 133.9 
Travel 54.0 69.0 74.9 84.4 

Imports of goods and services 1 149.0 1 260,0 1 206.3 1 541.6 
Goods FOB 802.0 878.0 815.4 1 072.4 
Services 347.0 382.0 390.9 469.2 
Transport 163.0 192.0 184.6 234.0 
Travel 66.0 72.0 73.8 84.4 

Net external investment lncoae -180.0 -176.0 -136.7 -213.5 
Profits -91.0 -71.0 -74.9 -92.9 
Interest -89.0 ' -105.0 -111.8 -120.6 

Net private transfer peynents -1.0 3.0 1.1 3.6 
Balance on ourrer.t account -330.0 -449.0 -217.1 -123.6 

Capital account 
Net external financing (a+b+o+d+e) 330.0 445.0 217.1 123.6 

(a) Net external non-ooinpensatory capital 405.0 383.0 253.9 
Direct investraant 43.0 43.0 35.8 
Lone- and mediiaa-teru loans 308.0 290.0 413.6 
Amoi'tisiiAion peynents 

Short-term liabilities 
-121.0 

138.0 

-144.0 
163.0 

-162.9 
-66,2 » 307.0 

Official transfer pcyaents 37.0 31.0 33.4 
(b) Domestic non-con?ensatory capital or assets -36.0 -12.0 -3.3 
(o) Errors and omissions -18.0 55.0 91.3 J 
(d) Allocation of Sill's 21.0 17.0 18.5 -
(e) Net compensatory financing (increase-) -42,0 6.0 -143.3 -183.4 

Balanoe-of-payuents loe-iis, trade arrears, • 

Ei3? loans and other liabilities of the 
nonotary authorities 42.0 55.0 30.4 1.2 
Amortization psjuieats -87.0 -42.0 -68.4 -12.1 

Movements of foreign exchange reserves (increase-) 2.0 -2.0 -95.5 -119.5 
Movements of gold reserves (increase-) 1.0 3.0 - -47.0 
SDK's (increase-) - -8.0 -9.8 -6,0 

Sourc&i DIP, Balance of Pac'aents Yearbook, 
a/ Estimates based on official statistics. 

/During 1973» 
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During 1973, coffee continued to lose relative importance 
as the main export product. The value of coffee exports is 
estimated to have increased by approximately 40 per cent, from 
429 million dollars in 1972 to around 600 million, but other 
exports - among them some new and very promising commodities -
appear to have increased by 48 per cent, thus continuing with 
the rapid expansion which they have undergone in the last two 
years and which has brought them to over half the total value 
of exports of goods. 

According to the registers of approved exports, 406,000 tons 
of coffee were sold in 1973 (4 per cent more than in 1972) at an 
average price which was 34 per cent higher. On the New Ydrk 
market, mild Colombian coffees reached their peak price towards 
the middle of the year, when prices were 42 per cent above the . 
level of June 1972. 

The coffee-producing countries have been concerned over the 
last year to establish machinery which will enable them to 
regulate the marketing of this product and exercise some influence 
on the international market. With this in mind, they decided to 
retain 10 per cent of the volume of their sales so as to reduce 
the world supply, maintain high prices, and build up a buffer 
stock for the organization in which they have grouped themselves. 
With the same aims in view, the Colombian authorities increased 
from 35 to 39 per cent the quantity of "diploma" coffee which the 
exporter has to deposit in the National Coffee Fund for each sack 
of "first grade" quality which he exports. 

Important among the other major export products were textiles, 
including fibres with cotton as the main component, yarn, fabrics 
and other manufactures. The value of textile exports in 1973 
exceeded 130 million dollars, which represents an increase of 
50 per cent. 

The most notable growth, however, was observed in exports 
of emeralds. Between 1971 and 1972 the value of exports of these 

/stones increased 
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stones increased from 6 to 40 million dollars, and in 1973 it is 
estimated to have reached 80 million, thanks to the considerable 
increase in their price abroad. 

Another product where exports have latterly increased at a 
rapid rate is meat: between 1970 and 1972 exports rose from 
8,000 to 24,000 tons net, while the value rose from 4.6 to 
21 million dollars. This increase was inversely proportional to 
exports of livestock on the hoof, which declined from 92,000 head 
in 1970 to 50,000 in 1972 and from 17 to 11 million dollars in 
value. In 1973, the value of exports of meat increased much more, 
because of the rise in prices and the gradual replacement of 
animal carcasses by boned meat and special cuts. 

Between 1972 and 1973 there was also a notable increase in 
exports of Chemical products (from 15 to 30 million dollars), 
metal manufactures (from 11 to 26 million dollars) and yood and 
wood products (from 7 to 14 million dollars). 

Exports of many other basic commodities said manufactures, 
though -still of slight importance individually, have increased 
rapidly in recent years. 

In contrast, however, exports of such important commodities 
as petroleum and fuels have shown a distinct decline in recent 
years. Crude oil exports have fallen from 21 million barrels in 
1970 to around 16 million in 1973, and it is assumed that in 1974 
the decline will be even greater because of the downward trend of 
production and the rapid increase in domestic sonsumption. 

During the year Colombia's trade with other countries of 
the region showed considerable dynamism. Exports to the other 
countries of the Andean Group increased by more than 80 per cent 

i 
in 1973 to around 100 million dollars, but exports to the 
remaining countries of LAFTA declined by half. As regards imports, 
those from the Andean Group also increased by more than 80 per cent, 
to a total value of 70 million dollars. 

Total imports of goods increased from 815 to 1,072 million 
dollars between 1972 and 1973, particularly on account of the 
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considerable increase in imports of foodstuffs and raw materials 
for industry. The Instituto de Mercadeo Agropecuario (IDEMA) 
imported 533,000 tons of foodstuffs costing 71.6 million dollars 
in 1973: more than twice the total for the previous year. 
(b) The balance of payments 

The fact that exports increased more than imports considerably 
improved the trade surplus, which rose from 120 million dollars in 
1972 to 275 million in 1973 (in 1971 there was a deficit of 
123 million dollars). The increased trade surplus enabled the 
current account deficit to be reduced from 217 to 124 million 
dollars, although net expenditure on freight and insurance amounted 
to 100 million dollars (77 million in 1972) and net remittances of 
profits and interest amounted to 214 million, 27 million more than 
the year before. 

As regards movements of non-compensatory capital, net income 
was about 40 million dollars lower than in 1972, but as a result of 
the reduction of the current account deficit the inflow of such 
capital was sufficient to produce a balance of payments surplus 
of 183 million dollars before compensation, which improved the net 
position of the monetary authorities and increased reserves of gold, 
foreign exchange and Special Drawing Rights by 173 million dollars 
(see table 90). 

Thanks to this increase in international reserves it was 
possible to reduce external liabilities, mainly those of a short-
and medium-term nature, and it was not necessary to use a stand-by 
credit of 24 million dollars from the International Monetary Fund 
or seek any allocation of Special Drawing Rights. 
(c) External trade policy measures 

The external trade policy pursued during 1973 was designed 
to counter the effect of the considerable increase in international 
prices and domestic costs and prices and to make the export of 
commodities essential for domestic consumption subject to the 
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previous satisfaction of local needs* There was therefore a 
tendency to liberalize the import system and the policy to promote 
new exports was modified. 

Among the most important measures adopted with these 
objectives in view may be mentioned the temporary prohibition of 
exports of certain commodities - mainly agricultural products -
which were scarce on the domestic market or were receiving domestic 
subsidies. Three categories of products were established for this 
purpose: those whose export was prohibited, those requiring previous 
authorization, and those which could be freely exported. 

The system of advance settlement for exports other than coffee, 
which was intended to provide exporters with financial resources, 
was suspended and replaced with increased domestic credit through 
the Fondo de Promoción de Exportaciones or the commercial banks, 
which were authorized to grant loans for working capital to 
enterprises producing, storing or exporting commodities other than 
coffee and petroleum. 

In addition, changes were made - depending on the amount of 
the transaction and the type of products exported - in the amounts 
and time limits for negotiating the tax credit certificates (CAT) 
which exporters receive when they turn in the foreign currency coming 
from their sales abroad. These certificates are used for paying 
taxes and may be negotiated freely within a specific time limit, 
which was extended in 1973 to eleven months. The amount of the 
CATa was also modified according to the value added in the 
commodity exported. 

Also with the aim of ensuring adequate domestic supply, 
imports requiring advance authorization were liberalized to a 
large extent and the tariffs on imports of raw materials and other 
inputs for domestic industry were reduced in order to counter, 
even partially, the effects of high external prices on costs. The 
monthly foreign exchange budget for imports was raised from 80 to 
85 million dollars, and to 120 million dollars towards the end of 
the year, while advance deposits for imports were replaced with 
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a system whereby a varying proportion of the value of the import 
requested (depending on the type of product) must be put down for 
later use in payment of the import. These measures were aimed at 
using the growing inflow of foreign exchange without increasing 
international reserves excessively, thus checking the effects on 
the means of payment and increased demand, which encourage 
inflation. 

3- Major sectors of activity 

(a) Agricultural production 
During the first part of 1973, agriculture suffered from the 

effects of a serious drought which continued from the previous 
year, and this was followed by heavy rains in the second half of 
the year, but even so the preliminary figures indicate an increase 
of 4.8 per cent in the agricultural product, which is only slightly 
down on the 1972 percentages and is similar to the average for 
1965-1970. 

The area under cultivation has been extended little in 
recent years, and it is estimated that in 1973 13 per cent of the 
land normally given over to seasonal crops ceased to be used. The 
increases in output recorded in 1973 were therefore achieved 
through better yields, except in the case of sorghum, where the 
33 per cent increase in output was due to a 40 per cent increase 
in the cultivated area, and potatoes, where there were increases 
of approximately 10 per cent in both output and area. The 
commodities which most" increased their output through better 
yields were cocoa (10 per cent), beans (11 per cent) and rice 
(16 per cent), with smaller increases in coffee, bananas and 
wheat (see table 91). 

The biggest drops in production were in barley (-16 per cent), 
sesame (-32 per cent) and cotton (-20 per cent), but there were 
also drops in the output of maize, soya and sugar cane. 
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Table 9 1 

COLOMBIA: OUTPUT AND AfiEA UNDER CULTIVATION, BT MAD) PRODUCTS 

.Thousands of tons Thousands of hectares 

1 9 7 2 1 9 7 3 1 9 7 2 1 9 7 3 

Bice paddy 9 9 8 1 151- 258 2 9 1 

Barley 9 8 8 2 ¿ 4 

Maize 8 0 6 7 3 9 625 580 

Sorghum 2 1 0 280 8 4 1 1 7 

Wheat 6 9 7% 6 1 5 7 

Potatoes 7 8 2 870 8 5 9 4 

Tueca 1 2 8 0 l 720 I60 1 6 5 

Bananas 2 8 2 301 1 9 1 6 

Coffee 4 6 o a/ 492 y 1 0 7 0 b / 1 070 b / 

Cocoa 20 22 5 9 62 

Ordinary beans 4 3 4 8 6 9 6 9 

Soya beans 105 9 7 5 4 5 4 

Raw ootton 4 1 2 3 3 2 2 4 2 251 

Sesame 2 8 19 4 3 3 7 

Cane for refined sugar 8 1 4 800 9 8 1 0 4 

Cane for panela (coarse brown sugar) 9 0 0 8 4 0 3 0 0 300 

Sources Mlnlstiy of Agriculture, Colombian Figures with one decimal plaoe vers adjusted to the nearest 
whole number* 

a/ Estimate» 

b/ Die 1970 figure has been maintained for lack of data and beoause the crop concerned is a perennial with 
slow variation of the area sown. 
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As regards livestock production, partial data seems to 
indicate a decline in the number of cattle slaughtered, while 
exports of meat increased at the cost of domestic consumption. At 
present a programme to build up cattle stocks is in progress. 

Output of milk and pork has increased only slowly, and this 
has meant a decline in the per capita availability of these 
products. Poultry production apparently dropped in 1973, owing 
to the scarcity of raw materials for the production of poultry 
feed. 

In 1973 the Instituto de Mercadeo Agropecuario (IDEMA) 
helped to promote output through support prices and, as already 
stated, managed to reduce the inflationary pressures deriving from 
the temporary scarcity of some commodities by bringing in more 
imports. 

One of the most important agricultural promotion measures 
is the Cattle Development Plan, a practical programme aimed at 
developing the output, marketing, consumption and export of meat. 

In addition, Law NQ 5 was promulgated. This legal 
instrument is designed to orient, rechannel and stimulate 
agricultural production. Basically, it provides for the expansion 
of credit and in particular the issue by the Banco de la República 
of agricultural development bonds which banking institutions may 
underwrite to the extent of up to 25 per cent of their placements. 
These bonds have an amortization term of one year and bear an 
annual rate of interest of 8 per cent. Their product goes to 
the Agricultural Finance Fund, which is also authorized to make 
use of domestic and external credits and receive contributions 
from para-State agencies connected with the agricultural sector. 

The operations of this Fund are conducted at different 
interest rates, varying from 10 to 15 per cent according to the 
destination of the credit, while the resources are allocated 
according to the priority needs of the sector. In 1973 the 
Agricultural Finance Fund approved loans totalling 1,897 million 
pesos in respect of 640 ,000 hectares of land: i.e., for 50 per cent 
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more money and 22 per cent more land than under the programme 
approved in 1972. Nearly half of the increased funds went to 
finance rice planting, while 38 per cent was divided between 
maize, sorghum and soya beans. 

Agrarian are form during 1973 involved the expropriation of 
22,100 hectares and the acquisition of 18,155 hectares through 
direct negotiations. Latterly, the Instituto Colombiano de 
Reforma Agraria (INCORA) has been encouraging the creation of 
community enterprises instead of division into individual holdings. 

Agricultural prospects for 1974 are good. The Agricultural 
Planning Office expects a substantial increase in production, 
thanks to the increase in the area cultivated and to better 
yields. The area cultivated is expected to reach 
2,647,000 hectares, 6 per cent up on 1973« Crop farming expansion 
will take place mainly in the first half of 1974 and will cover 
1,752,000 hectares (an area 9 per cent greater than in the first 
half of 1973), and this will be reflected in the second harvest 
of the year. 

Of the area cultivated, 55 per cent will be given over to 
food crops for direct consumption, 19 per cent to industrial 
crops and the rest to raw materials and export commodities, 
(b) Mining 

The value added in mining declined for the third year 
running, after having achieved an annual growth rate of only 
1.5 per cent during the five-year period 1965-1970. In 1973 the 
decline was 4.2 per cent, which basically reflected the downward 
trend of petroleum production, only partly offset by the 
evolution of other mining products such as gold, output of which 
increased approximately 13 per cent in 1973. 

The production of petroleum dropped by 6.8 per cent during 
the year under review, and since domestic demand for liquid fuels 
increases by 8.5 per cent annually, it was necessary to cut down 
sharply on exports. 

/The constantly 



- 340 -

The constantly decreasing output of the Putumayo oilfields 
frustrated hopes that they would offset the decline in the old 
Magdalena oilfields and was a factor in the drop in crude oil exports 
from 31 to 15 million barrels between 1970 and 1972, and probably 
to only 10 million in 1973* 
(c) Manu fac turing 

The growth rate of the manufacturing product has speeded 
up in recent years. Thus, during the five-year period 1965-1970 
it increased at a rate of 6.4 per cent annually, and this rate 
rose to 7«9 per cent in 1971 and 10 per cent in 1972. In 1973, 
according to preliminary estimates, manufacturing output would 
appear to have increased by an amount (9«8 per cent) similar to 
that of the previous year. 

The dynamism of the manufacturing sector has coincided with 
i 

the rapid increase in exports of manufactures in recent years, 
especially in 1973» According to an industrial survey 44/ made 
in the first half of 1973, an estimated 8.7 per cent of manufacturing 
output was exported. 

During the year industry had ample imported inputs at its 
disposal, thanks to the greater availability of foreign currency, 
but their prices were high. 

Although the indicators mentioned show a notable increase 
in manufacturing output in 1973, the results for some individual 
commodities were less satisfactory. Thus, for example, up to 
November steel production showed a decline of 5»5 per cent 
compared with the same period in 1972j up to October the amount 
of petroleum processed in the refineries was no greater than in 
1972, and items suph as cement, caustic soda, and the amount of 
electricity generated for industrial use showed increases of 
between 5 and 7 per cent. 

44/ FEDESARROLLO, Industrial Survey, 1973» 
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(d) Construction 
In 1973» construction showed a rapid recovery and its growth 

rate increased by 1.8 per cent over 1972 to 11 per cent. Up to 
September, data for the six largest cities in the country indicate 
that the area constructed had increased by 24 per cent. For the 
country as a whole, it is estimated that in the course of the year 
5.7 million square metres were constructed: an increase of 
slightly more than 30 per cent over 1972. 

It is also estimated that around 12,000 million pesos were 
invested in building during the year and that building credits 
were granted for a total of 8,500 million pesos, of which, 
3,300 million came from loans granted by the Savings and Housing 
Corporations. The operations of these Corporations expanded 
considerably during 1973, and by the end of the year they had 
approved further loans for another 7,000 million pesos. The 
savings attracted, which stood at 187.8 million pesos in 
December 1972, amounted by September 1973 to 3,478 millions, 
thanks to the interest aroused by the system of constant value 
savings (UPAC). 
(e) Other sectors . 

In basic services, a marked difference is to be observed 
between electricity, gas and water services, whose growth rate 
had been following a continuous upward trend (13«9 per cent in 
1.973), and transport and communications services, which grew in 
the five-year period 1965-1970 and in the last few years (except 
1972) at the rate of approximately 6.5 per cent annually. 

As regards the other services, the only increase of note 
in 1973 was in commerce and financial services (9.6 per cent). 

4. The reduction of the fiscal deficit in 1973 

The tendency of the fiscal deficit to grow at a rapid rate 
(in 1972 it was 2.2 times larger than in the previous year) was 
checked in 1973» when the deficit was reduced by 35 per cent (see 
table 92). 
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Table 92 

COLOMBIA» NATIONAL GOVERNMENT INCOiE AND IXKNDITURE 
(Millions of pesos) 

1972 1973 
Variation 

1972 1973 (percentages) 

Current income 16 093 20 075 24.7 

Direct taxes 8 022 9 188 14.5 
Inoome tax and oomplementaiy taxes 7 624 3 766 15.0 
Cattle tax 159 137 -9.3 
Inheritance 216 257 19.0 
10 $6 land surcharge 23 28 21.7 

Indirect taxes 8 388 11 387 35.8 
Customs and surcharges 2 748 3 603 31.1 
3 $ CIP 338 ,446 31.9 
Exchange profit tax 940 2 000 112.8 
Gasoline 1 353 1455 7-5 
Sales 1 933 2 460 27.3 
Stamp tax 1 040 1 375 32.2 
Other 36 48 33.3 

Non-tax inoome 806 956 18.6 
Less CAT a/ and CDT b/ -1 123 -1 456 29.7 

Current expenditure 11 ??7 1? ??2 2 M 

Operating expenditure 10 360 12 519 20.8 
Interest on the debt 1 037 1 473 42.0 
Internal 631 690 9.4 
External 406 783 92.9 

Carrent aocount surplus 4 696 6 083 - Usi 

Investments 8J62 8 458 1.2 

Financing of defioit 2-661 2J21 *35.2 

External oredit 4 102 3 974 -3.1 
AH) 1 Counterpart funds 517 216 -58.2 

AID: Sectoral funds 1194 1 586 32.8 

IBRD: Highways 261 124 -53.5 

IBRD: Programme 113 230 103.5 

IBRD: Education - 20 -

IDBs Highways 242 149 -38.4 

Resources under Law No 3/72 1 775 1 549 -12.3 

Resources under Decree 294 - 100 -

Domestic oredit 1 428 1796 25.8 

Development bonds 1 077 1367 2.69 

Bends Issued under law No 21/63 243 343 41.2 
Constant value bonds 80 86 -3.4 
Other 28 - -

Credit from Banco de la Repfibllca 800 lOo -«7.5 
. Amortization -2 695 -2 569 -4.7 

External debt -811 -1 031 27a 

Internal debt -1 884 -1 538 -18.4 
Adjustments +30 -926 -

Sou roe: EC LA, en the basis of data provided by the Tesoreria General de la Raptiblica. 
f/ CAT: Tax Credit Certificates, 
b/ CDT: Tourism Development Certifioates. 
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This favourable turn in the financial situation of the Treasury 
was caused by an increase in current income (24.7 per cent) which was 
greater than that in expenditure (l3«6per cent). Payments of 
profits and interest on investments, in particular, only increased 
by 1.2 per cent, despite the devaluation of the Colombian currency 
which is implicit in these increases. 

