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1. The rezﬂll_E}cture

i i maea . aeiren: e e

In 1976 tre growth rats of the Mexican econcmy was 1.9 per cent:
the lowest in the last tweaty-three year Taking population increase
into account, this rate represented a decline in the per capita
product c¢f 1.5 per cent (see table 1).

The slcw growth of the product was due to the 2 per cent decline
in the agricultural sector, the stagnation in coustruction and the
reduced activity of the manufacturiag sector, mainly cavsed by the
slackening of demestic demand. The recessive situation of these sectors
of the naticnal economy was not offset by the greater dynamism of the
petrcleum and electricity generationa sectors, in which the State bhas
carrind cut intense activity in recent years aimed at overcoming
bottl ecks.

Furthermore, total supply remained at practically the same lecvel
as tre previous year. The volume of imports declined steeply because
of the fall in investment and also the adjustment in prices resulting

~

from the devaluation of the Mexican peso from August onwards (see
table 2).

Domestic demznd, for its part, was affected both by the 3 per
cent decline in gross fixed investment and by the slight fall in private
consumption. The 7 per cent decline in public investment, whose
dynamism had cffset the slow growth of private investment in previous
years, and the continuing slackness of the latter, also had some
influence on the coantraction in private consumption.l/

The volume of exports of gcods and services, which fell sharply
in 1975, grew by nearly 6 per cent during 1976 as a result of the
increase in the services component. The volume of merchandise exported,
for its part, remained at almost the same level as in 1975, although

the average prices improved.

1/ It is not possible to assess the true magnitude of the change
in private ccnsumption because no information is available on
movements of stocks.

/Table 1
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Tcble 1
TZIIC0: MLIN HCOMOMIC TIDICTORS
1972 1973 197k 1975 19762/
Ae Basic economie indiccotors
Gross domestic preduct (nilliens of
US dollirs at 1970 prices) Lo 050 53 646 56 012 59 221 60 358
Population (::illiong) 5347 5504 57 .3 5542 el
Per capite - ross domestic product
(5B dollars ot 1970 prices) 929 958 992 1 00 986
Annund srowin retes
By Short-run sconoules indicotors
Gross domestic preduct 743 766 5.9 4,2 1.9
Por capito ross domestic product %9 lfe2 2,5 09 ~luk
Gross income b/ 743 748 665 4,2 1,8
Terns of -irede 0s5 Tl Foli w502 3e7
Velue of ewnsrisof goods ond services 20,8 270 2252 ~l.h4 9
Volue of imports of 0ods and services ’ 2345 30,4 L3e3 940 ~525
Cousvmer prices o/ 5.C 17.9 25,57 15:0 15,8
}bney LX) 211'52 22‘90 2)3 30.9
Wozes end salaries _d_/ cua 640 5653 13.6 29,1
Current income of goveriwment eeo 25,3 7.9 h2,5 2948
Total expenditure of ;overnment voo TRIS 29.6 Loa1 3.7
Piscal deficit/total expenditwre of )
government o/ 28.6 A 30.3 23:1 3041
1Alliens of U3 collars
Ce Z:ternsl secinr
Trode balance {zoods and services) ~280 ~493 -1 543 -2 326 ~1 289
Balance on current accourt ~926 ~1 Lok -2 390 -l 068 -3 302
Vorietion in net iaternntionzl pesepves 220 -1 ~58 ~170 333

g/ Prelininery fizures.

_tz/ Gross douestic product plus terns~of~trcde effect,
_g/ Annusl overage voeri tion,

4/ Minimw wages

o/ Percentege,

/Table 2
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Totel sup ly
Cross donestic product

Inports

Totel demand
Domestic demond
Cross douestic investuent
Gross fixad investuoant
Tubliec
Priwate
Chonges in stocks
Total eonswaphicn
General psvernment
Private

Zxports

ions of ilkxicon pesos

Percentc e

Prealdein

Annmunl srowtnh rates

1970

1976a,/

109.0
100,0
948

109.0

110,0
100,0

10.0

|3

[e=)
v

10i.6
21.5

19.6

‘0

g7k 175 19/
2.9 2:7. Os7
529 beo 1.9

17.2 =0e5 ~9e5

s 227 07

727 s 0.4
15,8 eso ose
9.8 Ca5 =240
25 i1 <740
1,6 =264 0.5
5,03 249b/ 1.3b/
12,5 16,6 14,0
bt 242b/ 0400/
-1 =10.3 546

Source: 1970-1976: CI2.L calouletions on thie bosis of figures supnlied by the

detas
¢/ Preliuinar fi-ures,
! -
b, Includes chcnzes in stocks,

Bornk of iewice aond other officicl

/The unfavourable
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The unfavourable performance of the Mexican econromy in 1976
must be attributed to scme extent to the structural factors which
during recent years have resulted in slow growth of production
activities and have pgererated rmajor disequilibria both in the btalance

of payments and in the CGoverument budget. In addition to this, from

-+

1.—

1973 onwards there was an in

£

tionary process of some intensity,
deriving from both interral ard external factors, which strengthened
the tendency towards the overvaluation of the pesoc. _

The elements menticned were linked not only with the repercussions
of the crisis in the international eccnomy between 1973 and 1975, but
also with the apparent exhaustion of a staze of the import substitution
model oriented mzinly towards replacing imports of consumer goods
and, to a lesser extent, intermeédiate goods. This process, which
“was begun in the mid-1940s5, was characterized, amang other aspects,
by svpnort for production through major subsidies to the sale c¢f goods
and services by State enterpriscs and by the low levels of taxzation
applied to capital and inccme. Although steps wvere subseguently

taker to remedy the disadvantzges of this style of develcpment - as
for example, through the policy of stimulating the export of
manufactures - imbalances deriving from this strategy persisted, such
as insufficient creation of employment, lack of flexibility of the
industrial epparatus and heavy external dependence on the suprly of
capital goods,.

The cumulative imbalances lirked with the lack of international
competitiveuness, the financial deficit of the public sector and external
borrowing aggravated the vulrerability of tle economic system and led
to the most outstanding economic decision taken in 1976: the devaluation
of the Mexican peso, after a long period of exchange stability.

As a background to the tensions which arose in the sphere of
external payments, it may be noted that since the dynamism of public
expenditure was not accompanied by a sufficient increase in fiscal
receipts, despite the tax reforaus introduceéd from 1974 onwards, the
State resorted to increasing external and domestic borrowing. The

role of the State was centered, on the one hand, on stimulating

/infrastructure projects
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infrastructure projects with long lead times in certain basic production
sectors, such as iron and steel and petrochemicals, and in projects

of social value, while in recent years it has also attempted to alleviate
the detrimental effects caused by infliation among the lowest inccme
strata of the population by subsidizing essential goods. Moreover,

the Government tried to counteract the fall in private investment.

The consequences of the wecakening of the traditional pattern
of growth included the channelling of private savings towards the real
estate market, the increasing conversion of resources into foreign
currency, and the increase in the internal and external tapping of
financinal resources by the public sector. Furthermore, during the
first three months of 1976 there was an intensification in the flight
of capital which had begun to be noticeable in the last months of
1975. This, in addition to having an adverse effect on the balance
of pavments, reduced the banks' procurement of resources in national
currency and led to an acceleration in the growth of liabilities in
foreign currency, both because of the increase in loans from abroad
and because of the conversion of national currency liabilities to
foreign currency. This situation persisted until the end of August,
when the financial authorities abandoned the fixed exchange rate of
12.50 pesos per dollar and established a system of regulated floating
at an initial rate of 20.40 pesos buyer and 20.60 pecos seller. This
measure did not have the hoped-for effect on capital movements, however,
as explained later.

At the practical level, the growth of the production apparatus
was affected by uncertainty regarding increases in costs. Turthermore,
despite the fact that in October a 23 per cent increase in minimum
wages, retroactive to 1 September, was decreed, the incomes of a vast
sector of the population were not sufficient to cope with the rise in
prices, and this caused a decline in private consumption. Lastly,
in an attempt to maintain a certain level of economic activity without
putting pressure on prices and helping to aggravate the financial
imbalances which had been emerging, the State kept up its policy of

permitting only a modest increase in current expenditure, which grew

/by only
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by only 8 per cent in 1976, compared with 32 per cent in 1975.
Furthermore, with the ccmpletion of the programmed investment stages,
levels of public investment fell, thus leading to less dynamic
activity in the production sectors linked with such investment.

As a result of the devazluation, there was a sharp reactivation
of the inflationary process, which had tended to decelerate during
the first eight months of the year. Inflation had less effect on
consumer prices, especially for non-durable consumer goods, because
of the State policy of subsidies and price controls on essential items.
At the same time tlie prices and tariffs policy adopted in respect
of goods and services sold by public enterprises was aimed at remedying
their finances and securing greater resources for their investment
programmes. .

Although in 1976 the immediate effects of the devaluation
accentnated the slow growth of the economy, it is hcped that as a
result of these and other adjustments made in economic policy, growth
will be reactivated in the future and the imbalances in the public
and externzl sectors will diminish.

The current economic strategy aims to reactivate short-term
economic activity by stimulating longer-term action. The priority
areas selected include, in the first place, agricultural activities
- whose stagnation in recent years has limited the increase in the
supply of agricultural goods and accentuated the problems of rural
underemploynrent and unemployment - and industrial development. In
the latter field, encouragement will be given to a set of vertically
integrated projects -~ especially projects related to the capital
goods sector ~ and the export of manufactures will continue to be
promoted. In order to implement these projects, financial policy has
been adapted so as to obtain a sufficient amount of resources by
stimulating greater tapping of both internal and external savings.
Finally, attempts have been made to reconcile the aspirations of the
various productive groups and to dafine the responsibilities of each

of -them through joint agreements.

/2. Sectoral
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2. Sectoral trends

(a) The agricultural sector

During 1976 the total agricultural product showed a decline
provisionally estimated at 2 per cent, due to a drop in the crop-
raising product of over 4 per ceat and an increase of 2.5 per cent
in livestock production (see table 4). Thus, the phase of slow
agricultural growth which began in the middle of the previous decade
and during which production has increased at a lower rate than
populaticn growth continued to prevail.

The decline of the agricultural product in 1976 was mainly caused
by a prolonged d&rought, aggravated, to scme extent, by the accentuation
of social tensions in the irrigated areas. The climatic factors,
in addition to adversely affecting the production of the seasonal areas,
caused decreases in the crops of the Spring-Summer cycle in the irrigated
areas because of the reduction in the amount cf water collected in
the dams.2/ The most significant declines in production due to the
facters mentioned were in oilseeds (soya beans and safflower), beans,
tomatoes and chick-peas.

The production of sugar cane continued to decline (by around
6 per cent) for reasons unconnected with the general factors mentioned.
This was due, inter alia, to a gradual deterioration in the productivity
of the sugar mills due to the failure to renew equipment at the
appropriate time, and this was one of the factors in the fall in the
incomes of the sugar cane growers. During the last sugar cycle, the
exportable surplus declined to such a point that, if there was no
improvement in the situation, the country would be obliged to import
sugar in 1977 to satisfy domestic demand, which has been growing in
recent years at the rate of 10 per cent annually.

In order to reverse this trend the State is making structural
changes, with greater emphasis on marketing, the renewal of equipment,

the organization of producers and price-cost ratios, among other aspects.

2 The level of collection was about 10 per cent of capacity, the
; P
lowest in the last five years.

/The unfavourable
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The unfavourable evolution of export agriculture was basically
influenced by the decline of around 20 per cent in the production
of tomatoes. Other items generally remained at the levels of the
previous year or rose very slightly, with the exception of strawberries,
melorns and henequen, production of which grew by neariy 10 pér cent.

Among the factors which most influenced the trends of agricultural
production for export were the prices policy - which encouraged an
increase in crops for internal consumption, especially grains - and,
towards the end of the year, the tension which arose among large-
scale agricultural producers in the irrigated areas of the Northeast
because of the possible application of the Agrarian Reform Law. In
the case of coffee, which was favoured by a very considerable increase
in the international price, the physical impossibility of increasing
the rate of production because of the characteristics of the crop also
exerted an influence°

‘ The growth of the livestock sector, for its part, was mainly

due to the recovery of exports to the United States and the increase
in dowmestic demand. The livestock sectors which showed the greatest
increases were poultry and cattle, while the production of the other
types of livestock remained at the previous level.

These types of situations,and the loss of dynamism of agricultural
production 2/ reflect the structural problems of Mexican agriculture,
in which two systems of cultivation exist side by side. The first
system is that of modern agriculture, which is practised in the irrigated
areas, accounting for 19 per cent of the area harvested, and is carried
out‘mainly on large private properties where considerable use is made
of inputs and agricultural machinery. The yields are therefore higher
than the national average and differ considerably from those obtainable
on seasonal land. The other system is the seasonal agriculture carried

out on the ejidos and on small properties, with a low level of

3/ During the period 1950 to 1960 agricultural production grew at
an average annual rate of 6.1 per cent; in the decade 1960 to
1970, at a rate of 4.4 per cent, and in the 1970s at the rate
of only 3 per cent.

/capitalization, little
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capitalization, little use of machinery, and low yields. Over 60 per
cent of the land cultivated under this sytem is used to grow basic
foods (maize and beans).

In the past, the expansion of irrigated areas and the cultivation
of virgin land in the seasonal areas led to an increase in yield and
production, thus facilitzting an increase both in supply for domestic
consumption and in the exportable surpluses.

At the beginning of the 1970s, however, there was a loss of
dynamism in the expansion of the irrigated areasnﬁ/ This limited
the growth of agricultural production, and agriculture was oriented
:increasingly towards domestic consumption, to the detriment of exports.
Seasonal agriculture, for its part, had to expand in land of increasingly
low quality, thus involving higher costs and stagnating yields.

Together with these limitations in the production sphere, problems
of a social nature began to arise. In 1970 almcst 40 per cent of the
economically active population was employed in the agricultural sector,
and agriculture is one of the activities in which, despite major
migratory flows to the urban centres and abroad, incomes are lowest
and rates of unemployment highest. For this reason there has been
increasing pressure on the land which has led to invasions by peasants,
of the larger properties and, in recent years, of irrigated areas in
Sonora and Sinaloa.

Concern over the stagnation of the agricultural sector has led
in recent years to special emphasis on investment projects, particularly
those aimed at increasing the irrigated area. To this end, measures
have been adopted which, in the medium term, will mean the irrigation
of over one million hectares. In 1976 the General Rural Credit Law
entered into force, replacing that which had been applied since 1956.
This Law considerably broadened the concept of credit by including

ejido and other peasant organizations, and it lays down that credit

Ly Between 1946 and 1952 the average growth rate of the area of
irrigated land was 9.8 per cent a year; between 1952 and 1958,
7.3 per cent; from 1958 to 1964, 1.8 per cent; and from 1964 to
1970, 2.5 per cent.

/can be
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can be supplied not only for activities directly related to agriculture
and stock-raising, but also for activities relating to the preservation
and marketing of products, rural industries, and other activities
which increase scurces of employment. The Law favours the
collectivization of rural work and its organization in all possible
rural activities.
The financial system on which the Law is based is made up of
the National Rural Credit Bank (resulting from the merger in 1975 of
three banks which financed various segments of agricultural production),
which consists of 12 regional banks,vand the Kational Rural Industry
Finance Company, which is concerned with the financing of agro-
industrial activities in the rural sector.
Another innovation was the Law on Mutual Social Assistance

Societies, promulgated in 1976, which gave rise to a new type of
enterprise or company of a collective nature, to which priority will
.be given in the provision of credit. The members of such societies are,
in perticular, ejido workers, workers of common land, landless peasants,
smail holders and other persons, who have the right to work aﬁd who
devote part of the product of their work to a mutual social aid fund
and carry out or may carry out trading activities. All the work in
these societies must be done by the members themselves, without
empleying any paid assistants.

(b) The industrial sector

In keeping with the trend of recent years, the growth rate of
the industrial sector (in the broad sense of the term)5/ went down
again in 1976, when it amounted to 3 per cent, compared with 4.5 per
cent in 1975 and 7 per cent in 1974. In 1976 its expansion was due
mainly to the three energy-producing Rranches - petroleum, gas and
electicity - whose growth rates were of the order of 9 per cent, 9 per
cent and 8 per cent respectively;- The growth rate of the basic '

petrochemical industry, on the other hand, which had shown strong

5/ In addition to manufacturing, the sector includes mining,
petroleum drilling and refining, electric energy and construction.

/dynamism (13.5
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dynamism (13.5 per cent a year on average) during the period 1570-1975,
fell drastically to 3.5 per ceunt. In mining there was a reaction
which led to an increase in the product of 3.5 per cent, after a
decline of over 6 per cent in the previous year. The value added

by manufacturing, for its part, rose by less than 2 per cent, while
that of construction remained totally stationary (see table 3).

The performance of the various industrial branches was linked
with a number of specific factors. The expansion of electric energy
production made it possible to meet the normal demand requirements,
which had not been satisfied in the previous year because of shortcomings
in the installed capacity. The petroleum branch grew, albeit at a
lower rate, because of the growth of refining activities favoured by
the expansion of the installed capacity. In the petrochemical industry,
on the other hand, which still has ample scope for import substitution,
growth was limited by shortcomings in the installied capacitye.
Manufacturing, for its part, was affected by the general slackness of
domestic demand, due to the fall in the vesl income of some strata
and tiie lack of funds for working capital. Lastly, construction was
affected mainly by the decline in investment.

The short-term elements which influenced the level of industrial
activity during the year, tcgether with those produced by the floafing'
of the peso from the last quarter onwards and those deriving from
the approaching change of government, fitted in with the longer-term
situation characterized Ly the deceleratiorn of industrial growth
associated with the current stage of the substitution process.

The protection and stimulus provided by the public sector, and
also the direct action of the State in certain strategic branches, were
not enough to counteract the difficulties faced by the industrial
sector as a whole in entering new branches of activity involving bigger
economies of scale, greater technological complexity and more capital

density.

/Table 3
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Table 3

MEXICO: GROSS DOMESTIC PRODUCT, BY KIND OF ECONCMIC ACTIVITY, AT FACTCGR COST

Agricultube
Mines and quarries
Mining
Petroleum oxtragsiior and rofinirng
Manufaoturing
Construotion

Subtotel goeds

Electricity, gas and water
Transpert, storage end communications

~uhtoatel besis services

Comneroce, finencial inmstitutions and
insurence

Peal estate h/

Cxvrmity, soolal and personal
services gf

ngasal other servicas

i

Sritotal ssrvicss

Totel gross demesilc product

3

Miilions of lMexicen pesoas

Parcantage

Annual growth rates

at 1970 prioes breakdown
1970 1978 19768/ 170 19763/ igTH 975 1976s/
50776 51 486 50405 118 Sult 2.7 14 -2.1
20732 2L 959 22 350 L2 Lot 1504 51 7.3
7 116 6 668 6 9cl1 Lol 13 5 =623 345
13 596 15 091 16 4h9 2o7 3¢l 1549 11,0 9.0
120 673 125 793 128 €35  23.4 24,0 6oC k1 1.8
30050 3L 975 3L 975 Solt 509 549 507 =
222 421 230 813 233 €25 M7 L3y 6a0 3.8 1.2
7 781, 8 228 8 886 1.4 107 9olt 5.7 840
15 241 16 shl 2,6 coe 11.8 Bo5  eae
23 022 24 772 vos k0 ese 11,0 7o6  ees
145 960 148 338 oeo 28,9 ese 53 36l eee
o4 887 35 794 eoe 746 ooe 206 26 aee
79 566 B4 893 ees M9 6a1 a7 wee
258 L13 269 ars ses Bl sen 542 Bl ees
507 489 525 €79 535 084 100,0  100.0 223 42 1.9

Sources 1970-1975: CEPAL caloulations on the bals of figures supplied by the Bank of Mexioo;
1976 CEPAL estimetes based on offisial data.

Note: As the Individusl ectivities and the totals wore celeculated independently, the sum of the former does
not correspond exaotly with the latter,

8/ Preliminary figures,

b/ Refers to ownership of dwellings only,
_q/ Also includes restaurants, hotels and services provided to enterprises,

/Table L4



Table 4

MEXICOS VARILTION IN THE GROSS DOMESTIC PRODUCT
OF THE ACGRIGULTURAL SECTOR

Anroial. growih rates

—

1572 1473 1ok 15758/ 1976e/
Jotad egrigulfiral 1ot 20 2:8 a3 ~20
Crop farring =205 1.9 322 0,2 i 8
I2vestack 7e2 1.8 Uy 3.6 255
Forectry 302 6.8 6.3 0,0 0,0
Fisheries g/ ER) 3,8 1.0 3alt ~-6.0

Sournar CEFAL, on the bagis of officiel deta,

/ Toslintnany flguress

.
i

/This process
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This process was reflected in the trend of the manufacturing
product, whose growth rate fell from 8.9 per cent a year in the
decade 1960-1970 to 5.3 per cent a year in the period 1970-1976, and
in that of its mein components. Thué, the‘féfé 6f increase in the
production of non-durable consuﬁef géods fell from 7.2 per cent to
5.3 per cent; that of intermediate gbods, where the possibilities for
import substitﬁtion are still broad, from 1.0 per cent to 7 per cent,
and that of c¢apital goods and consumer durzbles from 12 per cent to
5 per cent,

This pattern was further accentuated by the slow growth of
agriculture during the period and, from 1974 onwards, by the increase
in the inflationary pressures which particularly affected the lower
income groups of the population and their already. limited consumption
of manufactured goods. The situation of organized groups of workers
was ot the same, however, since to scme extent they recovered the
lost purchesing power because of the official wages policy. Official
financial machinery such as the National Werkers' Credit Fuad (FONCOT),
mechziisms for controlling the prices of some basic goods, and
arrangements for direct sales of those goecds, in some cases at subsidized
prices, also helped to improve the levels of consumption of the
population,

Luring 1976 the volume of exports of manufactures - which in the
previous year had declined by 15.5 per cent after accentuated growth
from 1970 onwards - rcse by a little over & per cent.

It is s5till too early to assess how sales abroad will be affected
by the policy changes made, especially the modification of the parity
of the peso compared with the dollar during the last gquarter.6/
Although the devaluation put exporters in a better competitive position,

the subsequent increase in prices of imports and salary rises partially

&/ The Ministry of Finance and Public Credit adopted a series of

measures designed to make the administrative procedures for the
export of manufactures more flexible. To the same end, measures
were also introduced which broadened the fiscal and financial
stimuli,

/destroyed this
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destroyed this initial advantage. Furthermore, the delay in the
recovery of the industrialized ecoromies, which was slower than had
been expected, prevented a full assessment of the effectiveness of
the measures adopted.

(i) Mining. During 1976 mining begun to recover from the
contraction of the previous year. ©On the basis of the provisional
figures available it is estimated that production rose by 3 per cent
in contrast with the decline of over 4 per cent in 1975.

Although with a very few exceptions the unfavourable exzternal
demand situation persisted, the sector did expand somewhat as the result
of an improvement in the sales of the products which contribute most
to export earnings, such as refined silver and zinc, which together
represent nearly 50 per cent of the value of mining exports. In this
respect, the implementation of a major mining project 7/ which increased
the production of silver by rather more than 4‘per cent made 1t possible
to tuke advantage of the favourable international demand for this
metal. There was also a major rise (over 17 per cent) in zinc exports,
althoigh the price of the metal fell slightly (see table 5).

Copper production, mostly for the domestic market, also rose
intensely (14 per cent) with the entry into operation of extensions
to the main producer's facilities. Lead production, however, fell
steeply for the second consecutive year because of labour problems
which made the ccuntry's largest refining plant temporarily inactive.

Production of inputs for the iron and steel industry expanded
by 5 per cent, mainly because of the increase in coke and iron output
in connexion with new extensions to two iron and steel plants and the

substitution of pig iron for scrap in the steel making process.

7/ The new Los Cedros and Las Torres mines in Guanajuato will
produce 2 million ounces of silver a year, and with three more
projects the total production of silver will increase by
33 per cent.

/Table 5
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Table §

MEXTCO; INDEXES CF MINING PRODUCTION

Total mining nrodietion

Preocious me*als
Gold

Silvor

Non.farrous industrial

Zino
Lead
Caopper

Mstals and m’nepgls for
the stee) Industey of

Ceke

Iraon

Nen-metellia minerals d/
Sulphur

Fiuorite

Annual growth rates

1974 1¢75 15763/
2ol =13 329
"Rt 16 4a5
l°3 7\\6 6*8
+3a2 14 Lty3
Lo -3 222
=322 ~Lq2 7.1
21,0 ~18.1 ~13.3
247 5ol 140
ze7 18 5o2
760 0,9 3ok
72 009 - 6,0
230 -1.8 4,5
bl wbo8 ~3l
2.4 2.3 =902

Scurcat . CEPAL,cn the basis of officiel statislicss

&/ Prelininery figures.

b/ Also includes arsenlo, antimony, oadmiun, meroury, bismuth, molybdenum,

tungsten, selsnium and tin,

o/ Alsa ineludes coal and manzexnesoe -
d/ Also includes barite, grephite, dolonite, kaolin, siliea, grisum,
phosphorite, limestons; sodium sulrhate, feldspar and magnesite,

/Among non-metallic
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Among non-metallic mineirals, production of the two most important
items - sulphur and flucrite - diminished as in the previous year
(see table 5). In the case of fluorite, exports diminished above all
because of the ccntraction in external demand due to the lower level
of iron and s®ecl) activity in the United States and the lower demand
for other products for wahich it is an input (aercsol sprays,
refrigerators, etc.). Another facktor in the decline was the increase
in internaticnal supply due to the opening of new sources of fluorite
in South Africa.