Current expenditure increased by 22.3 per cent - although 
operating expenditure only increased by 20.8 per cent - while 
interest on the public debt increased by 42 per cent, mainly as a 
result of higher interest payments on the external debt, which 
were nearly double those of the year before. 

The largest increases in current income came from indirect 
taxes (35«8 per cent), mainly currency exchange profits} taxes on 
external transactions increased by slightly over 31 per cent. 
Direct taxes, however, including income tax, which is the principal 
among them, increased by only 15 per cent. 

The fiscal deficit of around 2,380 million pesos was financed 
to a slightly larger extent with gross external credit (65 per cent 
in 1972 and 67 per cent in 1973), but in absolute terms the 
proportion of such credit was lower. There was a considerable 
drop in the proportion financed by the Banco de la República, which 
fell from 12.6 per cent in 1972 to less than 2 per cent, but financed 
through development bonds and bonds issued under Decree 21/63 
incrc-ased its relative contribution from 21 to 29 per cent. 

Finally, the amortization of the public debt absorbed a very 
high proportion of the loan income in 1973: 26 per cent of the 
external credit and 81 per cent of the domestic credit. 
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COSTA.RICA 

1. Recent economic trends 

Costa Rica's rate of economic expansion declined in 1973, when 
it registered an increase of only 3-9 per cent which, while slightly 
higher than that of the population, was lower than the growth of the 
gross domestic product 5 per cent annual average recorded during the 
previous three years (see table 93)« 

Inflation was aggravated by a set of domestic and external 
factors and had a decisive effect on the trend of the main macroeconomic 
variables. The wholesale price index. kp/ showed an average increase 
of almost Ik per cent during the first ten months of the year, 
compared with one of 4.1 per cent during the same period in 1972. 

The domestic factors included the lack of flexibility of supply, 
especially of agricultural products for domestic consumption, combined 
with the incentive which higher world prices signified for the 
export of traditional products. In the first place, there was a 
further decline in the production of basic grains which had already 
dropped drastically owing to the drought, since it was more 
profitable to grow other crops or engage in other agricultural 
activities geared to external markets; secondly, much of the world-
wide increase in prices was passed on to the domestic consumer; the 
liquidity of the economy was maintained through the increased monetary 
supply deriving from the external sector, which tended to encourage 
excessive demand and, in view of the prevailing economic situation, 
to provoke the above-mentioned increase in prices, as well as having 
less marked repercussions on imports and only a very slight positive 
effect in the form of larger production of goods and services. 

The available consumer price index only goes up to December 1970. 
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Table 93 

COSTA RICAS TOTAL SUPPLY AND DEMAND 

Millions of oolones at i960 prices Structure (percentages) Annual growth rate (percentages) 
1970 1971 1972 1973 2/ 1965 1970 1973 2/ 1965-1970 1971 1972 1973 y 

Total supply 7 344.2 7 7iM 8 012.0 8 301.6 132.6 138.1 137.3 2il hi hi hi 
Gross domestic produot 5 318.9 5 531.7 5 808.3 6 034.8 100.0 100.0 100.0 6.9 4.0 5.0 3.9 
Imports b/ 2 025.3 2 180.1 2 203.7 2 266.8 32.6 38.1 37.3 10.4 7.6 1.1 2.9 

Total demand 7 344.2 7 711.8 8 012.0 8 301.6 132.6 128*1 137.3 hi hi hi hi 
Exports b/ 1 394.6 1 493.1 1 743.4 1 810.2 19.4 26.2 30.0 13 .7 7.1 16.8 3.8 
Gross domestic investment 1 386.6 1 407.1 1 287.4 1 362.4 27-5 26.1 22.4 5.8 1.5 -8.5 5.8 
Ones fixed investment 1 132.4 1 220.6 1 272.4 1 342.4 21.9 21.3 22.1 6.4 7.8 4.2 5.5 
Public 25I.9 304.9 320,1 342.5 5.8 4.7 5.6 2.8 21.0 5.0 7.0 
Private 880.5 915.7 952.3 999.9 16.1 16.6 16.5 1 7.6 4.0 4 .0 $.0 

Total consumption 4 563.0 4 811.6 4 981.2 5 129.0 -85.6 85.8 85.0 7.0 5.4 3.5 3.0 

General government 718.7 77?. 6 828.1 877-8 13.1 13.5 14.5 7.6 8.2 6.5 6.0 

Private 3 844.3 4 934.0 4 153.1 4 251.2 72.5 72.3 70.4 6.9 4.9 3.0 2.4 

Sources: I965-I972: ECLA calculations based on figures supplied by the Central Bank of Costa Rloa; 1973: &CLA estimates based on preliminary 
' data from the same souroe. 

Note: The figures for exports and imports of goods and services were taken from balanoe of payments data expressed lit dollars at ourrent 
prioes, which were converted to constant i960 values by deflation, using price Indexes calculated by ECLA for the purpose. 

a/ Preliminary figures. 

b/ Goods and services, excluding factor payments. 
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The external factors that contributed towards inflation 
include a small increase in imports - almost 3 per cent in 1973 
compared with 1.1 per cent in 1972 - and the steady increase in 
their cost (15 per cent). The expansion of imports was partly due 
to the inadequate domestic production of basic grains, the need to 
make advance purchases of raw materials owing to general world 

\ 

shortages, the continued high investment of the public sector and 
the relative increase in private investment, and probable 
speculation in the form of advance purchases of essential goods in 
anticipation of a possible unification of exchange rates at a higher 
level than before. 

The growth in global expenditure on consumption dropped from 
3.5 per cent in 1972 to 3 per cent in 1973« A similar trend was 
apparent in general government and private sector expenditure. 
Taking into account the increase in the population, per capita 
consumption thus remained at virtually the same level as in 1972. 

The expectation of higher profits as a result of substantial 
price rises, exchange incentives and credit facilities caused private 
capital expenditure to rise by 5 per cent compared with 4 per cent 
in 1972, most of the expenditure being channelled into agricultural, 
industrial and commercial activities (see table 93). The Government 
continued its efforts to widen and strengthen the basis of the 
country's economic development in 1973» by encouraging capital 
formation, which increased its rate of growth from 5 per cent in 
1972 to 7 per cent in 1973» when it amounted to 343 million coloiaes 
at i960 prices. A major factor in this increase was the work carried 
out by public sector agencies, such as the Costa Rican Electricity . 
Institute with its telecommunications and hydro-electric energy 
projects (Cachi and Tapanti) and electrical energy programmes in 
the rural area (Guanacaste and LimSn), the National Water Supply 
and Sewage Disposal Service (SNAA), which carried out sanitary 
improvements under a plan covering five cities, and such other 
institutions as the Costa Rican Social Security Fund. 
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The agricultural product rose by 3«5 per cent thanks to the 
exportable production, since production for domestic consumption 
declined in volume owing to the relatively less favourable prices 
(see table 94). 

The industrial sector recovered somewhat with an expansion of 
7 per cent compared with 1972's 5.5 per cent, thanks to credit 
facilities and to greater competitiveness as a result of the new 
exchange rate that came into force at the end of 1972. 

The growth of the manufacturing sector was mainly attributable 
to the improvement of its trade relations with Central America. In 
the first place, exports to the sub-region were encouraged by the 
higher rate of exchange; in particular, exports of manufactures, 
most of which went to Central American countries, expanded by . 
almost 33 per cent. At the same time, imports from the 
sub-region were cut back in view of their higher cost, and this led 
to an expansion in the demand for domestic products. In some branches 
of industry, installed capacity was more fully employed than in the 
past 46/ and bottlenecks occurred in the supply of certain products, 
not only as a result of increased demand - both externally and 
domestically - but also because of the relatively low level of 
industrial investment in the past. The lack of flexibility in the 
supply of industrial goods further aggravated inflationary pressures. 

Given the situation described above, the prospects for industrial 
investment plans aimed at expansion, complementarity, integration of 
processes and creation of new plants are more promising, especially 
as regards the projects connected with glass, cement, textiles, leather 
and shrimps which are to be implemented from 1974 onwards. 

According to the periodic industrial survey carried out by the 
Central Bank, the percentage of enterprises with idle capacity 
has been gradually declining since 1971. 
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Table 
COSTA filCAi GROSS DOMESTIC PRODUCT AT FACTOR COST, BY SECTOHS OF ECONOMIC ACTIVITY 

Millions of oolones at i960 prloes Structure (peroentages) Annual growth rate (percentages) 
1970 1971 1972 1973 y 1965 1970 1973 y 1965-1970 1971 1972 1973 s/ 

Agriculture 1 078.2 1 126.7 1 157.1 1 197.5 24.9 22.8 22.0 5.0 4.5 2.7 3.5 
Mining y y y y y y y y y y y 
lianufaoturing b/ 931.0 986.9 1 041.2 1 114.1 17.5 19.7 20.5 9.5 6.0 5.5 7.0 

Construction 228.8 247.1 264.4 5.4 4.8 • • • 4.8 8.0 7.0 • • * 

Subtotal goods 2 238.0 2 360.7 2 462.7 2 584.? 47.8 4 ^ 1 47.7 hi kiï 
Electricity, gas and water 86.9 95.6 106.0 • ©# 1.6 1.8 • • • 9.8 10.0 11.0 • • • 

Transport and communications 216.6 226.6 240.2 • • • 4.4 4.6 • • • 7.6 4.6 6.0 • • • 

Subtotal basic services 303.5 322.2 346.3 t • » 6 a 6J4 • • » hl 6.2 hi 
Commerce and finance 784.1 825.3 876.7 • • • 15.1 16.6 8.9 5.3 6.2 • •t 

Government 541.5 571.3 608.4 • • • 11.0 11.5 • • • 7.8 5.5 6.5 • • • 

Ownership of dwellings 367.1 377.4 388.7 • • • 9.3 7.7 3.2 2.8 3.0 • • • 

Miscellaneous servioes 494.6 504.5 524.7 10.7 10.5 • • • 6.4 2.0 4.0 • • • 

Subtotal other servioes 2 187.3 2 278,5 2 358.5 • • » 46.1 itiii • • • M 4.2 hl » •• 

Subtotal servioes 2 490.8 2 600.7 2 744.8 2 832.7 52,2 52.7 52.3 hi M hl 
Total 4 735,0 4 924.4 5 175.4 5 377.2 100,0 100.0 100.0 £i2 Üi2 hl hl 

Souroest I965-I972: ECLA calculations based on figures supplied by the Central Bank of Costa Rioa; 1973: EC LA estimates based on preliminary 
data from the same source. 

Note: As the individual activities and the totals were calculated independently, the sum of the former does not correspond exaotly with 
the latter. 

a/ Preliminary figures. 

b/ Mines and quarries included under manufacturing. 
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An important step forward was the formulation of the national 
medium-term development plan for 1974-1978, which is designed to 
overcome obstacles and lead the country into a new phase of economic 
and social development» Specifically, it sets out to alleviate 
unemployment problems,strengthen the action of the State, reduce 
existing social disparities and accelerate the economic transformation 
of the country. Just as important as improving the planning machinery 
to tackle the economy's medium-term problems is the study of the 
short-term situation with a view to defining, measures capable of 
reducing inflation - a fairly new phenomenon in the country. 

2® The external sector and the balance of payments 

In view of the renewed upsurge in imports, it was essentially 
the increase in the value of exports of goods and services that 
prevented the deficit on current account from rising over the 
100 million dollars level (see table 95)« On the capital account 
side, the net inflows easily exceeded the current account deficit 
and almost completely satisfied the accumulated demand for foreign 
currency, net reserves of which actually rose by 5«7 million dollars. 

In contrast with 1972, the increase in the value of exports 
of goods in 1973 (24.4 per cent) was mainly due to the higher world 
prices for traditional agricultural products, since the increase in 
the volume exported was only 3.7 per cent. In addition, towards the 
end of 1972 the adjustments in Costa Eica's rates of exchange with 
the other countries of the sub-region led to a substantial expansion 
of sales to the Central American Common Market, which rose by 
30 per cent compared with 9 per cent in 1972. 

Thanks to the larger volume exported, banana exports rose by 
8.5 per cent. Although this rate of increase was less than in 1972, 
they nevertheless amounted to almost 90 million dollars in value. 
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Table 95 
COSTA RICA J BALANCE CP PAYMENTS 

(miUona of dollars) 

1970 1971 1972 1973a/ 

Current account 
Exports of goods and services 280,1 283.8 344.5 424,1 
Goods FOB 231.0 224.6 278.9 347.0 
Services 49.1 59.2 65.6 77,1 
Transport 14.5 20,6 23,3 29.0 

Travel 22.1 24,2 27.4 3 U 
Imports of goods and services 346.5 390,7 419.8 497.9 
Goods FOB 286.8 316.3 337.5 398.0 
Services 59.7 74,4 82.3 99.9 
Transport 35.9 44.3 48.0 60,0 
Travel 12.7 17.0 19.3 22.6 

Net external investuent income -13.6 -14,6 -22.9 -29,7 
Profits -3.8 -3.4 -10,4 -14,? 
Interest -9.8 -11,2 -12.5 -15,2 

Met private transfer payments 3.4 3,5 4.3 4,2 
Balance on ciarrent acoount -76.6 -118.0 -93.9 -99.3^ 

Capital account 
Net external financing (a*b*o*d»e) 76.6 118,0 33.9 99,3 
(a) Net external non-compensatory capital 79.1 120,0 67.9 

Direct investment 26.4 22.0 21.9 
Long- and- uediun-tern loans 42.2 68,4 85.1 
Amortization payments -19.2 -30.6 -51.6 > 103.8 Short-tern liabilities 27.2 64,3 8.6 > 103.8 

Official transfer payuents 2.5 3.9 3.9 
(b) Domestic non-conpeasatory capital or assets -5.9 -19,8 -9.0 
(c) Errors and emissions -9.5 20,3 28.2 
(d) Allocation of SEFJs 4.2 3,4 3.7 m 

(e) Met compensatory financing (increase-) 8.7 -13,9 3.1 -4.5 
Balance-of-payments loans, trade arrears, 
IMF loans and other liabilities of the 
monetary authorities 1.4 3.8 17.1 
Amortization payaaats - M -3,3 -3,1 -5.7 

Movements of foreign exchange reserves (increase-) 15.7 -20,2 -6.7 1,2 
Movenents of gold reserves (increase-) -4,0 5.7 - m 

SBHs (increase-) -0.2 0.1 «4,2 m 

Source; IMP, Balance of Payraents Yearbook. 
a/ Estimates based on official statistics. 
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Sales of coffee also maintained a rapid upward trend 
(28 per cent), since higher world prices easily compensated for the 
10 per cent decline in the volume exported caused by the decline in 
the 1972-1973 harvest to 1„7 million quintals compared with 
1.9 million in the previous crop year. 

The value of exports of meat continued to rise rapidly 
(27 per cent) and attained a value of almost 36 million dollars, 
thanks largely to favourable world prices and a slight increase in 
the volume exported. 

Of the most important traditional exports, sugar registered the 
largest increase (60 per cent), reaching a value of 21 million 
dollars as a result both of the larger volume sold (up by 46 per cent) 
and the steady improvement in world prices. 

Cocoa sales remained at 3.3 million dollars (similar to 1972), 
but the major factor in 1973 was the increase in external prices, 
since there was a substantial drop in the volume exported. 

According to preliminary data, exports to the Central American 
Common Market rose by about 2b per cent from 50 million dollars in 
1972 to about 62 million in 1973, mainly as a result of the 
introduction of a more favourable exchange rate for sales to the 
sub-region. Imports from Central American countries, on the other 
hand, would seem to have declined in value from about 79 million 
dollars in 1972 to 72 million in 1973» also because of the change in 
exchange rates. Consequently, the trade deficit with the sub-region 
was reduced by almost 20 million dollars in 1973« 

The revival of exports to the sub-region stems partly from the 
larger sales of the manufacturing sector, for data on exports of 
industrial products - most of which go to the Central American 
sub-region - indicate an increase of 33 per cent during the first 
nine months of the year, compared with 12 per cent in 1972. 

The rise in the value of imports in 1973 was greater than in 
the year before mainly on account of the considerable increase in 
the price of the goods purchased. 
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With regard to the capital account, the inflow of private 
(mainly short-term) capital was double that of the year before, 
while the inflow of direct investment and long-term credit was 
similar to that recorded in 1972 and there was a slight rise in 
external resources received by the public sector. The larger inflow 
of short-term capital was mainly attributable to the return of 
capital 47/ and to credits for importing machinery. 

Although the total volume of net official capital did not 
appear to be very different from that recorded in 1972, there was 
differences in the various components. Thus, while external funds 
for the central government declined, there was a substantial increase 
in the inflow of funds to the rest of the public sector, especially 
those earmarked for the electrification programmes carried out by 
the Costa Rican Electricity Institute. 

3« Public finance 
Although the increase in current income was much greater than 

in previous years (34 per cent compared with 14.5 per cent in 1972 
and 2 per cent in 1971), there was also marked expansion in total 
expenditure (about 30 per cent), and this led to a larger deficit 
in the accounts of the Central Government (468 million colones as 
against 393 million in 1972). 

The increase in total expenditure was due mainly to higher 
wages. Interest payments on the public debt also rose considerably 
as a result of the increase in domestic and external financing that 
has been necessary in recent years to cover the fiscal deficit. 

As regards capital expenditure, amortization and transfer 
payments went up appreciably, but real investment by the central 
government was lower than in 1972, principally because of the cut 
in expenditure on the construction of roads and highways (from 
164 million to 124 million). 

47/ According to available indicators, deposits by private 
individuals in United States banks dropped considerably; there 
was a drop of 20 million dollars by April 1973, and it is 
supposed that this money is returning to the country. 
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Both the tax reform of 1972 and the increase in prices in 1973 
contributed to the rapid growth of current income, which rose from 
768 million colones in the first ten months of 1972 to 1,031 million 
colones in the same period of 1973» i.e., an increase of 34 per cent. 

Revenue from both direct and indirect taxes rose by approximately 
33 per cent, while non-tax revenue rose by 23 per cent to 92 million 
colones. 

Among the direct taxes, the most significant were income tax, 
which rose by 31 per cent to 158 million colones, and taxes on the 
profits of the banana companies. Although the latter taxes were well 
below 10 million colones for the first ten months of the year, they 
brought in more than twice as much as the year before. 

As far as indirect taxation is concerned, there was a 
significant increase in revenue from tax on consumption and sales, 
which rose from 340 million to 451 million colones, and from taxes 
on foreign trade (74 million colones more than in 1972). 

The deficit of the central government in 1973 was covered mainly 
by domestic credits, in view of the prevailing state of liquidity 
of the economy. Revenue from the sale of bonds in the first ten 
months of the year was up by 140 per cent, from 114 million to 
274 million colones, whereas inflows of foreign loans dropped from 
102 million colones in 1972 to 75 million in 1973. The external debt 
in any case rose from 570 million to 649 million colones, while by 
September the domestic debt had risen by slightly over 29 per cent 
from 1,801 million to 2,327 million colones. 

4. Money and credit 

For a variety of reasons, there was rapid expansion in the 
money in circulation in 1973» Figures for January to October indicate 
an increase of 27 per cent in the money supply (1,813 million colones 
against 1,425 million the year before), compared with 16 per cent in 
1972 (see table 96). 
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Table $6 

COSTA RICAS FINANCIAL SITUATION 
(Millions of colones) 

End-of-year balanoe October balanoe 
I970 1971 1972 a/ 1972 1973 y 

Domestlo credit 1 916.1 - 2 477.2 2 834.9 2 659.2 2 921.0 
Net government credits 23I.2 291.7 385.6 340.7 330.1 
Monetary sector 227.9 286.2 379.0 . 335.2 321.2 
Other bank finanoe institutions 3*3 5.5 6.6 5.5 8.9 

Credit to public bodies 29.2 73-5 83.3 84.6 121.1 

Credit to the private sector 1 655.7 2 112.0 2 366.0 2 233.9 2 469.8 

Monetary sector 1 195.6 1 569.9 1 785.3 1 708.7 1 904.6 
Other bank finance institutions 460.1 542.1 580.7 525.2 565.2 

Money i 052.5 .1, 3?9.,6 1 548 c 3 1 424.6 1 812.5 
Quasi-money 522*8 896.6 1 070.0 1 105.? 1 175-4 
Monetary seotor 394.9 7^9.9 915..I 926.1 991.6 

Other bank finance institutions 144.9 150.3 •154.9 179.2 183.8 
Private seotor liabilities 11.3 17.1 19.3 14.5 21.7 
Bonds in circulation 133.6 133.2 135.6 164.7 162.1 

long-term external liabilities 284.4 288.7 3 3 1 . 3 279.4 345.7 
Monetary seotor 170.7 177.O 220.7 198.8 266.6 
Other bank finanoe institutions 113.7 III.7 110.6 80.6 79.1 

Source: Central Bank of Costa Rioa. 
a/ Preliminary figures. 
b/ The figures for October are not strictly comparable with those for the previous year since they-do nat 

Include the National Institute fox- Co-operative Development. 
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However, domestic credit rose by only 9 per cent between 
January and October, compared with the 14.4 per cent rise recorded 
for the same period in 1972, and non-monetary deposits went up by a 
mere 6.3 per cent - far less than in either of the two previous 
years (see table 96). 

The modest increase in total domestic credit derived from the 
improvement in the financial situation of the central government, 
which in turn was largely due to the aforementioned increase in 
current income which enabled the government to augment its deposits 
and reduce its credit requirements so as to cut back its net balance 
with the banking system (from 341 million colones in 1972 to 
330 million in 1973)» As in previous years, the programmes of other 
bodies received credit support, and their balances in October 
totalled 121.1 million colones, 43 per cent higher than at the same 
time the year before. ' 

Private sector credits continued to be channelled into directly 
productive activities, especially stock-breeding and industry,48/ 
while there was a continued decline in the share of resources for 
crop farming - mainly because of the reduction in funds for 
coffee-growing, services, personal credits, etc. 

In October 1973, the level of funds set aside for stock-breeding 
showed an increase of 29 per cent compared with the same period in 
1972, thus maintaining the vigorous growth of previous years. Most , 
of the new credits made available by the commercial departments of 
the banks went into investments and, to a lesser degree, into the 
financing of operational activities. Thus, for the first nine months 
of the year new credits for investment purposes increased from 
109 million colones in 1972 to 171 million in 1973» while those ffor 
operational activities increased from 92 million to 148 million. 

The proportion of loans that the national banks granted the 
private sector rose from 20 per cent in 1967 to 32 per cent in 
1973 for stock breeding, and from 18 per cent to 21 per cent 
for industry 

w 
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The national banking system placed 17 per cent more credit 
at the disposal of the industrial sector than in 1972, thereby 
raising the sector's October 1973 balance to 515 million colones. 
The industrial sector thus continued to increase its share of total 
private sector credits, accounting for almost 21 per cent in 1973 
compared with 18 per cent in 1971» 

A striking feature of the new bank credits for manufacturing 
and extractive industry is the growing support given to investment 
activities - credit for investment amounted to 76*6 million colones 
between January and September 1973» compared with a mere 
38.8 million in 1970 - and the volume of funds made available for 
facilitating the normal operation of enterprises, which rose by 
ko per cent to 387 million colones in the period indicated» These 
figures include credits totalling 30 million colones granted in 
order to resolve problems arising from the shortage of raw materials 
and from the harder terras demanded for suppliers' credits» 

The improvement in the situation of the industrial sector was 
reflected in the substantial increase of 23 per cent (up to 
September 1973) in the financing of industrial sales (especially 
wood, foodstuffs, textiles, metal goods and other products, 
including those produced by the plastics industries). 

In line with the policy of making better use of resources, 
there was a reduction in loans to the other sectors (especially 
loans for services, commerce, ether unclassified uses and 
investment). Loans to the housing sector, however, increased by 
14 per cent. 
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CHILE 

1, Recent economic trends 

The changes in the world economic situation also substantially 
influenced the evolution of the Chilean economy in 1973» yet there 
is no doubt that this is one of the few countries where internal 
events were the decisive factor. Thus, as everyone knows, during 
the course of the past year transcendental political and social 
developments took place which indubitably affected the operation 
of the country's economy, and moreover from September onwards the 
general circumstances and the orientation of economic policy 
underwent a significant change, as will be seen later in this 
study. The examination of Chile's economic evolution is therefore 
subject to more limitations and qualifications than is usual in 
this kind of annual review. 

The above-mentioned developments had a vigorous impact on 
both the economic and social aspects of Chilean life, and in 
practice a clear distinction can be drawn between the nature of 
the evolution which took place in the first eight or nine months 
of the year and that of the last three months. So much so that 
ideally the two periods should be analysed separately, and an 
attempt has been made to do this wherever separate data have been 
available. Completely separate analyses are beyond the 
possibilities of the present survey, however, and in several cases 
the data available make such a division impossible. Accordingly, 
in the major part of the report, data relating to the whole year 
have been used and must be considered with caution. 

During 1973» the gross domestic product dropped by 
4.1 per cent, this overall trend being accounted for mainly by 
reductions in the activity of certain sectors producing goods 
and basic services (agriculture, manufacturing, construction, and 
transport and communications). As regards the evolution of total 
supply and demand, imports and exports increased in terms of 
constant values, but total consumption - particularly gross fixed 
investment - declined by 14.3 per cent. 
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In the external sector, exports increased substantially in 
dollars at current prices, while imports also rose, though to a 
lesser extent» Thus, the current account deficit was reduced from 
639 million dollars in 1972 to 408 million in 1973. It was 
covered by the net use of non-compensatory capital and, to a 
larger extent, by increasing the indebtedness of the monetary 
authorities. The increase in exports of goods was mainly 
attributable to the 70 per cent rise in the world price of copper, 
while the trend of imports of goods may be ascribed in the main 
to the rise in the unit value of imports (estimated at over 
19 per cent) and the increased purchases of foodstuffs and raw 
materials for the food industry. 

Inflation increased rapidly during the year and the rate of 
price increases between December 1972 and December 1973 stood at 
over 500 per cent, according to the consumer price index? other 
indexes point to a rate of inflation above that figure* The first 
part of the year was characterized, in general, by the difference 
between official prices and the prices actually paid by an 
indeterminate proportion of consumers - a situation which was 
often described as a black market. This situation changed radically 
after September, when significant price adjustments were made 
which in practice enabled direct price controls to be largely 
eliminated or reduced. The acceleration of inflation was 
accompanied by a substantial deficit in the financing of the 
public sector and in the monetary sector. This trend adversely 
affected wages and salaries, to an extent which was hard to 
determine but was undoubtedly serious. 

2. The external sector 

In 1973, the balance of payments showed a current account 
deficit of 408 million dollars: while less than the 639 million 
dollars recorded in 1972, this is four times the average figure 
for the five-year period 1966-1970. The current value of exports 
of goods and services rose by 5^.3 per cent, while that of imports 
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grew by 23«5 per cent. Wet payments of profits and interest on 
foreign capital declined by 36.9 per cent (see table 97)« 

The increase in exports of good's was 60 per cent in dollars 
at current prices, but since the index of the unit value of 
exports rose by 58 per cent, it may be deduced that the volume 
of exports grew by only slightly over 1 per cent. The key factor 
in the evolution of exports was the price of copper, which rose, 
for the large-scale mining sector, from an average of 47*6 US cents 
per pound of electrolytic copper in 1972 to 80.8 ITS cents on 
average in 1973, i.e., an increase of 70 per cent. Chile's total 
copper exports (produced by the large-, medium- and small-scale 
sectors of the industry), rose from 647.4 million dollars in 1972 
to 1,125 million in 1973, and' their share in total exports of 
goods rose from 75»7 per cent to 82.2 per cent. 

For exports of good£ other than copper the increase was 
17«5 per cent, due. entirely to the rise in the average price of 
these exports. In terms of constant prices, there was a slight 
drop in industrial exports, while mining products (excluding 
copper), agricultural commodities and fisheries products showed 
a slight increase. 

From the above trend it will be seen that during 1973 a . 
traditional feature of the Chilean economy was further 
accentuated: namely, the large share of a single commodity in 
total exports - the coefficient for Latin America averages 
50 per cent, compared with around 80 per cent for Chile - and 
the slow development of non-traditional exports. Domestic 
production problems and a rigid foreign exchange policy up to 
the beginning of the last quarter were largely responsible for 
this. 
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Table 97 

CHILE: BALANCE OP PJ3MSOTS 

(Mllllonp of dollars) 

1970 1971 1972 1973a/ 

Current account 
Exports of foods and services 1 267.0 • 1 132.0 565.2 1 489.1 
Goods FOB 1 124,0 984.0 855.2 1 369.1 
Servioes 143.0 148.0 110,0 120,0 
Transport 7o»o 75.0 70,0 85.O 
Travel 50.0 50.0 25.0 20.0 

Imports of goods and servioes 1 202.0 1 231.0 1 463.0 1 807.8 
Goods FOB 928.0 9S7.0 1 203.9 1 503.1 
Servioes 274.0 244.0 259.1 304.7 
Transport 133.0 142.0 174.1 216,7 
Travel 86.0 46.0 35.0 33.0 

Net external investment income -179.0 -137.0 -l4l,0 -89.0 
Profits -126.0 -72.0 -11.0 -

Interest -53.0 -65.O -130,0 -89.0 
Net private transfer payments M - M 

Balance on current account -114.0 -236.0 -638.8 -407.7 
Capital account 
Net external financing (a+b+c+d*a) 114.0 236,0 638.8 407.7 

(a) Net external non-corapensatory oapital 235.0 -31.0 301,7 154.6 
Direct investment 19.0 -42.0 - -

Long- and uediun-teru loaiis 380.0 245.0 318.8 262,5 
Amortization payments ~l4o,o -192.0 -23.1 -111.9 

Short-tern liabilities -24.0 -42.0 - m 

Official transfer paynents - - 6.0 4,0 
(b) Domestic non-compensatory oapital or assets •7.0 25.0 -

(o) Errors and omissions -46.0 -22.0 -0.1 -0,2 
(d) Allocation of Sffife 21.0 17.0 18.5 -

(e) Het compensatory financing (increase-) -89.0 247.0 316.7 253.3 
Balance-of-payaents loans, trade arrears, 
IHP loans and other liabilities of the 
monetary authorities 5.0 102.0 222,4 232.1 
Amortization payments -73.0 -4o.o -1.6 -

Movetaents of foreign exchange reserves (increase-) 8.0 202.0 58.5 19.1 
Iloveiaents of gold reserves (increase-) -7.0 -1.0 M •• 

SDR's (increase-) -22.0 -16,0 35.4 2.1 

Souroe: IMF, Balaaoe of Payments Yearbook. 
&/ Estimates based on official statistios. 
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The increase in the cost of imports of goods was mainly 
due to the rise of around 20 per cent in the index of the unit 
value of imports! the actual volume of imports is estimated to 
have increased by only slightly over 3 per cent. Among the items 
imported, the outstanding feature is the increase of more than 
60 per cent, at current prices, in purchases of foodstuffs and 
raw materials for the food industry, which account for 70 per cent 
of the total increase in the country's imports. This trend is 
partly attributable to the decline in Chile1s agricultural 
production and the efforts to offset it by larger substitutive 
imports, and partly to the sharp increase in the world prices 
of several primary commodities in 1973» 

Imports of other items showed relative increases that were 
smaller than the rise in their unit values - a situation consistent 
with the contraction in domestic economic activity. The increases 
recorded for non-food raw materials, fuels and lubricants, 
consumer goods and spare parts were between 5 and 16 per cent, 
while imports of capital goods in dollars at current prices fell 
by 2.5 per cent. 

As regards exports and imports of services, the trade 
deficit increased significantly. While exports rose by 9 per cent, 
imports increased by 18 per cent, so that the deficit on this 
account went up from 1^9 million dollars in 1972 to 185 million 
in 1973» Freight rates and insurance played a decisive part in 
this trend. 

The reason for the drop in net payments of profits and 
interest on foreign capital was firstly that no profits were 
remitted abroad in 1973, and secondly that the interest paid on 
the external debt decreased by 52 million dollars on account of 
the postponement of interest.payments as a result of the failure 
to reach any agreement on the matter in the renegotiation of the 
debt with the Paris Club in the course of the year. 

There is little detailed information available on the 
capital account of the balance of payments. It is estimated that 
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the surplus of 408 million dollars in 1973 was the result of a 
net inflow of non-compensatory capital amounting to 155 million 
dollars and the net use of compensatory financing to the value 
of 253 million dollars (see table 97). As regards non-
compensatory capital, inflows of 267 million dollars were recorded 
and amortization payments of 112 million. The latter figure, 
although higher than that registered in 1972, would have been 
still higher had it not been for the postponement of the payments 
mentioned above (the amortization payments which fell due during 
the year amounted to about 360 million dollars). 

The balance of payments trend was responsible for a further 
deterioration in Chile's international reserves. Thus, the 
international reseryes position at the end of 1973 was estimated 
to be negative by approximately 600 million dollars. 

3. .Evolution of prices, wages and other 
financial variables 

(a) Prices 
During 1973 the Chilean economy underwent sharply accentuated 

inflation, which had already reached high levels in 1972. The 
consumer price index rose by 508.1 per cent between December 1972 
and December 1973, or by 352.8 per cent if the averages for the 
two years are compared (see table 98). 

At the beginning of the second half of the year, inflation 
as measured by the consumer price index had reached a rate of 
around 500 per cent annually, in spite of the adoption of a set 
of direct price control measures and the fact that the price 
statistics were, no longer reliable indicators of what was 
actually happening, since they related to the official prices 
of certain goods and services, whereas black marketing was rife. 
In the last three months, as a result of the policy launched by 
the new Government aimed at radically changing the price system 
and lifting a large part of the existing price controls, the 
rate of inflation increased according to the same index, to over 
500 per cent annually. 

/Table 99 



Table 98 

CHILE» CONSUMER AND WHOLESALE PRICE TRENDS 

Consumer price index Wholesale prioe index Adjusted consumer prioe index 
calculated by CIAP 

Average 
index Variation 

between 
averages 

Variation 
Deoember 

Average 
index 

Average 
index Variation 

between 
averages 

Variation 
Deoember 

Average 
index Variation 

between 
averages 

Variation 
Deoember 

for year, 
December 

Variation 
between 
averages to 

Decomber 
for 

year, 
for . 

1 year, 

Variation 
between 
averages to 

December 
for year, 
Deoember 

Variation 
between 
averages to 

Deoember 
1969=100 (percentages) 196&=1C0 1968=100 (percentages) 1969=100 (percentages) 

1968 71-8 2 6.6 27.9 100.0 100.0 30.5 33.I -

1969 93.8 30,7 29.3 130.6 136.5 , 36.5 39.4 - - -

1970 124.4 32.5 34.9 173.1 185.8 36.1 33.7 124.4 - . - 1 
V>J 1971 149,3 20.1 22.1 207.8 2I9.I 17.9 21.4 149.3 20.1 22.1 
1 
V>J 

1972 265.5 77.8 I63.4 369.6 372.5 70.O 143.-3 281.9 88.8 243.0 a\ 

1973 1 202.1 352.8 508.I 1 673.5 2 277.6 511.4 1 147.I 1 904.1 575.5 681.6 1 

Sources: National Statistical Institute, consumer prioe index (for October-December 1973» estimates of the Department of Eoonomios of the 
University of Chile were used in preparing this index) and wholesale price index, and CIAP, El esfuerzo interno y las neoesldades de 
finanolamiento externo para el desarrollo de Chile, CIAP/650, 28 January 1974» table AE-1 (adjusted consumer prioe index). 

' i ^ 

\ H c+ 
H-01 
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It is interesting to note the significant differences 
registered in 1973 between the rate of inflation as measured by 
the consumer price index and the wholesale price index. Thus, 
the increases of 352.8 per cent and 508.1 per cent referred to 
above must be compared with corresponding increases of 511-4 per cent 
and 1,147 per cent in wholesale prices. Obviously, the two indexes 
are used to examine price trends at different levels of production 
and marketing and cover different baskets of goods, so that they 
may very well show different variations, particularly over short 
periods. Nevertheless, the difference noted is considerable and 
may call for more thorough examination, in which a point to be 
borne in mind is that between 1968 and 1972 the values recorded 
for the two indexes were similar to each other. 

Furthermore, in order to obtain an indicator giving a more 
accurate reflection of price variations, the Inter-American 
Committee on the Alliance for Progress (CIAP) has calculated an 
"adjusted" index of consumer prices 49/ which indicates that the 
rate of inflation in 1973 '»as 575.5 per cent on the basis of 
annual averages and 681.6 per cent from December to December. 

In short, the high rate of inflation in Chile during 1973 
and the wide disparities observed between the results of the 
indexes make it difficult to assess the true magnitude of the 
inflationary process with any real degree of accuracy. Furthermore, 
the estimated trends of a number of nominal variables obtained by 
deflation are subject to a considerable margin of error. This 
makes it difficult to analyse these variables or to take policy 
measures based on such an analysis. 

42/ For this purpose, the figures in the consumer price index 
of the National Statistical Institute (INE) were corrected 
as from July 1972, using data from the price index 
calculated by the Economics Department of the University 
of Chile, which included up to September 1973 the estimated 
prices of goods sold on the black market. 

/While admittedly 



- 365 -

While admittedly the inflationary trend in 1973 was due in 
some measure to the estimated average increase of around 
20 per cent in the unit value of Chile's imports in terms of 
dollars, the main factors were of an internal nature» In the 
first part of the year the essential factor was excessive demand, 
while in the last three months it was mainly pressure from rising 
costs, particularly in connexion with the devaluation of the 
currency and the suppression of subsidies. Thus, from July 1972 
to July 1973 the amount of money in the hands of the private 
sector increased by about 300 per cent,. while the basic exchange 
rate for imports 50/ rose by 84 per cent, whereas from July to 
December 1973 the amount of money grew by 110 per cent and the 
basic exchange rate by over 900 per cent, 
(b) Wages and salaries 

A study of the trend followed by real wages and salaries 
is hampered by the nature of the deflators which must be used, 
taking into account the disparities already noted between the 
different price indexes. Moreover, no studies are available in 
which physical indicators have been used to measure the real 
consumption or expenditure of persons or family units, and which 
might have served to provide a more solid basis for the above 
analysis. Consequently, the following comments are merely 
indicative of possible orders of magnitude and no final conclusions 
are meant to be drawn from them. 

The index of nominal wages and salaries calculated quarterly 
by the National Statistical Institute (INE) can be deflated by 
different price indexes in order to estimate real wages and 
salaries, with the result, as might be expected, that similar 
trends but substantially different coefficients are obtained. 

$0/ Up to September 1973, this rate applied to imports of 
foodstuffs and most raw materials? after that date the 
exchange rates for imports and exports are unified, except 
for a special rate for copper exports and another for the 
brokers' market (mainly foreign travel). 
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Thus, if in January 1970 the real wage and salary index is given 
the value of 100 - using the consumer price index as the deflator -
it will be noted that after a relative maximum of 136-6 in 
January 1972 wages and salaries began to fall. In July 1973, if 
the INE consumer price index is used as a deflator, the value was 
109.9, while if the deflator is the consumer price index used in 
the CIAP study, the figure is 63.9.51/ The substantial difference 
observed is not easily explained or reconciled with the trends of 
other real variables, especially if average figures are used for 
the whole of the wage-earning population without considering the 
different categories in tirhich it can be classified. 