During 21976 a start was made on the implementation of the mixed
investment programme promoted and totally cr partially financed by the
State through the Mining Promotion Commission. This programme covers
the period 1976-19380 and comprises various projects to. a total value
of 23 billion pesos which will consolidate and expand mining activity,
supply the domestic market more fully, and substantially increase
exports, from which it is estimated that a foreign exchange income of
nearly 13 billicn pesos a year can be obtained. The new investments
will also make it possible to carry ocut increasingly advanced
manufacturing processes such as the manvfacture of semi-finished and
finished products.8/

(ii) Petroleum and_petrachemicals. During 1976 the product of

the petroleum sector grew by around 9 per cent, compared with 11 per
cent in the previous year and 16 per cent in 1974 (see table 3). This

slower growth was associated with the drop in the growth rate of

8/ The main projects include the following:
Real de Angeles, Zacatecas. With an investment of 1.1 billion
pesos 1t is expected to obtain 5.5 million ounces of silver,
18,000 tons of lead and 21,000 tons of zinc.
La Caridor-Sta. Rosa, Sornora. Investment estimated at 10 billion
pesos for a complex which will produce 150,C00 tous of electrolytic
copper.
Rofomex, San Hilario, Baja Califormia Sur. Development of a
deposit of phosphate rock, through an investment of 5 billion
pesos, to obtain 1.3 million tors of concentrate in the first
stage.
Zincamex, Saltillo, Coahuila. Investment of 300 millicn pesos to
expand the current installations and increase zinc production by
20,000 tons a year.

/extraction activities
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extraction activities from over 18 per cent in 1975 to 7.5 per cent in
1976. This decline was ndt offset by the increase’of the growth rate
of refining from nearly 4 per cent in 1975 to 11 per cent in 1976

(see table 6). Exports, for their part, increased from 6.2 million
cubic metfes in 1975 to neariy 7 million in 1976, largely because of
shipments of crude abroad Zcr refining and re-importation.

The performance of the sactor during 1976 feflected a policy
of moderate exploitation of new deposits and limitation of sales abroad.
Furthermore, the commissioning of the Tula refinery in the middle of
the yecar made it possibls to raise the degree of refining and cease
shipments for refining abroad in the last few months.

As regards the individual products, a trend was observed towards
the production of cheaper grades cf gasoline rather than high-priced
types, and there was a general tendency towards slower growth of
automsbile fuel production because of the drop in demand due to the
higher prices.

In November Petrdleos Mexicanos (PEMEX) was authorized to increase
the prices of its products.9/ This increase was made in accerdance
with the policy followed by PEMEX since 1974, which is aimed at
covering costs fully and generating increacing savings for its investment
projects.

The growth rate of the petrochemicals industry went down
significantly, from just over 12 per cent in 1975 to 4 per cent in
1976. This was mainly due to limitations in the installed capacity

and the delay in executing major investment projects.

2/ The price of gasoline rose by 33 per cent, that of bottled gas
by 12 per cent per kilegramme, and that of diesel fuel by 15 per
cent per litre. v

/Table 6



Table 6

MEXICOs GuOWTIL OF PETROLEYM AND COKT PRODUCTION

Annusl growth rates

1971 1972 1973 1974 1975 1976a/

Total 28 19 Leh 16:2 8:5 11s5
Crude and condensed

petroleum 2.4 7.7 1.2 16.6 8.7 11.7

Refining b/ 2.2 11.0 ~0s2 13.7 3.8 11.0

Extraction -1.3 3.3 3.1 2.7 18.4 75

Coke 15.6 Ge3 10.0 569 1ok 2.5

Scurce: Banco de M&xico, Soh.
e e Pt ®

E/ Preliiinary figures.
b/ Total crule end liguids processed.

»
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(iii) Manufacturing. The effects of devaluation on the prices

of imports and their influence on domestic costs 10/ and prices had
adverse repercussions on the demand for manufactured products, thus
helping to aggravate the depressive trends that have been recorded

in that demand for the past two years. As a result, the manufacturing
product grew only”slightly, by 3.4 per cent, during the first eight
months of 1976. The contractiorn reccerded in the last three months,
which was directly associated with the situation mentioned above,
meant that the increase for the whole year was finally less than

2 per cert (sec table 7).

This slow growth was maialy due to the contraction of domestic
demand, wnich was reflected above all in the drops of O.4 per cent
in the production of consumer goods and 12.2 per cent in that of
investment goods.

The branches manufacturing raw materials showed a moderate
increase of 3.8 per cent, which contrasted favourably with the decline
of 2.3 per cent in 1975 but was well below the growth rates recorded
in previous pericds.

The branches producing non-durable cousumer goods which were
most affected by the detericration of domestic demand included food
processing and particularly beverages and tobacco, whose comrbined
production diminished by 7 per cent. Other branches ailected were
textiles (due to the decline in the prcduction of synthetic fabrics
which was not offset by the increased procduction of cctton yarn and

fabrics) and footwear and clothing.

10/ Internal costs were influenced still more because of the increased

cost servicing debts contracted in foreign currencye.

/Table 7
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Table 7

MEXICO: GROSS DOMESTIC PRODUCT OF THE MANUFACTURING SECTOR, AT MARXET PRICES

Total

Food, beverages and
tobacco

Textiles

FPootwear and clothing
Wood

Paper and paper products
Printing and publishing
Rubber products
Chemical products
Non-metallic minerals
Basic metals industry
Machinery

Transport equipment

Other industries b/

Annual growth rates

1573

8.1
9.5
6.0
11.2
0.6
7.1
10.0
16.4
8.2
12.0

18.3

Weighting e

in 1970 1971 1972
o0 ozl 82
2605 1.0 5¢5
10.3 Solt 8.2
13,5 7.6 8.4
1.9 ~5.2 72
205 ~7.1 5.6
3.2 ~l.1 13.1
1.k 11.0 10.9
8.1 10.1 14,0
5el 8.6 11.5
Solt 2.7 12.4
7.9 0-1 6.8
6.6 5.9 9.9
7.6 45 2.6

8.3

1974

r— g G nn ———

597

3ok
2.1
2.7
9.8
12.2
6.7
1.5
39
5.6
11.2
5.6
19,2
6.3

1975

— e — ——-a

19768/

502

~2.4

Source: CEPAL, on the basis of official figures.

8/ Preliminary figures.

1.8

1.7
0.8
1.0
L% |
9.9
7.6
11.5
46
7.7
1.3
10.2
-10.6

~-5.8

—

E/ Includes the leather and leather products industries and the menufacture and repair of metal products.

/Among durable
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Among durable consumer goods and investment goods, the most
significant decline (11 per cent) was in the production of motor ‘
vehicles, with consequent repercussions on the iron and stecl industry.
This performahce was influenced by the decline in sales of vehicles, -
particularly of the popular type, demand for which was also affected
by the lack of credit. The increase of more than 10 per cent in the
product of the machinery branch was decisively influenced by the
growth of 18 per cent in the production of electrical equipment, the
demand for which very probably increased because of expectations of
price rises but was also helped by State financing made available
through FONACOT. ’

In the~intermediate goods industry the performance of the
branches was uneven. While the expansion'in the paper and rubber
products branches was outstanding (10 per cent and'll.5 per cent
respectively), that of the chemical industry and basic metals was
slow, in response to lower demand:(see table 7). A special case’was
the production of fertilizers, whefe the léck of dynamism was probably
attributable to shortcomings in the installed capacity, since
approximately 50 per centvof the plants ha%e been in use for more
than 20 years.

It is estimated that in general manufacturing was not affected
by shortcomings in the supply of inputs during 1976. Its growth was
limited, however, by the scant supply of credit and the restrictions
on installment sales imposed by shopkeepers as a result of the
official credit policy.

During the year the public sector brought into operation the
"Lazaro CArdenas" steelworks at Las Truchas with a capacity of 1.3
million tons of steel a year and also expanded the production capacity
of Altos Hornos de México, which currently amounts to 3.75 million
tons of steel a year. As soon as production is normalized in the new
iron and steel installations, there should be an exportable surplus

of both steel and manufactured iron and steel goods.

/(iv) Industrial
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(iv) Industrial policy. In 1976 the State adopted a number of

measures, both of a short-term and a medium- and lorng-term nature,
aimed at orienting and strengthening the industrialization process.

The short-term measures include those which accompanied the change
in the exchange rate and others which affected the general tax on
exports. In September the export taxes were increased and new taxes
were imposed on manufactures and semi-manufactures. This measure was
designed to absorb part of the surplus which would be generated by
the greater income in national currency earned by exporters as result
of devaluation and also to avoid possible shortages in the supply of
the national market because of the export of stocks. Before the end
of the year, however, it was decided to abolish the latter taxes
because the rise in the prices of inputs and the readjustments of wages
and salaries were, in the view of the authorities, largely nullifying
the external competitiveness which was sought and which should have
been favoured by the devaluation of the peso.

With the same objective, the Ministry of Finance reintroduced
Indirect Tax Refund Certificates (CEDIS), which had been abolished on
1l September. Since their reintroduction, however, the treasury
authorities have tried to make this subsidy more selective, as a
function of the degree of competitiveness which it is desired to
attain.

In a longer-term perspective, mention may be made of the
establishment of two official bodies: the National Co-ordinating
Commission for Industrial Development and the Co~ordinating Commission
for the Development of the Machinery and Equipment Industry.ll/

The objectives of the first of these Commissions include

standardizing the activities of bodies and institutions which participate

11/ These two Commissions were created by decrees of 16 March 1976
and will be made up of the Deputy Ministers of Finance and Public
Credit, the National Patrimony, and Industry and Commerce, as
well as by the Director of the Nacional Financiera (National
Finance Company) and the Presidents of the National Confederation
of Chambers of Industry and of the National Chamber of
Manufacturing.

/in the
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in the promotion of industrialization and formulating goals and short-
and medium-term programmes for the development of the industrial
sector, as well as the policy measures needed to carry them out.

The Co-ordinating Commission for the Development of the Machinery
and Equipment Industry, for its part, will be responsible for
co~ordinating the activities of the subsidiary bedies of the Executive
and the bodies and institutions which participate in the development
of this branch of industry; formulating short- and medium-term gqals,
for securing rapid development of the branch; recommending to the
competent authorities suitable incentives and support measures;
promoting the production and sale of machinery, tools and equipment,
and carrying out the necessary studies for this purpose.

After the change of administration a series of measures were
introduced to restructure the Government apparatus concerned with the
industrial sector. These measures include the amalgamation of the
bodies of the para-State public administration into a central body
- the Ministry of the National Patrimony and Industrial Promotion -
in which the functions of programming, budgeting and appraisal of
the sector are centralized.

Finally, stress should be laid on the importance of the agreements
already mentioned which the Federal Government made with the private
and mixed industrial sector. These agreements include investment
projects totalling 100 billion pesos and commitments for the promotion
and development of priority areas of the economy.l2/ The industrial
activities defined as priority are energy, pefrochemicals, iron and
steel, mining, transport, capital goods and mass-consumption goods.

There are 10 agreements, made with 140 enterprises, which could
generate 300,000 jobs. They represent the first step in realizing the

Alliance for Production proposed by the new administration. This

12/ In this respect, specidl importance is attached to industrial
promotion in the Federation's budget for 1977, in which 33 per
cent of total net expenditure is devoted to strengthening
industrial development, compared with 24 per cent in 1976.

/Alliance defines
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Alliance defines the role of the State as guide and supervisor of

the economy and specifies that it will be for the State to study

such reforms of policy instruments as are needed to regulate and
promote industrial growth. Thus, the investment of the public sector
and para-State bodies will be programmed in the medium and long term
so that the entrepreneurial sector can plan its own expansion. In
this way it is hoped to secure self-sufficiency in the production

of essential foods and strategic energy products and industrial inputs,
and also an increase in exports of manufactures.

The objectives which are sought in the various industrial
branches are:

l. To link investment in the petrochemicals industry with the
PEMEX expansion programme in order to meet domestic demand fully and
also participate in the international market;

2. To integrate the industrial sector vertically as regards
capital goods. For this purpose, provision will be made for the
investments needed to expand the supply of these goods on the basis
of close co~ordination with the para-State bodies which constitute
an important part of the capifal goods market, while the rate of
expansion and the plan for the corresponding purchases will also be
programmed;

3. To establish a commitment to cover the level of integration
of the automobile sector fixed for the period 1977-1982 as regards
the automobile parts industry. It is also envisaged that appropriate
stimuli will be given to production for the external market. As
regards the terminal section of the motor vehicle industry, the short-
term goal is to secure an equilibrium in the trade balance of each
enterprise, while also determining the degrees of integration and

production quotas.

/3. The
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3. The external sector

During 1976 the external sector was subjected to intense pressures,
and the problems raised by a disequilibrium which had been affecting
the economy sinc~ the previous decade, sometimes reaching critical
proportions, continued to be clearly ménifested»up to September.

On the export side, despite the range of Go?ernment meaéures
adopted to support exports and the signs of a gradual recovery in the
markets of various industrialized countries, increasing difficqities
again emerged in entering the world manufactures market and once again
the limitations due to the insufficient exportable supply of some goods
became evident.

On the imporf side, the advance made in continuing the substitution
process was slight, and only the slow growth of the économy, plus the
effects of the devaluation, helped to cbntain the level of imports.
The adverse repercussions ofAfactor payments related to foreign
investment and the burden of external borrowing which was resorted to
over a long period to sustain iﬁcfeased expenditure and thus stimulate
the economy were strongly felt. ‘ '

This problem of acute external aisequilibrium’was augmented by
uncertainty and speculation, thus generating one of the most serious
balance-of-payments crises in the economic history of Mexico. The
abandonment of fixed exchange parity, largely attributable to this
dual crisis of both a structural and short-term nature, was reflected
in varied repercussions of different types which had not yet emerged
in‘full force by the end of the year. Thus, while no decisive effects
wére visible as regards exports, the impact on foreign purchases of
goods and services was more marked, although still incipient. During
the brief period since the floating of the peso, some slackening in
speculative activity was to be observed, although the outflow of
capital continued quite strongly and there were also significant
pressures both on the country's monetary reserves and on the external
debt of the public sector. This naturally accelerated the rate of
external borrowing, and moreover under less favourable contracts not

necessarily linked with the financing of specific investment projects.

/(a) The
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(a) The current account

The current account of the balance of payments showed a deficit
of 3,300 million dollars, a figure equivalent to nearly 50 per cent
of the current foreign exchange income (see table 8). Even so, this
deficit was nearly 770 million dollars less than the unprecedented
deficit of the previous year. This relative reduction was influenced
by the devaluation of the peso, since up to August the level of the
imbalance had remained similar to that of the first eight months of
the previous year.

The increase of more than 15 per cent in the value of exports
of goods was mainly due to the rise in international prices (13 per
cent) and only to z much lesser extent to an increase in the volume
exported (see table 9). The economic reactivation of most of the
industrialized countries with which Mexico carries out trade transactions
produced export opportunities and encouraged an increase in prices for
most of the articles which the country exports. The stimulus this
represented for exporting greater volumes of merchandise was not,
however, fully evident, not only because during the first two-thirds
of the year the incentive was insufficient to counteract the overvaluation
of the peso, as occurred in the case of manufactures, but also because
various factors led to a decline in the volumes available for export.

Thus, supply problems led to a decline in exports of footwear
(16 per cent), cotton (9 per cent) and phosphoric acid (28 per cent).
Sugar - a product which some years ago occupied a very prominent place
in sales abroad - was no longer exported at all. The decline in the
sales of refined lead (42 per cent) was mainly due to a change in
external demand in favour of the raw material (unrefined lead). Moreover,
the increase in the domestic price of the raw materials for producing
hormones led to a reduction in exports. Finally the decline in the
domestic demand for automobiles led to a reduction in the export
requirements to which the assembly firms are subject as part of the
industrial integration policy, and this was reflected in a decline of

sales of automobiles and parts abroad (see table 10).

/Table 8
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Table 8

MEXICOs BALINCE OF PAYMENTS

(Millions of US dollars)

Current account
Exports of goods and servioces
Goods FOB
Servioces
Transport
Travel ‘
Imports of goods and servioces
Goods FOB
Sarvioces
Transport
Travel
Net payments of rofits end intersst on
forelgh oapital '
Profits
Interest
Net private treansfer payments
Balance on aurrent account

Capitel account
Net external financing (a+b+o+d+s)

{a) Net external non-oompensatory cepital
Dir oot investment
Long= and medium~term loans
Amortization payments
Short~term liabilities
Offiolal transfer payments
(b) Domestic non~gompenmsatory capital or assets
(s) Errors and omissions '
(d) Allocation of SDRs
(e} Net cwmpensatory financing
(mims sign signifies an incréase)
Balanoe-of—-payments leens, trade arrears,
IMF loens, and other lisbilities of the
monetary authoritles
Amortization payments
Variation in gross international reserves
(minus sign signifies an increase)
Foreign exchange )
{minus sign signifies sn inorease)
Gold
(minus sign signifies an inerease)
SDRs
{minus sign significs en inoreass)

1972 1973 1974 1975 19768/
3 736 4 yuy3 6 222 6 134 6 708
1 882 2 U1g 3 Lu3 3 s 3 976
1 854 2 324 2 779 2 €89 2 732

79 135 - 182 2c6 221
1 493 1752 2 56 2 142 2 151
4 0x6 5 236 7 765 8 4éo 7 997
2.6uU3 3 656 -6 790 6 283 5 726
1373 1 580 1 975 2 177 2271

179 292 439 516 4s5

870 953 1 B4 1 332 1 436
~700 ~597 -1 W7 -1 856 -2 118
=liz5 <581 ~75k ~9k8 -1 oéat/
265 ~L16 653 ~9C8 -1 058

54 66 100 114 i

~926 =1 L2y ~2 890 L 068 ~3 302

926 1 L2y 2 890 4 068 3 302
1214 2 184 3 687 4 968

301 57 678 749
1 208 2 383 3 092 4 571
~609 =924 -640 1 027 2 969

304 260 5Lk " €63

10 8 13 12
=274 -666 -378 -148
164 Yy o ~381 =582
L2 - - -

=220 ~141 -38 ~170 333
=220 -1l41 -38 =170
"190 -151"' -‘78 -222 (Y X

12 13 '41 -~ see

' .J+2 - w~l 52 sce

Sourges 1972-19751 Internaticnal Monetary Fund, Balance of Peyments Yearbook, vole 283

19763 CEPAL, on the basis of offioial statistiose

&/ Preliminery figures.
b/ Includes reinvested profitse
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Table 9

MEXICOs VARIATION IN THE TERMS OF TRADE 4ND IN THE VALJE,

VOLUME AND UNIT VALUE OF EXPORTS AND IMPORTS

(Porcenteges )

Exports of goods

Yalue
Volume

Unit value

Imports of goods

Value
Volume

Unit value

Terms of trade

1972 1973 g7k 1975 19763/
24,9 2846 4243 0.1 15,4
2046 6.8 - ~32 241
346 20,4 h243 3e3 13,0
2103 38.“’ 58.“’ 8.5 "8)9
17.8 18.5 21,7 ~0e5 «12.4
340 1648 30,1 91 L0
05 3.1 94 ~5e2 847

&/ Preliminery figures,
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Teble 10
MEXICOs INDEXES OF THE VOLUME OF EXPORTS OF SOME SELECTED PRODUCTS

Indexes (1970 = 100) “‘““:t":: owth
1974 1975 1976 1975 1976
Raw cotton D 7749 732 6647 -640 ~Be9
Raw coffee 14343 16949 196,41 1846 15,4
Tomatoes ‘v 82,3 8948 9646 9e1 746
leaf tobaoeo , 245,42 16342 160,5 =33, «le6
Cattle . 38.9 24,2 504l =378 10843
Presh or chilled meat 5848 2345 58,1 60,0 1ly,2
Honey 9840 133.0 22343 3547 6749
Shrimps ) 99.1 1097 108,6 10,7 «140
Refined load 139.2 125,9 724 ~9¢6 2,5
Refined zine 193,0 22644 321.9 17,3 4242
Sugar , 73¢9 3240 - 5647 -
Natural hormones | 113.‘5 8247 61,1 -27el 26,1
Iron end stesl pipes ' 175.5 14602 251,0  =16s7 7147
Glase and glese manufaotures 19641 22943 2914 1649 27,1
Footwear 192,k 18446 154,.3 440 =164
Fhosrhoric aoid 22043 102.3 73.8 5346 ~2749
Yarn and manufactures of henequen 54,1 5946 129,2 613 116,8
Cotton yarn 35348 27045 21,6 ~23¢5 =1047

Sourget CEPAL, on the basis of offioial figures,

/Among the
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Among the items which developed favourably as a result of the
increase in prices were tomatoes (8 per cent), coffee (15 per cent),
refined zinc (42 per cent), henequen manufactures (117 per cent),
clothing (between 3 and 10 per cent), glass (27 per cent), and some
selected capital goods. During 1976 the country also reasserted its
position as a net exporter of hydrocarbons, attained in 1974, as a
result of the discovery of new deposits and the policy of expanding
the refining capacity.

The foreign exchange income from tourism, in dollars, increased
by only 2.6 per cent. In pesos and in real terms, however, this
income grew at a higher rate, since the devaluation of the national
currency more than outweighed the domestic price increases. During
the year some adverse short-term factors such as the strong competition
abroad to attract tourists znd the decline in the United States tourist
flow to Mexico were overcome, at least partially. Nevertheless, the
attraction of the floating exchange rate for tourists had not, by the
end of 1976, produced such appreciable increases in the number of
visitors or in the length of their stay in the country as to significantly
expand the foreign exchange income of the sector. This was due both
to the shortness of the period which had passed since devaluation and
to the rise in internal prices which it provoked.

Frontier transactions and subcontracting services did not react
either to the extent which might have been expected from the exchange
readjustment. Frontier transactions rose by only 4.4 per cent and
income from subcontracting activities by 1l4.5 per cent in the first
eight months, compared with the rates of 9 and 27 per cent recorded
in the same period of the previous year. As in the case of tourism,
the incentive given by devaluation was reflected in the export of
greater volumes of goods and services, but this reaction was not
sufficient to offset fully the deterioration in prices due to floating.

The devaluation, and also to some extent the tariff measures
adopted from 1975 onwards, discouraged imports of goods and services,

which fell between September and December by nearly 500 million dollars

/compared with
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compared with the level attained in 1975. Exports of goods and
services, however, maintained the growth rate recorded during the
months. previous to the floating (around 11 per cent).

Current foreign exchange expenditure diminished by 0.8 per cent
as a result of two opposing trends. The first was the decrease of
nearly 9 per cent in imports of goods and the 4 per cent decline in
the expenditure of Mexican toursits abroad. These declines largely
reflected the pronounced loss of purchasing power of the peso abroad
and, in the case of goods, the modest growth of the economy and the
efforts of the Government to contain these purchases.

On the other hand, there was an intense increase in outflows
corresponding to frontier transactions (10 per cent), sales of
international travel tickets (15 per cent) and payments in connexion
with direct foreign investment (12 per cent), despite the fact that
the floating of the peso helped to check the even higher growth rates
which had been recorded in these outflows up to September.l3/ Finally,
payments of interest on the official public debt showed the same rising
trend (24 per cent) as in the first months of the year and in recent
Years in general, reflecting the absolute increase in indebtedness
and the less favourable conditions of borrowing.

The decline in the value of imports of goods was mainly due to
the lower volume (-12 per cent), which in turn was associated with the
lower rate of economic activity. The unit value of imports of goods,
for its part, rose moderately (see table 10).

The drastic decline of over 50 per cent in imports of consumer
goods was due in particular to the reduction in the special purchases
of maize compared with the previous year. The volume of raw materials
imported fell by 4.5 per cent, the lower purchases of scrap iron and
steel smelting products for the steel industry and inputs for food
production being of particular significance. In contrast, imports of

capital goods rose by less than 1 per cent in real terms (see table 11).

13/ During the 8 months prior to devaluation these rates amounted to
13 per cent, 33 per cent and 17 per cent, respectively, compared
with the same period of the previous year.

/Table 11
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Table 11
MEXICOs IMPORTS OF GOODS, BY ECONOMIC DESTINATION

Millions of dollars Annual growth
rotes

g4 19753/ 1976s/ 1974 1975 1976a/

Total 6 057 6580 6030 5B.8 8.6 =B84
Consumer goods 802 793 b 83.4 -l 52,8
Intermediate goods 282 277 2665 7045 '-5.14 ~243
Cepital goods L705 2368 2472 288  38.9 bkt
Others 668 693 519 8346 a7 =252

Sources ChPiL,on the basls of official figures,

2/ Prelimnery figures.

/The public
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The public sector adopted a strict policy regarding acquisitions
of imported goods, and this, together with the scant increase in the
sector's investment expenditure, led to a decline in imports of over
13 per cent. The private sector also reduced its purchases of imported
goods, although in a much less pronounced manner (see table 12).

(b) The capital account

The deficit on current transactions, although appreciable, was
less than that of the previous year, thus reversing the rising trend
which had been recorded in recent‘years. The speculative transactions
which had been carried out before the abolition of fixed parity and
even more so after this decision led to a significant outflow of
capital, however, and forced the public sector to resort once again
to massive external borrowing, including borrowing of a compensatory
nature, and to make intensive use of its monetary reserves in order
to meet the exceptional demand for foreign currency.

In order to appreciate the amount of the outflow of capital, it
only needs to be pointed out that the net movements of short-term
capital (including errors and omissions in the balance of payments)
showed a deficit of 2,200 million dollars, while in the year before
this amount, although also negative, had been 400 million, and in
previous years it had been much less. If it is also borne in mind
that short-term external borrowing by the official banking bodies and
public sector enterprises increacsed by over 1,300 million dollars, it
may be concluded that the total outflow of private capital may have
exceeded 3,500 million dollars. As a result, the net long-term
borrowing and the utilization of the country's reserves required to
finance net expenditure on current account and the net outflow of
short-term capital exceeded 5,200 million dollars, which represents
around three quarters of the country's current foreign exchange income.
The net long-term commitments entered into to finance this requirement
came to 4,890 million dollars and the decline in reserves needed to
complement these resources amounted to 333 million dollars, so that
by the end of the year the reserves were down to just over 1,400 million

dollars.