Furthermore, if consideration is given to the ensuing 
period, i.e., the last quarter of 1973 and the first few months 
of 1974, it is clear that two contradictory developments have 
been taking place, offsetting one another: on the one hand, the 
substantive changes in the level and system of prices, which have 
undoubtedly affected the real situation with respect to income, 
and on the other, the adoption of a series of measures granting 
pay rises and bonuses of different kinds and sizes to various 
groups, depending on their income level. 

Obviously, the above-mentioned difficulties and the lack 
of data on the basis of which to evaluate the net results of 
these contradictory influences make it impossible even to hazard 
a guess as to what the actual balance-sheet is in this respect 
for the past few months. The view of the present Minister of 
Economic Affairs on this subject is given later in this study, 
(c) Monetary and public sector trends 

Between December 1972 and December 1973 the amount of money 
in the private sector increased from 54,000 million escudos to 
236,000 million, i.e., by 337 per cent, as against 152 and 
114 per cent in 1972 and 1971, respectively. The financial 
evolution of the fiscal sector and of the enterprises included 

51/ See CIAP, op. cit., CIAP/65O, table AE-1. 
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in the area of State ownership played a decisive role in the 
creation of money during the past year, particularly (up to 
September 1973) in the case of the latter. Thus, it is calculated 
that the credit that had to be granted to the Treasury and to 
those enterprises accounts for virtually the whole increase in 
the amount of money (about 43 and 57 per cent, respectively).¿2/ 

The fiscal sector deficit increased four-fold between 1972 
and 1973 as the result of similar increases in current income and 
expenditure. In addition, since capital expenditure increased 
almost six«fold, the gross treasury deficit went up five times 
to over 133,000 million escudos in 1973? this value represents 
nearly 45 per cent of total fiscal expenditure (see table 99)* 
The gross deficit was covered for the most part by direct credit 
in national and foreign currency extended by the Central Bank to 
the Treasury, since the latter did not contract, or was unable to 
use, internal and external loans that would have had less impact 
r 

on monetary expansion. 
It is difficult to determine exactly what effect the 

operation of enterprises in the area of State ownership had on 
monetary trends, particularly as after September 1973 there was 
a change in policy as regards public enterprises tariffs, the 
precise effect of which is still not known, and because after 
that date a good many of these enterprises were returned to the 
private sector. To give a general idea, however, it may be 
affirmed that their current account deficit was probably about 
90,000 million escudos, and their gross deficit over 
170,000 million escudosj the latter figure is approximately 
40 per cent of the total expenditure of the public enterprises 
sec tor. J5J/ 

$2/ See CIAP, op. cit.« CIAP/65O, table II-16. 
53/ See Exposicién sobre el estado de la hacienda pública, 

presented by Rear-Admiral Lorenzo Gotuzzo, Minister of 
Finance-, October 1973, leaflet NQ 124, Budget Office, 
table Ne 4. 
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Table 99 

CHILE: THE FISCAL SECTOR 

I972 1973 

(millions of escudos) 

1973 
1972 

(factor lnorease) 

1. Current Income 

Tax inoome 

Direct taxes 
Indirect taxes 

Non-tax income 

2» Current expenditure 

Operating expenditure 

Compensation of employees 
Purohase of goods and services 

Transfers 

Sooial security payments and family 
allowances 

Transfers tc the publlo seotor 
Transfers to the private seotor 

Interest on the publio debt 

3* Surplus (+) or deficit (-) on current 
account (l - 2) 

Capital expenditures 

Fiscal Investment 

Direot investment 
Indlreot Investment 

Amortization payments 

5» Sross flsoal sector surplus (t) 
or deficit (-) (3 - 4) 

36 375.1 

36 145.3 

10 ¿47.6 

26 097.7 

2 229.8 

50 799,9 

20 775.9 
17 884.7 

2 890.9 

29 667,9 

10 079.6 

16 079.1 

3 509.2 

356.1 

-12 404.8 

14 150.6 

12 924.7 

6 4o6.6 
6 518.I 

1 225.9 

-26 555.4 

167 568.2 

163 172.7 

42 960.3 

120 212.4 

4 395.5 

219 127.1 

83 

64 340.4 
19 273.3 

134 152.6 

30 350.I 

90 695.5 

13 107.0 

1 360.6 

-51 558.9 
81 912.5 
74 597.9 

33 999.8 
40 598.1 

7 31^.6 

-133 471.4 

ìtiì 

4.5 

4.3 
4.6 

2.0 
ikl 

4.0 

3.6 
6.7 

4.5 

3.0 

5.6 
•3.7 

3.8 

4j2_ 

5.8 

5-3 
6.2 

6.0 

5.0 

Source: Ministxy of Finance, Budget Office. 
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To sum up, the above information shows that in view of the 
deficits in the Treasury and the public enterprises, the 
magnitudes involved and the mode of financing used, it was 
inevitable, on the one hand, that the whole financial system 
should play an active part in stepping up inflation.and, on the 
other hand, that the measures to curb inflation, which aimed to 
exercise direct control only over increases in costs, prices, 
and wages and salaries, should have proved ineffectual. 

4. Trends of the ^ross domestic product, its 
components, and employment 

(a) Total supply and demand 
The gross domestic product decreased by 4.1 per cent in 

1973* This fact, combined with the growth rates recorded in 
1971 and 1972, caused Chile's per capita product in 1973 to be 
only about the same as in 1970. Total supply declined in a 
smaller proportion than the gross domestic product, because 
imports offset part of the reduction through their increase of 
3«5 per cent at constant prices. The import coefficient in 
relation to the product rose from 16.3 per cent in 1971 to 
19.3 per cent in 1973 (see table 100). 

As regards the evolution of total demand, the first point 
to note is that gross fixed investment fell by 14.3 per cent. 
This drop and those observed in 1971 and 1972 caused the ratio 
of gross fixed investment to the product to shrink from 
16.5 per cent in 1970 to 12.3 per cent in 1973, the latter figure 
being substantially lower than the average of over 19 per cent 
recorded for Latin America as & whole. Total consumption fell 
by 2.5 per cent, as the result of an estimated contraction of 
3.2 per cent in private consumption and a 2.1 per cent rise in 

/Table 114 



Table 100 

CHILES TOTAL SUPPLY AND DEMAND 

ö 
S 
fl> 
fcl 
et 

Millions of escudos at i960 prices Struoture (percent; ?-Ses) Annual grcv.iih rate (percentages) 

1S70 1971 1972 a/ 1973 s/ 1965 1970 1973 y I965-I970 I971 I972 a/ 1973 s/ 

Total supply 7.1^3. 8 088.3 8 370,1 8 123.2 l i l i i ììZil ììhl Üii M hl - M 

Gross domestio product 6 418.3 6 953.0 7 099.0 6 807.9 100.0 100.0 100.0 3.8 8.3 2.1 -4.1 

Imports b/ 1 148,4 1 135.3 1 271.1 1 315.3 13.6 17.9 19.3 9.7 -1.1 12.0 3.5 

Total demand 7 566.7 8 088.3 8 370.1 8 123.2 lìlé 11Zìi l l i i l ibi 3.5 -hl 
Exports b/ 808.6 893.3 750.5 811,2 14.1 12.6 11.9 1.5 10.5 -16.0 8.1 

Gross domestio investment 1 218.5 923.2 • • • • I« 18,4 19.0 • • • 4.5 -24,2 • • • ... 
Gross fixsd investment 1 057.9 1 005.8 976.6 836.9 16.I 16.5 12.3 4.3 -4.9. -2.9 -14.3 

Construction 549.2 579.8 • •• « •« 3.6 8.6 ... 1.5 5.6 • • • • •• 
Maohinery and equipment 508.7 426.0 • • • • 0 • 6.5 7.9 ... 8.1 -16.3 • • • C •• 

Total consumption 5 539.6 6 271.8 6 643.0 6 475.1 81.1 86.3 95.1 5.2' 13.2 5.9 -2.5 

General government 699.4 769.0 799-̂ 8 816.6 10.1 10.9 12.0 5.4 9.9 4.0 2.1 

Private 4 840.2 5 502.8 5 843.2c/ 5 658,50/ 71.0 75.4 83.I0/ 5.1 13.7 6.2c/ -3.2c/ 

Sources: 1365-1972: ECLA calculations baaed on figures supplied by QDEPLANj 1973« ECLA estimates based on preliminaxy data from the 
s^ same souroe. 
09 
® Note: The figures for exports and imports of goods and services were taken from balanoe of payments data expressed in dollars at current 
ro prices, which were converted to oonstant i960 values by deflation, using price indexes calculated by ECLA for the purpose, 
JD . 

e/ Preliminary figures, 

09 q b/ Goods and sarvloes, excluding faotor payments, 

{¡j 0/ Including changes In stocks. 
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general government consumption«>54/ In a longer-term perspective, 
comparing this with the composition of the product in 1965 and 
•1970, total consumption as a proportion of the gross domestic 
product is seen to have increased" steadily from 81.1 per cent in " 
1965 to 86.5 per cent in 1970 and 95.1 per cent in 1973» Lastly, 
the export coefficient, although showing a slight recovery in 
1973, remained below the levels reached in,the years before 1972. 
(b) Major sectors of activity 

In addition to the more general political and economic 
* 

factors which influencéd the behaviour of the economy during the 
past year and which, as pointed out above, were of crucial 
importance, the trend of activity in the major sectors of 
production was also a decisive factor in the drop in the gross 
domestic product. Thus, the goods-producing sectors as a whole 
recorded a reduction of 6.4 per cent in their contribution to the 
gross domestic product (only mining showed a small increase), 
while the decline in transport and communications was 5«7 per cent 
(see table 101). 

Agricultural production declined by 14.6 per cent, as a 
result of reductions of 16.1 per cent in crop farming and 
13«6 per cent in stock raising, while fisheries registered much 
the samç level in 1973 as in 1972. If a longer period is examined, 
it may be noted that the agricultural sector's contribution to 
the gross domestic product in 1973 was the same as in 1965 in 
absolute terms, but its share was substantially reduced. In 
crop farming, the production of industrial crops shrank by 
35 per cent in 1973, while that of cereals decreased by approximately 
18 per cent; in fruit and vegetables, on the other hand, there 
were increases of 4 and 7 per cent, respectively. As regards 

It is difficult to reconcile this reduction of around 
3 per cent in private consumption with some estimates of 
trends in real wages and salaries: for example, with the 
estimated average drop of over 40 per cent during the 
year (see CIAP, op. cit., CIAP/650, table AE-1). These 
contrasts tend to confirm what was said before about the 
problems involved in the use of deflators. 
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Table 101 

CHILE: GROSS DOMESTIC PRODUCT AT FACTOR COST, BY SECTOR OF ECONOMIC ACTIVITY 

ef-ts' 
© 

M 
H* 
< 0 
Ol 
c+ 
O a 
?r 

Millions of esoudos at i960 prioes Structure (percentages) Annual growth rate (percentages) 

I970 I971 1972 a/ I973 2/ 1965 1970 1973 2/ 1965-1970 1971 1972 2/ 1973 2/ 

Agrioulture 581.2 6II.0 589.7 5̂ 3-5 10.2 9.8 8.1 3.0 5.I -3.5 -14.6 

Mining 610.4 620.7 605.8 614.9 9.8 10.3 9.9 4.9 1.7 -2,4 1.5 

Manufacturing 1 486.7 1 678.8 1 737.6 1 649.0 25.4 25.2 26.6 3.6 I2.9 3.5 -5.1 

Construction 245.3 268.7 215.8 172.6 4.8 4.2 2.8 0.7 9-5 -9.7 -20.0 

Subtotal goods 2 923.6 3 179.2 3 148.9 2 940.0 52*1 49.5 4 M I i i -1.0 «.6,4 

Electricity, gas and water 82.8 95.0 102.7 IO7.3 1.4 1.4 1.7 3.7 14.7 8.1 4.5 

Transport and communications Ó25.1 647.1 658.I 62O.6 10.6 16.6 10.0 3-8 3-5 1.7 -5.7 

Subtotal basic servioes 707.9 742.1 760.8 727.9 12.0 12.0 11.7 M 4,8 2il 

Commeroe and flnanoe 1 O9I.O 1 191.2 1 248.3 1 201.3 16.3 18.5 19.4 6.4 9.2 4,8 -3.9 

Government 268.5 281.6 291.7 297.8 9.9 4.5 4.8 2.3 4.9 3.6 2.1 

Ownership of dwellings 278.7 270.4 272.O 273.9 5.2 4.7 4.4 1.8 -3.0 0.6 0.7 

Miscellaneous servioes 632,4 702.2 737.3 759.1* 11.5 10.7 12.2 2.3 11.0 5.0 3.0 

Subtotal other servioes 2 270.6 2 445.4 2 549.3 2 532.4 37.9 38.5 40.9 4.1 LI 4,2 - M 
Total 5 815.2 6 299.6 6 431.9 6 168.3 100,0 100.0 100„0 M 6 0 2 2.1 -4.1 

Sour o es: 1965-l?72s EC LA oaloulatior.s based on figures supplied by ODEFLAN; 1973s ECLA estimates based on preliminary data supplied 
by ODEPLAN. 

Note: As the individual activities and the totals were calculated independently, the sum of the former does not correspond exactly with 
the latter. 

a/ Preliminary figures. 
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the livestock sub-sector, the decline in production averaged 
around 30 per cent in the various meat-producing activities, 
while wool and dairy products suffered smaller contractions. 

Mining activity as a whole stepped up its output by 
1.5 per cent over 1972, the determining factor in this trend 
being the 4 per cent increase in large-scale copper mining, 
which showed a considerable improvement in the monthly production 
levels during the last quarter of the year. With an increase of 
12 per cent in production, the iron ore industry partially 
recovered from the decline experienced in 1972. Output of other 
mining sectors - small- and medium-scale copper mining, nitrates 
and petroleum - declined, however, the most significant contraction 
(9 per cent) being in petroleum. 

The index of manufacturing output prepared by the National 
Statistics Institute showed a drop of 4.3 per cent in the 
average for 1973? comparing the averages for the first eight 
months of 1972 and 1973, however, the drop is 6.4 per cent. Of 
the 20 groups in which manufacturing activities are usually 
classified, reductions were recorded in 13, the sharpest being 
in wood, printing and publishing, furniture, electrical 
apparatus and appliances, and textiles. Among the seven groups 
which raised their output, the most important increases were in 
the manufacture of machinery and in pulp and paper (see table 102). 
Taking into consideration the general characteristics of the 
evolution of the Chilean economy in the past year, the performance 
of manufacturing may be ascribed both to factors connected with 
supply - problems in the supply of domestic and imported inputs, 
the utilization of manpower and the limited production capacity -
and to factors related to the contraction of demand for various 
industrial goods, e.g., construction inputs. 

Construction dropped by 20 per cent, and this, coming on 
top of the decline of about 10 per cent in 1972, substantially 
reduced its share of the gross domestic product compared with 
previous years. Available estimates indicate - that the past year*s 
trend was due to drops in both private and public construction. 

/Table 114 
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Table 102 

CHILE: MANUFACTURING PRODUCTION INDEX 

(Average 1968 = 100) 

t&Jor group Weighting 1972 1973 
Percentage 
variation 

General Index 100.00 122,6 

Food 15.101 105.9 102.0 -3.7 

Beverages 4.16 123.3 134.3 8.9 

Tobacoo 3.13 126,3 131.3 4.0 

Textiles 9.68 113.1 101.5 -10.3 

Footwear and clothing 6.81 123.0 117.1 -4.8 

Wood, excluding furniture 4.37 146.7 93.1 -36.5 

Furniture and wood accessories 1.49 155.5 120.8 -22.3 

Pulp, paper and psper products 2.55 90.1 104,5 16.0 

Printing and publishing 3.30 126.4 - 96.0 -24.1 

Leather and leather products, excluding footwear I.36 90.1 85.8 -4.8 

Rubber products 2.51 138.8 127.5 -8.1 

Chemical substances and products 9.62 150,4 147.6 -1.9 

Petroleum and coal produots O.87 138,5 129.6 -6.4 

Non-metal110 mineral products 3.86 123,2 126.5 2.7 

Basic metal industries 9.59 124.2 119.7 -3.6 

Metal products, excluding machinery and 
transport equipment 5.70 117.8 121.4 3.1 

Machinery, excluding electrical machinery 2.38 151.5 189.3 25.0 

Eleotrical apparatus, appliances and supplies 4.88 104„2 89.1 -14.5 

Transport equipment 5-76 120.4 130.8 8.6 

Other manufacturing Industries 2.83 123.1 U9.6 -2.8 

Source : National Statistical Institute. 
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As regards the trends registered in the sectors producing 
basic and other services, the main increases were in electricity, 
gas and water, and in government, the increase in the latter 
being due to the larger number of persons employed in the sector, 
since its contribution to the gross domestic product is calculated 
on this basis. Basic services as a whole dropped by an average 
of 4.3 per cent, the decline in the total for other services being 
smaller (0o7 per cent) (see table 97)« 

5. Developments in economicpolicy 111 w • m 11«—11 r m n f c — w ^ w o j - . n i i ' u i r w t » « 'I 1,in,aim»' im.» 11 1 — a a b a i 1 — im...i 1 inn 

Generally speaking, the new policy stresses the role of 
market forces and private enterprise in the promotion of development. 
Accordingly, the transfer to the State of the ownership and/or 
management of a large group of activities is no longer the basic 
objective of economic action, as it was during the previous 
Government, 

Moreover, the characteristics of the Chilean economy up to 
September 1973 prompted the new Government to give particular 
importance to the adoption of measures with fairly immediate 
effects. On the basis of a diagnosis identifying situations of 
repressed inflation and distortion in the relative prices of the 
economy, it was decided, first, that a strategy of free prices 
was the best means of solving both these problems and, secondly, 
that foreign exchange and wage policies were key elements in 
restoring the equilibrium of the markets of goods and factors. 
Hence, "the foreign exchange position was drastically overhauled 
by establishing approximately the same values as those prevailing 
at the end of 1969, simplifying its structure through the adoption 
of only two exchange rates, and re-initiating a policy of 
frequent minor devaluations, thus reverting to a policy 

55/ This section, takes account, in particular, of the statement 
delivered by Mr. Fernando Leniz, Minister of Economic Affairs, 
at the meeting of the Sub-Committee of the Inter-American 
Committee on the Alliance for Progress (CIAP) on 30 January 1974. 

55/ 

/guaranteeing its 
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guaranteeing its real level"«56/ In addition, as the Minister 
goes on to explain, it was decided that in the last three months 
of the year real wages and salaries should reach an average value 
of about 70 (compared with 60 in the third quarter and 100 at the 
beginning of 1970), for which purpose wage and salary rises were 
granted which were designed to double the nominal income during 
the fourth quarter in relation to the third. 

Another significant feature was the adoption of a number 
of measures which, Mr. Leniz stated, were intended "to normalize 
production activity". The most immediate effect in this 
connexion was the production increase achieved in large-scale 
copper mining, irfiereas the monthly average in the last quarter 
was approximately 50 per cent higher than the average output for 
the first nine months. 

The economic programme for 197^ is centred on three main 
areas and has been prepared on the assumption that the domestic 
product can grow by about 8 per cent. As regards income and 
prices, the various measures which have been or are to be. adopted 
during the year are aimed firstly at achieving real average 
remuneration 30 per cent higher than that calculated fdr the 
last quarter of 1973, while the intention is to continue with a 
policy of realistic prices involving the progressive e3.imination 
of controls and subsidies and providing an incentive to free 
competition among Chilean producers and from abroad. 

A second area consists of a policy of stabilizing and 
financing investment, one of the main objectives being the 
sharp deceleration of inflation. In order to attain this 
objective, recourse will be had in particular to fiscal and 
monetary policy. As regards the fiscal aspect, it is hoped by 
means of tax and government expenditure control measures to 
reduce the gross fiscal deficit to 9 per cent of total expenditure, 
compared with kO per cent in 1973» The real increase in public 

56/ See the aforementioned statement, page 10. 
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enterprise tariffs also means a smaller deficit in State 
enterprises and reduces the need for Treasury funds to be 
transferred to them. As regards monetary policy, it is estimated 
that the amount of money may be increased by about 110 per cent 
in 1974. 

In the external sector, which is the third area identified, 
it is planned to continue with the foreign exchange policy 
initiated in the last three months of 1973« Another aim is to 
intensify the promotion of exports and the gradual reduction of 
import controls and tariffs. Key factors in stabilizing the 
balance of payments are copper exports and cooper prices, the 
renegotiation of the external debt and the receipt of about 
500 million dollars in new loans and foreign investment. 

/ECUADOR 
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ECUADOR 

1. Recent economic trends 

Ecuador is one of the Latin American countries that has most 
benefitted from the current boom in the price of raw materials, 
especially crude petroleum, the rise in the price of which has combined 
with the remarkable development of the country's petroleum production 
to bring about far-reaching changes in the economy. 

The opportunities for channelling surpluses deriving from the 
external sector into activities affording substantial value added are 
clearly apparent and truly remarkable in scope. One of Ecuador's most 
serious problems in the past has been precisely the bottleneck caused 
by the extei-nal sector, but in 1972, and even more so in 1973, the 
problem disappeared and the external sector became the most dynamic 
sector of the economy. The high growth rate of the gross domestic 
product is mainly attributable to the petroleum sector. 

Another important factor is the extraordinary growth of private 
consumption. Considering the effect that such an increase can have 
on the expansion of markets and the possibilities for import 
substitution, especially if there is a genuine redistribution of 
income, this kind of phenomenon can provide the economy with a firm 
basis for rapid grov/th,, The capacity of the public and private 
sectors to respond accordingly will largely determine whether or not 
this increased demand leads simply to greater pressure on the economic 
system and on domestic prices. 

The highly favourable situation which the Ecuatorian economy 
enjoyed in 1973 coincided with the first year of the Transformation 
and Development Plan for 1973-1977. Development planning which has 
generally been seriously hindered in the past by shortcomings of the 
external sector, can now take place more freely. 

/2, The 
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2. The external sector 

The evolution of Ecuador's foreign trade is characterized, on 
one hand, by substantial progress in quantitative terms and, on the 
other, by sweeping changes in qualitative terms. Between 1972 and 
1973» the value of exports of goods and services rose by 7b per cent 
at current prices, from 35b million to 615 million dollars. This 
performance is all the more impressive considering that there had 
already been a substantial expansion in exports in 1972, and it 
means that the value of Ecuador's exports at current prices has more 
than doubled in two years. This change in its pattern of foreign 
trade places Ecuador in a very different situation from that of the 
recent past. The sudden boom is having far-reaching repercussions 
on the entire economy, even though- it originates almost exclusively 
from the export sector. 

There have also been major changes in the structure of exports. 
Before 1972» the most important product was bananas, which accounted 
for bo per cent of exports of goods, followed by petroleum which 
accounted for 19 per cent. In 1973, the roles of these two products 
were reversed, with petroleum making up 47 per cent of exports of 
goods and bananas 23 per cent. In other words, whereas agricultural 
products represented two-thirds of total exports in 1972, they did 
not even amount to 4-0 per cent in 1973 (see table 103). 

Table 103 

ECUADOR: COMPOSITION OP EXPORTS OP GOODS 

(FOB values In millions of dollars at ourrent prices) 

1971 Percent-
ages 1972 Percent-

ages 1973 Percent-
ages 

Petroleum 1.0 0.4 59.9 18.5 276.5 47.5 
Bananas 120.6 50.0 125.5 38.8 134.9 23.I 
Coffee 36.5 15.2 42.6 13.2 60.0 10^3 
Cocoa 25.4 10.5 23.3 7.2 25.0 4.3 
Sugar 13.5 . 5.6 17.1 5.3 13.0 2.2 
Fishery products 14.6 6.0 22.4 6.9 24.0 4.1 
Other goods 29.8 12.3 32.4 10.1 49.4 8.5 

Total 217.0 100.0 323.2 100.0 582.8 100.0 

Source: Central Bank and Planning Board of Eouador. 
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The implications of these changes are considerable. In the 
first place, there is a vast difference between a foreign trade 
situation in which agricultural exports, (which are perishable, 
dependent on weather conditions and on the ripening etc.), account-
for a large share and one in which petroleum, with its tremendous 
potential in terms of prices and international markets, is the major 
product. Secondly, although the petroleum sector is not particularly 
labour-intensive and is not the product of an integrated process of 
industrialization, the volume of the surpluses it generates and the 
capacity it has to promote other industrial processes make it 
particularly conducive to accelerated economic growth. Finally, 
world demand makes petroleum so readily convertible into cash that 
it is a definite advcjitage for any country seeking to pursue a stable 
external policy. The measures that the Government of Ecuador has 
adopted for utilizing its surpluses point to a promising future. 

The rise in petroleum prices obviously explains a good deal of 
the increase in the value of exports, but it should be noted that the 
increase in the volume exported in 1973 was even more significant. 
Since the value of petroleum exports at current prices went up by 
353 per cent and the volume by 185 per cent, the price effect was 
only 59 per cent. It should be noted, moreover, that these figures 
are not based on reference prices but on actual prices paid under 
export contracts, and that the biggest increases took place during 
the last few months of the year, most of the exports being undertaken 
at much lower prices. The calculation of the price and quantum 
effects on exports as a whole where they appear to be more or less 
the same, conceals the enormous difference between them in the case 
of petroleum (where the quantum effect was three times as great as 
the price effect). Table 10k gives some idea of these components 
of the value of exports. 

Ecuador's external sector benefitted both from the rise in 
price of all its export products and from the unprecedented expansion 
of its production of petroleum, whose price went up remarkably. 
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Table 104 

ECUADOR: INDICATORS OF EXPORTS OF GOODS 

(Millions of dollars. Index: 1970 = 100) 

1972 1973 Percentage 
increase 

FOB value of exports 
Quantum index 
Price index 

323.2 
146.5 
99.7 

582.8 
1 9 0 . 3 

138.4 

80.3 
29.9 
38.8 

Source: ECLA, on the basis of official data. 

There was a considerable increase in imports, but not to the 
extent of off-setting the positive effect of the export boom. At 
current prices, imports of goods and services in 1973 amounted to 
612.6 million dollars, an increase of 29.2 per cent. With regard to 
the importation of goods alone, there was an expansion of 31=9 per cent 
due to an increase of 12.6 per cent in the volume imported and 
17 per cent in unit value. 

An important factor in the higher value of imports at current 
prices was the increase in imports of capital goods for agriculture 
(169.2 per cent), raw materials for agriculture (167.6 per cent), 
and Construction materials (111.3 per cent). Although in absolute 
terras the values involved are fairly small, such variations indicate 
a desire to promote agricultural expansion and to absorb manpower in 
such a particularly labour-intensive sector as construction. Although 
the increases in imports for Ecuador's industrial sector (58.5 per cent 
for raw materials and 41.4 per cent for capital goods) were less 
spectacular than those indicated above, they are none the less extremely 
important, especially considering that they represent 188 million and 
100 million dollars respectively in absolute terms. 

/There was 
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There was also a sharp increase in imports of consumer goods in 
1973 (61.3 per cent in the case of durable goods and 35.4 per cent in 
that of non-durable goods). 

With regard to the other current account items, remittances in 
respect of foreign capital doubled from 45.6 million dollars in 1972 
to 94 million in 1973, mainly on account of profits, which rose by 
143 per cent from 34.3 million to 83.3 million dollars, while interest 
dropped from 11.3 million to 10.7 million dollars. The increase is 
attributable to profits of petroleum enterprises. 

The merchandise trade surplus of 100 million dollars in 1973 
(compared with the 43 million dollar deficit of 1972) partly offset 
the higher cost of transport, services and remittances of profits and 
interest, etc., and did much to reduce the balance-of-payments deficit 
on current account, which fell from 159.4 million dollars in 1972 to 
83.7 million in 1973-

During the past two years, the net inflow of non-compensatory 
capital was appreciably higher than the deficit on current account, 
but compared with the year before, 1973 saw a sharp reduction in the 
inflow of capital in the form of direct investment and long- and 
medium-term loans. In addition, there was an increase in 
amortization payments on the external debt and an extraordinary 
but unexplained jump in the figure for erros and ommissions (see 
table 105). 

During the past two years, the movement of transactions on 
the current and capital accounts has led to large increases in 
foreign currency reserves: 103 million dollars in 1972 and 
92 million in 1973. 

/Table 105 
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Table 105 

ECUADOR: BALANCE OP PAYMENTS 

(Millions of dollars) 

1970 1971 1972 1973s/ 
ISarrent account 

S&pcrts of goods and eorvloes 256.1 266.2 354.0 615.3 
Goods FOB 232.8 241.4 323.2 582,8 

Services 23.3 24.8 30 „8 32.5 
Transport 1.1 l . l 6.4 6.3 
Travel 10.0 10.0 9.1 10.0 

£i§sorts of goods and services 361.1 446.1 1̂ 4.1 612.6 
Goods FOB 262.3 526.9 366.6 481.9 
Servioes 98.8 119.2 107.5 I3O.7 

Transport 45.8 54.0 64.3 87.1 
Travel 9.8 9.0 11.0 11.0 

Net external Investment income -33.5 -34.9 -45.6 -94.0 

Profits -23.6 -19.6 -34.3 -83.3 
Interest -9.9 -15-3 -11.3 -10.7 

Net private transfer payments 5.4 5.3 6.3 7.6 
Balance on current aooount -I33.I -209.5 -159.4 -83.7 

Capital account 
83.7 Net external financing (a*b«-c,5,dJ<'e) 133.1 209.5 159.4 83.7 

(a) Net external non-oompensatory capital I26.O 163.6 243.0 105.8 
Direct investment 50.0 157.0 150.0 «4.7 
Long-end ccdluDxtoro loans 50.4 39.4 - 111.9 53.0 

Amortization paynsnt3 -20.9 -42.5 -28.3 -40.0 

Short-term liabilities -1.8 2.0 - -
Official transfer payments 8.3 7.7 9.4 8.1 

(b) Domestic non-compensatory capital or assets 4.7 -2.9 -0.3 -

(0) Errors and omissions 2.1 15,0 15.6 69.7 
(d) Allocation of SDife 4.2 3.5- 3.8 -

(s) Net compensatory financing (increase-) -3.9 30.3 -102.7 -91.8 
Balanee-of-payments loans, trade arrears, 
IMP leans and other liabilities of the 
monetary authorities 22.9 20.8 9-7 10.9 

Amortization payments -6.5 -11.0 -35-0 -20.7 

Movements of foreign exchange reserves (increase-) -21.3 23.3 -80.5 -75.2 
Mofver.sr.t3 of gold reserves, (inorease-) 1.1 0.4 6.7 -8.1 

.- SDI& (increase-) -0.1 -3.2 -3.6 1.3 

Source: MP, Balance of Payments, Yearbook. 
§/ Estimates based on official statistics. 

/It may 
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It may be thought that the way the prices of export products 
have evolved recently has been extraordinarily beneficial to Ecuador's 
economy. However, although price increases have been considerable 
(particularly in the case of petroleum), a look at the past trend of 
export products as a whole shows that they are merely recovering the 
levels of previous years. If i960 is taken as the base year for the 
terms of trade, it will be seen that the corresponding index in 1973 
was slightly below 100, while in 1962, 1964 and 1966 it had been 
similar or even higher. This is apparent from the following data 
which are based on official statistics: 

Effect on the change 
Terms-of-trade index in the terms of trade 

(I960 = 100) (million of dollars 
at I960 prices) 

1960 100„0 

1961 96.6 -5.3 
1962 9 9 . 1 - 1 . 6 

1963 87.8 -23=4 
1964 99.3 -1.3 
1963 87.8 -27o4 
1966 101.0 2.1 

1967 94.5 -12.6 
1968 90.1 -24.4 
1969 90.5 -22.3 
1970 97.2 -7.0 
1971 89.5 -28.I 
1972 87.8 -41.8 

1973 99.5 -2.3 

The total value of accumulated losses since I960 (negative effect 
of the terms of trade) amounts to 195.4 million dollars at i960 prices, 
which, in terms of 1973 prices, is equal to approximately 270 million 
dollars. It is obvious, then, that from the standpoint of the terms of 
trade, this loss can only be offset if future increases in export prices 
are greater than those of import prices.-

/3. The ' 
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3« The gross product and the composition 
of domestic demand 

An analysis of Ecuador's economic trends reveals a rapid growth 
of the gross domestic product, the estimated figure of 12.7 per cent 
shown in national accounts being one of the highest of all the Latin 
American countries. 

Whereas the annual average increase in this growth rate during 
the five-year period 1965-1970 was 6.2 per cent, it was 9 per cent in 
1971 and 11.5 per cent in 1972. Clearly there has been a rapid increase 

. in the growth rate that calls for some comment (see table 106). 
The goods-producing sector registered an exceptional expansion of 

20.8 per cent in 1973? which definitely represents a considerable change. 
Looked at separately, however, the picture is very different from one 
branch of activity to another. While the growth rate of the mining sector 
(essentially petroleum extraction) was 192 per cent in 1973» that of 
the agricultural sector was a bare 0.7 per cent. Even though weather 
conditions were favourable for agricultural production during the year, 
a retrospective analysis shows that its growth has traditionally been 
slow. Since a large segment of the population depends on this sector, 
it has high priority from the social point of view. Moreover, it is 
also extremely important in strictly economic terms. The rigidity of 
supply tends constantly to push prices upwards and to absorb foreign 
currency for importing goods that could be produced domestically. The 
slow growth of the agricultural sector has caused its share of the 
gross domestic product to decline from 35 per cent in 1965 to 26 in 
.1972 and 23 per cent in 1973. 

In 1973 the growth rate of manufacturing was 13«6 per cent, which 
points to a clear upward trend considering that from an annual average 
of 6 per cent in the five years 1965-1970 it rose to 8.7 per cent, 
9 per cent and 13.6 per cent in the three following years. Before 1972, 
the sector's rate of growth was someitfhat lower than that of the gross 
domestic product, but in 1972 and 1973 it was greater than overall 
economic expansion. It would therefore appear to be capable of 
generating a considerable share of the country's product and the 
Government is accordingly pursuing a policy of industrial development. 

/Table 106 



Table 106 

ECUADOR: GROSS DOMESTIC PRODUCT AT FACTOR COST, BY SECTOR OF ECONOMIC ACTIVITY 

Millions of suores at i960 prioes Struoture (peroentagos) Annual growth rate (percentages) 

1970 1971 1972 1973 y 1965 1970 1973 y 1965-1970 1971 1972 1973 y 

Agriculture 6 687 6 793 6 842 6 890 34.8 30.5 23.0 2.8 1.6 0.7 0.7 

Mining 1+01+ 1+13 1 096 3 200 2.0 1.8 10.7 4.3 2.2 165.4 192.0 

Manufacturing 3 683 1+ 003 1+ 363 4 956 16.5 16.8 16.6 6.0 8.7 9.0 13.6 

Construction 1 111+ 1 1+22 1 574 1 713 3.9 5.1 5.7 11.1 27.7 10.7 8.8 

Subtotal goods 11 888 12 631 1? 875 16 759 57.2 54.2 56.0 Ûîi Ll 2-J. 20.8 

Electricity, gas and water 270 310 369 387 1.0 1.2 1-3 11.2 14.8 19.0 4.9 

Transport and communications 1 3U8 1 499 1 742 1 96O 5.6 6.2 6.6 7-4 11.2 16.2 12.5 

Subtotal basic services 1 618 1 809 2 111 2 347 6.6 M 2-2 8.0 11.8 16.7 11.2 

Commerce and finance 3 042 3 691 3 984 4 330 13.5 13.9 14.5 6.1 2I.3 7.9 8.7 

Government y y y y S/ y y y y y 
Ownership of dwellings y y y y y y y y y y y 
Miscellaneous services 5 381+ 5 630 6 110 6 483 ' 22.7 24.5 21.7 7.3 4.6 8.5 6.1 

Subtotal other services 8 1+26 9 321 10 094 10 813 36.2 38.4 36.1 M 10.6 hi hi 
Total 21 932 23 761 26 080 29 392 100.0 100.0 100.0 hâ M 1A 12.7 

Sources: 1965-1972: ECLA calculations based on figures supplied by the Central Bank of Eouador; 1973: ECLA estimates based on data supplied 
by the same source. 

Note: As the individual activities and the totals for 1973 were calculated independently, the sum of the former does not correspond exactly 
with the latter, 

a/ Preliminary figures. 
b/ Government and ownership of dwellings are included under Miscellaneous services. 
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The growth of the construction sector, which was less than that 
of the mining and manufacturing sectors, was 8.8 per cent in 1973, 
marking a decline from the annual average of 11.1 per cent during the 
period 1965-1970 and the figures of 27-7 per cent in 1971 and 
10.7 per .cent in 1972. The deceleration of this sector is partly-
attributable to the completion of the construction work for the 
petroleum sector, but even so its growth rate is.now lower than during 
the period that preceded the petroleum boom. 

The growth rate of basic services was 11.2 per cent in 1973 
which, though lower.than in the two previous years, is somewhat higher 
than the 8 per cent registered during the years 1965-1970. Its share 
in the jsroduct has thus risen from 6.6 per cent in 1965 to 7«9 per cent 
in 1973. The performance of the two components of this group was very 
disparate in 1973• while transport and communications expanded by 
12.5 per cent, electricity, gas and water did so by only 4.9 per cent. 

Under the heading "miscellaneous services", which mainly includes 
commerce and finance, government, and ownership of dwellings, the growth 
rate in 1973 was 7»1 per cent and its share of the gross domestic product 
remained around 36 per cent. The most important component of this group, 
commerce and finance, expanded by 8.7 per cent and its participation in 
the economy as a whole remained more or less stable. Not enough 
information is available to analyse the trend of each of the other 
services, which, after excluding commerce and finance, grew at an 
estimated rate of 6.1 per cent. 

There were a number of substantial changes in total supply and 
demand, which expanded by 12.3 per cent in 1973» To take demand first, 
exports expressed at constant prices rose rapidly for the second year 
in succession. As already indicated, the external sector's growth rate 
of 32 per cent in 1973 makes this the most dynamic component of the 
country's economy. Moreover, there was an exceptional increase in 
private consumption: the rate of 10.5 per cent may be something of 
an underestimation since, as usual, this variable, is obtained by 
subtraction and thus accumulates any unavoidable inaccuracies in the 

/separate components. 
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separate components. General government consumption rose moderately 
by 4.2 per cent, far less than the annual average of 7.8 per cent 
recorded during the period 1965-1970. Unlike the other components of 
demand, gross domestic investment, rose slowly. In 1973, it expanded 
by 5 per cent, a sharp drop from 1965-1970 when the annual average was 
17«7 per cent. Considering the disinvestment that took place in 1972, 
when there was negative growth of -4.5 per cent, it would seem fair to 
say that the figure for 1973 does not fit in with the rapid expansion 
of economic activity or with the far greater expansion of activities 
connected with investment, such as industry and construction. The 
anomaly may perhaps be explained by the problem of "cyclical time lags" 
between investment and the product (see table 107). 

V/ith regard to overall supply, there was an increase in imports 
as well as the exceptional growth of the gross domestic product. Thus, 
imports were up by 10.4 per cent in 1973, much the same as in the 
past eight years except for 1972 when there was a temporary lull. 

The growth of imports of both raw materials and consumer goods was 
considerable. At current prices the former increased by 60 per cent and 
the latter by 42 per cent. Comparatively speaking, there was a slight 
decline in the growth rate of imports of capital goods, but even so, at 
a growth rate of 15 per cent, such imports would double in the space of 
five years. Obviously, Ecuador's foreign trade is making great strives 
in every domain, and failure to ensure that the growth of each component 
is compatible with that of the others could detract from the efficiency 
of this sector's overall expansion. In view of the large quantities 
being imported, however, it can be assumed that the possibilities of 
import substitution will increase in the next few years. 