/Table 12
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Table 12

MEXICOs IMPORTS OF GOODS BY THE PUBLIC AND PRIVATE SECTORS

1g72 1973 1974 19752/ 19768/

Mi.lions of dollars
Total 2718 3 813 6 57 6 580 6 030
Putlic seotor 6l45 1223 2 202 2 498 2 167
Private sestor 2 073 2 591 3 855 4 082 3 863

Arnual growth rates

Total 2046 40e3 58.8 8e6 Bt
Publio seotor a4 8945 80,1 1344 ~13,2
Private gseotor 15,1 2540 48.8 549 =5ett

Sources Ministry of Industry and Tradee

&/ Preliminary figures,

/As regards



As regards the long-term commitments, the contribution of new
direct foreign investment amounted to only 330 million dollars
(compared with 360 million in 1975) and the procurement of‘crédit
from the exterior by private bodies came to 375 million dollars (also
lower than the 1975 figure). In contrast, the long-term external
debt of the public sector rose by more than 4,200 million dollars
to a total of nearly 15,850 million dollars (see table 13). Of
this increase, 2,700 million dollars consisted of net credit from the
exterior, a figure almost 300 million dollars lower than that of the
previous year because of the increase in amortization payments and
because the new disbursements generally remained at the same level.

The issue of securities and Government borrowing increased sharply
by over 1,500 million dollars. Half the net additional borrowing
was carried 6ut through Government-owned enterprises, particularly
those which produce energy (somewhat more than a quarter)j around
a third was effected through State financial institutions and

17 per cent was directly contracted by the Federal Governmentciﬁ/

The unpegging of the exchange rate after 22 years affected holders
of savings and liquidity. Conversion to dollars was a widespread and
almost immediate reaction to the announcement of the abandonment of
fixed parity. The outflow of capital, together with the slowness of
the favourable effects of the new exchange parity on current transactions
and the flow of capital for investment, put pressure on the rate of
exchange by accentuating uncertainty and thus encouraging further
outflows. In order to deal with this situation the Government resorted
to measures such as securing compensatory loans and continuing to allow
the peso to float, after having supported the exchange rate in order

to eliminate erratic fluctuationms.

14/  Preliminary estimates place the total short- and long-term
external public debt at 20,000 million dollars at the end of the
year, of which around 80 per cent was for a term of over one
year and the remaining 20 per cent was short term. It should
also be noted that the structure of the long-term debt has been
characterized by a trend towards shorter periods and higher
rates of interest.

/Table 13
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Table 13

MEXICCs EXTERNaL PUB«IC DEBT, BY KIND OF ECCNONIC ACTIVITY, l972-1976

(Millions of US dollars)

— S alance ot Desember Armusl growth retes
1972 1975 1974 i975 T gt/ los 1975 19768’

Zotal 5065 7 070 995 . _1___m_+g 20_600 3966 4l.1 b9 30.4
Yedium and leng—term

(one year or mere) Y322 5732 7981 11612 15 846 326 392 455 36e5
Agrioultural activitias 6 1ol 190 okt 1410 1 608,5 88,7  270,3 100, 2
Energy 1688 2064 2 918 L 223 5 292 2243 4,4 W7 2543
Industry 556 764 1 0855 1 839 2 821 375  38el  7he3 53l
Transport and communications 835 995 1 225 1 Wy 1 822 11,2 23,1 2047 2342
Construstion 33 124 216 31y 570 275.2 7347 L6,.9 8041
Other activities 320 473 602 1 631 1 220 .8 2743 7245 1745
Federal Government 824 1211 1%75 2 011 2718 46,9  Lbu6 1343 34e7
Short~term (less than

one year) 742 1 339 L 95k 2 837 4 15k 8043 49,0 42,3 L4644
Agricultural activities 389 521 852 521 925 3.0 6345 =38.8 77 5
Energy 14 157 65 291, 628 1 022.1 ~58.6 375 115,.9
Industry 216 274 56 606 1 150 26,9 6646 32,8 8948
Construction 21 22 29 6 . 100 L4 34,9 793 156647
Other aotivities 1n3 365 552 1 413 1 351 25649 62,1 138.6 ol

a8/ Preliminary figurese

/The authorities
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The authorities of the International Monetary Fund were
requested access to the Fund's resources and the same approach was
made to the United States Treasury and Federal Reserve System. 1In
response to the request, the International Monetary Fund granted credit
support for a total amount equivalent to 960 million dollars, with
the possibility of raising the amount to 2,200 million dollars.
Approximately 22 per cent of this support came from the Fund's
compensatory financial facility; 16 per cent was constituted by a
drawing on the first credit tranche and the rest was granted from the
expanded facility to be use over three years on condition, as specified
in the corresponding agreement, that structural adjustments are made
to correct the balance-of-payments difficulties during this period.
The Government presented to the authorities of the Fund the economic
policy programme which the institution requires in such cases. The
programme aims to achieve this adjustment through measures to secure
certain goals in production, balance of payments, public finances,
prices and wages, remunerated employment and monetary circulation.

The commitments include the limiting of the growth of credit, money
and expenditure, particulérly of the public sector, and of enforcing

a strict prices and incomes policy, aimed at limiting the inflationary
pressures and the disequilibria of the balance of payments and public

finances.

4., Prices and wages

In 1976 prices showed one.of the biggest increases in recent
decades. The available information indicates that in the country as a
whole the average variation in consumer prices amounted to 15.8 per cent
and in Mexico City to 16.1 per cent, while wholesale prices during the
same period rose on average by 22.3 per cent (see table 14).

The increases in food prices to the consumer were lower than those
of other articles, particularly services, and the same was true in
wholesale prices. Food and articles for the home showed relatively
more moderate price increases, at least in comparison to those of raw
materials - essentially the unprocessed ones - and those recorded at

the end of the year for fuels, energy, vehicles and accessories.

/Table 14
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Table 1L

MEXICOs EVOLUTION OF DOMESTIC FRICES

Indexes (1970 = 100)3/

Anmal growth rates

End of period Arnual averages
1972 73 g 75 lpée/ 1973 1% 1975 17éd/ 1973 gk 1975 1976b/

In Mexioo City .

Wholesals prioce index 106,7 123.4 15142 167,1 20443 2542 1343 1344 4549 157 2245 105 2243
Consumer artioles 107.9 123,9 152,8 17042 208,0  23.8 15:3 142 Ule5 14,8 2343 114 2242
Food 107.9 12446 15543 1747 20842 2643 1546 15.3 3648 15.5 U6 12,5 19,2
Non=food 107,9 122,0 Q46,7 158,8 207,14 17,9 46 11.8 53,9 13,1 20,2 842 3046

Artioles for general production 146 1227 1484 162,1 19842 2746 10,1 1240 5343 1743 20,9 9e2 2246
Raw materials 10be6  130.2 15'}.2 171,39 211,b4 3241 10,7 12,8 Llg2 2445 20,7 9e3J 234
Fuels and erergy 107,2 1ll.8 145,7 157.9 182.7 28 4 649 8.8 8044 4e3 91,2 76 15,7
Vehicles and aocaessories 100,2 103,2 106,0 122,1 156.5 0e9 12,6 1243 6049 340 2.7 15,2 2842

Consumer prise index 11L,1 1235 15143 176.8  205.3 205 2068 13,3 24,0 1,2 22,5 16,9 161
Food 111,2 13042 165.1 186,1 2117 2845 21,2 1046 20,5 17,1 26,8 127  13.8

At the national level
Consumer price index 11047 1240 31534 176.4 2043 21,3 20,6 11,3 27e2 12,0 23.7 1540 15.8

Food 108,9 126,31 1638 1844  207.9 27 45 23,1 10,1 2242 15,8 2949 12,6 1247

Nominal minimum wege index 17,6 1246 169,8 192,9 2L9,1 8.0 39.0 .se 5042 640 3643 13.6 2941

Resl minimum wage index 106,3 1004 1104 109, 1218 -247 1543 ~1042 18,1 ~5¢6 10,0 =049 11,3

Souroas Banoo de Méxiwm, S,

3/ Previous base, for consumer prloes and wages, 1968, and for wholesale prices, 1954,

b/ Preliminary figures.
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The significant pressure on prices was related to the rising-
trends to which the Mexican economy has been prqne~for some years and
which reached a peak in 197k,

Furthermore, the‘inflatiohary effects of the modification of the
exchange rate were evident. Inflation was boosted.by the violent
increase in the prices of imporfed gobds and services, despite the
Government's efforts to prevent this through tariff chaﬁges and
selective price controls. The reluctance of the organized groups of
workers and employers to absorb these increases reinforced thé upwards
trends of prices and salaries and even ledfto‘the pbssibility of a
serious inflationary spiral, which was partially dispelled by the
agreement of the workers organizations to moderate their demands for
wage increases and the commitment of the entrepreneurial organizations
to adopt the Government policy of étabilizing, and in a few cases
reducing, the level of the prices of a relatively broad range of consumer
goods and services. '

The floating of the exchange rate also created uncertainty which
was reflected in speculation and a léck'of fluidity in the supplies of
raw materials and capital goods; This generated further inflationary
pressures in addition to those already éxperféncéd by the economy.

The combination of the factofs mentioned in cpnnexioh with the
floating of the 'peso caused wholesale piiéés to rise by nearly a third
(21.1 per cent) between September and Deéember, an& at the end of the
year the upwards pressures were still at work, even though the bulk of
the effects of devaluation appeared already to have been absorbed by
the economy. In contrast, consumer prices showed an increase of
17 per cent during this period, a moderate increase bearing in mind the
size of the devaluation, the rising trend already prevailing before

August and the subsequent rise in wholesale prices.l5/

lé/ Until August wholesale prices rose by 11.2 per cent and consumer
prices by 8.7 per cent compared with those of December of the
previous year. Between December and December these rates rose
to 45.9 per cent and 27.2 per cent, respectively.

/This lower



This lower growth rate of consumer prices compared with wholesale
prices, which intensified during the last four months of the year,
was partly due to the impact of the steps taken by the Government to
offset the inflationary effects of the exchange measures. The
Government attempted to protect consumers from the increases by three
methods. As soon as foreign exchange became more expensive, it imposed
price controls over a specific range of basic products including food,
certain types of clothing, other non-durable consumer articles and
some basic raw materials. Subsequently it authorized moderate price
increases for these products, generally of 10 per cent, and slightly
more in some carefully defined cases. The Government also increased
its share in the marketing of basic consumer products and of agricultural
products by a greater increase in the guarantee prices paid to the
agricultural producer (between 5 and 23 per cent) than in retail sales
prices.

For various months it also followed the policy of not increasing
the prices of public services and inputs produced by State-owned
enterprises, or by making moderate increases in cases where this
policy was not viable. The policy began to be modified at the end of
the year in order to allow the financial readjustment required by the
public sector in view of the increase in debt servicing in foreign
currency due to devaluation and the increase in domestic prices.l6/

Some wages tended to react vigorously, or even in advance, to
increases in average consumer prices. Thus between December 1976 and
the same month of the previous year the real minimum wage rose by
18 per cent (see table 14). There was also an increase - although
possibly to a lesser extent - in the averarge real wage in manufacturing
industry. The improvement was, however, relative if it is borne in mind
that in 1975 there was a real deterioration in these wages. The

recovery of wages was thus partly attributable to the measures adopted

lé/ It should be noted that, in order to improve their financial
situation, the pricing policy of enterprises with State
participation was modified from 1974 onwards and began to follow
the general rising trend.

/by the
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by the Government to reduce the increase in prices of the basic
consumer products and partly to the two increases in nominal minimum
wages granted in 1976. These amounted to 22 per cent at the beginning
of the year and 23 per cent in October. The latter increase was fixed
after prolonged negotiations between leaders of business groups and
workers.

Unfortunately no information is available on the evolution of
the real average wages of workers whose pay is below or above the
minimum salary or who do not work in the manufacturing industry. Nor
is there any information to assess the evolution of the real wages
of non~salaried workers. Nevertheless, partial data indicate that
while the real wages of the more organized workers recovered, or even
improved, the situation was different for those who receive wages
which are not subject to government control, non-salaried workers and
the workers in higher income strata.

Judging by the available information, the number of unemployment
also increased because of the loss of dynémism of the economy; it is
estimated that at the middle of the year, open unemployment amounted
to just over 7 per cent of the economically-active population, that is,
1,100,000 persons.l?7/ As the economy expanded less in the second half
of the year, this figure may have risen significantly. Unemployment
was particularly evident in the construction, textiles, automobile,

footwear, beverages and other industries, 18/

LZ/ CEPAL estimates on the basis of information supplied directly
by the Secretariat of Labour.

18/ The situation in the agricultural sector also remained at the
critical levels of recent years.

/5. Monetary



5. Monetary and fiscal policy

The monetary and financial system of the Mexican economy during
more than two decades was subject to increasing difficulties in recent
years which came to a head in 1976, caused serious upheavals in the
economy in general and led to the adoption of drastic measures. At
the end of August the fixed exchange parity was abandoned in order
to avoid further upheavals and distortions and so as not to have to
resort to other economic policy options such as exchange controls.

The new exchange system and the collateral measures adopted did not
completely resolve the critical situation, although at the end of the
year there were signs that the most difficult period of monetary
readjustment had passed.

For more than two decades the Mexican economy had grown rapidly
influenced by the supply of opportune credit suwport on favourable
terms. This credit was made available taking care to maintain a
balance in the allocations of resources among the public and private
sectors, and taking into account the goal of not generating excessive
inflationary pressures. This was nossible because the banking system,
through the issue of fixed-income instruments and the estzblishment
of attractive rates of interest compared with those of the exterior
successfully managed to secure private savings. Furthermore, the
financial requirements of a growth policy had been met on the basis of
a flexible management of bank reserve policy, the channelling of
banking resources to the acquisition of Government bonds and the
additional procurement of external resources.

The confidernce in the financial system shown by the holders of
savings and foreign lenders undoubtedly played a strategic role in the
smooth functioning of the financial intermediation machinery,
partisularly bearing in mind the great vulnerzbility of most of the
instriments for non-menctary procurement which were gradvally created

by the banling system. Exchnonge stability, cdespite the disparate

)
development of domestic prices cormnared with those of the exterior, and

i
the free convertibility and transtierability of funds, strengthened and

/sustained this
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sustained this confidence which also strengthened exchange stability
and freedom as basic and traditional objectives of economic policy.
 Recently, however, and particularly since 1972, difficulties
began to arise in the operation of this machinery. The tapping of
savings from the public began to show signs of slackening; between
1972 and 1975, for example, the savings tapped by the banks showed a
constant trend to increase less than the financing granted by the
banking system (17 per cent and 23 per cent a year, respectively)
and even less than the resources tapped in foreign exchange (22 per
cent excluding foreign bank loans to the credit institutions) (see
tables 15 and 16). In 1976, discounting the effect of the revaluation
of the exchange rate, non-monetary procurement in pesos rose by only
3.7 per cent; bank financing, however, grew by 28.5 per cent, and
procurement in foreign exchange by 122 per cent, excluding foreign
loans, due to circumstances which will be explained below. The
relative weakness of the banking system in securing savings from the
public with the available instruments, especially from the national
credit institutions, was linked with factors of very different kinds,
including discouragement in the face of inflationary expectations and
the consequent unfavourable repercussion on the generation of resources
capable of being tapped by the banli:s.

During recent years, moreover, enormous pressures were building
up on the creation of means of payment. The Government's need to
secure monetary resources to finance an increasing deficit which could
not be covered with private savings channelled through the banking
system led the monetary authorities to resort to the primary issue of
money and external borrowing. Thus the loss of dynamism in non-
monetary procurement reduced the Central Bank's possibility of using
bank resources in keeping with the growth of the federal Government's
deficit; for example, between 1972 and 1975 the placing of Government
bonds by the Central Bank in the banking system rose by 5,100 million
pesos and bank reserves by 56,500 million pesos, while the accunulated

deficit of the federal Government during that period rose to mnearly

/Table 15
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Table 15
MEXICO: PROCUREMENT OF RESOURCES AND FINAVCING OF THE BANK SYSTm®/

(B111ions of pesos)

Total
Procurenent 2/

Fineneing
Cther assets and licbilities

National institutions

Procurenent 3/
Finanecing
Other assets cnd 1lilahilities

Banco de México S.A,

Procurenent g/
Financing
Other assets and liabilities

Private institutions

Procurements ¢/
Finaneing

Other assets and liabilities

Balance at the end of the period Absolute increase

Annual growth rates

Ad just-

ment due

to riodi-

fieation
1972 1573 1974 1975 76/ 1976 L. 1973 1974 1975 1976b/

exchanre

rate in

1576

272,1 319.3 385.8 Lok, 2 698.9 214,6 86.3 17.4 20,3 25,5 b3
256.,5 3044 378,7 41,5 682,9 201,32 63.6 18.5 244 27,1 .8
1566 15,0 7.1 2,8 16.1 13.3 22,7 4.0 -52,7 -£0,4 Lol
.1 £6.1 110.3 13,2 273.1 129.9 68,0 21,1 28,1 2949 90,6
7343 £946 14,1 150,0 246, 4 9645 4045 22.3 27.3 LM 64,3
242 -2,5 -3,8 6,8 26,6 33,4 27,6 61,0 Be0 79,4 -
30,2 39,0 50,2 59 ¢4 111,0 5.6 1,6 2943 25.7 18,3 87.0
6749 88,5 123.,% 1647 23945 7448 17.2 30,4 39.8 33,2 Lo,
-37.7 49,5 <734 -105.3  -128,5 ~23.1 15,5 31,2 48,5 43,5 22,0
170,8 194,2 225.3 20147 3148 33.1 16,6 13,7 16,0 25,1 11.7
1154 126,3 141.0 155.8 196,9 30,1 €.,0 9¢5 11.7 18,3 18,0
55,5 6749 84,3 114,9 117.9 3.0 10.6 22,5 24,1 364 2,6

Source: CEPAL, on the basis of figures supplied by Banco de Mékico,vS.A.
&/ Excluding inter-bank operations. b/ Prelininary figures, o/ Excludes results, reserves and other liabilitles,
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Table 14
" MEXICO: BANK CREDIT RECTIVZD BY INTERFRISES AND INDIVIDUALsZ/

(B111lions of pesos)

Balance at December Absolute increase Annual growth rates
Wz a3 g 15 g/ 6 UET g 1 195 196y
Total 154,0 166.7 202,7 2li5,5 317.8 7Ll 29,1 8.2 21,6 21.6 29,0
Primary activities 24,9 201 3647 §1,9 49,8 749 0. 13.0 30.14 14,3 18.8
Agricultural 23.5 26,2 33,9 30,2 Lh4,8 6.6 063 11,2 29,6 12,6 17.3
Mining and others 1.4 2.0 2,8 3.8 540 1.3 045 45,2 1 34,9 33,7
Industry 47 78.6 93,1 11k.9 150.0 35.1 17.8 5.2 18,4 2345 30,5
Energy 1749 17.8 154 16.0 19,0 340 2.1 0.6 =745 2.4 18,6
lanufacturing 10,0 42,6 5545 7L 98,1 26,9 10,2 6.6 30,2 28,3 37.9 '
Construction 16,9 18,3 2142 2748 32,9 542 56 Bs2 16.0 31,1 18,6 Eﬁ
Publte housing 48 5.8 63 28 2l L8 e 193 87 202 2002 '
Services and other activities 22,1 25,3 329 3949 60.8 20,9 2.1 18.9 17.6 29.0 52.6
Conmerce 27.4 279 3,8 12,2 48,1 5.9 2.4 1.6 20,1 17.9 141

Source: CEZPAL, on the basis of figures rrepared by the Banco de I-Ie'::ico, S.4de on the obligations of users of bank credit,

_a;/ Includes enterprises owned by the public and private sectors.
_h_/ Preliminary figures,
9_/ is a result of the exchanie devaluation in 1976,
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100,000 million pesos (see tables 17 and 18). In 1975 the placing
of these Government bonds by the Bank in the system increased by
56,670 million pesos (discounting the effect of the devaluation of
the rate of exchange), mainly orn the basis of external resources
secured by the official finance companies. According to partial
indicators, the resources of the bank reserve may have diminished.
By contrast, the deficit of the federal Government rose to nearly
57,300 million pesos and was thus 36 per cent higher than in the
previous year.

The sqeeze in financing the Government deficit was further
aggravated because the issuing body had to support the banking system
in order to provide it with liquidity and expand the financing
capacity to the private sector, which was deteriorating because of
the slackness of procurement. The expansionary effects of financing
to the Government and the slower growth of credit to enterprises and
individuals were partially offset by the tapping of external resources
and the absorption by the banks of funds in foreign currency (see
table 17).

The above difficulties were compounded by other which hampered
the operation of the traditional machinery for financial intermediation.
They included the difficulty of spreading bank financing more broadly
among the production sectors, either because of problems in the demand
for credit or because of rigidities in the credit system itself. The
obstacles to continuing indefinitely to increase external liabilities
and bank obligations in dollars alzo played a part.

In order to solve the difficulties of the financial intermediation
system, the monetary and treasury authorities introduced measures
between January and August aimed at maintaining growth with exchange
stability and freedom in transaction. They decreed that the Central
Bank should support the bankinz system with additional resources and
by reducing the Bank's compulsory cash deposits. The aim was thus to
offest the decline in the system's financing capacity arising from
the obstacles encountered in increasing procurement in local currency
in view of the clear propensity of the public to convert their

liabilities into foreign currency.
/Table 17
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MEXTCO: MQUETARY BALANCER/

Table 17

(Billions of dollars)

Honey
Currency outside banks
Dezosits on current account
Factors of exrmansion
Domestic credit

Government

Enterprises and individuals
Internaticnal reserves

Less: Bank loans from the
exterior to credit institu-~
tions ¢/

Factors of absorption

National curirency
Savings deposits

Fixed interest instruments 3/
Other non-monetary linbilities

Foreipn currcency

Checling and savings accounts

Bonds and debentures

Gther non-monetary
liabilities

Other assets and 1iabilities (net)

Balances at end of period

Abegolute increase

Annual growth rates

1972 1973 197k 1075 1976/ 1976b/ m‘éﬁi“j}' 1973 1974 1975  1976b/
6l 8 97 1s 155 3 - 2l4,2 22,0 2,3 3049
27 534 43 52 8o 28 - 27,6 24,9 22,4 52,8
38 46 55 66 75 9 - 21,7 19,9 20.5 13.7

2l 27 334 né 508 22 13 149 20,6 24,5 22,2
257 30k 375 182 683 201 64 16,6 24,4 27,1 n,8
85 111 148 195 295 100 31 30,6 3343 31.9 5142

172 193 31 206 388 101 33 12,7 19,4 21,1 354
15 17 17 19 27 8 12b/ 164 3.0 9.9 39.5
30 4 62 15 201 23 116 47,9 Lg,5 36,3 137.3

175 195 226 2081 343 62 2L 114 15.9 24,4 21.9

163 179 205 250 268 10 - 949 14,6 2,0 3.7
14 17 20 24 25 1 - 22,1 20,4 19,6 b2

109 118 1l 104 185 =20 - 2h 18,8 32,0 -10,8
ho y 48 ) 78 29 - 9.7 943 2,4 5940
13 17 18 23 75 £2 24 31,0 73 28,7 226,9

3 6 5 6 16 10 3 8947 -11,1 10,9 182,3
3 3 3 7 10 Yy 3 12,5 =349 104.1 51,6
7 7 9 10 L8 38 18 12,9 26,9 11,1 367.4
-2 -2 -10 ~15 -11 5 704 - - - - -

Source: CEPAL, on the basls of figures supplied by the Banco de Mékico, S.A. and the International lionetary Fund,

a/ Includes the entire banking system,

b/ Preliminary fizures and estimates.

¢/ Because of exchange devcluation,

g/ These loans are considered as a factor of negative exransion, since they are resources which for the most part directly finance cradlt to

the government.

3/ Exclude some {ixed interest instruments such as debentures and deposit and investment certificates of credit institutions.
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Table 1§

1EXICOs ACTUAL BUDGET INCOME AMD TIPINLITURE OF THE FTDERAL GOVERNMINT

1i11lions of pesos

Annual growth rates

1972 1973 1974 1975 1976/ 1973 19 1975 1976a/

Current income b1 666 52 217 7996 102 592 133129 2543 379 b2,5 29,8
Tex 37 836 L7 979 67 224 96 215 124 o448 26,8 40,1 43,1 23,9

Direct b/ 21 573 20 982 3¢ 609 kg 7601 5 L30 -2,7 75.4 3542 314

Indirect 12 987 23 145 2% 285 37 555 45 942 =842 9.6 4g,1 22 .4

Foreign trade 3 246 3 853 5 050 2 880 12 849 1745 31,1 75.8 b2,5
Mon tax 3 829 L 238 L 772 6 377 9 081 10,7 12,6 33.6 bo,
Current expenditure 36 867 48 022 €8 228 92 560 126 3k7 30.3 bo,1 35.7 2645
Adirinistration 16 801 21 116 28 116 43 588 t5 845 2943 20,9 5344 30.0
Interest o/ 5 866 7 316 106 698 13 78 23 91k 24,7 4g,2 83.7
Transfers and other current

expenditure 14 200 18 969 29 115 35 956 s 438 35¢7 7343 22,5 27.3
Saving on current account 4 798 4195 3957 10 032 6 702 -12,6 =10,.2 156.3 ~32.4
Wet capita) expenditure d/ 21 soh 31 610 35 005 52 080 64 o7h 6, 10.] 48,8 23,0
Real investment 12 L3y 20 516 21 ©93 ok 316 37 212 674 5e7 56,0 14,3
Finaneial investment 4 g7l 4 252 5 705 7 207 13 436 14,5 29,5 32,7 88.
Liquidation of previous debts 4 523 7 951 § 140 10 800 12 553 7540 2.4 32,7 16,2
Other capital expenditure {net) -h10 -1 ho8 ~533 -343 -1 h28
Total expenditure d/ 58 391 79 632 103 233 144 ého 190 421 36,4 29,6 4o 3.7
Actual budgetary deficlt d/ 16 725 27 W15 1 237 4o olB 57 292 63,9 13.9 34,6 36,3

Source: CLPAL, on the basis of firures surzlied by Banco de Me’xico, S

&/ Preliminary figures.

b/ Includes outlays for works

¢/ Includes expenditure in comnection with the debt,

g/ Txcludes debt amortization bLut Includes the llouldation of fiscel debts from previous years,
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In respect of the rate of interest, after the slight decline at
the end of 1975 and with the single exception of small increases in
the month of August in fixed~income bonds securities of six months
and one year, the policy was continued of maintaining the rate
virtually unchanged despite the fact that a slight tendency to decline
set in abroad, although with small fluctuations over time.