The five-year Transformation and Development Plan began to- be 
implemented in 1973, and the conditions and assumptions on which the 
plan's objectives and targets were based were naturally altered 
radically. Many of the changes appear to be linked to the sensitivity 
of viorld market prices, though some were the result of delay or failure 
to implement some of the measures contained in the Plan, particularly 
in the agricultural sector where the situation was further aggravated 
by bad \i/eather conditions. 

/Table 114 



Table 107 

ECUADOR: TOTAL SUPPLY AMD DEMAND 

Millions of suores at i960 prioes Struoture (percentages) Annual growth rate (percentages) 

1970 1971 1972 1973 a/ 1965 1970 1973 2/ 1965-1970 1971 1972 1973 2/ 

Total supply 29 436 32 ?17 34 874 39 I?,? 118.1 mil 122.6 6.6 hi hi ihl 
Gross domestic product 23 897 25 785 28 342 31 941 100,0 100.0 100.0 5.7 7.9 9.9 12.7 

Imports b/ 5 539 6 532 6 532 7 212 18.1 23.2 22.6 11.1 17.9 - io,4 

Total demand 29 436 32 317 ?4 874 39 153 118.1 12M 122.6 6.6 hi hi Ihl 
Exports b/ 060 4 376 5 583 7 373 20.2 17.0 23.1 2.1 7.8 27.6 32.0 

Gross domestio investment 5 270 6 216 5 939 6 236 12.9 22.1 19.5 17.7 18.0 -4.5 5.0 

Gross fixed Investment 4 812 5 726 5 318 5 573 l l . l 20.1 17.4 19.I 19.0 -7.1 4.8 

Public 3 614 4 464 3 996 • • • 6.8 I5.I • • • 23.O 23.5 -10.5 M» 
Private 1 197 1 262 . 1 322 4.3 5.0 • • • 9.0 5.4 4.8 • • • 

Total consumption 20 106 21 725 23 352 25 544 85.0 84.1 80.0 5.5 8.1 7.5 9.4 

Gene ral gove rnment 3 448 3 936 4 072 4 243 13.1 14.4 13.3 7.8 14.2 . 3.5 -4.2 

Private 16 658 17 789 19 280 21 301 71.9 69.7 66.7 « 5a 6.8 8.4 10.5 

Sources: 1965-1972: ECLA calculations based on figures supplied by the Central Bank of Ecuador; 1973' ECLA estimates based on data from 
the same source« 

Note: The figures for exports and imports of goods and services were taken from balance of payments data expressed in dollars at ourrent prices, 
which were converted to constant i960 values by deflation, using price indexes calculated by ECLA for the purpose, 

a/ Preliminary figures. 
b/ Goods and services, excluding factor payments. 
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In comparing the 1973 growth rates with those ttfhich the Plan 
indicated as being desirable for the principal macroeconomic variables, 
it is important to realise v/hat this first year of the' Plan has 
signified for Ecuador. In 1973» the external sector assumed dimensions 
that it was very difficult to foresee. The expansion of the petroleum 
sector largely explains the cases where real growth was higher than 
planned, (see table 103). Furthermore, 1972, which is the base year 
for the calculation of the growth rates, is not an appropriate choice 
since it was a period of exceptional activity in the construction of 
petroleum plants. Tlie differences shown in table 108 should be 
interpreted in the light of these considerations. Moreover, the growth 
rates that the Plan advocates for the five-year period are average 
figures and do not necessarily have to correspond to 1973» 

Economic policy 
f \ -r __ \S. j r - r i c e s 

The changes in the various price indicators in 1973 point to 
moderate inflation of the Ecuadorian economy. Taking the consumer 
price index for the city of Quito 57/, the annual average increase in 
prices was 8.4 per cent in 1971, 7.9 per cent in 1972 and 13 per cent 
in 1973» Between December 1972 and December 1973, this same indicator 
showed a price rise of about 20 per cent. Indicators for the cities 
of Guayaquil and Cuenca show a similar pattern. 

The reasons behind this phenomenon include the rise in import 
prices (17 per cent in 1973) - major factor in an economy in which 
imports account for a quarter of global supply - and the slow growth 
of the supply of agricultural products and its failure to meet real 
demand. Moreover, the expansion in the means of payment available to 
the public and government, v/hich had reached 17 per cent by 
November 1973, explains why demand is constantly increasing. It must 
be remembered that, in the monetary balance, the increase in foreign 
currency reserves of 91.8 million dollars in 1973 includes a form of 
counterpart in sucres. Of course, if the analysis is taken further 

57/ National Statistical Institute, Indice de precios al consumidor 
Na 247. 

/Table 114 
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Table 108 

ECUADOR: REAL INCREASES IN CEBTAIN ECONOIIIC INDICATORS COMP̂ i®) 
WITH THE TArffliiTS OP THE FIVE-YEAR PLAN 

Annual growth rates 

Real inorease Planned target 

1973/1972 1972/1977 

Cross domestic product 12.7 9»8 

Consumption 9*4 8.9 

(a) Private 10.5 8.7 

(b) Public 4.2 9.8 

Gross investment , 5«° 7*9 

Exports of goods and servioes 32.0 15»9 

Imports of goods and services 10.4 9*6 

Produot of certain sectors 

Agriculture 

Industry a/ 

Construction 

Electricity b/ 

Petroleum 0/ 

Source •• ECLA, on the basis of official data; ILPES, IN3T/?j/Add.l, flesumen de los trabs.tos, Annex I. 

a/ The targets of the plan cover industry, fishing and mining but do not include petroleum, 

b/ The real growth rate covers electricity, gas and water. 

0/ The target in the plan refers exclusively to 1973« 

0.7 

13.6 

8.8 
4.9 

I85.O 

5.3 

9.7 

11.2 
12.3 

I96.O 

/and a 
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and a comparison made of the structure of supply and demand by socio-
economic group and if the effect on prices of the profit margins of 
producers, intermediaries and distributors are identified, it is 
possible to define more accurately the sources that generate the 
increases in price. However, those mentioned above would seem to 
provide the fundamental explanation, namely, the combined pressure of 
costs and demand. 

In 1973, the Government of Ecuador adopted a series of provisions 
and regulations in respect of tariff reductions, the sale of State 
bonds, the promotion of agricultural and industrial credit, through 
financial funds for each sector, the modification of legal cash reserves, 
certain forms of price control, etc. These measures are indicative of 
the type of corrective measures that the government authorities are 
taking to arrest the upward trend of prices, 
(b) Agrarian policy 

The most impox-tant event in this area was the passing of the 
Agrarian Reform Law.58/ The approaches and intentions explicitly 
set out in this lav/ leave no doubt as to its social end economic 
motivation. In view of the provisions regarding deadlines and 
qualifications for land expropriation, however, it is not yet possible 
to evaluate what its full effect is likely to be. 

The most notable feature of this agrarian reform is the intention 
to carry it out step by step and in a rational manner. From 1975 
onwards, the Co-ordination Council, an.inter-ministerial body, will 

58/ Agrarian Reform Law, Official Register NQ 410, 15 October 1973, 
Decree NS 1172. One of its provisions contains the following 
decision of the Government of Ecuador: "That Agrarian Reform 
implies a process whereby property and income is redistributed 
in such a way as to eliminate the latifundio, integrate the 
minifundio, break down the rigid social stratification and 
incorporate the marginal rural workers in the development process, 
with a viev/ to consolidating and integrating the domestic market 
and making the social system as flexible as possible so as to pu"t 
an end to all overt or concealed forms of diccrimination or 
exploitation and generate increasing agricultural production". 

/classify each 
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classify each case in terms of the general justification for 
expropriation,59/ which means that the scope of the reform will depend 
on the specific criteria adopted by the Council in each case. The 
Equatorian Institute of Agrarian Reform and Settlement (IERAC) will 
be responsible for implementing the agrarian reform plans, programmes 
and projects and will also act as the court of first instance in the 
process of expropriation; the courts of second instance will be the 
Regional Appeals Committees, while the final decisions will be taken 
by the Agrarian Co-ordination Council. Compensation for expropriation 
will be based on the registered value of the land 10 years before its 
expropriation. In view of the foregoing, this process will have to be 
assessed as it progresses. 

Ecuador's agricultural sector faces serious difficulties both 
from the point of view of production and productivity and from that 
of land distribution. The above agrarian reform and other economic 
policy measures in the same direction could signify a decisive step 
towards the solution of this age-old problem. The possibility of 
channelling some part of the foreign trade surplus into the sector 
affords interesting prospects, 3.S a. gr6ci t deal remains to be done 
regarding the use of fertilizers and pesticides, crop rotation, 
selection of seed and other modern techniques. The shortcomings 
are even greater in the stockbreeding sector and urgent steps are 
needed to remedy them, 
(c) Industrial policy 

An important development in this respect is the creation of a 
Ministry of Industry, Trade and Integration, responsible for formulating, 
directing and implementing policies relating to industrial development, 
the promotion of small .and artisan-type industry, standardization, 
tourism, foreign trade and integration. Towards the end of 1973» 

59/ l/ith regard to the expropriation of land, the principal 
justification given is non-fulfilment of social function. A 
rural property is considered not to fulfil its social function 
when the land is worked inefficiently, when renewable resources 
are not conserved, when.the direct responsibility and 
administration of the owner is not maintained, when there is a 
monopoly of land ownership and when the laws governing agricultural . 
work are not complied with. 

/the Law 
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the Lav; on Industry was amended and incentives introduced for industrial 
development on a regional basis. These industrial policy decisions 
are apparently beginning to bear fruit, as witnessed by the 
establishment of 32 new enterprises in Guayaquil, according to the 
records of the Chamber of Industry. 

Another factor worth mentioning is the creation of funds in the 
Central Bank designed to channel domestic and external resources for 
the promotion of agricultural and industrial activities. 

During the last few months of the year, the financing of small 
industry was steppec". uj> and amounted to 22 million sucres. 

Furthermore, the creation of the National Development Fund (FONADE) 
may open up major sources of financing for the development of the 
productive Sectors. The Fund is to be fed by any increase in the price 
of crude petroleum over 7.30 dollars per barrel. In view of current 
prices, the large volume of resources that will pour into this source 
of financing offers exceptionally interesting prospects for the growth 
of the p r o d u c t i v e sectors, especially agriculture and industry. The 
preferences that the Cartagena Agreement, and the Andean Group market 
in particular, offer a country classified as "least developed", together 
with the real availability of financing, give reason to look forward 
to a significant process of industrialization, 
(d) Petroleum policy 

The creation of the Ecuatorian State Petroleum Corporation (CEPE) 
in 1972 to promote the extraction, export, transport, refining, 
marketing and industrialization of petroleum, and its subsequent 
development in 1973» definitely constitutes an important decision. 
In January 1973, CEPE officially began working the oil fields of 
Santa Paula, PetrSpolis, Concepción and Certeza, ownership of which 
reverted to the State upon the termination of concessions granted to 
private companies. In 197^ work will begin on the construction of 
the state refinery, which will be CEPE's biggest project and one of 
the most important in Ecuador's petroleum industry. 

/The allocation 
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The allocation of foreign currency to promote industrial and 
agricultural activities through the creation of funds supplied from 
the increased petroleum revenue is another vitally important decision 
in terms of economic policy in general and petroleum policy in ' . 
particular. 

The petroleum policy is divided into three phases: prospecting, . 
extraction and production. Given the price levels that petroleum has 
attained on world markets recently, the last of these phases would 
seem to he particularly delicate. CEPE began operating in 1973, and 
one of its most interesting features is the new conception it reflects 
of relations between the State and. private petroleum enterprises. In 
formal terms, the policy of granting concessions on a contractual basis 
has been replaced by a system of association, in which co-participation 
is guaranteed by Committees of Administration composed of equal numbers 
of representatives of the State and of the private enterprise in 
question. Among other things, these Committees are responsible for 
taking decisions in respect of subcontracting agreements, location 
of drilling sites, rate of extraction, external marketing, etc. The 
system of association allows for the State to purchase up to 25 per cent 
of the assets of the enterprises concerned, 
(e ) Public revenue and expenditure policy 

A comparison of the figures for 1972 and 1973 shows that budgetary 
income increased substantially. Total net current income rose by. 
47.2 per cent to 7,710.6 million sucres. This increase is only apparent, 
of course, since when allowance is made for the rise in prices during 
(1973 (the consumer price index went up by 20 per cent between 
December 1972 and December 1973), real growth is seen to have been 
approximately half that suggested by a comparison of figures expressed 
in current prices, i/ith regard to the growth of tax revenue in 
particular, the increase at current prices was over 50 per cent; 
naturally, a large part of this expansion must be attributed to the 
increase in taxes on foreign trade, since the yield from import duties 
rose by U? per cent and that from exports by 228 per cent (see table 109). 

/Table 114 
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Table 109 

ECUADOR: CURRENT : INCCMÎ OF TKE GENERAL STATE BUDGET 

(Millions of sucres at ourrant prices) a/ 

I972 1973 
Percentage 

I972 1973 variation 

I* Gross current inoome 5 218.3 7 704.1 Ì&LÌ 

A* Tax inoome 4 945.4 7 434.3 5O.3 

(a) Taxes 4 944.0 7 432.0 5O.3 

- Exports 334.0 1 096.4 228.3 
- Imports 1 935.2 2 843.6 46.9 
- Income 986.1 1 621.9 64.5 
- Flnanoial transactions 223.7 151.9 -38.9 
- Production and sales 1 232.7 1 416.1 14.9 
- Transport and oommunioations 44.0 62.4 . 41.8 
- Other 188.3 239.7 27.3 

(b) Speoial property tax 1.4 2.3 64.2 

B. Non-tax inoome 264.4 197.4 -25.3 

C, Other outstanding income 8.5 72.4 751.7 

II» Transfers 20.0 6.8 -66.0 

Total (I plus II) 
» 

5 238.3 7 710.9 47.2 

Source: Ministry of Finanoe. 

s/ Does not inolude supplementary period which represents less than 3«5 per oent of the total 
for the year. 

/Attention, should 
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Attention should be drawn to the small growth of taxes on 
production and sales (14.9 per cent), which is very different from 
the increase in prices and the growth of the gross product. By contrast, 
income taxes rose sharply (64.5 per cent). As far as the tax structure 
is concerned, the most important factor - as mentioned above - was the . 
duty on exports, whose share of total taxes went up from 6.8 per cent 
in 1972 to 14.8 per cent in 1973» There was a slight increase in the 
share of income tax and a considerable reduction in that of taxes on 
production and sales.It may be of interest to note the disparity between 
the trend of taxation on the petroleum sector and that of traditional 
taxes, as illustrated by the following data supplied by the Ministry 
of Finance : 

Millions of sucres at current prices percentage 
197* increase 

Traditional taxes 4 884.6 , 6 225.8 27.5 
Petroleum taxes 353-7 1 485„1 319.8 

Total 5 238.3 7 710.9 47-2 

The growth of 27.5 per cent in traditional taxes in 1973 was less 
than the combined effect of the increase in domestic prices and gross 
product, and this would appear to point to a certain degree of 
inelasticity of traditional taxation to deal with an expansion of 
economic activity and a rise in prices. 

With regard to budgetary disbursements there was an increase of 
40.6 per cent in total real expenditure between 1972 and 1973« As a 
result of the slower growth of expenditure than of income, there was a 
larger surplus in 1973 (796.5 million sucres at current prices) than 
in 1972 (349.3 million sucres). This surplus was used mostly for Central 
Bank financing and for the payment of interbudgetary transfers. 

For illustrative purposes, it is interesting to note that the tax 
burden coefficient (excluding expenditure on social security) rose from 
9.5 per cent in 1972 to 11.2 per cent in 1973» Although the increase in 
this coefficient was once again due to the petroleum sector, it may rise 
even higher. Table 110 shows in some detail the most important items of 
the financial situation. 

/Table 114 
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Table 110 

ECUADOR! FINANCIAL SITUATION OF THE GENERAL STATE ¿UDGiäT a/ 

(Millions of eueres at current prices) 

1972 1973 
Percentage 
variation b/ 

A* Real current inoome 5 145.2 7 537.2 46.5 

B. Real total expenditure 795.9 6 740.7 40c 6 

C. Surplus 3̂ 9.3 796.5 128.0 

D. Utilization of the surplus -349.3 -796.5 -

1. External 946.2 -65.0 -

2. Internal -1 295.5 -731.5 -

- Bonds 4.8 390.6 -

- Central Bank financing -733.8 -111 -.6 5-7 

- Other ng 8.7 -5.5 -

- Into?-'.><;dpc-.-t-atransfers -575.2 -341.0 -40,7 

Souroe; Kliilstiy of Fiiianoe. 

a/ Does not Include supplementary period. 

b/ Only percentages of significant size have been calculated. 

/The size 
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The size of the surplus and its utilization are worthy of particular 
attention. In the past, Ecuador's budgetary situation was characterized 
by persistent deficits in its balance of payments, as well as in its 
public sector and central government budgets. In 1973, however, the 
situation changed radically thanks to the favourable situation of the 
country's external sector. Furthermore, since 1972 the fiscal surplus 
has been used largely to pay off accumulated debts with the Central Bank 
so as to offset the marked increase in the money supply and arrest 
inflation. Mais reduction in liquidity represented more than 10 per cent 
of the total budget in 1973 - & point which bases none of its 
significance even though the policy was already put into effect for a 
similar purpose and on a comparable ssale in 1972. 

The efforts made to harmonize fiscal and monetary policies within 
the framework of the Transformation and Development Plan are worthy of 
praise, for although it is true that the international situation has 
favoured such efforts, a lack of consistency in these policies could 
have had very unfavourable effects. 

Broken down in another way, budgetary expenditure shows highly 
significant changes between 1972 and 1973 (see table 111). 

Table 111 

PRINCIPAL DISBURSEMENTS UNDER THE GENERAL 
STATE BUDGET a/ 

ECUADOR 

(Millions of sucres at current prices) 

I Percent-

1972 Percent- 1973 Percent age var-iation age age between 
1972-73 

General services 1 719»6 34.1 2 095'S 29.5 21.9 
Social development 1 857.5 36.9 2 467.2 34.8 32.8 
Economic development 1 100.2 21.8 2 070.6 29.2 88.1 
Public debt 364.1 7.2 460.0 6.5 26.3 

Total 5 041.4 100.0 7 093.6 100.0 40.7 

Source: Ministry of Finance; 1972 figures: ECLA estimates based on 
official data. 

a/ Does not include supplementary period. /The largest 
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The largest increases in 1973 were under the headings of social 
development and economic development. The former has to do essentially 
with education, social security and public health, and the latter with 
public works and communications, natural and energy resources, 
agriculture and stockbreeding, industry, trade and integration. From 
this it can be concluded that the expenditure policy for 1973 gave 
priority to economic growth and basic social services. 

5« Short-term prospects for Ecuador's economy 

Any attempt to forecast future developments in the Ecuadorian 
economy, based more on reasonable conjecture than on strict projections, 
naturally points to the external sector, and particularly petroleum and 
possible changes in the petroleum market, as being the most significant. 

The National Planning Board has estimated that exports in 1974 
will earn 1,179 million dollars current prices, an increase of almost 
92 per cent. A marked acceleration is expected in the growth of the 
external sector, which, even expressed at current prices, would almost 
double in value in the space of a year. If these estimates prove 
correct, 1974 will see yet another change in Ecuador's economic situation 
and offer an altogether different picture. If it is true that periods 
of crisis demand careful and urgent reflection, a period of external 
prosperity such as Bcue.dor is enjoying also requires profound analysis. 
The situation through which the country is passing must be put to 
the best possible use, and the undesirable indirect repercussions 
that accompany the boom must be identified and dealt with accordingly. 

In the Board's estimate, petroleum obviously accounts for almost 
the entire increase, since the growth rates for the other export items 
are quite modest. The price effect is a decisive factor in this respect 
and its calculation is an extremely delicate task. Imports are also 
expected to increase appreciably, although to a lesser extent: 
64 per cent in 1974, representing a total value of 1,000 million 
dollars. The shares of goods and services in the total are expected 
to remain the same. As regards the structure of imported goods, 

/marked increases 
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marked increases are likely to take place in 1974 in some items, such 
as raw materials for agriculture (190 per cent), capital goods for 
agriculture (150 per cent), construction materials (100 per cent) and 
durable and non-durable consumer goods (50 per cent and 43 per cent, 
respectively). 