Furthermore, a relatively restricted budget of federal expenditure
was prepared, although in practice it had to be expanded in order to
offset a greater increase in prices than had been envisaged, conclude
priority investment projects in energy and basic inputs begun some
years previously - which needed to be completed in order to eliminate
inflexibilities in do@estic supply - and meet current expenditure
which was difficult to avoid in a period of change of administration
such as that of 1976,

Despite the implementation of these and other collateral measures
of a similar nature, discouragement and uncertainty precipitated the
financial difficulties which had become particularly acute since the
last months of 1975. Domestic savings increased by only 8 per cent
during the first eight months of 1976, a much lower proportion than
those recorded during the same period in the two previous years, which
had already been low (10 per cent in 1974 and 18 per cent in 1975).

The contrast was greater in the case of the entry of foreign currency
(excluding external bank loans to the domestic credit institutions)

which increased by 86 per cent during the same period, as against

5 per cent in 1974 and 22 per cent in 1975. If the evolution of bank
liabilities is analysed from the standpoint of securities and obligations
in local and foreign currency, the differences are even greater.

Savers showed greater preference not only to acquire bank liabilities

in foreign currency, but also to change peso certificates into them.
Furthermore, judging by the balance-of-payments figures, part of the
monetary expansion was channelled through other paths than those of the

banking system of the country.

/On the
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On the financing side the problem, although serious, was less
evident because of the support received by the banking system from
the Central Bank, the lack of dynamism in the demand for credit for
private investment, the slight increase in public investment and the
pronounced external borrowing of the official bank. In other words,
up to September the authcrities supported the bank's financing
capacity on the basis of external borrowing and the relative sacrifice
of public investment, preserving exchange stability and the guarantee
of freedom in transactions.

The decision not to continue with this financial machinery, and
considerations related with balance-of~-payments problems, the
accumulation of exaggerated price rises compared with those of
commercial and financial trade partners, as well as motives linked to
the goal of freeing instruments and eliminating restrictions on long-
term economic policies, all combined to lead the authorities to decide
at the end of August to azdopt a different exchange system than that of
fixed convertibility.

It was agreed to allow the price of the currency to float, with
the Central Bank playing a regulatory role to avoid unnecessary
fluctuations. From the parity of 12.50 pesos per dollar which had
existed since 1954, the rate began to fluctuate from 20.40 (buying)
and 20.60 (selling). In an attempt to eliminate speculation and
uncertainty and in response to petitions from organized groups, the
monetary authorities decided on 11 September to fix the selling rate
at 19.90 pesos per dollar and the buying rate at 19.70. Nevertheless,
after a month and a half, on 26 October, it was agreed to refloat the
peso in view of the fact that the conversion to foreign currency and
the outflow of capital were continuing to diminish the effectiveness
of the machinery for financial intermediation and the country's reserves
(the rate of exchange rose to as much as 26.50 pesos per dollar). On
21 November, under pressure of speculation on the exchange market, the
credit institutions, on the indications of the Central Bank, temporarily
abstained from purchasing and selling currency. The price of the

dollar gradually stabilized at around 20.10 pesos, so that on 20 December

/the authorities
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the authorities lifted the restriction adopted a month previously.

At the end of the year it could be seen that speculative activities

were declining and the tendency to convert bank liabilities in national

currency to foreign exchange diminished. Nevertheless the authorities

dccided to maintain the regulated floating system indefinitely, until

the effects of the measures which began to be adopted at various levels

to secure the readjustment of the economic system to the new situation

could be felt.19/

When the peso was first floated in September complementary measures

were announced, almost all of which were oriented towards reducing the

foreseable and immediate drawbacks of devaluation. The measures

included tariff modifications and export incentives; price and wage

controls to protect the purchasing power of the workers; greater

austerity in the public sector spending; higher interest rates for

savers and the use of taxation to avoid excessive profits.

Table 19 shows an estimate of the exchange rate which would

be consistent with the variations in domestic prices compared
with those of the exterior. On the basis of indexes of Mexico
and the United States (as a point of reference for external
fluctuations), it is calculated that in August the exchange

rate was between 20 and 24 pesos per dollar, depending on
whether wholesale or consumer prices are considered, respectively,
and assuming that the exchange rate of 1954, the last year when
parity was fixed, was an adequate reference. If this reference
year is changed to 1960, for example, the exchange rate
calculated on that basis would be between 16 and 17 pesos per
dollar. With the reference point of 1954 the parity in December
would be between 25 and 27 pesos, and that of 1960 between

19 and 21 pesos.

/Table 19
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Table 19

MEXICO: EVOLUTIQN OF THE EXCHANGE RATE AND PRICTS, 1954, 1955, 1960, 1965, 1970, 1575 AND 1976 a/

Exchange rate (pesos per
dollar
Index of rate of exchange
Price index, Mexico
Vholesale prices in Mexdco
City
Base 1954
Base 1960
O onsumer
Base 135U
Base 1960
Price index, United States

Wiolesnle

Bnse 1954

Base 1960
Consuner Prices

~se 1064

Base 1960
Index of over-valuation
Wholeszle

Base 1354

Base 1960
C onsuner

Bese 1954

Base 1950
Estimate of real
rate of exchange
{pesos per dollar)
holesale

Base 1954

Base 1960
Consume r

Base 1954

Base 1960

1976
5 E
{9)¥ 1555 1960 1965 1970 1975
_(L"" ifhole January- uly A N dotober I .
December) year  June July August . October Novenber December
1249 12,49 12,b9 12,49 12,49 12,49 1544 12,49 12,49 12,49 20,08 20,77 24,38 20,21
100.0 100,0 100,0 100.,0 100,0 100,0 123,7 100,0 100,0 100.,0 16045 16643 195,2 161.8
100,0 109, 133.,2 1458 163,6 2C1.6 3443 15,2  331.7 330.8 3/1.3  300.7 2,1 ush0
75,1 82,5 100,0 109,5 126.6 211,5 268,6 235,7 249, 2484 263,8 205.9 309.5 325.9
00,0 11h4,1 1515  166,1 196.3 3458  L05.2 387.3 39:.6 Loo.s 4077 W26.1 e, 2 459.5
5540 75,3 100,0 109.6 130,2 230,72 267.4 255,6 261,01 26M4,3 269,01 281.,2 295,88 303.3
100.0 100.0 108.,2 110.1 125,9 79,4 208,k 206,0 210,1 209.,4 210.5 211.1 211,6 213,3
100,0  99.0 109.5 116,8 1437 199,2 210,7 207.9 211,k 212,5 2134 2abka 2148 2a1nh
9l.3 90,4 100.0 106.6 131,2 101.9 192,4 189,8 193.0 1ch.0 1948 195.5 196.1 196.7
100,0  109.9 123,21 1524 133.9 14,2 165,2 153.0 1579 158.0 166.9 180,3 1948 203.5
0143 39.3 100,0 107.7 108,9 114,8 1341 1244 128,3 1284 135.6 1W6,5 158.,3 165.3
100,0 115,3 138,4 142,2 137,3 1751 192,3 18,3 187,01 187,5 191,0 199,0 208,7 213.3
72,3 83.3 100,0 102,8 95,2 126,35 136.9 1347 1353 136.2 138 143.8 150.8 15h,2
12,49 13,73 15.38 16,54 16,72 17,84 20,63 19,11 1974 19,72 20,85 22,52 24,33 2541
10.15 11,15 12,49 13,45 13,60 1k.34 16,75 15,54 16,02 16,04 16,94 18430 19,77 20465
12,49 14,4 17,29 17.76 1715 21,87 24,02 23,27 23.37  23.54% 23,86 24,86 26,07 26,64
9.04 10,40 12,49 12,84 12,39 1580 17,35 16,82 16,90 17,00 17,25 17.96 18,84 19,26

g/ Refers to averages for the periods indicated.

Source: CEPAL, on the besis of fisures supplied by the International lonetary Fund,
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Although this range of complementarity measures partially
attained the goals for which they had been established, particularly
inmediately after the peso was first floated, they were insufficient
to counteract the difficulties encountered by the financial
intermediation system, and their effects in this respect will only
be visible in a longer period. The instrumentation of these measures
was also reviewed in the last months of the year, when attempts were
made to bring about a better interrelations between the various
instruments on the basis of the effects of the initial measures.
Uncertainty and speculation were heightened and it was not possible
to solve problems which had already been present such as the strong
tendency to convert liabilities into foreign currency, the difficulties
in channelling bank financing to production activities and the
substantial outflow of short-term capital from the country.

During the last four months the flow of bank liabiiities in
foreign currency continued to increase, and showed a pronounced trend
to alter in structure: there was an accentuated liquidation of bonds.
and a displacement to current and savings accounts.

Furthermore, bank credit during the year, discounting the
revaluation due to the change in the exchange rate, grew by 23 per
cent, credit to the Government by 35 per cent, and to enterprises
and individuals by 24 per cent, in approximate figures.

Since the monetary reserves declined and the inflow of loans
from external banks to the banking system amounted to over 60 per cent
of the total held at the end of 1975 (discounting revaluation),
monetary expansion amounted to only 19 per cent. The absorption of
resources showed a slight increase of 8.2 per cent, as a result of
the significant increase in the procurement of foreign currency
(227 per cent) and the growth of only 3.7 per cent in the procurement
of savings in pesos. The final outcome of these changes was a 31 per
cent increase in the money supply. This was accompanied by an
unprecedented change in the public preference for notes and currency
instead of bank deposits, which further aggravated the shortage of bank
liquidity. Thus in November, for the first time for many year, the

quantity of cash exceeded checking deposits (see table 17).

/In addition,
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In addition, the actual budgetary deficit of the federal Government
rose during the year by a significant proportion (36 per cent), a rate,
however, which was lower than the exceptional rate of 1973 (64 per
cent). This occurred despite the fact that during the first eight
months the deficit had grown by only 10 per cent compared with the
same period of the previous year. Current income continued to expand
during the remaining four months at similar levels to those of the
preceeding months, growing more than the domestic product at current
prices (30 per cent and 20 per cent, respectively) in the year as a
whole. As in the previous two years - and as a result of the fiscal
changes introduced in 1974 - current income expanded mainly on the
basis of direct taxation, which in 1976 came to represent 52 per cent
of tax receipts (see table 18).

FPiscal expenditure rose to meet greater requirements of financial
investment and interest - accentuated during the year as a result of
the floating of the peso - on debt servicing expressed in national
currency and in order to offset the inflationary repercussions on other
current payments, so that the efforts of the federal Government to
reduce expenditure, and hence the total deficit, were partially
undermined. In particular, expenditure on administration reflected the
increase in wages and salaries of federal Government staff.

Some changes in the fiscal system entered into force on
1 January 1977. As a result, the income tax for the lowest income
groups is reduced; the profits secured in property operations are
subject to higher taxation; a special rate is established to cover the
excess profits of the period following devaluation; new investment is
encouraged by providing fiscal facilities for investment in new
machinery; the taxes on luxury goods are increased; and, lastly, some
specific tax rates are adjusted.

In short, the difficulties of the monetary system which were
affecting the economy and the immediate effects of the adjustment of
that system had negative repercussions on the banks' capture of savings,
the effects of which filtered through to the financing of production

and the activities of the public sector. It should be noted in this

/respect that
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respect that it was possible to meet the priority needs of this sector
in respect of financing for investment projects already begun and for
basic current expenditure. Furthermore, credit support was granted
to finance a growth of the economy which, although slow, exceeded the
expectations in view of the difficulties in tapping resources.

From another point of view, by eliminating exchange stability
of the peso - which was significantly over-valued - as an objective
of economic policy, and by maintaining the basic criterion of freedom
in internal and external monetary and financial transactions, the
manoeuvering capacity of the financial system was expanded and efforts
could be turned towards other development objectives.

The Organic Law of Federal Public Administration introduced by
the new administration should be noted in connexion with this goal
of improving the organization of the functioning of the monetary and
fiscal system, and also with a view to securing greater efficiency in
the activities of the public sector. The purpose of this law is to
avoid overlapping, specify responsibilities and simplify structures.
It lays down that subsidiary bodies should constitute units with
sectoral responsibility and should programme their own activities.
In order to secure these goals some secretariats of State underwent
major modifications gg/ and a new body was created, the Secretariat of
Programming and Budget, which will be responsible fro drawing up national
and regional economic and social development plans. Other relevant
decrees are the General Law of the Public Debt which will concentrate
the management and control of public borrowing. In addition, the Budget,
Accounting and Public Expenditure Law was also introduced to rationalize

State expenditure.

20/ The National Secretariat of National Resources became the
Secretariat of National Resources and Industrial Development; the
Secretariat of Industry and Commerce, became the Secretariat of
Commerce; the Secretariats of Water Resources and Agriculture
were merged; and that of Public Works became the Secretariat
of Human Settlements and Public Works.
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NICARAGUA

1. The overall picture

In 1976 Nicaragua's economy showed a growth rate of 6.1 per
cent, in contrast to the 1 per cent of the previous year. The
growth rate was thus higher than in any year of the present decade
with the exception of 1974 when, because of the reconstruction work
following the earthquake in 1972, the product increased at the
record rate of 13.7 per cent.

The main determinant of economic growth in 1976 was the high
level of prices for the main export products, as a result of which
the value of external sales, the terms of trade and income all
showed substantial improvement (see table 1).

These favourable circumstances, however, were accompanied by
some adverse factors. The most important of these were the decline
in cotton production during the previous crop year, which reduced
exportable stocks and made it difficult to take fuller advantage
of the favourable conditions in the world market, and the reduction,
for the second consecutive year, in gross capital formation, which
decreased in spite of efforts by the public sector.

However, the recovery of cotton prices and, in particular,
the high world prices of coffees provided a sharp incentive to
agricultural activity, the effects of which spread to other productive
sectors. The cultivated area of cotton increased substantially, and
a boost was given to the introduction of technology in coffee
plantations. 1In addition, there was an increase in livestock and
fishing activities, and a greater area was brought under cultivation
for the production of products for local consumption. As a result,
the agricultural sector generated greater demand for inputs, which
helped to speed up the growth rate of the manufacturing sector.

Broadly speaking, the expansion in industrial and agricultural
production was achieved basically through the use of installed
manufacturing capacity and land already prepared for cultivation.

Although fresh investment occurred in the textile and food sectors,

/Table 1
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Teble 1

1972 1973 1974 1975 1976s/
A, Basic economlc indicetors
Gross domsstic product (millions of
US dollars at 1970 prices) 841 883 1 005 1 016 1 074
Population (millions) 2,10 2,17 2,2l 2.32 2,40
Per ceplta gross domestle product
(US dollars at 1970 prices) Loo Yoy 4.8 k39 450
Annual growth rates
B, Short-run economiec indicators
Gross domestlc product 3.2 5.1 13,7 1,2 6.1
Per caplta gross domestic product ~0,1 1.7 10,0 2,1 2.7
Gross income b/ 5.6 b.o 13,1 «3.0 13,2
Term of trade 10.4 4,6 M -17.8 32.0
Value of exports of goods and services 29,6 30,0 19,4 -1,0 39,8
Value of imports of zoods and services 10,8 58.9 56,2 12,3 6.9
Consumer price index_c/ 3.1 13,8 16.3 12.5 7.0
Honw X ene 1108 -3.5 250”‘d
Wages and selaries 2.6 . k4,8 6.8 3.7
Current income of government P s ooe =3.1 15,6
Total expenditure of government eee P vae 3.3 2.1
Flacal deficit/total expenditure of
government _e/ ves cen 3242 36.4 28.0
Millions of US dollars
C. Dxternal sector
Trade balance 23 48 _‘-21'4 =136 2
Balance on current account -9 ~54 -266 -138 -68
Variation in net international reserves 25 60 =28 32 32
5/ Preliminary fisures,
l)/ Cross domestic product plus terms-of-trade effect,
_c/ Anmmual average variation,
g/ As at November.
_e/ Percentage.
/private gross
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private gross capital formation diminished. Consequently, imports
showed a low growth rate in real terms, because of the reduction

in the purchases of capital goods abroad. However, these developments
had a favourable impact on the trade balance. The goods account
showed a positive balance, and the deficit of 136 million dollars

on the goods and services account in 1975 was converted into a small
surplus in 1976.

During 1976 inflation showed a marked decline. Consumer prices
increased by 7 per cent, a much lower rate than that of the three
previous years, but one which remained well above the rate usual in
the country before 1973. 1In contrast, the levels of wages and salaries
increased by less than 4 per cent as a general average for the public
sector and workers engaged in come form of gainful activity. As in
previous years, this adjustment was insufficient to cover the increases

in the cost of living (see table 1).

2. Recent economic trends

P~ ——— A — e

(a) Global trends in demand and supply

. p—— i 2

Despite the increase of 11.5 per cent in public investment,
gross capital formation was 2.5 per cent lower than that of the
previous year, vecause of the sharp contraction in private sector
investment for the second consecutive year (see table 2). 1In contrast,
private enterprises built up large holdings of stocks, because the
price outlook for 1977 in international markets encouraged the
stockpiling of agricultural export products and national inputs of
stock seed for the crop year 197?/1978n

Several factors determined the performance of private investment.
The traditional agricultural sectors, which already had an adequate
productive infrastructure for meeting increases in demand, offered
opportunities of higher returns on resources; this was true in the
case of cotton and coffee, in the production of which installed
capacity in the form of available cultivable land is used, the

investment required being minimal.
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Tahle 2

NICARAGUL: TOTAL SUPPLY AND DEMAND

Total supply

Gross domestic product

Imports

Total demand
Domestic demand
Gross donestlc investment
Gross fized investment
Construction
Maochinery and equipment
Publie
Private
Changes in stoc's
Total consumption
General povernment

Private

.
Lxports

Millions of cdrdobas Percentage Anrual growth rates
at 1970 prices brealdovn
1974 1975 1976e/ 1970 1976e/ 1974 1975 1976s/
2205 2326 2823 122:2 10,1 125 =28 22
7 035 7 116 7 550 100,0 100.,0 13.7 1.1 6.1
2 870 2 210 2 273 29.2 30,1 20,2 ~23,0 2.9
0905  9®E B3 1222 1WA 155 -8 54
7.960 7343 7,699 102,5 102.0 16.1 78 4.8
1 891 1111 1 262 18.6 16.7 35.0 41,3 13.6
1 405 1231 1 200 16,4 15,9 25.5 -12.4 -2.5
664 622 €43 6.5 8.5 ho2.3 -6.4 3.4
742 609 557 949 74 13,5 -17.8 -8.5
4 431 45 4.1 (R 23,9 -2,3 11.5
964 800 719 12,3 9.5 26,0 -17.0 -10.1
L 86 ~120 62 2.2 0.8 - - -
6 069 6 232 6 437 83.9 85.3 11,3 2.7 2.3
716 790 793 9.6 10,6 30.7 10,2 1.0
5 353 5 42 5 639 74.3 ™7 9.1 L7 3.6
1 945 1 983 21 26,7 23.1 12,1 2.0 7.1

Sourse: 1970-1575: CEPAL calcuitions on the basis of flgures of the Central Bank of Nieorague; 1976: CEPAL
estimates based on officlal statistics,

Nats: The figures for exports ond imports of goods and services Were talen from balance-of-payments data
expressed in dollars at current prices, which were converted te constant 1970 velues by deflation, using

price indexes calculated by CEPAL for the purpose.

3/ Preliminary fizures,

/The situation
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The situation was similar in manufacturing since installed
capacity could meet demand in most of the industrial branches.
Despite the expansion carried out by several enterprises which
supply the Central American Common Market, and the investment
carried out during the year on food, beverage and textile plants,
total investment levels in the industrial sector were lower than
in 1975.

Some structural factors continued to constitute constraints
on the growth of investment; the saturation of the markets for
those articles in respect of which the country was able to substitute
imports both at national level and at the level of the Central American
Common Market, and the limitations of private enterprise to undertake
projects involving greater risks, and calling for increased technology
and capital. '

Private investment also slackened in the construction sector,
and the drop was particularly marked (37 per cent) in the comnstruction
of commercial buildings (see table 5). This contraction occurred
despite the continued shortage of premises in various service areas,
despite the recomstruction work carried out after the earthquake in
1972.

As stated above, public investment increased sharply, with
the implementation of several projects promoted by decentralized
bodies and the central Government in an attempt to activate private
investment through the incentives provided, which ranged from the
preparation of the projects to the construction of commercial
buildings. An increasing proportion of such investment was made
through transfers of funds to independent decentralized bodies, the
result of which was a corresponding drop in central government
investment. »

Total consumption increased by 3 per cent, rising above the figure
of the preceding year (see table 2). However, this increase was very
similar to that of the population, and as a result the improvement in
the product and the external sector did not lead to an improvement in

the average standard of living of the population.

/The conclusion
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The conclusion may therefore be drawn that during the past
five-year period, the polarizing effects in the distribution of income,
produced by structural factors, were increased because of the
inflationary pressures to which the country has been subject since
1973, and the loss of capital and income suffered by a vast number
of small traders following the 1972 earthquzke.

In contrast, fiscal and public spending policy tended to mitigate
these regressive trends in the distribution of income through the fiscal
reform introduced in 1975. This came into full effect during 1976
and served to increase the progressive rates of income tax. 1In
addition, during that year payments in respect of wages and salaries

to public employees increased.

(b) Sectoral developments

‘ Total production of goods increased by 6.5 per cent, with
agricultural production rising by 6.8 per cent, manufacturing by
7 per cent, and construction by 3.4 per cent (see table 3).

he growth in the production of goods was brought about mainly

by the impulse given to the agricultural sector by price trends in
international markets in respect of export products. Furthermore,
industry was favoured by the increase in demand for manufactured imports
for the production of, and trade in, agricultural products, and the
increase in the demand of the countries of the Central American
Common Market. This higher demand stemmed partly from effects
relating to the reactivation of cotton pfoduction in the region,
and partly from the purchases of‘products needed for the reconstruction
work undertaken by Guatemala following the 1976 earthquake.

(i) Agricultural sector. The good harvests of the crop year

1976/1977 (in particular those of cotton and coffee) and the increases
in the production of livestock and fish products and of some'staple
grains for domestic conaumptibn were responsible for the 7 per cent
increase in the agricultural product (see table 4). 1In contrast,
tobagco and banana production remained at the levels of previous

periods, and sugar cane yields dropped slightly.
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Table 3
NICARAGUA: GROSS DQMESTIC PRODUCT, BY KIND OF ECONOMIC ACTIVITY, AT FACTOR COST

Millicris of cdrdobas Percontage Anmuel growth rates
at 1570 prices breakdown
1974 1975 1%6a/ 1970 1976s/ 19T 1975 1976s/
Agriculture 1 80 1 845 1 969 26,9 28,2 13,7 2,5 6,7
Mining 38 27 26 0.7 0.l 25.3  =30,0 ~3.0
Mamfacturing 1235 1 26) 1 345 19,2 19,4 12,6 2,0 7.0
Construction 323 303 313 3.5 4,5 k2,1 ~6.3 3.4
Subtotel goods 3396 3436 3657 50.3 52.5 15,6 11 &5
Eleotricity, gas and water 104 121 136 1.7 2.0 8.6 16,0 12.5
Transport, warehousing and
oommuni cations 382 4 391 5.8 5.6 10,7 -2,1 4.5
Subtotal basic services 486 195 527 L3 28 20,3 17 6.5
Commergce, flnancisl
institutions, insurance 1 374 1 363 1 Us52 20.5 20,9 13,4 -0,8 - 6,6
Aeal estate b/ 309 128 "6 7.1 5.0 7.2 6.0 5.6
Community, social and
persoral services of 895 937 978 14,6 4,0 13.8 L7 b
Subtotal other services 2 578 2 628 2 776 42,2 3%.9 2.7 12 22
Total gross dowestic
product 6 W 6 515 6 912 100,0 100,0 13.7 11 5.1

Source: 1970-1975: CEPAL calculations on the basis of flgures supplied by the Central Bank of Nicaragua;
1976: CEPAL estimates based on official statisties,
Note: As the individuel activities and the totals were caloulated independently, the sum of the former does
ot correspond exactly with the latter,
_a._/ Preliminary figures,
b/ Ownership of dwellings,
g/ Including restaurants, hotels, and services provided to enterprises.
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Table 4

NICARAGUAs INDICATORS OF AGRICULTURAL PRODUCTIOW, 1973~1976

1973 1974 1975 19768/

Anmizl growth rates

1974 1975 19768/

Produgtion of seme !rpoitent
crzps (thousands of lons)

Rew cotton 435.6  367.9 3304 378.0
Sesame 4,8 3.9 5.5 545
Rlce : 51,6 54.5 56.3 39.k4
Cene sugar 1 800,1 2 116,0 2 603,8 2 269.5
Maize 53.0 212,7 192,1 201,7
Tobasco ' 2. 3.1 3.0 3.0
Coffoe 36.7 39.0 48.3 53.1

Indioators of stockeraising
production
Number of animals
sleughtered {thousends

of head) 308,6 220,6 324,6 4

-15,5 -10,2 12,0
-18,8 ln,o -
5.6 3.2 -30,0
17.5 23,1 -2.0
301.3 ~9.7 5.0
29.2 “3.2 -
6.3 23.8 9.9
-28.5 47.1 6.0 -

Source: CEPAL on the basis of officiel figzures.
a/ Estimates,
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Teble 5
NICARAGUA: THDICATORS OF CONSTRUCTION ACTIVITY, 1973-1976

M1 }lons of oérdabas at 1970 prices Annual grovth rates

e s

1973 1974 1975 1596/ 1973 1974 1975 19768/

Total k67 [3)] £%2 £3 1.0 351 21 2t
vate 197 330 303 290 49,7 67.5 -8.3 .3
Dwellings 136 251 230 233 77.5 8.3 -85 1.3
Offices 16 27 29 18 30,3 68.6 7.1 <3743
Industrial bulldings 7 8 10 10 250,0 114 30,8 4.9
Agricultural bulldings 22 20 12 12 -8.7 -8,7 40.0 3.3
Others 16 ok 22 17 4.2 52,2 ~9¢5 -23.7
Fublio 270 301 329 363 0.3 11.5 9ok 10.4
Buildings H 106 127 165 223.7 12,7 19.5 2947
oads and community works 107 97 1 133 394 9.0 45,5 6,2
Other 69 97 61 66 -58.4 41,7 =37.7 8.7

s

Sourca: CEPAL on the basis of flgures provided by the Central Bank of iMceragua,
&/ Preliminery,

/As regards
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As regards cotton, high international prices were responsible
. for the inqrease of 36 per cert in the area cultivated.' Neverth§1¢§§,m_

it is estimated that production increased bty only 12 per cent,

.. partly because of the lower yields from marginal areas, and also

because of the crop losses and the reduction in productivity in
-other areas suffered as a result of irregular rainfall.

Coffee production increased by 10 per cent, thanks to the
renewal of plantations which the official banking system has been
promoting for the past five years, and the improved cultivation
methods used by the coffee growers. The favourable outlook for
prices for 1977 also encouraged the expansicn of the cultivated
area and the intensification of the renewal of‘plantations with
high-yield varieties and systems.

In contrast, the production of sugar cane fell by 9 per cent'
owing entirely to a rzduction in yields. |

3 regards the other agricultural export products, banana and
tobacco production remained siable. There was no significant change
either in the yield or in the area for the cultivaticm of these crops,
and the problems of distribution and sales in foreign markets were
resolved.

Finally, during 1976 efforts continued to find new export
products, and frozen vegetables have already given some results in
addition, 2,000 manzanas of cashew trees were planted to produce
nuts for export.

Agricultural products for domestic consumption reflected
different trends; whereas the area under cultivation with maize and
beans increased, that reserved for rice and sorghum was reduced.
‘Altogether the area planted was 6 per cent larger than that sown
in 1975.

The reduction in the area reserved for rice cultivation was due
to the fact that the stocks built up in previous years exerted pressure
on prices, and the irregular rainfall did not favour its cultivation;
production was, therefore, 30 per cent lower than in the preceding

year. In contrast, the reduction of 7 per cent in the area reserved

/for the
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for the cultivation of sorghum and the 11 per cent reduction in
production were due to the preference shown by farmers for cotton.

The increases in the cultivated areas of maize and beans
- 8 and 15 per cent respectively - resulted from the low production
levels of 1975, and the promising outlook for prices as a result of
this circumstance. Thus, maize production was 5 per cent and beans
production 17 per cent higher than in 1974.

Livestock products increased by 6 per cent mainly owing to the
production of beef for export and the processing of powdered milk,
sales of which increased to the Central American Common Market. The
increase in pig-kiliing and poultry production played a smaller part
in raising production.

Despite the increase in prices, beef continued to be sold at
relatively low prices. The improvement in prices which took place
during the third guarter led to an increase in slaughterings during
that period, thus making it possible to meet the export quotas
negotiated with the United States, the country to which almost the
entire exportable production is sold.

In turn, fishery activities increased by 15 per cent, influenced
by improved prices and climatic conditions which suited shrimp and
lobster fishing. '

In the context of the Government's land policy =~ which
envisages the implementation of various projects designed to increase
productivity and the income of small- and medium-scale farmers through
investment, the financing of production, technical assistance,
education, and the establishment of marketing centres - during 1976
a plant for processing fruit and vegetables was brought into operation.
This opened up a new market for the cultivation of 1,000 hectares of
such products, for which financing and technical assistance will be
provided to the agricultural producers. In this connexion, a loan
was negotiated with the Central American Economic Integration Bank in
order to launch during 1977 a programme for irrigating individual farms

which will cover a total of 5,000 hectares in units of up to 50 hectares.
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The Government also continued its programmes for financing
livestock for the production of meat and milk, and started work on
the definition of the conditions under which a project will be

~implemented to provide educational and health assistance to rural
workers, and to establish distribution centres for the sale of
articles produced by small and medium-sized farmers. One of these
centres, for use in the distribution of beaf, began operations

in 1976.

(ii) Manufacturing industry. Manufacturing activity increased

by 7 per cent compared with the previous year. This growth was
brought about by various factors which led to higher domestic

demand for manufactured goods, such as the increase in the cultivated
area of cotton (which called for greater use of insecticides), the
reconstruction works in Guatemala (which required construction
materials) and the packaging of products for export (which called

for paper-board and textile articles).

The increase in production, as mentioned above, was based
mainly on the use of the installed capacity of existing enterpriSes;
although in the case of beverages, foods and textiles the existing
capacity was expanded and new enterprises were set up. Similarly
in the industries producing chemical and dairy products - industries
which recorded greater growth during 1976 - some factories made
investments to increase their capacity in the years ahead.

The largest increaées in industrial production were in chemical
products, paper and paper-board, foods and construction materials: in
contrast, the manufacture of footwear and clothing increased
moderately.

The production of the paper and paper-~board industry rose
by almost 15 per cent, and that of textiles by 9 per cent. Both
~increases stemmed from the upswing in demand for packaging méterials
for the distribution of agricultural inputs and for exports and

the storage of coffee, cotton, beef and other products.
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Food production increased by 7 per cent with the increase in
the slaughtering of cattlec and the export of meat to the United States
market. The production of powdered milk for export to the other
countries of Central America also increased, but that of edible fats
and oils, with a high weighting in the food total, decreased as a
result of the reductions in the supplies of cotton seed. Finally,
the supply of construction materials increased by 6 per cent, partly
because of the increase in demand as a result of the reconstruction

work in Guatemala.

3. The external sector

(a) Foreign trade

(i) Exports. In 1976 the current value of exports of goods
increased at the record rate of 44 per cent, thanks to an equally
extraordinarf increase of 37 per cent in unit value and an increase
of almost 6 per cent in volume. In contrast, the value of imports
increased by only 5.5 per cent, as a result of the moderate increases
in their volume and average prices (see table 6).

The substantial improvement in the unit value of exports sprang
primarily from the spectacular increase of 74 per cent in the average
price of coffee sales, and the major increase of 42 per cent in the
price of cotton. In addition to this substantial increase in the
unit values of the two main export products, those of beef, shrimp,
and lobster also increased. In contrast, the average price of sugar
declined by approximately one-fifth, after its enormous increase of
158 per cent in 1975.

Cotton continued to head the list of export products, despite
the fact that the volume exported fell by almost 16 per cent for the
reasons given above. However, because of the increase in the average
price, the value of sales rose by 35 per cent. In the expectation
that the upward trend in prices would continue, the farmers stocked

part of the year-end harvest.
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Table 6

NICARAGUA: VARIATION IN THE TERMS OF TRADE AND IN THZ VALUE,

VOLUME AND UNIT VALUE oP EXPORTS ‘MD TMPORTS

(Sergentaze)
1972 1973 1974 1975 19768/

Exnorts of goods

Value 3346 11,9 36,6 -1,2 4,3

Volume 17.8 -1,0 8.3 L5 5.6

Unit value 13.5 13,0 26,1 ~5.5 36.5
Iﬂzor‘hs of zoods

Value 8.5 59,5 5.3 -12.9 5.5

Volume 5.6 3.8 25.3 =243 2,0

Unit v&lue 2.8 18-1‘,' 31.8 1560 B.L,'
Terms of trado 10,4 4.6 -17.8 32.0

Al

Sourge: CEPAL on the basis of offielal stetisties,

.E/ Prelimimry estimates,
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Coffee experienced a higher growth rate as a result of the
increase in prices mentioned ohove, and an incrcase in volume of
approximately 4 per cent. Owing to this combination of favourable
factors, the value of exports of coffee beans almost doubled in 1975
(see table 7). 1In addition, prospects for 1977 are also favourable:
production has increased, and in addition higher prices are expected.
However, the situation could change in’the medium term since during
the second half of 1976 there was a pest outbreak on the Pacific Coast
which led to an increase in operating costs, and also threatened
to wipe out the plantations. '

During 1976 there was also a sharp increase (60 per cent) in
the volume of sugar exported, owing to the increase in production
brought about by the high prices of previous years. However, the
average price was 22 per cent lower than that of 1975 and, as a
result, the current value of sales increased by only 26 per cent.

Sales of beef zlso increased very sharply, but failed to
match the high levels of 1973 (see table 7). Tkis increase was the
result both of the growth in quantity and of the increase in the
average price, which rose by 23 per cent, after two years at low
levels.

The increase in the value of shrimp and lobster exports was
even more marked (72 per cent), thereby heightening the steep growth
in previous years. As a result, the value of sales in 1976 more than
tripled that of 1973.

As regards other export products, sales of bananas increased
slightly, whereas those of tobacco and pigs increased by 10 and
9 per cent respectively. The other exports - which represent
approximately 30 per cent of the total value of exports ~ increased
at a substantial rate, after dropping in 1975. The increase in the
sales of <c¢hemical and dairy products and textiles to the Central

American Common Market played a decisive part in this expansion.
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Table 7
NICARAGUA: VALUE AND BREAKDOWN OF EXPORTS OF GooDS (FOB ), 1973-1976

Miilions o Jsilowrs at Poraehioge :
- wadiihs A & Annual growth rates
cirrent prices brrealzlowm

1973 157 1575 1976/ 1973 1974 1974 1975 1976

Yoln export products 172.8  225.9 2282 L7 £2,2 £ha2 20.7 1.0 49,7
Cotton T 632 135.9 9546 129,1 22,7 245 115.0 -29.7 350
Sugar 13,5 12,3 42,6 53.5 4,9 10,2 -8.9 246.3 25.6
Cof(f‘t‘ae ‘ bl 4 Lg,1 48,1 95.0 16.0 18,0 3.8 4.3 97.5
Meat ’ 4,5 21,9 27,0  38.5 16,0 7.3 <50,8  23.3  42.6
Shrimp and lobster 7.2 9.7 4,9 25,6 2.6 4.9 #.7 52.6 71,8

Other products %52 15 158 1726 .2 2.8 50,7 -5t 2a
Bananas | 5.6 5.3 k.9 5.0 2.0 1,0 =5k «7.5 2.0
Tobaoco 2.9 3.9 La L5 1.0 0.9 4.5 5.1 . 98
Pigs 1.4 2,3 2.2 2.4 0.5 0.4 64,3 .3 %1
Other products 85.3 132.0 124,6 160.7 3067 30.5 54,7 -5.6 29,0

Total 277,2 389 3752 5262 1003 1000 7.1 1.5 40,2

Souroce: CEPAL, on the basis of official figzures,
2/ Tstimates,
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(ii) Imperts. In 1976 the value of imports of goods increased
moderately as a result of a very large rise in purchases oi consumer
goods, the stagnation of imports of intermediate products, and the
drop of 5 per cent in the acquisition of capital goods (see table 8).
Imports of consumer goods came largely from the Central American
Common Market and comprised mainly food, pharmaceutical products and
toiletries. The virtual stagnation of imports of raw materials was
due to some extent to the use of previously imported stocks. Finally,
the drop in purchases of capital goods resulted from the 12 per cent
reduction in the purchase of industrial plant, which was not offset
by the slight increase in imports of agricultural and transport
machinery and equipment.

(iii) Trade with Central America. Trade with the countries of the

Central American Common Market was quite buoyant as regards both
exports and imports; the deficit was lower than that of 1975, since
sales increased by 39 per cent and purchases by 28 per cent.

The increase in the volume of exports was due both to the higher
demand for insecticides stemming from agricultural activity in
Central America (which was satisfied to a large exten® by Nicaraguan
production), and also to the rise in sales of powdered milk and metal
manufactures.

In the case of imports from the region, the most important were
purchases of foods (which increased by 40 per cent) and agricultural

raw materials for industrial use.

(b)  Balance of payments

Because of the extraordinary increase in the export of goods
and the much smaller increase in imports, the balance on the goods
account showed a substantial turnaround, with the deficit of 95 million
dollars in 1975 giving way to a surplus of 45 million dollars in 1976.

This marked improvement, and the fact that the deficit on the
real services account was held at the 1975 level, helped to change the
deficit of 136 million dollars in the trade balance in 1975 to a small
surplus in 1976, a situation which had not occurred since 1972

(see table 9).
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Table 8

NICARAGUA: VALUE AND BREAKDOWN OF TMPORTS OF GOODS (CIF), 1973-1976

Consumer goods

Intermediate 2oods
?etroleum and fuels

Qthers
Capital goods

Total

Millicns of dollars at

Porcentage

Anmal growth rates
ourrent prices brealdown

1973 9 1975 e/ 173 st/ 19 15 1976/
91 126 123 LY 27.9  28.2 38.2 -3.3 15.8
160 138 275 276 48,9 MR2 98,9 134 0.4
23 59 73 73 7,0 12,8 159.0  22.9 0.4
137 259 202 203 41,9 354  B8R.9 21,7 0.4
4 115 119 113 22.7  23.6 55.0 3;5 <540
327 562 917 532 100,0 100,0 7,8 8.0 2.8

Source: Economig Indicators,
9/ Estimates,

Central Bank of Nicaragua.
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Table 9

NICARAGUL : BALANCE OF PAYMENTS

(:11%oms _of US dollars)

1972 1973 1974 1975 15768/
Current account i
Exports of goods and services 291 378 451 447 625
Goods FOB 2lty 278 380 375 541
Services Ha 100 7 72 &
Transport 10 10 16 16 20
Travel 14 12 23 27 3
Imports of goods and services 268 426 665 583 623
Goods FCB 205 327 540 470 496
Services 63 99 125 113 127
Transport 25 37 58 51 56
Travel 17 17 33 30 33
Net payments of profits and interest on
foreign capital -36 446 =58 «57 -76
Profits 25 -3 -37 -27 -Ho
Interest =11 -15 ~21 -30 ~36
Met private transfer peyments y 4o 6 5 6
Balanoce on current account -9 54 -266 -188 68
Capital account -
Net extermal financing (atbtcrite) 9 54 266 188 68
(a) Net externl non-compensatory capital 45 162 275 184
Direct lrvestment 10 13 4 13
Long- and medium-term loans 61 122 181 172
Amortization payments -19 -16 =21 ~29
Short-term 1labilitlies -10 26 92 20 100
Official transfer payments 3 17 3 8
(b) Domestlo non-compensatory ocapital or assets -9 46 -25 38
{c) Errors and omissions =5 -2 ~12 -2
(d) Allocation of SDRs 3 - - d
(o) Net compensatory financing
{mimus sign signifies an increase) -25 =60 28 -32 -32
Balance-of-payments loans, trade
arrears, IMF loans, and other
lisbilities of the monetary
authorities 4 18 L 15 see
Amortization payments e -8 -10 =7 -8 voe
e e g sy
Foreirn oxchange rcscrves
{minue sipn sirmifies an increase) -18 -69 A 41 ooe
Gold rcsarves
{mims sign signifies an increase) - - - - oo
SDRs
(cirus sirm signifies an incronse) -3 1 - 2 ees

Source: 1972-1975: International Monetary Fund, Balance of Payments Yearbook, vol, 28; 1976: CEPAL, on the

basis of official statistics.
5/ Preliminery estimate,

/For this
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For this reason, and despite the sharp increase in interest
payments and the transfer of profits, the deficit on current account
was 68 million dollars, a figure equal to less than half the 1975
deficit and only a little more than a quarter of the 1974 deficit.

The imbalance on the current account was more than covered
by a net entry of long~term and medium-term capital of approximately
100 million dollars. Thus, for the second year running the country

increased its international reserves.

(¢) = External debt

In 1976 the balance of the external public debt guaranteed by
the State increased by almost 10 per cent. This rate was substantially
lower than the 28, 45 and 36 per cent recorded in the three preceding
‘years, as a résult of.which Betwen 1973 and 1975 the external debt
had increased two and a half times (see table 10).

In contrast, the rate of increase in external debt servicing
in 1976 (33 per cent) more than doubled the 1975 figure (15 per cent).
Nevertheless, this rate was lcwer than the rate at which the value of
exports increased and, therefore, the proportion of the latter
accounted for by amortization and interest payments fell slightly
(see table 10).

L. Fiscal and monetary policy

(a) Fiscal policy

The public finances of the country developed along the lines
laid down by the fiscal reform which came into force during 1975.
In general terms, fiscal policy played the dual role of redistributing
income (with the introduction of progressive taxation on income which
increased owing to inflation) and of stimulating gross capital formation
“(through increases in government spending and technical assistance to
private enterprise). At the same time, an attempt was made to narrow

the gap between regular income and central government expenditure.
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Table 10

Balanoe of publio debt and of debts
guaranteed by the State

Servicing of external debt
Amortization peyments
Interest payments

Servicing of external debt, as a
percentage of total exports

1972 1973 1974 1975 1976s/
255.1 46,7 502,7 &t o 708.0
M, 70,5 48.7 56,2 75.0
22,5 51.9 20,3 20.3 30,0
12.2 18,6 28,4 35.9 k5,0
11,9 12,7 10,8 12,6 12,0

Sources’ CEPAL,on the basis aof official flgures.
2/ Estimates.

/In the
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In the second hslf of the year several budgetary divisions were
extended to channel funds to the financial institutions in the public
sector responsible for implementing development programmes to agencies
undertakihg infrastructure work and activities relating to health and
public education, and to the armed forces. This increase was financed
with external resources and served to offset the fall in investment
in the private sector.

During 1976 current income of the central Government increased
by approximately 16 per cent. The fiscal reform approved in 1975,
which came into force in 1976, was largely responsible for the increase
in current income. Through this reform taxes on domestic sales were
increased from 4 to 8 per cent, and there was an increase in the
progressive rates of income tax. The effect of the latter was seen
in the substantial increase in revenue from direct taxes, which rose
by 30 per cent (see table 11). The increase in the revenue from
income tax, which rose by more than 40 per cent, was particularly
marked and was mainly attributable to the export secter. However,
in some areas the results of the tax reform fell short of expectations,
since some of the larger enterprises succeeded in avoiding the
progressive taxation by legally dividing themselves into smaller
enterprises and presenting narrower bases for taxation.

Central Government expenditure, as mentioned above, acted as
a growth factor in both public and private investment. It also
helped to maintain levels of consumption, and contributed to the
partial recovery of the purchasing power of the employees of various
bodies.

Total expenditure increased by 2 per cent. However, trends in
current expenditure and in investment differed widely. Whereas
current expenditure increased by 16 per cent, capital expenditure
fell by more than 13 per cent (see table 11). Nevertheless, because
of the financial support provided since 1975 to autonomous institutions
and decentralized enterprises through current and capital transfers
to increase their delivery capacity, total public investment exceeded

the levels of the previous year. Thus, in addition to the infrastructure
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Table 11
NICARAGUAt CENTRAL GOVERNMENT INCOME AND EXPENDITURE

P C oS e T e e A e S S
Current wvalues

Annual growth rates
(illions of obrdobas)

Ve L AL 1976

le Current ineome _]_,_3_62 1323 }__EZ_Q -3.1 ..l.iaé
Tax reveme 1 156 1175 1 5 1.6 1.5
Direot 199 288 374 5.0 29.9
Indireot 957 887 971 ~7.4 9.5

From taxes on imports 362 345 348 .6 0.7

From taxes on exports 122 7 é =99.9 -8.7

From taxes on production and consumption 4 535 617 12.8 15.4
Non-tax reverue 209 148 184 <2943 AR

2. Current expenditure 9% 1085 1262 27 16.3
Wages end salaries 388 o 546 13.9 23.5
Other current expenditure 602 &4 716 7.4 11.3

3. Saving on enrrent account (1 - 2) 376 237 267 ~36.8 2.3
4. Capital expenditure 1024 996 862 -2.8 134
Reel investment 309 47 ™7 12.3 -0.1
Debt amortization il 90 158 11.5 75.0
Other capital expenditure 634 559 350 -11.9 -35.9

5. Total expenditure (2+4U4) 2 014 2081 2 124 3.3 2.1
6. Fiscal deficit {or surplus) (3 - U4) -649 -758 -59% 16.9 -21.5
7. Firancing of defiolt 649 758 59 16.9 -2
Txternal financing 714 4h8 525 -37.2 17.2
Domestic firancing -66 310 70 - =774

2/ Preliminary figures.

/work on



-630-

work on roads, the dredging of the coastal canal on the Atlantic

Ocean, and the reconstruction of Managua involving buildings for

public administration and héalth services, all carried out by the
central Government, the decentralized agencies promoted electrification
and port infrastructure projects on the Pacific coast and on lake
‘Nicaragua.

Expenditure directed towards increasing gross capital formation
was channelled fo activities whose recovery is a long-term task,
or at least longer than the terms of loans negotiated with commercial
banks. It was impossible to postpone these investments because of the
reconstruction of Managua. From this point of view, the rigidity
of the specific terms imposed by the international financial agéncies,
which has impeded and'delayed the programmes, may rightly be questioned.

The sharp rise in current income also enabled the Government
to increase savings and show a smaller deficit than that of the
previous year. In order to cover it, recourse was had to external
financing and accumulated cash reserves (see table 11).

Furthermore, public debt servicing reached a level which,
although perhaps maintainable in view of the very promising outlook
for economic activity and the external sector, is likely tc place
the country in a vulnerable position if the prices of agricultural

export products should change.

(b) Monetary policy

The recovery of economic activity and the increase in income from
exports was reflécted in the various monetary variables. Thus,
between November 1975 and November 1976 the net international reserves
of the banking system increased by more than 600 million cbrdobas,
and domestic credit rose by 16 per cent. During this period the

money supply also expanded by 27 per cent (see table 12).
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‘Pable 12
NICARAGUA : MONETARY POSITION

Balance at end of © Anmal grouth retes

1973 1974 1975 .. 1976 1974 1975 - 1976

1. Money 1276 1427 137 L7290 L8 =35 25.M
Currency outside banks A 411 Usa 45 636 10,0 -1.5°  h2.9
Demand deposits 850 96k 913 1 o6k 134 ~5.3 16.5

2. Feotors of expansion 2736 285 3076 3807 58  _63  23.8
Foreisn essets (net) 650 353 248 605 45,7 -29.7 144, 0
Domestic credit 2 086 2 Sh2 2 828 3202 21,9 11,3 13.2

Claims on goverrment (net) 63 -156 14 162 - - 42,1
Claims on offiocial entities 35 53 69 25.7 20,5 30,2
Claims on private sector 1988 2654 2660 29N 33.5 0.3 11,7

3, Factors of absorptlon 1460 1468 1699 2 080 0.5 15.7 22.4
Quasi-money 588 703 ol 1 o8k 19.6  10.1 %0.1
{savings and time deposits) ’ :

Long~term forelgn borrowing U59 459 550 545, - 19.8 -0.9
Other itens (net) b3 - .306 275 bey L 25,9 22,5. 20,3

Sourcet International Financial Statisties,

/The ‘increase
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The increase in the supplies of funds in the banking and
financing systems, owing to the rise in deposits, was used to finance
activities in both the public and private sectors. As regérds the
public sector, private financial institutions took up reconstruction
bonds issued by the Central Bank to a value of almost 68 million
cdrdobas, besides granting credits of 69 million cbérdobas to official
bodies. ‘

In turn, credit to the private sector increased by 9 per cent.
Most of this incfeése went to commerce, K although sizeable increases
were also recorded in short-term loans for agriculture and industry.
As regards long-term financing, there was a reduction in the loans
granted by the commercial banks to agriculture and industry, which
reflected the fall in the growth of fixed investment in these sectors.
In contrast, long-term loans in respect of livestock increased as a
result of the joint-action of the Central Bank and private banks in
placing funds from abroad in this activity.

Another major feature of financial developments in 1976 was
the increase in the share of non-banking financial institutions. They
attracted a greater volume of resources by offering higher rates of
interest on time deposits than those paid by the banks on sight
deposits, and z2l1so because the banks use the financial and saving
institutions as intermediaries, since they obtain better rates of

interest through them.l/

1/ Whereas the banks' rates of interest were fixed at 13 and
14 per cent for the short term and the long term respectively,
savings and loans institutions were authorized to charge 14 per
cent plus a 4 per cent commission collected once only and

finance companies, 17 and 18 per cent for short-term and long-term

loans, respectively.
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PANAMA

1. The overall picture

(a) Global trends

The stagnation of the gross domestic product was the predominant
feature of economic activity in 1976. The loss of momentum since 1972
has been accentuated in the last two years in‘spite of the various
government incentives to private activity and the considerable growth
of public investment for the second year running.