Given this general pattern of sudden change in Ecuador's 
external sector,, it might be well to ponder the following points: 

If the review and adjustment of the Transformation and 
Development Plan were intended to be routine parts of the planning 
process, their continuation and intensification must now be much more 
important than in normal circumstances. 

The probable magnitude of imported inflation, the monetary 
expansion that will, result from the greater absorption of foreign 
currency by the Central Bank, and the price gap with neighbouring 
countries will have a more decisive effect on the evolution of the 
country's economic system. Fixing .stability targets promises to be 
an extremely delicate operation, and price and exchange policies 
seem likely to be vital instruments in the general economic policy. 

Special reference should be made to the problem of the structure 
of consumption, particularly of "luxury!' goods. If appropriate 
measures are not adopted, the ample availability of foreign currency 
could lead to an increase in the consumption of sophisticated goods, 
and thus to a damaging demonstration effect. 

Any analysis of the short-term prospects of the Ecuadorian 
economy must include an assessment, on the one had, of the extraordinary 
potential of its export sector and, on the other, of the ability of 
the other productive seotors to react favourably to the new policy of 
allocation of resources. The magnitude of the surpluses tapped 
by the Ecuadorian economy will demand a vigorous response from both 
the public and the private sector, especially in terms of their 
capacity to formulate and, above all, implement projects. Designing 
policies that are not necessarily orthodox in nature will require no 
mean effort on the part of the public sector's advisory and research 
centres. 

/To sum 
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To sura up, the obvious problem is the sharp contrast between 
two sectors: the petroleum sector, with its extraordinary grovith 
potential and high productivity, and the agricultural sector, notoriously 
backward and slow-moving. This gap would seem to pose one of the most 
serious difficulties faced by any developing country attempting to take 
full advantage of favourable phases in its fluctuating external trade, 
and the way in which Ecuador tackles the problem will undoubtedly have 
far-reaching implications for its future development. 

/EL SALVADOR 
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EL SALVADOR 

1. Recent economic trends 

The slow rate of growth which had characterized the Salvadorian 
economy since the middle of the 1960s continued during 1973, when 
the gross domestic product increased by approximately 4 per cent 
- a rate similar to that achieved during previous years (see table 112). 

It was expected that the high world prices for the principal 
exports of the country would have a powerful impact on the economy 
in view of the importance of exports (28 per cent of the product). 
However, for various reasons supplies for export failed to rise 
sufficiently to take advantage of this favourable situation, and the 
high prices of imports offset in part the effect of the higher export 
prices on net external income. 

In spite of the efforts made in recent years to counter the 
effect of such growth-limiting factors as the smallness of the 
domestic market, the excessive concentration of resources on 
traditional export agriculture, and the lack of complementarity 
between the productive sectors, production activities and private 
spending were affected during the year by both domestic and external 
factors which were difficult to control. On one hand, adverse 
climatic conditions caused a drop of 20 per cent in the coffee 
harvest, which had a considerable effect on the agricultural product 
and on the volume exported during the second half of the year, while 
the severe drought of the previous year reduced the supply of.staple 
grains, with the result that there was an unusually large increase 
in imports of foodstuffs. As for other major export products, the 
volume of sales of cotton increased little, while that of sugar and 
shrimps fell considerably, although in reality sugar sales only fell 
in comparison with the extraordinarily high volume exported in 1972, 
so that it could be said that normal levels were maintained. 

/Table 112 



Tabla 112 

EL SALVADOR: TOTAL SUPPLY ANO DEMAND 

Millions of oolones at i960 prices Structure (percentages) Annual rate of growth (percentages) 
v 

1970 1971 1972 1973 2/ I965 1970 1973 2/ 1965-1970 1971 1972 1973 2/ 

Total supply 3 051,1 3 238.6 ? 3?2.5 3 554.1 128.1 124.1 127.7 6¡_1 M M 

Gross domestio product 2 456.2 2 571.7 2 676.7 2 783.8 100.0 100.0 100.0 4.4 4.6 4.1 4.0 

Imports b/ 592.9 666.9 715.8 770.3 28.1 24,1 27.7 1-3 12.5 7.3 7.6 

Total demand 3 o?M 3 238.6 3 392.5 3 554.1 128,1 124.1 127,7 hi 6il M ìé. 
Exports b/ 583.8 613.0 747.2 770.9 26.8 23.7 27.7 1.9 5.0 21.9 3.2 

Gross domestio Investment 302.8 338.8 284.9 369.0 15.5 12.3 13.3 -0.3 11.9 -15.9 29.5 

Gross fixed investment 277.8 298.8 319.9 338.O 15.0 H.3 12.1 -1.3 7.6 7.1 5.7 

Public 68.7 82.4 94.8 I06.I 4.2 2.8 3.8 -3.8 20.0 15.0 11.9 
Private 209.1 216.4 225.I 231.9 10.8 8.5 8.3 -0.3 3.5 4.0 3.0 
Construotlon 126.1 . • • • • • • • • 0 5.9 5.1 • • * 1.6 « • • « • • 

Machinery and equipment 151.7 « « • • • • • »0 9.1 6.2 3.3 • • • • • • 

Total consumption 2 164.5 2 286.8 2 36O.4 2 414.2 85.7 86.0 86.7 5.0 5.7 3.2 2.3 

General government 229.3 240.2 255.6 271.2 8.4 9-3 9.7 6.6 4.8 6.4 5.5 

Private 1 935.2 2 046.6 2 104.8 2 143.0 77-3 78.7 77.0 4.8 5.8 2.8 1.8 

Sourcei 1965-19728 ECLA calculations based on figures provided by the Banco Central de Reserva; 1973' ECLA estimates based on data supplied 
by tiie same source. 

\ Note: The figures for exports and imports of goods and servloes were taken from balance of payments data expressed in dollars at current 
¡3 prices, which were oonverted to constant i960 values by deflation, using price Indexes calculated by ECLA for the purpose. 

i? a/ Preliminary figures. 
CD 
2 b/ Goods and services, exoluding faotor payments. 
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In these circumstances, agriculture scarcely managed to 
recover the.levels reached prior to 1972, while the growth rates of 
the other sectors producing basic goods and services in general fell 
in comparison with the levels of 1971 and 1972. 

As a growth limiting factor, the sharpened pace of inflation 
in the industrialized economies had just as important an effect as 

» 
the weak response of export supplies to the price incentives, for it 
affected domestic prices through the large increase of approximately 
18 per cent in the prices of imports. The wholesale price index 
also recorded an increase of 18 per cent in the first nine months 
of 1973® The rise in international prices for Salvador!an ©¿qports 
had little effect on this, both because of the very slight impact 
of exports on domestic consumption and because of the measures taken 
to maintain normal supplies in the domestic market. Even so, however, 
there was a shortage of basic consumer goods and production costs 
increased because of wage increases. 

The signs of economic instability which were observable in 
productive activities, on the domestic market and in the unprecedented 
rise in prices in the country were reflected in the reduced growth 
rate of private investment. Bank credit went mainly to finance imports 
as a hedge against expected price rises and to build up stocks of 
coffee in order to regulate its supply and maintain high prices. 
However, the high value of exports helped to increase public revenue 
and made it possible to press forward with a series of projects, 
mainly covering electrification, telecommunications, health, housing 
and education. Thus, general government expenditure (which increased 
by 5-5 per cent) and public investment (which increased by 11.9 per 
cent) were the most dynamic demand variables in 1973 (see table 112). 

/2. Major 
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2* Major sectors of activity 

From the point of view of supply, the prime movers in the 
overall development process in 1973 were the recovery in the 
production of an important group of agricultural products for internal 
consumption (most important among them being beans, maize and, to a 
lesser extent, sorghum), the expansion of cotton and sugar cane 
cultivation, and the considerable increases in the generation of 
electrical power and in commercial activity. In contrast, the 
drops in the production of coffee and rice, the pronounced reduction 
in the growth rate of construction and the downturn in some service 
activities had a marked effect in slowing down the economic expansion 
of El Salvador (see table 113)« Moreover, the sluggish growth of 
domestic consumption due to the big rise in domestic prices reduced 
the incentives to the manufacturing sector to accelerate its growth. 

Provisional figures indicate a rise of 1.6 per cent in the 
value added in agriculture, which can he explained by the recovery 
in the production of cereals after a year of adverse climatic 
conditions. Thus, although a smaller area was devoted to the main 
crops for domestic consumption, the considerable increase in yield 
provided, in general, higher volumes of production than in the 
previous year, especially in the case of maize and beans. However, 
it should be pointed out that because these increases in production 
came from harvests in the second half of the year, they did not give 
a corresponding increase in domestic supplies in time, so that the 
deficit in domestic supply had to be made up with imports. 

The increased productivity referred to was apparently due 
to the return of normal climatic conditions after the severe drought 
of 1972, although this does not mean that the results of the increasing 
use of technological improvements should be underestimated. Among 
the most important of these improvements are the widespread use of 
new seed varieties, the wider coverage of State agricultural 
extension services, and the introduction of new regulations which 
improved control of the use of pesticides, fertilizers and other inputs. 

/Table 112 



Table 113 

EL SALVADOR« GROSS DOMESTIC PRODUCT AT FACTOR COST, BY SECTOR OF ECONOMIC ACTIVITY 

\ > 
Hj 
£ 
hi 
ef-
ts' 
<0 
1 

Millions of oolones at i960 prloes Structure (percentages) Annual growth rate (percentages) 

I97O 1971 1972 1973 a/ I965 1970 1973 y I965-I970 1971 1972 1973 y 
f 

Agrloulture 622.3 645.7 640.3 650.5 28.6 27.7 25.5 3.9 3.8 -0.9 1.6 

Mining > 5 3.H 3.9 3.9 0.2 0.2 0.2 3.8 -2.9 14.3 -

Manufacturing 385.8 412.7 434.4 453.9 I6.3 I7.2 17.8 5.7 7.0 5.2 4.5 

Construction 76.8 85.0 98.9 102.6 4.0 3-4. 4.0 1.2 10.7 16.5 3.7 

Subtotal 'goods. 1 088.it ' l 146.8 1 177.5 1 210.9 Ü2si 48.5 ÜM • Üs2 hl hl hl 
Eleotrioity, gas and water 46.6 50.8 56.6 6I.0 1.6 2.1 2.4 10.0 9.0 11.4 7.7 

Transport and communications 132.O 133.6 141.0 148.6 5.2 5.9 5.8 7.1 1.2 5.5 5.4 

Subtotal ba3io servioes 178.6 184,4 lïlé 209.6 6j8_ 8.0 §i2 hl hl hi hl 
Commerce and finance 485.3 494.3 516.6 548.5 23.7 21.6 21.5 2.7 1.9 4.5 6.2 

Government 187.6 204.7 219.2 233.7 7.8 8.4 9.2 5.9 9.1 7.1 6.6 

Ownership of dwellings 110.9 114.1 118.7 123.2 5.2 4.9 4.8 3.7 2.9 4.0 3.8 

Miscellaneous ssrvlces 191.9 205.2 217.4 227.9 7.4 8.6 8.9 7.5 6.9 5.9 4.8 

Sub tot al i other servioes 975.7 1 018.3 . 1 071.9 1 133.3 44.1 43.5 44.4 4.3 4.4 5.3 5.7 

Total gross domestlo product 2 256.5 2 360.7 2 457a 2 555.4 . 100.0 100.0 100.0 Üsä Üsí ÜdL 4j0 

Souroe: 1965-1971' EOLA calculations baaed on figures supplied by the Ban so Central de Reserve of El Salvador} 1972-1973". EC LA estimates 
based on data supplied by the same souroe. 

Note: As the individual activities and the totals were oaloulated independently, the sum of the farmer does not correspond exaotly 
with the latter. . . . 

I 

-P-
0 
-o 
1 

a/ Preliminary figures. 
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A further impetus to production was the strengthening of the support 
price schemes promoted by the Instituto Regulador de Abastecimientos, 
whose efforts in 1973 were also aimed at easing the inflationary 
pressures which might result from the poor previous harvest. In 
addition, it is hoped that in the medium term other institutional 
changes, such as the recent establishment of the Agricultural 
Development Bank, will help to consolidate the official machinery 
to maintain supplies of basic cereals and will facilitate the 
implementation of agricultural plans, particularly those designed 
to provide incentives for small- and medium^scale farmers. 

Although area yields of rice increased appreciably, a sharp 
drop of 46 per cent in the area under cultivation resulted in a 
smaller harvest than in 1972, as a consequence of which it will 
undoubtedly be necessary to make further imports in 197^® On-the 
face of it, it would appear that this is the result of the increased 
production of export crops, stimulated by the rise in international 
prices, to the detriment of crops for domestic consumption. It is 
possible, therefore, that if the present international prices for 
products such as cotton persist, it will be difficult to keep on 
providing an adequate supply of products for domestic consumption. 
The inflationary consequences of this, which are already being felt 
in other countries of the region, doubtless constitute one of the 
biggest immediate problems. It is probable that in El Salvador the 
severe shortage of cultivable land and strong demographic pressure 
will make it necessary to. redouble efforts to increase the area of 
land under irrigation and make better use of areas at present not 
fully cultivated. 

With respect to the main export crops, attention may be drawn 
to the sharp drop in the production of coffee, the yield of which was 
severely affected by adverse climatic conditions (drought in April, 
hail at the beginning of the winter, and rain and wind towards the 
end of the year), which reduced production by approximately 20 per cent. 

/Cotton production 
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Cotton production increased by more than 10 per cent, in 
contrast with the 1972 performance, when in spite of the considerable 
increase in the area of land sown, the severe and prolonged drought 
drastically reduced the yields of raw and ginned cotton. That 
shortfall in the harvest, together with the increase in the cost 
of imported inputs, made the 1973 operating results less favourable 
than in previous years. It should be noted, in this connexion, 
that although the international price for the fibre rose considerably 
during the year, the manner of marketing of the product, with a 
large proportion of the sales on a future basis, meant that the 
income of producers did not rise at the same rate as that of the 
prices prevailing in foreign markets. 

• In the remaining branches of agricultural activity, climatic 
conditions favoured normal development, and in sugar cane, in 
particular, it was possible to see the favourable effects of the 
improvement in cultivation methods and the increasing use of 
fertilizers in recent years. 

One of the factors that stood in the way of higher manufacturing 
output was the sudden deterioration in the conditions of access to 
the Costa Rican market as a result of the foreign exchange arrangements 
adopted by that country in 1972. The effect of these regulations 
was to improve the competitive position of Costa Rican products, 
and to some extent this also affected the potential for increasing 
Salvadorian supplies to other countries of the sub-region. In .. 
order to counteract this situation, brank credit was substantially 
increased, the extra credit being channelled primarily to the building 
up of stocks and the support of exports to third countries. Measures 
were also taken to strengthen the interrelation between productive 
activities so as to alleviate the relative scarcity of employment 
opportunities in the face of the increasing supply of urban workers 
and to facilitate the access of Salvadorian products to new markets. 

Although these efforts do not seem to hold out any short-term 
prospects, they do represent a significant advance in the convergence 
and harmonization of the instruments of industrial policy, and this 

/has been 
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has been reflected, in part, in a considerable increase in the 
number and size of projects submitted to take advantage of fiscal 
incentive schemes. Among these the most important are the financing 
programmes undertaken by the Industrial Development Institute, which 
specialize in agro-industrial projects»60/ the preferential attention 
given to the development of small-scale enterprises,61/ the consolidation 
of certain external trade agreements, and in particular the incentives 
for the promotion of private projects based on the protection to be 
provided by the law on free zones. Assistance was also given to 
the establishment, under arrangements with industrialized countries, 
of processing and assembly plants which, because of the increasing 
costs of labour in the industrialized countries, offer greater 
advantages than in the past. 

The conditions which have temporarily slowed down expansion in 
the manufacturing sector were compensated to a certain extent by the 
increased demand generated by the reconstruction work in Nicaragua 
and increases in some trade flows to countries outside the area. 
Thus, "the performance of some branches of manufacturing activity, 
especially the cotton textile industry, the manufacture of agricultural 
tools and implements, chemical products, and building materials, 
brought about a moderate increase in industrial production as a whole 
(see table 113). 

Intermediate activities such as commerce and transport grew more 
rapidly than in 1972, mainly because of the sharp increase in imports. 
The value added in the generation of financial intermediation services 
also reflected greater activity in 1973 because of the credit policy 
followed. 

60/ Especially the central sugar refinery in Jiboa, which will make 
possible an increase in the cultivation of this crop in the 
Jiboa Valley, where a major problem at present is the high 
cost of transporting cane to the factory. 

61/ A notable measuré in this connexion is the establishment of 
a financial institution (Fondo de Garantía para la Pequeña 
Empresa) to deal especially with the problems of small-scale 
enterprises. 

/2, The 
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3» The external sector 

Exports of goods increased during the year by a little more 
than 21 per cent at current prices, as a result of an increase of 
approximately 3 per cent in the quantum and 18 per cent in prices. 
The outstanding feature as regards exports was the favourable trend 
in the international prices for the principal products. The three 
most important items in external sales recorded an average growth of 
more than 20 per cent in volume. On the other hand, sugar and shrimps 
recorded quite marked drops, while cotton and coffee expanded at 
comparatively low rates. 

Exports of coffee during 1973 went through two entirely different 
-periods, one of sharp growth in the first six months, and the other 
of decline in the second part of the year. In view of the importance 
of foreign sales of this product to the Salvadorian economy, this fact 
caused relatively important changes in domestic demand, in government 
income and in the means of payment. 

During the first part of the year, in keeping with the high 
level of the 1972/1973 harvest, sales of coffee were similar to those 
of the previous year, that is to say, large quantities were exported 
to meet the sustained demand on the world market. In the last six 
months, however, there was a marked contraction in exports, not so 
much because of the smaller size of the 1973/1974 harvest as because 
Salvadorian exporters - by agreement with other coffee-exporting 
countries and as part of a price defence policy - restricted sales 
so that, after exporting 80,000 tons in the first part of the year 
only 30,000 were exported in the second half. 

Under this policy, jointly adopted by 14 producing countries 
which account for approximately 80 per cent of world production, a 
system of regulating supply through the establishment of buffer 
stocks 62/ was introduced and proved successful in keeping prices up. 

62/ The countries undertook to maintain during the next few years 
a buffer stock equivalent to 10 per cent of their average 
exports for the last three years, i.e., a stock of 5»5 million 
bags. 

/International market 
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International market prospects for 1974 continue to be 
favourable in view of the probable reduction in the world production 
of coffee beans and the continued implementation of the current 
policy of the producer countries designed to protect prices. It is 
expected, therefore, that even if there is a contraction in Salvadorian 
supply because of a drop in production in the current crop-year, 
price changes and the use of a part of the surplus accumulated from 
the previous harvest could mean that the country would receive 
more foreign currency than it did in 1973. 

In contrast to previous years, there was a marked reduction 
in the growth rate of cotton sales as a result of the abnormally 
poor harvest in 1972. Furthermore, the average unit price obtained 
by Salvadorian exports was lower than the prevailing international 
price, since a large part of the production had already been^sold 
at the beginning of the season on a future basis. 

There was a drop of 20 per cent in the volume of sugar exported 
compared with the high export levels of 1972, which had been achieved 
to a large extent by using accumulated surpluses. As for prices, 
the non-renewal of the international sugar agreement led to considerable 
world demand which increased the unit value of Salvadorian exports 
by approximately 27 per cent. 

The domestic controls introduced to protect the supply of 
raw materials and essential consumer goods within the country acted 
to some extent as a constraint on external sales. During 1973 controls 
were introduced to regulate the export of products such as sugar, 
meat and cereals, with a view to discouraging possible speculation 
and excessive price increases because of the scarcity of supplies. 