On the demand side, the 8 per cent contraction of exports and,
in particular, the drop in sales of goods and services to the
Canal Zone were mainly responsible for the recession in overall
economic activity in 1976. From the standpoint of supply, the economy
was affected by the decline in agricultural production as a result of
the drought. The smaller external demand and the decrease in value
added in the agricultural sector were the reasons why the gross domestic
product failed to grow in relation to 1975. With the 11 per cent
reduction in the volume of imports, total supply in turn fell by 3 per
cent (see tables 1 and 2).

The short-term measures adopted in 1974 to promote production
and employment did not succeed in counteracting the effect of the
recession of external origin on the performance of private investment.
Added to this was the uncertainty of some entrepreneurial sectors as
a result of the changes in economic policy aimed at improving income
distribution. Although private investment in both capital goods and
construction declined with respect to the 1975 levels, and altogether
dropped by 9 per cent, public investment continued to expand rapidly
owing to the fact that industrial and housing projects maintained the
pace initiated in 1975. Thus, gross capital formation originating in
the public sector rose by 21 per cent, following an increase of 66 per
cent in 1975. Total fixed investment therefore increased by 4.5 per

cent (see table 2).
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Table 1
PANAMA: MAIN ECONOMIC INDICATORS

1972 1973 1@k 1975 1976e/

A. Basic economic indicators
Gross domestic product (millions of

US dollars at 1970 prices) 144 1 529 1 569 1578 1 578
Population (millions) 1,54 1.58 1.63 1.68 1.72
Per cepite gross domestic product

(US dollers at 1970 prices) 935 965 963 9k2 916

Annuel growth rates

Bo Short-run economic indicators

Gross domestic product 503 601 2.6 0.6 -
Per capita gross domestic product 2.4 3.2 002 -2.2 -2.8
Gross income P_/ Sol 6.1 0.9 2,6 0.4
Terms of trade o 4.4 =43 -8.1 -4.,5 =35
Value of exports of goods and services 8.7 13.9 38,6 18,1 =702
Value of imports of goods and services 12,2 11.9 = 52.0 . 9,6 -5.9
Consumer price. index.c/ 503 6.9 16.8 Selt 2.0
Money 34,9 21.3 15.0 1.7 20,34/
Rate of unemployment e/ 608 7.0 5.7 6.3 6.9
Current income of government 9.2 13,7 2.1 " 965 8.6
Total expenditure of government 26,6 11.3 48.4 6.5 8.0
Fiscal deficit/total expenditure of

government e/ 20.4 28,9 42,5 32,7 32.3

Millions of US dollars

Co External sector

. Trade balance -68 -67 =171 «126 =129
Balance on current account =106 =118 269 =136 -162
Variation in net international reserves 4 - -19 -7 =31

_a_/ Preliminary figures.

3/ Gross domestic product plus terms-of-trade effect.
¢/ Annual average variation. ’

4/ At 20 September.

_e_/ Percentage.
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Table 2
PANAMA: TOTAL SUPPLY AND DEMAND

Millions of balboas Peor ;aitage

. Annual growth rates
at 1970 prices breolkuown

1974 1975 1976/ 1970 19768/ 1974 1975 19768/

Total supply 1819 1808 175  140.6 13,9 2.9 06 =30
Gross domestic product 1 321 1 329 1 329 1000 100.0 2.6 0.6 -
Imports hos k79 425 40.6 31.9 3.6 -3.8  -11.2

Total demand 1819 188 1754  140.6 1319 29 -0:6 =3:0
Domestic demand 13% 1283 1272 1033 95.7 1.2 -ke2 =09

Gross domestic investrment 317 353 327 6.4 24.6 -11.8 . 1l.l ~7k
Gross fixed investuent 272 333 348 2h.k 26.2 -19.0 2.3 boly
Construction 143 172 191 12.2 144 =26.6 2.5 10.8
Machinery and ecidnmont 129 161 157 12,2 11.8 -8,6 24,5 23
Public 89 148 179 bol 13.5 0.6 66.0 21.2
Private 183 185 169 18,0 12.7 =25.7 1.1 ~8.9
Changes in s:osks 45 20 =21 1.9 =1.6 - - -
Total consumption 1022 920 9bs5 76.9 711 6.1 3.0 1.6
General government 200 215 220 14,3 16.6 3.8 7.1 2.6
Private 2 822 715 725 63.6 545 6.6 ~12.8 l.b
Exports B s M2 @3 %2 79 23 B2

Sourcer 1970-1976s CEPAL calculations on the basis of figures supplied by the Statistics and Census Office.

_a_/ Preliminary figures.
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Private consumption rose slightly, following the sharp decline
in 1975, but its level remained very low.

The contraction of external demand also showed the limitations
of the Panamanian economy due to its heavy dependence both on services
soid to the Canal Zone and on banana exports and the refining of
imported petroleum. These considerations were kept in mind by the
Government in its efforts to obtain the conclusion of a new treaty on
the Panama Canal, and to promote the rational utilization of the
country's natural resources and geographical position.

The latter aspect, which in the past constituted the basis of
the country's development, could still play an important role in the
future if it is combined with the diversification of the production
apparatus ard the development of new fields of economic activity. The
most importsnt projects being carried out in this connexion are the
construction of the new international airport, of the fishing port, of
the trans-isthmus oil pipeline and of the container ports located at
both ends of the isthmus (which will enable cargo to be carried between
them over land).

Some projects for the expansion of the Colon Free Zone, were also
initiated, such as new storage and other facilities for manufacturing
enterprises, and measures were taken to expand the international banking
centre and establish a regional reinsurance centre.

The electrification programme being carried out is another
_impdrtant contribution to the expansion of industrial and commercial
activities, which also includes projects of great importance for thg
Panamanian economy such as the production of copper from the A
Cerro Colorado and Petaquilla mines, which are considered to be the
main source of future development. A contract of association between
the State-owned Empresa Cerro Colorado and Texasgulf, Inc., a United
States~Canadian enterprise, for the development of these mines was
signed in 1976.1/

;/ The capital of the enterprise will be made up as follows:
80 per cent by government contributions through the Mining
Development Corporation, and the remaining 20 per cent by the
direct contribution of Texasgulf, which will administer all the
activities connected with exploration, evaluation, design, (cont.)

/Other projects
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Other projects which are well under way include the convention
éentre, the remodelling of the old part of Panama, and new hotels in
other areas, which, together with the new international airport, will
improve the prospects for tourism.

As regards monufacturing, the State cement enterprise is
building a new plant which, once in operation, will permit a
considerable saving of foreign exchange. Five sugar plants are also
being installed, the production of which is largely destined for export.

All this means that Panama will continue to take advantage of its
favourable geographical position to undertake more and more export-
oriented projects.

Furthermore, the Government has been implementing a group of
measures aimzd at substantially improving the social aspects of economic
develcprent, raising productivity levels and reducing the existing gap
between the countryside and the town. In this respect, it continued
the educational reform initiated in 1972 which establishes compulsory
education up to ninth grade and provides training for middle-level
professionals.2/

Moreover, in 1976, work proceeded on the health programme carried
out since 1973 with the purpose of integrating the services provided
independently by the Social Security Fund and the Ministry of Health
- a goal which was largely achieved in 8 provinces -~ and of extending
the coverage of social security to include the wife, children and
parents of the insured person, which means taking care of an additional

40 per cent of the population.

1/ (concl.) construction and operation of the project for a period
of 15 years, receiving an established fee for each of the
different stages. From 1982 onwards, 170,000 tons of copper
should be produced annually, which will mean annual foreign
exchange earnings from copper exports of about 450 million dollars,
and a contribution in terms of national value added of 300 million
dollars annually. A total of 4,500 persons will be employed
directly in the production of copper, and employment for a further
10,000 will be provided indirectly.

2/ The Polytechnical Institute, offering 12 intermediate courses, was
set up for the purpose in 1975.

/In 1975
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In 1975 the authorities also adopted a number of measures

designed to stimulate activities and inveciment in the privéte sector.
At the end of 1974, the "Boquete Declaration' had already sought to
create a climate of understanding between entrepreneurs and workers

and to facilitate government austerity. The inadequacy of the measures
taken at the time compelled the Government to adopt various measures at
the end of 1976 designed to encourage private and semi-public investment
projects through the National Financial Corporation and private banks;
to promote capital fdrmation in the entrepreneurial sector by means of
a system of accelerated depreciation and tax exemptions for reinvested
profits; to improve the efficiency of public services, particularly in
price regulation; to establish export incentives and smuggling controls;
and, in general, to institute systems of consultation between the public

and private sectors concerning official measures affecting the latter.

(b) Sectoral trends

. Domestic production declined in 1976 owing to the recession which
mainly affected the manufacturing sector, services to the Canal Zone
and private construction, and also as a result of ‘the severe drought
which prevented agricultural activity from continuing to play a dynamic
role as in 1975 (see table 3).

Thus the gross domestic product remained at the same level as in
1975. This situation contrasts strongly with the performance of the
economy in the early 1970s. It should be noted in this respect that
the sluggish growth trend was accentuated from 1974 onwards, when the
world recession and inflationary pressures affected domestic production
costs and rgduced income from external transéctions.

(i) The agricultural sector. Affected by a severe drought, the

product ofﬁthe agricultural sector déélined slightly in 1976, following

its vigorous growth in the previous year.

/Table 3
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Table 3

Agriculture
Mining
Manufacturing
Construction

Subtotal goods

Electricity, gas and water
Transport, storage and communications

Subtotal basic services

Commerce

Financial institu*ions, insurance
and real estate 7/

Ownership of dwel’ings
Public administration and defence
Services to the Canal Zone

Miscellaneous services c/

Subtotal other services

Total gross domestic product

Millicrs of balboas

Percantage

Annual growth rates

at 1970 prices hreaklown

1974 1975  1976a/ 1970 19758/ 197k 1975  1976a/
26 226 225 0.7 1345 ~1.5 4.8 ~05
4 4 4 0.3 0.3 -5.b =547 6ol
172 171 168 15.8 13.8 <44 =0.9 ~1l.7
63 7% 8k 6.3 7.0 -26.0 0.4 10.8
b5 ko ML W 36 68 kB 0B
29 32 34 2.0 2.8 4.7 9ok 5.7
84 85 89 546 7.3 15.0 2.2 3.6
126 120 115 9.9 9.5 5.2 ~h.9 b3
57 7h 79 he2 6.5 95 9.5 7.9
78 8l 84 5.9 6.9 4.8 3.2 3.9
%8 42 b5 3.1 3.7 8.3 10.0 7.9
78 8l 79 8.2 6.5 7.9 Lok ~202
25 20 209 18.1 17.2 18.0 9.9 53

1162 1 200 1 200 100.0 100.6 _2._6 &_6_ -

Source: 1970-1975:¢ CEPAL calculations on the basis of figures supplied by the Statistics and Census Office;

1976s CEPAL estimates based on statistics from the same source.

Notes As the individual sctivities and the totals were calculated independently, the sum of the former does not
correspond exactly with the latter.

8/ Preliminary figures.
b/ Excludes ownership of dwellings.

g_/ Also includes restaurants, hotels, and business services.

/The production
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The production of rice from the first sowing - representing
90 per cent of total output for the year - wzs 23 per cent less than
that recorded in 1975 (see table 4). Little rice was imported,
hoﬁever, as domestic consumption was covered from the rice stocks
built up by the Agricultural Market Institute.

Maize production from the first sowing, which amounted to 60 per
cent of the year's total output, was slightly above the 1975 level,
but the drought will affect the crop from the second sowing. ZLastly,
because of the drought, the area sown to beans had to be reduced by
approximately 50 per cent, and there was a 40 per cent decline in the
crop from the first sowing.

In contrast, the sugar cane crop continued to expand (9 per cent)
‘with a view to supplying the five plants that are being installed in
_ Panama, some ¢f which are expected to start operating early in 1977.

. The performaice of the traditional export crops was fairly
normal, as the coffee and banana plantations maintained their 1975
produciion levels (see table 4).

To cushion the adverse effects of the drought on the standard of
living of the agricultural population, the Government adopted the
following emergency measures: an increase in the price of rice
(3 valboa cents per pound for the consumer and 10.50 balboas per quintal
for the producer); an extension of the maturity period of unpaid debts;
the formulation of programmes for the construction in the near future
of small dams for watering-places and irrigation, 50 per cent of the
~cost of which would be covered by the farmers; the formulation of
animal feéd>programmés on fhe basis of small plots of grass for cutting
and other supplements; and an increase of 2 balboa cehts per litre in
the price of milk. | V

On the whole, the production promotion policy initiated three years
earlier with the establishment of the Ministry of Agricultural
Development, the Agricultural Market Institute and the Agricultural
Development Bank was strengthened in 1976. In this respect, the
production of melons and okra for export was encouraged, as was the
production of tomatoes to supply a new pulp plant scheduled to start
operating in 1977, and that of oranges for the government plant which

sells citrus concentrates mainly to Central American and Yugoslavia.
/Table 4
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Table &

PANAMA: INDICATCRS OF AGRICULTURAL PRODUCTTON

l. Index of agricultural production

Crop farming

Stock-raising

2. Production of some i important crops
Paddy rice (thousands of quintals) b/
Unmilled meize {thousands of quintals) b/
Dried beans (thousandskof quintals)
Husked coffee (thousands of quintals)
Sugarcane (thousands of short tons)

Bananas (thousands of pounds) b/

3. Indicators of stock-raising sctivity

Stocks
Cattle
Pigs ‘
Poultry

Annuai growth rates

1 1974 1975 1976s/ - —
e e TS agm s 1976s/
1%0 190 203 195 0.l 6.7 -4,0
184 170 165 176 «7+9 2.6 6.7

3 575 393 4075 %126 10.0 3.6 «2%.3
1 208 1309 1 428 1 457 8.3 9.9 l.4
7 & 9 56 160 3.5 -39.5
95 % 106 108 ko3 6.6 1.5

1 580 1899 2122 2 218 2002 11.7 9.2
1 851 1575 1748 1 745 23.7 17.2 «0.2
1 %12 1333 1 348 1 361 1.6 1.1 1.0
168 175 166 179 6.7 5.1 7.8
3 706 3802 3704 & 277 2.6 =2.6 15.5

Source: Panama en cifras 1971-1975,

8/ Estimates.

b/ 1973/1974, 1974/1975 and 1975/1976 crop years.

/In order
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In order to solve the difficulties stemming from the establishment
of the new tax on banana exports, the Goverument and United Brands
signed new contracts by virtue of which: (1) the company sold the land
it owned in the Chiriqui and Bocas del Rio provinces to the State;

(2) the Government leased the company part of this land for the
production of bananas and other crops against payment of an annual
rent; (3) United Brands will use the Statc-owned wharves and equipment,
also against payment of an annual rent, and will perform and defray the
cost of the work of maintenance and repairs involved in the use of
these facilities; (4) the company will primarily use the railways in
the respective jurisdictions, also paying an aprual rent and performing
the work of maintenance and repair at its own cost; and (5) it will pay
tax to the authorities of the municipal areas where its exports are
established. In return, the State exempts the compaﬁy from the payment
of dutics on imported machinery, equipment, spare parts, fuels and other
inputs, wharlage, etc.; loading and discha»ging taxes; the tax on any
dividerds the company may pay to its sharcholders; taxes for a period
of three years on exports of fiuit harvested in new-sown or re-sown
areas; and, lastly, taxes on other assets, government stamps, capital,
real estate, etc.

These new contracts will bring the State an annual income of
2 million dollars, the rate for taxable income also rising by 30 to
50 per cent, and the existing tax of 0.45 dollars per crate of bananas
exported remaining unchanged.

The rental contract for the land is for a period of 5 years, and
may be extended successively for an additional year, which opens the
doors to independent producers, an aspect that is being encouraged by
the Government through the Corporacién Bananera del Pacifico, a State
enterprise recently established to promote exports to new markets.

Stock-raising continues to face serious problems, largely of a
structural nature, and cattle stocks grew by barely 1 per cent. To
this must be added the 1976 drought, the main impact of which will be
on the supply of feed in 1977.

/In contrast,
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In contrast, the stock of pigs increased by 8 per cent, thus
partially regaining the levels of the two previocus years, but not
those recorded in the first two years of the present decade.

Altogether, the value of production of the stock-raising sub-
sector rose by about 7 per cent; this is mainly accounted for by the
higher rate of cattle slaughtering, which was 8 per cent above the
1975 rate, while pig slaughtering once again declined (by 4 per cent).

With the aim of improving the stock-raising position, the
Government has been carrying out a cattle breeding and fattening
programnme through the Banco Nacional de Panami, with resources from
the World Bank. This has enabled Panama to fill the export quota of
2.6 million pounds of meat for the United States market. Furthermore,
as a result of negotiations with that country, the quota was increased
to 5 million pounds as from 1977.

The promotion of milk production by the Agricultural Development
Bank has continued according to plan. During the year, 1,000 bulls
and breeding cows were imported in support of the programme for the
improvement of feeds and cattle.

(ii) Manufacturing. The value of manufacturing production fell
by 8 per cent in the first nine months of 1976 compared with the same

period in 1975. The main reason for this was the sharp drop in

petroleum refining. Although marked progress was recorded in other
sectors such as food and fish meal and oil (see table 5), the small
influence of these items failed to offset the effects of the shortfall
in oil-refining on the total manufacturing product. The product fell
by about 2 per cent, representing a further deterioration of industrial
activity which had already dropped by 4 per cent in 1974 and 1 per cent
in 1975 (see table 3).

/Table 5
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Table 5

PANAMA: ‘INDTCATORS OF MANUFACTURING PRONUCITON

Annvel growth rates

1973 1974 1975  1970a/ 178 1975 1979/

Production of some important manufactures

(thousands of tons)
Pish oil 4,74 3.92  5.04 13,54 -17.3 28.4 170.8
Fish meal 14,01 10,36  12.48 Za14 «26.0 0.4 B5.4
Sugar b/ 1.78 2.30 2.8k 3.06 28.9 23.6 2.5
‘Tomato products 4.59 5.95  7.03 4,96 29.7 18.1 ~29.5
© Salt bf 0.51 0.45  0.27 0.27 =112 -40.3 -

Cigarettes c/ 1.03 - 1,05 1.05 1.08 2.8 0.8 3.1

Source: Indicadores ecorSmicos 19741975 (serie P); Situacidn econimica, Industria 1975; and Panamé en cifras

1971 275,
.8_/ Estimtes.

b/ Thousands of quintals,
o/ Millions of units,

/(iii) Construction.




- 645 -

(iii) Construction. The projects undertaken by the public sector
helped to raise tha coastruction product by nearly 11 per cent, which,
however, is lower than the very high rate recorded in 1975. The share
of private enterprise, in its turn, continued to dezcline, although at
a slower rate than in the two previous years. 1In fact, the value of
building permits fell by 14 per cent in the first nine months of 1976
compared with the same period in 1975. Moreover, since the sharpest
falls were in the interior, it may be concluded that there was a
contraction in demand not only for luxury housing but also for that
intended for broad middle~ and low-income sectors of the population.
This decline was also partly reflected in the 3 per cent drop in
employment in construction activities in the metropolitan area
(see table 6).

(iv) Basic services. The electricity, gas, water and sewerage

sector. showed a dynamic performance (see table 3), owing to the fact
that the investment which the State has been making in electric power
generation is begirning to yield results. The goal is to replace
thermoelectric plants as far as possible by hydroelectric plants that
will enable the country to free itself in some measure from its
dependence on imported petroleum for the production of electricity.
Panama has at present an installed capacity of 264 MW in the form of
thermoelectrical plants, but if those located in the Canal Zone are
included the capacity increases to 372 MW. The hydroelectric planfs
being built will have a capacity of 475 MW, which is expected to be
sufficient to achieve the aforementioned goal. They include the
Bayano hydroelectric plant, the first stage of which was completed in
1976 and which will have an installed capacity of 150 MW, Estrella-Los
Valles plant which will be completed in 1979, and the 255 MW plant at
Fortuna. Work continued on the construction of the access road to the
Fortuna plant, and on laying the 42-kilometre line which will serve to

integrate the three hydroelectric systems in the country.

/Table 6
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Table 6

PANAMA: TNOICATCES OF CONSTRUCTION ACTIVITY

1. Area constructed b/
(thousands of m<)

Total
Dwellings

2. Apparent consumption of certain
building materials (thousands of
balboas at 1960 prices)

Structural steel

Grey cement

Cement and clay blocks
Sawnwood

Veneered wood

3. Employment c/

: Annyal growth rates

1973 1974 1975 19768/ o e
- 1974 1975  1976e/

808 b0 176 -46.8 ~59.1
593 253 94 ~57.3  -62.8
8055 10 457 8 855 2.9  -15.3
7953 733 7748 ~7.7 5.6
4 830 4926 5238 0.7 6.3
4 351 k375 287% 0.6  ~3h.b
1797 180 171 3.5 ~8.0
23 500d/ 20 800 30 600 29 660 0.6 3.1

Sources Situacidn Econdmica, Industria 1975.

2/ Estimates. . -
b/ District of Panama.

_e_/ The employment figures relate to one week in October 1974, one week in November 1975, and one week in August

1976,
4/ Metropolitan aree only.

/Electric power
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Electric power generation increased by slightly over 11 per cent
in relation to 1975 with the entry into operation of four thermoelectric
plants with a capacity of 28.2 MW.

In addition, 17 million balboas were invested in 1976 in
continuing with the installation of drinking water, sewerage and
health facilities in rural areas. Lastly, total sales of gas rose by
nearly 8 per cent. '

(v) Other services. Services maintained rates of growth comparable

with those of 1975, in sharp contrast with their vigorous growth at the

beginning cf the decade.

The services most adversely affected were commerce, which declined
by over 4 per cent following a slightly bigger drop in 1975, and
personal services in the Canal Zone, which fell by 2 per cent
(see tahle 3). 1In the former case, the fall in sales and the
impossibility of meeting financial commitments contracted in previous
Years cwing to the lack of liquidity affected both commercial and
industrial enterprises, some of which were forced to halt their
operations with the consequent repercussions on employment levels and
income. As regards services to the Canal Zone, the value added in
these activities declined with the general loss of dynamism that
affected transactions with the Canal Zone which led to a reduction in
the personnel employed.

Financial and government activities are the exception in the
general recession affecting the various services. They both showed an
increase of nearly 8 per cent, which, however, was lower than.the
exceptionally high growth rate of these activities in previous periods

(see table 3).

(¢) Developments in employment and unemployment

The slowing-up of economic activity during the year directly
affected employment levels. The rate of unemployment was 7.2 per cent
in March 1976 compared with 6.5 per cent in March of the previous year.
In the metropolitan area open unemployment was more serious, since the

rate of unemployment was 9.6 per cent compared with 8.2 per cent in 1975.

/In line
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In line with the weaker economic growth since 1974, the national

~ index of urban employment in March 1976 was rearly 29 per cent higher

than the index for the same month in 1974 (see table 7).
Nevertheless, government support for new forms of agrarian

organization and agricultural development slowed down unemployment in

‘rural areas.

2. The external sector

(a) : Foreign trade

In 1976 the value of exports of goods fell by one-fifth as the
~result of an even bigger decrease in the volume and a small increase
in the average price of the products exported (see table 8).

The factor mainly responsible for the contraction of exports was
the decline in sales of petroleum products, the volume of which
‘decreased by about 50 per cent.3/ A second determining factor was the
sharp fall in the world price of sugar which reduced the value of
exports of this commodity by more than 46 per cent, despite the slight
increase in volume (see table 9).

Sales of bananas, another of Panama's main export commodities,
followed a different trend: a slight decrease in volume and a rise in
average price; their total value thus rose by a little over 3 per cent.

Exports of shrimps and of the group made up of meat, fish meal,
coffee and other products increased very rapidly. In the first half
of 1976 the value of the former was 86 per cent higher than in the
same period of 1975, while exports of the remaining products over the
same period were more than 70 per cent higher than in the first half
of the previous year (see table 5).

In contrast, sales to the Canal Zone decllned, partly owing to
the smaller flow of traffic through the Canal. This was reflected,
for example, in the appreciable drop of 28 per ‘cent in sales of
petroleum products to the Canal Zone in the first half of 1976.

3/ If petroleum and petroleum products are excluded, the drop in
exports of goods was only 5 per cent.

/Table 7



- 649 -

Table ?

PANAMA: EVCLUTION OF EMPLOYMENT AND UNZIPLOYMENT

Rates of unemployment

National
Main cities
Metropolitan area
Rest of the country
National indexes
Labour force
Employment

Unemployment

1974 1275 1976
- No=-
- Au-
March Octo March Vel March <t
ber gu
ber
5.6 5.8 6.5 6.1 762 6.5
701 7.2 8.2 8.2 9.6 8.9
3.8 4,0 4.2 3.5 4,2 3.6
100.0 100.3 101.8
1000 99.4 100.0
100.0 116.0 128.6

Sources Scmole household survey.

- ——— A A it e
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Table 8

PANAMAs VARIATION IN THE TERMS OF TRADE AND JN THE VALUE,

VCLUME AND UNIT VALUE OF EXPCRIS AKD IMORIS

(Percentage)
1972 1973 1974 1975  1976a/
Exports of goods
Value a/ 6.3 10.8 52.7 52.9 -20.0
Volume —391 0.9 8.8 2.0 ~23.8
Unit value 3/ 9.7 9.9 40.3 9.8 2.3
Imports of goods
Value 8/ 12,6 12.8 59.8 9.0 <640
VOIume 7‘2 -1.8 ko6 -5‘2 ‘1103
Unit velue s/ 5.1 149 52.8 15.0 6.0
Terms of trade b b3 -8.1 4.5 =35

Sources CEPAL, on the basis of official statistics.