As regards exports to the Central American area, the main 
features were the high growth rate of Guatemalan purchases, the 
considerable imports by Nicaragua due to the exceptional demand 
caused by the Managua earthquake, and the decline in sales to 
Costa Rica. ' 

/With regard 



With regard to the export of manufactures to third countries, 
the most notable feature was the satisfactory results obtained this 
year within the Generalized System of Preferences granted by the 
developed countries. These results may be explained, in part, by 
the improvement in the competitiveness of some of the country's 
manufactured articles, particularly cotton textiles. A high 
proportion (80 per cent) of the exports of manufactures to third 
countries was made up of cotton towels and cloth, for which Japan 
was the major buyer, accounting for two-thirds of total purchases 
under this heading. 

Moreover, in 1972 an agreement was reached with the United 
States for sales of cotton textiles amounting initially to 
5«1 million yards, to increase by 5 per cent each year. This quota 
was raised to 6.2 million yards for the period April 1973-March 19?k 
and will continue to increase by 5 per cent each year. 

During the year, efforts to find new markets continued. As 
a result, in addition to the sales made under the Generalized 
System of Preferences and the favourable agreement on cotton textiles 
concluded with the United States, progress was made in the bilateral 
negotiations with the Dominican Republic and efforts to reach trade 
agreements with Ecuador and Colombia continued. It is also hoped to 
increase trade with Mexico. 

Imports of goods for their part, increased by approximately 
29 per cent at current prices and by 10 per cent in quantity. 

This marked increase in purchases is explained by the need to 
import foodstuffs to satisfy domestic demand following the poor harvest 
in the previous year. Moreover, with a view to limiting domestic 
inflationary pressures, bank credit was made available for advance 
purchases of a wide range of imports, the reason for this being the 
expected increase in prices in the United States, from which more than 
half of El Salvador's imports come, and also the desirability of 
converting a proportion of El 'Salvador's dollar reserves into actual 
goods, in view of the expected downward trend of that currency on 
world markets. 
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The rate of increase of imports from the Central American 
Common Market during 1973 was considerably higher than that of 
exports to the same area but the balance still remained favourable. 

The big increase in purchases from Costa Rica stands out among 
the imports from the Common Market. This, together with the 
deterioration in exports to that country, considerably reduced the 
favourable trade balance traditionally enjoyed by El Salvador. 

As in 1972, the difference between the increase in exports 
and that of imports produced a relatively satisfactory trade balance 
which, in spite of the increased net payments for services, gave a 
current surplus of 8.6 million dollars, compared with 22 million in 
1972. However, El Salvador has long been characterized by very 
irregular capital movements, and in 1973 there was a considerable 
net outflow estimated at some 19 million dollars which was a 
contributory factor in the drop of 10.6 million dollars in the net 
international reserves (see table 114). 

4. Public income and expenditure 

During 1973 the public sector continued to give impetus to 
the formation of capital, thus compensating for the sluggish growth 
of private investment. Measured in constant prices, public fixed 
investment increased by 12 per cent, but this rate of increase 
nevertheless represents a continuation of the downward trend in 
growth rates observed since 1970 (see table 112). The increased 
investment was made mainly by the decentralized agencies and public 
sector enterprises, since central government investment apparently 
remained similar, at current prices, to that of 1972. 

The increase in investment was connected mainly with work 
on the Central American telecommunications network and work carried 
out by CEL (Comisión Ejecutiva Hidroeléctrica del Rio Lampa), which 
completed the thermal plant at Soyapango and made considerable progesss 
in the work on the geothermal station at Ahuachapan and the 
hydro-electric station at Cerrón Grande. 

/Table 114 
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Table ll4 

EL SALVADOR: BALANCE OP PAYKEilTS 

(nilIions of dollars) 

1970 . 1971 1972 1973s/ 

Current aceount 
Exports of goods and services 252.4 263.2 347.8 421,9 

Goods FOB 23X.5 238.9 312.9 380,0 

Services 20.9 24,3 34,9 41,9 
Transport 1.5 1,8 8.6 9.9 
Travel 3.5 10,1 10.9 12.7 

Imports of goods and services 253.3 291.0 323.7 410,2 

Goods FOB 194.7 227.3 248.2 321.5 
Services 59.1 63.7 75.5 88.7 

Transport 26.3 25.8 36.0 43.4 

Travel 20,4 20.4 20.4 22.9 -

Net external investment income • -8.8 -10,2 -11.0 -13.4 

Profits «6.7 -6.4 -6.8 -7.8 

Interest -2.1 -3.0 -4.2 -5.6 
Net private transfer parents 12.4 16.1 8.9 10.3 

8.6 Balance on current account 2.2 . -21,9 22.0 
10.3 
8.6 

.apital account 
Net external financing (a+b+c+d̂ e) -2.2 21.9 -22.0 -8.6 

(a) Net external non-compensatory cap!tail 14.7 • 29.0 14.3 

Direct investment 3.7 7.0 6.6 
Long- and nedium-term loans 8.7 14.7 33.2 

Amortization payments -6. G -10.3 -14.1 
- -19,2 

Short-term liabilities 7.2 16.5 -14.6 
- -19,2 

Official transfer payments 1.3 1.1 3.2 

(b) Donestio non-compensatory oapltal or assets -6.0 -1.0 -10.9 
(0) Errors and omissions -2.7 -14.0 . -10.8 

(d) Allocations of Sill's 4.2 3,7 4.0 -

(e) Net compensatory financing (increase-) -12,4 4.2 -18.6 10,6 

Balanoe-of-payi-ients loans, trade arrears, 
IMF loans and other liabilities of the 
monetary authorities 1.1 18,3 I8.0 0,6 

Amortization payments -12.1 -13,7 -19.1 -10,6 

Kovenents of foreign exchange reserves (increase-) 1.1 . 1.7 -16.0 23.1 
Movements of gold reserves (increase-) -2.5 0.1 0.2 -2.0 

SDKs (inorease-) - -2,2 -1.7 -0.5 

Source: IMP, Balance of Payaents Yearbook 
a/ Estimates based 011 official statistics. 
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External participation played a considerable part in public 
investment, for foreign capital provided a third of the total cost, 
a similar amount being provided by the decentralized agencies 
themselves. 

Central government capital expenditure remained at a similar 
level to 1972, but there was an increase of 19 per cent in current 
expenditure, although this was less than the 21 per cent increase 
in current income. The result was an increase of 35 per cent in 
current savings. 

In the 1973 national budget, high priority was given to the 
implementation of social programmes. Special attention was given 
to programmes of preventive medicine, which included an extensive 
vaccination campaign, educational targets were achieved, and the 
planned programmes on improvement of the environment, nutrition and 
epidemiology were implemented. Community development programmes 
gave priority to manpower training and the construction of 
infrastructural works to improve community living conditions, 
while a Social Housing Fund was set up for financing building 
programmes. 

The increase in current income resulted from higher revenue 
from taxation, mainly from external trade, since the higher volume 
of exports and imports during the year increased the receipts from 
duties levied on them. The adoption of administrative measures 
- among them the introduction of a tax identification card - increased 
receipts, particularly from income, property, and inheritance taxes. 

The relatively high level of current saving achieved by the 
central government covered almost two-thirds of capital expenditure 
(4? per cent in 1972); the remainder was covered by foreign loans. 
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5° Monetary and credit policy 

Monetary policy was directly affected by tensions in the 
external sector and consequently varied during the year. 

Towards the end of 1972 there was a sharp expansion in the 
money supply and bank deposits, which enabled the banking system to 
increase the volume of credit considerably, and during the first 
months of 1973 the considerable inflow of foreign currency resulting 
from coffee exports also helped to strengthen credit possibilities 
by providing the banks with greater liquidity than had been plajined 
for the first half of the year. The international reserves of the 
banking system continued to increase rapidly (50 per cent between 
December and May), and the monetary authorities therefore decided to 
revise the programme prepared at the beginning of the year and to 
use the machinery at their disposal to channel the liquidity generated 
by the external sector in the appropriate directions. Some measures 
were designed for that purpose and, since the economy was showing 
signs of increasing inflation which was mainly of external origin, 
it was decided to promote advance external purchases in order to 
reduce the effect on domestic prices (see table 115). 

This financing of imported stocks coincided with the policy of 
the coffee exporters to withhold supplies, and they in turn requested 
bank credit to be able to continue their sales strategy. Thus, 
the main cause of the increased creation of means of payment was 
the rapid expansion of credit to the private sector. The main purpose 
of this was to finance stocks but it also had the effect of reducing 
considerably the resources available for development purposes. 

The Government's success in improving revenue from taxation, 
together with the considerable inflow of external funds, enabled the 
public bodies to reduce their liabilities to the banking system. 

Within the framework of the policy of institutional organization 
followed during the year in the field of finance, the main development 
was the passing of the law setting up the Monetary Board, a body 
responsible for formulating and directing State policy in monetary, 
exchange, credit and general financial matters in the interests of 
economic and social development. 
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Table 115 

EL SALVADOR«. CONSOLIDATED BALANCE OP THE BANKING SYSTEM, 1970-1973 

(Millions of eolones) 

End-year balanoes 

1970 1971 1972 1973 â/ 

Assets 875.I+ 961.1+ 1 162.,6 1 279.9 

International reserves (net) 131.1 131.0 182.4 131.8 

Credit and investments 681.2 771.9 912.6 1 081.8 

Publio sector (net) 78.8 92.0 115.5 83.4 

Central government 
Official institutions 

30.1+ 
it8.it 

4 9.9 
42.1 

58.1 
57.4 

23.1 
50.3 

Private sector 602.1+ 679*9 797.1 998.4 

Other acsets (net) 63.1 58.5 67.6 66.3 

Liabilities 875.1+ 961.4 1 162.6 1 279.9 

Money supply 295.3 315.4 389.6 466.0 

Coin and banknotes 136.1 145.2 174.9 201.1 

Private sector sight deposits 159.2 170.2 214.7 264.9 

Other private sector deposits 300.2 342.8 417-5 491.5 

Savings 141.3 156.4 176.3 199.3 

Fixed-term deposits 157.7 185.8 240,7 291.7 

Foreign exchange 1.2 0.6 0.5 0.5 

Mortgage b«-ds, share certificates and 
oapital stook holdings 99.3 97.6 120.2 121.1 

Foreign long-term debentures 70.6V 84.7b/ 97.75/ 76.9b/ 

Capital and reserves 110.0 120.9 137.6 124.4 

Source; Banoo Central de Reserva of El Salvador, 

a/ Estimates. 

b/ Includes allocations of International Monetary Fund Special Drawing Rights amounting to 10.5 million 
oolcmes in -1970, <13 „9 million in I f f l and 31.6 million in I972 and 1973. ' 
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WEST INDIES ASSOCIATED STATES 

1. Recent economic trends 

The gross domestic product, measured at current prices increased 
by an estimated 7 to 8 per cent in 1973. compared with an average of 
10 per cent annually between 1970 and 1972 (see table 116). 

The main boost in economic activity came from agriculture, 
construction, tourism and government« Following a peak period in 
1969, agriculture declined sharply in 1970, but it has been recovering 
slowly to the levels of the former, year,, thanks to sharp price 
increases» The most dynamic sectors were tourism and government, 
which together stimulated the construction and services sectors. The 
planned Government expenditure will doubtless speed up economic' 
activity, especially in construction, but the growth of tourism will 
partly depend on an improvement in the international economic situation, 
especially in North America, where the majority of tourists come from. 

In the external sector the large deficit on the merchandise 
trade continued to grow, but there was some indication in 1972 and 
1973 that the rate might be slowing down, since imports appear to 
have grown- slightly less than exports. 

The net position, however, has continued to deteriorate, as 
may be seen from the fact that while in 1971 the commercial banks 
had a net surplus of foreign exchanges, in 1972 and 1973 there was a 
deficit. 

The economies of the WIAS countries have been hard hit by 
inflation and shortages of several basic commodities. In view of the 
high propensity to import, the effect of world price increases has 
been severe, but it has had one favourable result in arousing interest 
in developing local production, especially of foodstuffs. 
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Table 116 

WEST INDIES ASSOCIATED STATES: ESTIMATES OP GROSS DOMESTIC PRODUCT 
AT CURRENT FACTO.i COST 

Ml liions East Caribbean dollars Annual-gwwth rate-
Sector 

1970 a/ 1971 2/ 1972 a/ 1973 y 1970 a/ 1971 «/ 1972 a/ 1973 

Export agriculture 31.5 31.2 32.6 • • • -16.9 -1.0 4.5 • • • 

Agriculture for domestic consump-
tion, livestock and fishing 26.1+ 27.6 29.2 0 • • 6.0 4.5 5.8 « • • 

Mining and manufacturing 10.3 11.2 12.1 • •1 2.0 8.7 8.0 • • • 

Construction •+2.0 47.9 51.3 • • • 34.2 14.0 7.1 • •• 

Distribution 47.7 5"+.2 60.2 • • • 32.9 13.6 11.1 

Government 0/ 1+8.2 55.4 61.4 69.0 13.9 14.9 10.8 12*4 

Miscellaneous 71.8 79.8 86.3 1»» 14.7 11.1 8.1 « * « 

Hotels (18.0) (21.6) (24.3) • • • (36.4) (20.0) (12.5) • 

Total 277-9 m*3. 333.1 358.0 13.4 10.6 hi 

Souroc: E%lrJy• '¿aonomlo Snyrc'B-and Projections (coverclnutsbor::)» British Dprelopaent Division in 
the Caribbean, Barbados} and data provided by the territories. (Adjustments have been made to 
projected figures on the basis of data available in ECLA's files.) 

Note: Revision have been made to several figures on the basis of more definitive data. 

a/ Provisional estimates. 

b/ ECLA's preliminary projections. 

0/ Include public utilities. 
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2« Major sectors of activity 

Revised estimates of the gross domestic product at current 
factor cost show a modest recovery by the agricultural sector in 1972 
after the decline of 1970 and 1971» At current prices, the gross 
domestic agricultural product increased by 5 per cent in 1972, and 
preliminary figures indicate that there was a further slight increase 
in 1973« While export agriculture is still the major sub-sector, it 
has been declining since 1970, but production for domestic consumption 
has been growing gradually, and in 1972 its share in the agricultural 
gross domestic product was k? per cent. Generally speaking, from 1969 
onwards climatic conditions have been bad and the sector has also 
suffered from marketing problems. Furthermore, Antigua's withdrawal 
in 1972 from sugar production caused a decline in output which has 
still not been made good. Available data show that the volume of 
exports of most crops declined between 1971 and 1972, and this trend 
continued in 1973» except for citrus fruit. In both 1972 and 1973» 
however, the prices of the main basic commodities increased and thus 
offset the decline in volume. 

As regards agriculture for the domestic market, the production 
of root crops, vegetables and fruit has been increasing, generally 
speaking, in most of the States, despite the drought. Progress has 
also been made in livestock production - particularly small stock -
and catches of fish and lobster have increased. 

In 1973 the contribution of the Government sector to the total 
gross domestic product was around 19 per cent. According to rough 
estimates, the value added in the sector, measured at current prices, 
increased by 12 per cent. The previous year it had increased by 
11 per cent, while in 1971 the figure had been higher (15 per cent). 

Expenditure on general administration (mainly wages and salaries) 
and social services absorbs an overwhelming proportion of the total 
ordinary expenditure. The structure of capital expenditure fluctuates 
from year to yeaij, as projects are completed, but it has been observed 
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that there has recently been an emphasis on agriculture, tourism, 
and infrastructural projects. 

According to estimates, the total ordinary revenue budgeted by 
the Governments amounted to more than 120 million East Caribbean 
dollars in 1973» but later events tend to suggest a rather higher 
final figure. At all events, the figure estimated is 45 per cent 
higher than in 1969« 

As is consistent with their dependence on imports, the States 
obtain much of their ordinary revenue from import duties. In 1970 
these accounted for 33 per cent of total ordinary revenue, but this 
figure dropped to slightly over 29 per cent in 1971 and 1972. Income 
tax is the second most important source of revenue, it share being 
20 per cent in 1972, but it is estimated that it dropped in 1973« 
Revenue from miscellaneous taxes, duties, licenses, etc., continues 
to increase rapidly. Generally speaking, Government revenue mainly 
originates from local sources and from funds provided by the 
United Kingdom to finance capital expenditure. The States also 
receive technical and financial assistance from other Governments 
and from international organizations, particularly for development 
projects. 

Projections for 1973, based on partial data, suggest a moderate 
increase of less than 5 per cent in the tourism sector. It is 
estimated, however, that the relative importance of this activity 
in the gross domestic product continued to increase and rose to 
approximately 7 per cent. 

Available figures indicate that in 1973 there was no 
appreciable increase in the number of visitors staying in the 
Associated States but the number of cruise-ship visitors increased 
significantly. The decline in the growth rate of the number of 
visitors may be attributed largely to external factors, such as 
international monetary problems, the consequent devaluation of the 
dollar, and the inflation which has made itself felt throughout the 
world. The general climate of uncertainty would appear to have 
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reduced vacation travel, while the Associated States, which have 
not escaped the effects of inflation either, have transferred some 
price increases to the tourist sector, thus increasing costs for the 
tourist« 

Available data for 1972 and 1973 indicate that other sectors 
showed less dynamism than in previous years» The rate of growth of 
accommodation for tourists has been declining, and ti*e rather slower 
growth of Government expenditure, together with shortages and 
increased prices of imported materials, have checked the growth of 
the construction sector. Manufacturing seems to be barely maintaining 
its share of 4 per cent in the gross domestic product. Distribution, 
which depends heavily on imports, is estimated to have increased in 
1972 and 1973, but at rates believed to be lower than that of 1971i 
which was 14 per cent. The banking sector showed great activity 
during 1972, but in 1973, in response to what was happening in other 
sectors, its growth rate declined a little. 

3» The external sector 

The importance of external trade for the economies of the 
West Indies Associated States is very great, since the structure of 
production is mainly oriented towards export agriculture and depends 
to a large extent on the importation of a wide range of consumer goods 
and production inputs. 

The annual rate of growth of imports has declined since 1969, 
Available figures for exports however, indicate that there was a 
recovery in 1972, in contrast to the trend observed in 1970 and 1971, 
when some major exports, including bananas, declined. In 1972 the 
volume of exports of bananas dropped, but profits increased. The 
volume of exports of spices, sugar, citrus fruits and coconut oil 
increased in 1972, but cocoa declined. Data on trade movements in 
1973 are lacking, but there are indications of an improvement in 
exports compared with the previous year. 

/In 1972, 
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In 1972, the United Kingdom occupied the first place among the 
nations trading with the Associated States} followed by the CARIFTA, 
countries (taken as a whole), the Uftited States and Canada. Although 
data for 1973 are not available, these positions do not appear to 
have changed» 

In spite of the progress in the export trade observed in 1972, 
the merchandise trade deficit continued to be appreciable (see table 117). 
Revised estimates placed the 1971 deficit at around 220 million 
East Caribbean dollars, and according to projections for 1972 and 
1973, the figures for these years were still higher. It is believed 
that these deficits were offset to some extent by the increased inflows 
of foreign capital for investment in tourism and the inflow of official 
capital. Net foreign exchange assets in the commercial banks have 
been negative since 1972, showing the deterioration in the external 
payments situation. 
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Table 117 

WEST INDIES ASSOCIATED STATES: VALUE OP TOTAL TRADE, SELECTED YEARS 

(Thousands East oarlbbean dollars) 

1971 a/ 1972 a/ 

Imports Exports Balanoe Imports Exports Balanoe 

Antigua . . ... ... ... ... ... 
Domini oa 31 963 13 286 -18 677 34 693 13 459 -21 234 

Grenada 45 590 10 163 -35 427 42 811 10 491 -32 320 

Montserrat 8 558 279 -8 279 12 080 122 -11 958 

St. Kitts-N-A. 30 505 8 059 -22 446 30 563 12 117 -18 446 

St. Lucia 68 998 12 227 -56 771 68 690 15 118 -53 572 

St. Vincent 36 172 5 957 -30 215 35 164 6 704 -28 460 

Total 221 786 49 971 -171 815 224 001 58 Oil -16? m 

Source: External Trade Reports and data supplied EC LA. 

a/ Estimates. 
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