8/ Estimates.

/Table 9
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Table 9

PANAMA: VALUL AKD BRTAKDOWN OF EXPORTS OF GOCDPS (FOB)

e e e -t e = . e e i e <1 # b e e ot e a0 iAo i o mm o <1t s e on A 8 o £ i o 11 o < 2 n i
Millions of dollars at

Amnual growth rates
cusrrent

First

1973 1974 1975 1976a e 1e73 2975 1974 1975 half
1975 1976 1976
Main export products 132.8 1705 2435 oo 88,6 cos  28.6  L2.6 ese

Bananas 63.8  49.5 53,5  6l.5 9.4 23,2  -22.4  20.2 Zal
Petroleum 21,9 52.8 9kl 65.8p/ 3.5 258/ 782 eee
Sugar 8.8 27,5  48.3  25.9 Solt Go8 12,5  75.6  <Ld.4

Shrimps 15,7 5.2 19.0 coe 14,1 20.2 0.3 es0 ~9.0 25,0 85,8

Other exports 206 25,2 226 eee Qb 10ol 134 coo 16,6 -10.3  71.3

Sales to the Ccnal Zone 25.0 62.8 63.0 coa 155

Petroleum prciucts 2.5 3365 34.2 coo 16,0 11.6 1.6 vae 1 240,0 2,1  ~27.5

Other exports aad ro-exnort

items 2.5 29,% 29:;“ coo cco ooo 12,9 coo 0.2 003 coco
Adjustments ard other itams 4.1 17.3 21,5 P P coo 2.5 coe  Z22,0 24,3 vos

Total 161.9 25,9 320.6 25602 100.0 130,00 20-0 31.0

- — : .. . o ek wme i e ce———— a— LT e

Source: Panamd en eifras 1971-1975.

a/ Estimates.
b/ Including sales of petroleum products to the Cancl Zone.

/Since Panama
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Since Panama is not an oil-producing country, the contraction in
exports of this fuel and petrcleun products was accompanied by a
considerable drop in purchases of crude petroleum: 42 per cent betweef’
the first half cf 1975 and the equivalont period in 1976. Over this
span, imports cf other intermediste products increased, in contrast,
by nearly 10 per cent, while imports of capital goods declined slightly

and imports of consumer goods fell bty 3 per cent (see table 10).

2

(b)  Balance of paymenis
The sharn drop in exports of goods and the much less accentuated
declire in imports of geoods led to a deficit in visible trade of qearly

500 million dollzrs, which is 25 million dollars higher thau that
recorded in 1275.

This larger deficit wacs, however, almcst wholly offset by the
increase in the surplus on the servicss account and, consequently, the
foreign trade deficit rose ouly frem 125 million dollars in
129 million in 1976 (see table 11).

The increase in the current account deficit - whkich rose from
136 to 162 million dollars between those two years - was praciically
the same as the rise of 24 millioa dcllars iz net payments of profits
and interest or foreign capital

25 had occurred in the previous two years, the 1976 Ccficit on

current account was greater than acvtonomeous capital inflows. Thus,

(D
—
"
3

net international reserves dropped once again, by approximat

30 million dollurs (see table 11).

(c) The external debt

In 1976 the externzl debt increased substantially for the fifth
year rurning, its total being far more than double the amount recorded
in 1972 (see table 12),

The increase in service paymentis was even bigger. In fact,
amortization and interest payments on the debt, which had dropped

slightly in 1975, rose by nearly 40 per cent in 1976.

/Table 10
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PANAMA: VALUZ AND BRDAUDOWN OF IMPORTS OF GOODS (CIF

1:1liors of dellars rrentage
Faitions of ¢ % ars et Pernentag Annnal growth rates

curreat prrcas breakdown
1973 1574 1975 l@?ﬁi/ 197553’ 1973 19763/ 1974 1975 19753/
Consumar goods 49 65 55 27 26 9.7 702 2760 -13%.3 =350
Intermediate goods 251 6hs 685 342 275 9.9 78.0 okod 5.8 ~18.5
Crude petroleum g8 266 347 187 109 19.4 20,5 102.7 21,5 ~41.9
Others 254 362 338 155 170 50.5 47,5 k2.8 =647 9.8
Capital goods 103 110 129 53 53 204 14,8 7.5 16,8 -1.1
Total so2. g2 &0 k2 oz 1000 1000 58 <153

Source: Panama en ciTras 16711975,

2/ First half of the yearo
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Table 11

PANAMA: BALANCE CF PAYXMINTS

(Miliions of US dollars)

AR m e A e A WA e e e — oA L i

Current gggggg&
Exports of goods and services
Ccods FOB
Services
Transport
Travel
Inports of goods and servicas
Goods FOB
Services
Transport
ravel
Net payments of profits and interest on
foreign capital
Profits
Interost
Net private trenzfer payments
Bulance on current account

Capital szanunt

1al finencing (a+b+cedre)

(a) Net evternal noi-compensatory capital
Direct investment
Long~ ead redlum-tern losns
Amartization payments
Sho-t-term liabilitiles
Offi¢ial transfer payments
(b) Domsstic non~compensatory capital or asazets
(c) Errors and omiszicns
(a) Allocation cf SDRs
(e) Net ccupensatory financing
(minus sign signifies an increase)
Balance-of-paynents loans, trade arrears,
IMF loans, and other liabilities of the
nonetary authorities
Amortization payments
Variation in gross international reserves
(wirus sign signifies an increase)
Foreign exchange reserves
{ (minus sign sigrifies an increase)
Gold reserves
(mirue sign signifies an increase)
SDRs
(uinus sign signifies an increase)

1972 197% 1974 1575 1976/
455 519 719 849 788
146 162 ol 329 256
209 357 472 20 572
61 68 163 156 160
83 103 oL 129 132
523 586 £30 075 917
09 61 753 80% 755
11k 125 153 172 162

59 S 88 100 &9
26 27 34 35 33
3 -43 -9l 2 -2
-14 ~13 ~14 -15 -17

-20 -3 ~77 17 -5
-4 ~3 -7 -12 =11

-106 -113 ~269 =136 -162
196 18 269 126 162
€50 1457 268 1 9é3
13 55 24 5 .

146 17k 176 2%

~33 -5 -101 -56

25 5% ~ 7Q

5 1538 2 709 1793 -
9 9 10 6

-492 -1 475 -2 &G1 L 675

.62 -1%6 -77 ~139
4 - - -

-4 - 19 7 3
- - 9 12 29
-4 - 10 -
- - - -5 2

Source: 1972-1975: International Monetary Fund, Balance of Paymenis Uearbook, vol 28; 1976s CEPAL,

on the basis of official statistics.
8/ Preliminary estimates.
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Table 12
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PANAMA: INDTZLTORS OF EXITREAT INCELIE

(Milijonz of dollars at o

Balance of public debi and of dotis groranteed
by the State 3/ 214.9 2%6.9 355.9

Servicing of external debt 2%.8 28,2 L..8
Amortization pavaents iC,l 1ok 8,7
Interest payments 13,7 16.8 73,1

Servicing of external debt, as a peveentage of
total exporis 5.2 Solt 5.6

975

1976a/

42, .4
58 2
93

AP

Lo5

510.2
520k

Source: Office of the Controller Geserzl of Parama, Statistics and Consus 0f7ice.

! e
a/ Est

b/ Disbirsementse

/Ouing to



Cwing to this sharp rise and to the equally marked drop in
exports of goods and servicesz, the proportion cof the value of exportis
represented by deb%: servics payments increased considerabl From the

standpoint of interrational comparison, however, the coefficient was

still fairly low (see table 12).

The inflationary process which severely affected Panama's
y

economy in 1974 eased uvp in 1976,

- . . . - . -
The aversgs ricz in the wholesale price index in 1970 was
7.8 par cent, fcllowing increasss ¢f ovser 30 per cent in 1974 and

14 per ceat in 1975, The rise in consumer prices was even Jless; in
fact, the average level of the price index for Panama City irn the
period January-September was only 2 per cent higher than the average
for the sam2 peviod in 1975; morecver, the food and beverages sub-
index showed virtually no clhangs, and the cicihing index rose by orly

1 per cent (see table 13). If on the other» hard a coaperison is made

-~
\n
I\
joic
[N
]
@]
o
0]
®

betwesn consumer prices in Dezember 1976 and Decexber 19
of 4.2 per cent is noted. This was due to the shertage of some
products at the end of the year owing to the drought and to the
adjustment decreed in certain prices in order to compensate for the
resulting fall in the income of agricultural producers.

On ths whole, prices rcverted to a more nmormal tread in 1976
owing %o three main factors: the slower rate of increase in the price
of imported gocds, the weakening of aggregate demand, and the production
and control policies adopted. These have been ecpecially significant
in the agricultural sector, where the programmes launched in 1972 for
the production and marketing of basic grains and other mass consumption
goods have had favourable effects on agricultural production. Thus in
1976, except in the situation observable at the end of tue year as a
result of the drought, an adequate supply was available from the

previous crop.

/Table 13



Tahie 13

PLNAMAEVOTUTION ¢ DOMESTIC I'RICES

1972 1973 o7k 1975 1976a/

[Bge)
0

C. nsumer price index 6a"7 9.7 16.6 1.8 bo2
Pood ~bal 17.8 20.8 -0o4 40

“lnolesale orice index 5.2 1847 27.0 12.3 -
Tuported produsts |83} 20.2 2561 Go7 5.3
A ricultuzal products 4.5 12.7 28,9 10.8 5.0

rarufactares 8.3 19.6 27.9 15.1 7.8

Anrusl avera=e variation

Consunsy price index 5.3 6.9 1643 5.4 2.0
Tood 4.6 9.8 22 7.0 Da3
Vaclesals pirice 1index 865 1045 e b0 7.3
Imperted products 6.7 11.6 288 12:5 5.6
Ageiculturzl products 4.0 9.1 23,8 Ca? 5.7

IManufactures 11.5 10.1 227 13,3 10.3

Sourse: Panamd en cifras 1971-197F%,

g/ iverage for thc first three oua fers of i%e year,

/%o Mometary



b, Monctary and fiscel policy

- e k. a2 A kL

(a) Monetary frends

In spite cf the recession in ecoromic activity, the public's
depcsits in the banking system increasced by 19 per ceat. This fac
coupled with the 30 per ceul rise in denosits in 1975, suggests that
the international financizl centre operating in Panama plays a
reletively independent role, Indeed, 197&6 witnessed the continued
establishment of foreign banks with the accompanyinug inflow of capital.
Thus the value cf external deposits increased at an accelerated pace
over the past six vears, rising from 370 million talboze at the end of
1970 to 7,050 million in 1975 and to 8,025 million in September 1975,
This last figure is 38 ver cert higher than that recorded in the sanme
month of 1975 (see table 14).

The financing granted to prodnction sectors increased by about
14 per cent between June 1975 and June 1975. However, the bulit of the

credit continued to be granted to residents adroad {(see tabie 1D).

w

(b) Tiscal policy

The fiscal policy adopted in the past two years has been designed
essentially to keep the growth of current expenditure in line with the

expansion of public revenue. In 1976, however, total reverue increased

[GA)

9} LR : B .
by 0.0 per cent and curreat expenditure by 10 per cent. Thus, saving on

current account cdeclined for the third year running and was 5.5 per cent
lower than in 1975 (sce tzble 16).

With the decentralizaticn cf public investment and its increased
channelling through autcnomcus institutions, investment expenditure
grew by only 2.5 per cent, follecwing a proaounced drep in 1975. 1In
contrast, amortization payments on the public debt increased by about
22 per cent.

To cover the 1976 deficit, greater recourse than in previous years
was had to domestic financing. This doubled with respect to 1975 while

external financing fell by 17 per cent.

/Table 14
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Table 14
PANAMA: CONSOLIDATED RBALANCE OF THE BANKING SYSTEM

(#illions of bal boes)

Be_lance at end

RBalsuce at end of

of Sf\r"P t -
1973 1574 1975 1975 19.'6
% 575 6 175 e 33 7 221 8 579
1 L3 1 809 2 195 1054 2
Cash holdirgs 42 29 L5 35 24
Sight deposits in banks and agencies 143 197 203 228 107
By foreign banxs’a/ 142 191 164 1939/ 71
By local banks b/ - Vi 40 332/ 26
Time depesits in banks and agencies A 1437 1 572 1 037 1 765
Py foreirn baaks 686 162 1 198 845 1 420
By local bauks 41 75 163 148 183
By egencies - 200 170 43 51
Deposits in IMF 12 14 21 19 18
Cther asscts 119 121 356 255 £04
Inves:ront 2 470 L el 6007 225 2971
Losns and discounts 2 %39 4 333 5 c87 5 283 5 au?
Securities 72 90 81 77 €5
otz 125 2 @ 27 20
Liabilities and capital 3 578 6 4?? B8 153 725 & 527
sight denosits 2 52 6 0 72
By the private sector i51 151 17X 142 209
By the public sector 69 58 L5 48 82
By foreirners 47 £2 101 79 75
By forelgn banks a/ 8l 123 65 &5 75
By local banks - - b 27 32
Time and limwited-access denosits 2879 5 972 7 495 6 220 7528
By the private sezton 259 il5 465 U655 493
By foreigners 313 549 1 ¢h6 1 023 1180
By foreign Sarks a/f 2 159 4 568 5 839 4 613 5 696
.By locai banks k7 100 145 120 159
Liabilities in respect ¢f banks and
internationzl agerncies 73 78 99 84 145
Other lisbilities, capital and reserves 275 34 424 22 o

Source: CEPAL, on the basis of flgurcs supplied by the 07 flce of the Controller General of Panama,
Statistics and Census Office.

a/ Including banks ard agencies in the Paname Canal Zoneo
E/ Including deductions from liahilitiess
f/ Including deposits in the International Monetary Fund.

/Table 15



Table 15

PANAMA: ATLCCATION GP LOANS CTANUED BY THE BAKKING SYSTEM, 1370-1976

T b - " ThE end of June
1875 1973 1974 1975 i oo
1975 1876
Total We6 356 A9 pme  A1% 35
To residents abroad 3920 2293 6 942 6 939 3 303 4 636
Personal constzpiion 665.1 195 237 141 63 Sa
Production k31.5 976 1 382 1174 523 €51
Agriculture 37.1 101 127 151 74 75
Manufacturing 0.5 a2 166 205 81 <7
Commerce 35%.9 763 1 ¢g9 818 370 k29
Howsing and cther constructina 43,7 157 267 51 145 124
Unclassified and others 8,3 ) <7 252 10C 10

Sorrcer lacienda y Fineazas, se

l2 &, 19

~rh

(o
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Table 16

PANAMA: CENTRAL GOVERNIEWT INCOME ARD BX

Anncal growth rates

1974 1375 1976a/
1. Current income Y o271 297 223 0.1 S5 5)3_63

Tax revenue 173 210 227 224 2167 7.9 ~1o5

Non-tax ravonue 5% o4 6h 58 1.9 19.0 ~5.8
Other income - 7 6 4 - <i7.4%  619.3
20 Currrnt ewpendituvre 20b 259 283 AT 5.7 10,7 %’4

Wages and salaries 122 152 170 176 23¢8 12.0 4.8
Other current sxperditure a2 104 113 132 2704 8.7 16.3

3, Saving on current accoutnt

] 114 216 153 157 =23,3 5.3

Fixed capital, financial
investment end transfers 92 187 175 1%3 1%.1 Il 2 2.5
Debt amoritizaticn payments 20 20 23 “3 5.4 17.8 2346
5. Totzl exvenditure (244) 313 472 L L76 354 -5.5 8.0
6o Deficit (1-5) 92 201 118,2 647
7. Financing of deficit c2 o 144 154 19.2 607
Lomastic finanecing 8 GO 28 53 21,8 15563
Iscuz of securities 15 45 17 57 %0062 23865
Other -2 15 11 1 - -5 =021
External financing 24 1.0 116 95 5606 “i%.h 1704

Source: Office of the Controller Gereral of Panama, Statistics and Census Office.

——r

a/ Estimatess

/Tax income



Tax income declined in 1976 owing to the smaller revenue from
direct taxes (5.5 per cent), and particularly from income tax owing
to the recession in ecopomic activity. Of the indirect taxcs, income
from import and sxpcrt texes followed the opposite trend. The former
maintained the previous year's level owing to the stagnation of imports.
On the cther hand, incsnz from taxes on exporits dropped by 33 per cent,
rainly owing to the decline in exports of petroleum producise

Taxes on production and consumptiicn yielded a higher incocme than
the duties levied on foreign trade, and increased considerably for the
secord coasecuiive year (12.5 per cent in 1976 ccmpared with 10.6 per
cent in 1975). This irend was particularly important since it offset
the decline in receipts from export taxes.

Non-tax revente, in its turn, fell by 10 per cent, following a
marked expansion (19 per cernt) in 1975. This was ewclusively due %o
the drop in the profits of nublic enterprinesg, in periicular from the

0il refinery which had to face the increasss in the unit value of crude

petroleum while meintaing the prices of processed products s0 as to

{4

o

avoid unfavourable repercussicns on the gepsral level of prices.

Current government ewsenditure grew vty much the same proportion
as iz 1975, in line with the policy of curbing expernditure adepled
since 1974%. That year public sperding re per cen®, waile in
1975 it went up by 11 per cent and ir 1976 by a little cver 9 per cent.
During 1976, expeaditurs cr wages e:d salaries increased by l2ss than
5 per ceat, which is much lower than the 1975 rate and refiescts the
Government's aim to held down the salary scales of public employees

(see table 16).

/PLRAGUAY
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1. The ovewa11 nlctur

Paraguay's economy recorded in 1975 an cverall growth rate cof
(&) %, 4
7.1 per cent and a per caypita growth rate of 4.1 per cent. These
L [w]
rates were substantially above those of the previous year but not
t

recover the bigh rate

o)

f
of growth of the 1973~1@7¥ biennium. A4 further deterioraticn in the
terus of trade resulted in an increase in gross inceme (5.8 per cent)
1. e

1y lower than that of the domestie product. At the
r than that of 1975,

which wag slight
same time, the rice in prices was noderate and lowe 0
while the deficit on current account was similar to that of 1975
(sce table 1).

As regards sectoral activiity, a faster rate of expansion in
agriculture and particularly, in manufeactuvi.g, which recovered from
the recescion it had experienccd in 1975, were recponsible for the
greater expansion ia th: econonmy. Meanwhilz, constroction fncreaced
more slowly and service sectors maintzined approxinately the came
grouth rates as in the previous pericd.

The current value of ewported goods increazsed by 10 vcr cent,
the result of an expansicn in volume (12 per cent), since the unit
value fell (2 per cent). Sseds for incdustrial use, cotton and
vepgetakle cils were the export products which showed the highest
increases in szles abroad. In turn, the value of imports of goods
rose by 5 per cent. Treands in the trade of goods were mainly
responsible for a deficit on current account of 7?8 miliion dollars,
and, since the net inflow of capital increaszed to 120 million dollars,
the level of international reserves rose by 42 million dollars.

Between 1975 and 1975, the rate of increase in domestic prices
declined from approximately 7 to 5 ner cent, reflecting a further
attenuation of the effects of imported inflation. However, the means
of payment increased by apnroximately 25 per cent, and the fiscal deficit
rose substantially, amounting in 1976 to approximately 1&4 per cent of

total government expenditure.
/Table 1
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Table 1
PARAGULY: MAIN ECONOMIC INDICATORS
1972 1973 157k 1975 1976a/
A, Basic economic indleators
Gross domestic product {mililions of
US dollars at 1970 prices) 822 222 L2 10722 279
Popuiation (millions) Z. 43 2430 2,57 2.65 2,72
Per capita gross domestic product
(US dellars at 1970 pricos) 387 385 bos Lis %30
Aanvsl grovih rates
Be Short-rur econcnic indieators
Gross demestic produch c.1 740 803 4,8 7.1
Per capita gross domestic product 2.3 b9 8.3 1.9 L5
Cross income __13/ 509 17,4 o0 2,5 6.8
Terms of trade 5.4 27.3 -3, 0 -16.5 -5,0
Value of euports of moods end sexvices 18.8 41,6 33,2 1,7 9.1
Value of inports of goods and services -2.6 52,0 55:9 11,6 7.5
Consumer price indexj %2 12,3 25.2 6.7 '4.7_‘2/
Money 20,0 2.6 21,0 17.9 2k4.68/
Current incoms of govcrmment 6.4 22,73 L, 10.2 3,3
Total exmenditure «f zovernmont 11.8 9.7 oM 253 19.6
Fiscal defi :'1*’5/"50"@1 expenditure ¢f
gover‘nmezé"s_g/ 9.3 1.2 -8, 9 4,5 13.7
Milllzos of US doliors
Ce External secter
Trade balance {goods and services) - «12 ~+l ~70 ~72
Balance on curreut acsouns -9 -z0 -57 =75 -78
Variztion in net internatlonal reserves 9 24 33 29 b2

_a/ Prelimirary figures,
B/ Gross domestic product plus terms-of-trade effzct,
_g/ Annuel average variation.
_c_l/ Between averages for the pericds Jemuzry-October,
_g/Be’meen September 1975 and September 1975,

_{'/ Percentaze.

e T
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2. Racert econemic trends

TR At s At K g wACL ot M S DY L T VS ALTE T R e

(a) Total su

. - S L

As stated above, the eccnomy of Paraguay showed an increase in

its growth rate in 1976; the gross domestic prcdust rose by 7.1 pe

cent, a rate substantiaily higher than that of 4.8 per sent recorded

]

T

in tke previous year. If account is taken ol the increase in
ropulation, the per capita product increased by L.l per ceant in 1976
and by 1.9 per ce

lower rats than +that of the

"

product, as the volume of imports increased by appreoxinmately 6 per
cent, recovering from the reduction it showed in the previocus year.
In any event, the import ratic recorded in 1976 (17.4 per cent)
remained higher than that for 1970 (16.1 per cent), and continued to
reflect the rapid growth of imports which tozk place in the
1973-1974 bviennium (see tavie 2).

Domestic demard increased at a rate similar (6.6 per cert) to
that cf total demand, theresby showing a higher growih rete than that
of the previous year. This was mainly due to the expazcion of
private consumption and toisl consumption by approximately 5 per cent,
whereas in 1975 they had daclined. In contrast, the growth rale of
government consumption was halved.

At the same time, gross fTixed investment increased by 10 per cent,
approximately half the rote recorded in the previous year. The
construction component showed a reiatively bigger drop - because
of the proportionaily smaller impact during this period than in 1975
of the beginning of work on the hydrcelectric complex of Itaipu.

The increase of 13 ver cent shown by machinery and eculpment,
although smaller than in 1975, was still significant. In recent
years, the steady expansion in capital formation enabled the fixed
investment ratio to increase in comparison with the gross domestic
product, from 14.5 per cent in 1970 %o more than 22 per cent in 1976,

following a marked upward trend.
/Table 2
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Table 2

PARAGUAY: TOTAL SUPPLY AMD DEMAND

Millions of @ era.nie‘s ‘ Percentace Anmusl growth rabes
at 1970 priges breeldowm
ot g 157 —'/ 1970 1 WT/ 1974 1975 1974/
e ot £ o A e 2 A B e ,

Total supply b ofs 18508 125733 il6l LM 2.3 3.3 523
Gross domestic product 34 196 100 813 107 971 102.0  100,0 8.3 4.3 701
Imports 18493 17 693 1R 768 16,1 174 187 43 6.1

Total derand ety 238308 126739 MEL LT %8 33 &2
Domestle demand 52235 305103 13los 14d.2 g8 _Jal 3.8 A%

Gross domestic invesimert 20 033 ol 128 26 997 15,7 25,0 1%.3 20,4 11.9
Gross fixed investment 18 280 21 738 23 978 14,5 22.2 11,2 i%.3 10,0
Construction 8 513 10 310 11 032 703 10.2 11,4 21,1 7.0
Mechinery and eouipment 9 767 11488 12 9u6 7.2 1240 1.5 17,6 12,7
Chanszes in shocks 1 753 2 328 3 019 042 2,8 - ~ -
Total consumption 82 203 81 977 86 112 84,5 73,8 10,1 -0,3 5.0
General goverrnment 6 Yol 7 503 8 199 9,0 7.6 ~0,5 17.3 9.2
Private 75 Bo2 T4 Méy 77 ar 775 2.2 3L 1.8 b6
Tiports U5 A2 ko 1160 A2 26 1T a0t 322
Source: 19/C-1975: CEPAL caleuletions and estizates on ;a Yasis c:;"lf-u“ns supplied .)y iha - Central

Bank of Parcguay.
g Prelinirary Iigures.

/Exports showed



Expofts showed a faster grouwth rate than domestic demand, with
an increase cof 10 per cent in volume, in contrast with the standstill
in 1975. Reversing the trend set by imporis, beiween 1970 and 1976,
the export ceefficient declined from 15 per cent to less than 13 per
cent (see tekle 2).

(0)  Iae growil of the ra‘z secliovs
In 1676, tne total activity of the goods~producing secters

reased by 7.5 per cent, a rate one and a half times higher than
in 1975, which proved decisive in speceding up the rate of development.
Meanwhile, tle basic cervices and other service sectors, taken as a
whole, showed crelativcl factory incr:scses in their contributions
to the demest .c product (8.8 per cent and 6.4 per cent, respectively),
but these figires were slightly lower thaan those of the previcus
vear (sec taltle 3).

The agicuvlitural secter - whose contribution remained at
approximatelr one third of the gross domestic produzt -~ continued to

show some growth, as a recult of the incentive preovided by external

demard and tae agricultiral promoticn policies in feree. Agricultaral
prodiction ".ncreased by 4.4 per cent, thereby exceeding the figure

recorded during the previous ycar, but not that of 197!, when the sector
reccrded a growth rate of more than 9 per cent. Additional informztion
sugmecsts that the agricultural crops sub-ssctor grew oy more than 5 per
cent in 1976, whereas the correspording rate for livestock was
approximately 2 per cent (see table L),

It is estimated that manuvfacturing industry cxpanded production at

o

N

a fast rate (14 per cent), recovering from the recession experienced
in the previous year. This trend was produced by the expansion of
private consumption mentiored above, on the one hand, and the growth of
the volume of exports, on the other, particularly of some items more
directly linked with industrial activity (agricultural and livestock
products which have undergone some degree of processing).
Finally, between 1975 and 1976 the rate of increase of construction

declined frem 21 to 7 per cent, for the reasons wmentioned above.

/Table 3
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Table 3

PARAGUAY : GROSS DOIESTIC PRCDUCT, BY KIHD OF ZCCYMOMIC ACTIVITY, AT FACTOR COST

1574 1;7;‘ 17:'— 1975 19:;:;/ 1974 1975 19768/

Agriculture 30 418 31561 32 950 3.3 5246 5.8 3.8 b
Mining 226 240 254 0.1 0.3 149 6.0 6.2
Vanufacturing 15 875 155659 17 752 17,3 17.6 8,9 -2.0 14,1
Construction 3 235 3 918 4 192 3.0 b1 4.2 21i.1 7.0

Svbkotal fonds ho.73% 51208 55140 BnZ 0 Shed 22 21 a3
Electricity, gas and water 1 527 1 815 1978 1,2 2.0 2.3 20.8 7.2
Transpori, storaze and

communications L o1k7 L 396 4 8i3 b2 b7 4,0 6.0 %5

Subtotal bosic sevvices 5 674 6 ol 6 751 5.4 6.7 10.6 10.0 8.8
Commerce, financial institutions,

insurance 17 491 12385 19 669  19.5 19,5 2.8 5.0 751
Real estote b/ 2 718 2 990 3 122 3.3 3.1 5.4 10,0 bbb
Cormunity, sscial and personal

services g/ 154 15397 16 320 i7.1 0 16,2 2.7 3.7 6.0

Subtotal other services 4379 36752 32111 59.9 387 [ 6.9 LM

Total gross domestic product 80 987 63,293 52917  1n0.0  180.9 8.3 L8 Zsl

Source: 1970-1975: CEFAL calculations on the basis of figures supplied by +he Ceniral Dank of Paragueyp

1976: CEPAL estimctes based on fizures contalned in the Nagional Tsersmic and Sceizl Development

plan, 1¢77-3901, of the Technioal Planning Secretaviat,
Note: 4s the individual activities and the totais were ocalculated independently, the sum of the former
does not correspond exectly with the latter,
g/ Preliminary fizures,
P/Refers to ownership of dwellings only,
_c_/[;lso includes restaurents, hotels and services supplied to enterprises,
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Table 4

PARAGUAY: TFMZICATORS CF AGRICULTURAL PRODUCT IOH

o N o ./ Annal qroﬁth rates
bl o 3 o -
RT3 A 17 Vs 1974 1975 1976a/
1. Apricultural producticn
(bilifons of guaranies 2t 1977 prices ) ko8 3%:0 26,0 783 9.8 2:9 B
Crop farming 19.0 2.2 21.6 22.8 11,2 2.2 5.4
Stoci-reising 13,1 13,9 1h,4 4.8 6.0 4.0 2.1
2, Production of some importent
erops (thousands of tons )
Cotton 84 85 1090 cen 1.2 17,6 aes
Rice 23 35 50 ome 52.2 42,9 .
Sweet potatoes 167 184 178 eee 10.0 -3.0 oee
Cassava 877 8ol 863 e 2.0 ~3.5 ces
Maize 273 232 528 v 3.0 20,0 cee
Soya beans 120 190 210 ors 58.3 10.5 ees
3. Number of arirsls slavshtored
(thousands «f head 571, 578 193 one 1.2 -13.8 een

Source: Agricultural Production, Techrleal Flarming Secretariat, Prodaction of selescted important crops, Central
Banl of Paraguayr,
a/ Preliminary [izures.

/3. The
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%s Tre external scector

B A TV e e K G L A . T e

(a) Forgiga trade
The value of exports, which had increased 2y 2 per cent in
1975, rose by 10 per cen® in 1976 owing to an incresse in voluxe cf

12 per cent, cince their unit value fel

'__l

2
2

M

per cent (see teble 5).
In any event, it is clear that in the 1975-1676 bilennium the export
sector failed to achieve the same growth rate which it recorded in
1972-1974, a period during which the country took advantage of the
Tazt and steady expansion of world trade.

Tn 1976 the increase in expnoris of goods was made possible by
the growlh in saliecs abroad of some selected products, particularly
vegetable oils, seceds for industrial use, cotton and, to a lesser
extent, tobacco. In contrast, the export values of meat products,
wood and sugar decreascd, and those of coffce and of the rema iaing
export items increased slightly (sece table 6).

As regards the imports of goods, only global preliminary figures
are available which svggest arn increase in valwe of 5 per cent, with
increases of 2 per cent in quantum and 3 per cent in unit vaiue.

In 1976 imports amounted to 225 million dollars.

The variation in the unit values of exports and imports of goods
led to a 5 per cent drop in *the tarms of trade. This was a further
detcrioration following those of 16 per cent and > per cont recorded
in 1975 and 1974 respectively.

All trade in goods was effected at the single fixed rate of
exchange cof 126 puzranies to the doliar in fovce

rate of exchangc

[O]

3
3

]
b

o]

Ji1

ct
o]

o

,. .

lnost ail focreign tre

the excepticn of certcin eervice oparutions - par

wiich are carrisd out in a parallel market, at a frecly flvctuating
1/

Ovu

rate of exchang

i/ In 1975 ihe average price of the dollar in that market was
approximately 146 guarasies.

/Table 5



PARAGUAY: VARIATION IN THE TERMS OP TRADE AND IN THE VALUE,

- 671 -

Teble §

VOLUME AND UNIT VALUE OF LXPORTS AND IMPORTS

(Percentags)
1972 1973 1974 1975 19763/
Exports of zoods
Value b/ 29,1 49,5 25.1 1.9 10,0
Volume 15,9 3.8 3.8 1.7 12,0
Unit value b/ 11.5 44,1 30.1 042 -2.0
Iry.pprts of goods
Value b/ 4.8 61.8 55.8 8.4 5.0
Volume -12,1 b2.9 16,1 =94 2,0
Unit value b/ 5.8 12,2 2,1 19,8 3.0
Terns of trade 5.4 27,73 -3.0 ~16.3 -5.0

Source: CEPAL, on the tasis of officlsl statistics,

5/ Preliminary fipures,

_13/ Calculated on the basis of fizures in dollars at current prices,
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Table 6

© PARAGUAY: VALUE AND BREA'DOWN OF EYPORTS OF GOODS

Fercentage
111lions of dollars Lnrual rrovth rates
breadown

1973 19 1975 1975/ 1976/ 1973 1grée/ 19 1975 1976e/

Main export products 66.4 6 827 67,1 51,1 51,8 33.1  27.4%  -2.3  -23.9
Meat produots 40,5 35.2 32,2  27.1 19,0 3.6 12,3 -12,1  =8,5 -29.9
Yood 1i;8 47 27.9 22 9.2 942 6.0 109.3 12,0 -58,9
Vegetable oils 6.6  13.3  10.6 7.3 11,3 5.2 7.3 101,5 -20.3  S54.8
Tobacco 7.5 1M 12,0 10.3 11,6 5.8 7.5 52,0 5.3 12.6

New exnonts

Agricultural . 25.3  Bs5.5 53.0  L4y.3 71.0 20.2 46.0 76.4 16.5 53.5
Soya beans 1ot 15,0 17.5 16,9/ 33.2b/ 8.2 21,5 bh,2 16,7 964
Cotton 11,6 16,5 20,1 14,7  30.1 9.0 19.5 k4z,2 21,8 104,8
Suger 1,1 10.0 6.7 6.7 1.0 049 0.7 B80%.1 -33,0 -B5.1
Coffee 2.7 L.o 8.7 6.5 6.7 2.1 - 4,3 48,1 117,5 3.1
Other exports 358 h2.9 bo.s 3.5 324 28,0 20.9  19.8  -5.¢6 249
Total 128,0 173.0 176.2 4.4 1545 100.0 100.0 35,1 1.9 2.7

Source: Central Bank of Paraguay, Department of Tconomic Studics, Boletin Zstadfstice, October 1976, MO 221,
P- 310 ’

_g/ January-October: Freliminary fi:ures for 1976,

_b/ Figures for the whole rance of seeds for industrizl use,

/(b) Balance
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(b)  Balance of payments

In 1976 there was a deficit of some 30 million dollars on trade
in goods, a figure lower than that of almost 40 million recorded in
the previous year. However, a substantial increase in imports of
services resulted in a deficit on the trade of goods and services
similar to that of the two previous years (70 million in 1975 and
72 million in 1976)(see table 7).

As a result of that situation, and in view of the amount
represented by net payments of profits and interest on foreign capital
and income from net private transfer payments, there was a deficit
on current account of approximately 80 million dollars, a figure
similar to that of 1975, but substantially higher than those recorded
in 1974 and, in particular, in 1973 and 1972. ‘

In 1976 the net infiow of non-compensatory capital amounted‘to
120 million dollars, as a result of which there was a final balance-of-
payments surplus of approximately 40 million dollars. At the same
time, gross international reserves increased by almost the same amount,
the total of 115 million dollars at the end of 1975 rising to
approximately 160 million at the end of 1976. |

L, Prices and monetary and fiscal trends

(a) Prices

In 1976, the consumer price index increased by 4.5 per cent.
This represented a further slackening in the rate of inflation, since
in 1974 and 1975 prices rose by 25.2 per cent and 6.7 per cent
respectively (see table 8).

Prices of food items increased by a figure similar to that of
the general index and showed changes equallto those of the previous
year. This slackening in inflation was also marked in respecf of

housing, clothing and general expenditure.

/Table 7
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Table 7

PARAGUAY: BALANCE OF PAYIINTS

(41llions of US dollars) L °. .
1972 1973 9 1975 1976a/
Current account
Exports of soods and services 106 k9 207 210 229
Goods FOB ' 86 128 173 176 1%
Services i 20 21 I 34 35
Transport 1 1 2 2 2
Travel 11 11 12 12 12
Imports of goods and services 106 161 251 280 301
CGoods FOB , 79 127 198 215 225
Services 27 3 53 65 76
Transport 10 15 27 30 33
Travel 8 10 10 1k L
Net payments of profits and interest on
forelan capital A1 -10 -13 -12 -1k
Profits -3 -2 -2 -2 -2
Interest -9 T8 =11 =10 =12
Vet private transfer pzyments 2 2. - 6 8
Balanoe on current accqnt -9 -20 =57 -76 -78
Cepital account . : : .
NMet external financing (atb+ctd+e) ‘ 9 20 57 6 78
(a) Yot externnl non-ocipensatory capitel R 2 51 - 103 - 14 )
Direct investnment . . 3 . .9 21 12
Lony— and medium-term loans ' 26 35 4y 124
Amortization payments "1l =11 =21 -23
Short-term liebilities 2 L 51 -3
Officlal transfer payments Lo o4 ol .3 b > 120
(b) Domestic non-compensatory capitel or assets 4 - =14 St
(o) Errors and omissions H -6 -2 -3
(d) A1location of SDRs 2 - - -
(e) et compensatory financing ' -
(mirmus sign siznifies en inorease) ; —1 -21 =30 -31 Si2
Balance-of-payments loans, trade arrear,
DT loans, and other liabilities of the
monetary authorities - 2 1 - cos
Amortization payments - - ~1 -2 vos
Varintion in sross intermatiorsl reserves '
(minus sizn signifies an increase) =9 ol -30 ~29 Hi2
Foreign exchan~e reserves . oo
(mirus sign signifies an increase) -7 . ~30 -29 coo
Gold reserves
(minus sizn signifies an increase) - - - - vos
SDRg
(minus sign signifies an inorease) -2 - - - ves
'éouroes 1972-1975: Internatioral Monetary Fund, Balance of Peyments Yearbook, vol 28; 1976: CEPAL, on the -

basis of data supplied by the Teohnical Planning Secretariat,
_/ Prelininary flzures, /Table 8



Table 8

PARAGUAY: ZVOLUTIOMN OF DNLZSTIC PRICES

Annual retes of iIncrerse

1974 1975

_ 1v976§/

Sonsumer price irdex

(vorhers, fisuneién)
General index 25.2 67 H.:-S.
Food 24,3 4,6 b7
Housing 25.0 9.2 249
Clothing 2048 13,0 6.0
Cenercl cipenditure 28,7 7.5 5.5

Source: Central Ban- of Prro-tay, Departrent of Tcomomic Studies. Boletin

Estodistice, N0 221, Ootober 1976, p. .

a/ The veriations in the corponents of the index correstnd to the periods

January-Cctober of 1975 and 1976.
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As is widely known, the acceleration of the rate of inflation
which the Paraguayan economy experienced in 1972-1974 was closely
linked vith imported inflation and, particularly, with the sharp
increases in the unit values of imports and exports recorded in
1973 and 1974. The fact that in 1975 and 1976 those unit values
tended to rise at a rather slcrer pace, and even to remain relatively
stable, therefore acted as an important stabilizing factor (see
table 5).

(b} Mcnetary and fiscal trends

Between the end of 1975 and December 1976, the means of payment
expanded by 21 per cent, a rate faster than in 1975 and equal to
that of 1974 (see table 9). Thus, following the increase of
approximately 8 per cent in the previous year, real liquidity increased
by approximately 17 per cent in 1976. |

As a result of the surplus on the balance of payments, the main
growth factor proved to be the increase of 47 per cent in net
international reserves, a rate higher than that recorded in 1975.
Domestic credit also increased by 1k per cent, reflecting a relatively
high rate of expansion in credit (21 ner cznt) to the private sector;
in contrast, credit to the Government and to public institutions fell
in absolute terms.

Monetary absorption factors increased by 28 per cent in 1976,
a rate similar to that of the previous year. The growth in guasi-
money, however, was slower than in 1975,

As regards trends in government finance, the increases of 8 per
cent in current income and of 12 per cent in current expenditure
led to a reduction of 6 per cent in savings on current account.
Meanwhile, government investment, which has been increasing steadily

and vigorously since 1974, rose by 57 per cent in 1976 (see table 10).

/Table 9
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Table 9

PARAGUAY : MONETARY POSITICN

(Millions of gusranies)

1, Mongg

2. Factors of expansion

FPorelgn assets (net)
Domestic credit
Claims on govermment (net)
Claims on official entities
Claims on private sector

3. Factors of absorption

Quasl-money

Lorg-term forelgn borrowing
(and covnterpart funds)

Other items (net)

Balance at end of

Annual grovth rates

1973 1974 1975 1976 1974 1975 1976
12 boh 15 120 17 829 21 590 21,0 17.9 21,1
27 496 33 819 41 537 51 993 23,0 22,9 25.2

5 262 10 ¢h1 13 988 20 496 91,2 39,0 Ug.5
22 234 23 758 27 543 31 4g7 6.9 16,0 1.3

3 14k 1 250 791 422 =60,2 -36.7 46,6

2 576 3 o2k 3 634 3119 17.4 20,2 ~14.2
16 514 19 b 23 124 27 956 18,0 18.7 20,9
15 001 18 698 23 708 30 403 4.6 26,9 28,2
11 Ro% 14 260 19 258 24 159 20.8 35.0 25.5

750 472 254 192 -37.1 6.2 AR

2 hi3 3 966 4 196 6 052 62.3 5.8 Wy, o

Source: Intermational Moretary Fund,

International Finnncinl Statisties, Moy 1977,

/Table 10
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Table 10
PARAGUAY: CENTRAL GOVRNMENT INCOME AND ZIPENDITURE

Millions of guaranles Anrual grovth rates
1973 1974 1975 1976/ 1974 1975  1976a/
1, Current ineome 11 590 16 262 17 918 19 Yoo 40,3 1042 8.3
2. Current expenditure 9 508 12 054 14 411 16 096 26.8 19.6 11,7
3. Saving on current sccount (1 - 2) 2 092 4 208 3 507 3 304 102.1 =16.7 -5.8
4, Capital expenditure 1 945 2 877 4 369 6 371 47.8 51,9 45.8
Reel investment 1 388 1 964 3 486 5 79 bi,s 77.4 572
Other capital expenditure
(transfers) _ 558 913 883 892 63,6 ~3.3 1.0
5. Total expenditure (2 + 4) 1 hsh 1o 18780 22467 304 25.8 19.6
é. E_i_s_ga.i?ie_flgi‘;b {or surplus) .
1-5) 136 1 391 =862 -3 067 : 255,8
7+ Firancing of deficit
Domestic financinz ~438 -1 644 -5 4330/ - - -
External financing 302 313 1 Lig 2 634 3.6 362,0 8242

-Source: Technical Plarning Secretariat, Natioral “conormdc and Sgoial Development Plan 1977-1981,
1973-1975, vol. I p. 13; 1976 vol.II, p, 181,

_FJ Preliminary figures and estinctes, !

y Includes a variation of 551 millions suaranies in holdings,

/The resulting
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The resulting fiscal deficit exceeded 3 billion guaranies, a
relatively large figure since it represents almost 14 per cent of
total government expenditure, whereas the comparable figure for 1975
was below 5 per cent.

Since the financing of the higher government investment was
largely met out of foreign loans, a large part (86 per cent) of the
fiscal deficit was covered by foreign funds. In addition, it is
estimated fhat domestic funds -~ the variation in ligquid assets in

particular - covered approximately 15 per cent of the deficit.

/PERU
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l. The overall picture

A characteristic feature of 1976 was the continuation of some
features of the preceding year, but there were also important changes
with respect to the situation in 1975.

The growth rates were similar in the two years, and represented
a marked decline with respect to the dynamic performance of previous
years. This méderatiOn in the rate of growth was mainly the result of
the disequilibria recorded by external transactions and the
acceleration of the inflationary process.

As regards external transactions, the changes occurring in 1975
were sufficiently important and negative to have an appreciable effect
on the general situation. Thus, together with a fall in the value of
exports and a serious deterioration in the terms of trade in that year,
the sharp rise in the value of imports continued (see table 1). This
meant that both the trade balance and the current account showed
deficits that were more than double those recorded in the preceding
Year, which in their turn had been much higher than in previous years.
As a result, international reserves fell drastically and external
commitments increased.

The figures for 1976 reveal some significant changes which
demonstrate the authorities' efforts to rectify the above trends.

What is evident at first glance is the contraction of imports and the
modest increment in exports, both these trends being reinforced by the
more moderate decline in the terms of trade. All this helped to bring
down the deficits in the balance of payments, although in any case the
system's international liabilities were bound to rise.

The ups and downs of the external sector were closely linked with
the tempo of inflation, especially since the disequilibrium in the
external accounts forced a devaluation, with consequent effects on the

rate of price increases, which had been accelerating since 1973.

/Table 1
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Table 1

PTRUs MAIN ZCONOMIC INDICATORS

1972 1973 1974 1975 1976/

A, Basic economlc indicators
Gross domestlo product (millions of
US dollars at 1970 prices) 7 917 8 403 8 984 9 281 9 559
Population (millions) 14,4 4.9 15.2 15,7 16,2
Per capita gross domestic product

(US dollars at 1970 prices) 551 569 590 592 592
Anrnual growth rates

B, Short-run economic indicators
Gross domestic product 5.8 6.2 649 3.3 3.0
Per caplta gross domestic product 2.8 3.1 3.7 0.3 -
Gross income E/ L9 9,6 8.8 1.5 2.5
Terms of trade =74 P 18,3 ~15.1 ~3.5
Value of exports of goods end services 8.4 16,6 36,9 4.9 4,8
Value of irports of goods and services 9.0 34,6 64,6 27.9 ~16,4
Consumer price index 3/ 742 9.5 16,9 23.6 33,5
Money 27.1 274 41,6 17.3 17,94/
Wages and salaries - - 29.2 28.2 14,0
Rate of unemployment g/ 4,2 .o 4,0 4.7 oo
Current income of goverrment 10.3 16.9 28.5 28.3 25.9
Total expenditure of goverrment 14,1 19,4 22,6 29.2 37.9
Fisocal def‘icit/total expenditure of government _e/ 19,2 20.8 16.9 17.5 24,7

¥11lions of US dollars

C. Exterral sector
Trade balznoe (goods and services) 51 -139 -601 -1 372 =777
Balance on current acocount -63 =239 -751 -1 613 -1 100
Variation in net international reserves 11 &7 Loy =532 -807

_5/ Preliminary fizures,

y Gross domestic product plus terms-of-trade effect,

g/ Anmual averace variation,
g/ Over 12 months up to 30 Septerber,
_e/ Percentage,

/Despite the



- 652 -

L]
Despite the Government's efforts to slow up the rise in prices,
it was imposible to halt the rising trend in its total expenditure,
which outstripped the rate of inflation. Since the opposite occurred

as regards current income, the fiscal deficit increased appreciably.

2. Recent economic trends

(a) Total supply and demand

The growth rate of the Peruvian economy was once again around
3 per cent in 1976, so that for two consecutive years it only just
succeeded in keeping pace with population growth (see table 1).

The drop of nearly 19 per cent in the volume of imports was an
important factor in bringing the supply of goods and services down by
nearly 1 per cent, thus presenting a picture very different from that
observable in 1975 and even more different from the situation in 1974.

On the demand side, the fall in investment was one of the factors
which reduced the dynamism of economic activity, with the delayed
effects this normally brings in its train. Thus, compared with
increases of 30 per cent in 1974 and 10 per cent in 1975, in 1976
there was a drop of more than 11 per cent, due to declines in public
investment (-6 per cent), private investment (-9 per cent), and
investment in s*ocks (see %table 2).

The slow rrowth of consumption was another indication of the
scant dyn.mism of the ecorncmy in 1976. Private consumption, which
accounts for about 85 per cent of the total, did not grow at all in
1976, while government consumption increased by only a little more
than 3 per cent, wher:as in the preceding year it had grown at the
exceptionally high rate of 13.5 per cent.

The growth of exports was the only dynamic factor in economic
activity. The increase of over 6 per cent in 1976 contrasted with the
drop in investment and the stagnation of consumption, and after the
decline in export activities in the previous two years, it represented

a recovery of the level reached in 1973.

/Table 2
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Table 2

PERU: TOTAL SUPPLY AND DEMAND

Total supnly
Gross domestic product

Inports

Total demand
Domestic demand

Gross domestic
investment

Gross fixed
investment

Publio
Private
Changes 1in stocks
Total consumption
General government

Private

Exports

Millions of soles Percentaze Annual growth rates

at 1970 prices brealkdown
1974 1975 19768/ 1976 1976/ 1974 1975 1976/
365 266 384 194 380 574 115.7 117.6 10,5 5.2 =0,0
303 879 314 029 323 559 100,0 100,0 6.9 3.3 3.0
61 387 70 165 57 015 15,7 17,6 32,7 14,3 ~18,7
365 266 3% 194 380 574 115.7 117.6 10.5 5.2 -0.9
326 522 M6 856 4o 897 96.0 105.3 12,9 6.2 -1.7
59 333 65 254 57 H2 13.0 17,9 30.4 10,0 -11,2
48 456 58 254 53 943 12,4 16,7 30.8 20,2 7.4
25 329 2% 355 26 7ho 2.6 8.2 58.0 11.9 =547
23 127 29 899 27 202 9,8 8.4 10,0 29,3 -9,0
10 87 7 000 4 000 0,6 1,2 - - -
267 189 281 602 282 9k5 83.0 87,4 9,0 5.4 0.5
36 497 41 L4o3 4o 833 10.1 13,2 4,2 13,5 3.4
230 692 240 179 240 107 72.9 74,2 9.8 b1 -
3% 44 37338 396 219.7 12.3 3.2 =2.6 £.3

Souice: 1970-1974: CTPAL calculations and estimetes on the basls of figures supplied by the Banco Central de

Reservra. del Perd; 197

Statiaiics,
3/ Preliminary ficures,

5.1)76: CEPAL estimrtes based on data supplied by the National Institute of

/The above



The above description shows that in 1976 the performance of the
economy was very different from and to a large extent the opposite of
that recorded in preceding years. The extraordinary expansion of
imports, investment and consumption which took place in the two years
1974-1975 became a contraction or stagnation in 1976, while in
contrast with the contraction in exports in those two years, they
increased in 1976.

In spite of the differences between the trends in the period
1974~1975 and the situation in 1976, the changes of proportion between
supply and demand with respect to 1970 were unguestionably similar to
what happened in those two years. In other words, the developments in
1976 did not alter the trend in the composition of the global balance,
since the magnitudes involved did not counteract the sharp changes in
the intervening years. Thus, the import coefficient was significanily
higher in 1976 than in 1970. Similarly, the share of investment in
the product increased appreciably: from 13 per cent in 1970 to 18 pér
cent in 1976. Consumption, for its part, also increased its shafe
between those two years: from 83 per cent in 1970 to over 87 per cent
in 1976. The sharé df exports deteriorated drastically, however, from
20 per cent in 1970 to a little over 12 per cent in 1976.

These changes in the global structure are a fair reflection of
the main origins of the special situation of the economy in 1976.

The deterioration of the external sector, which in its turn helped to
bring many pressures to bear on prices, decisively influenced the
management of the economy, and it is in those trends and the way in
which they were dealt with by the government's economic policy that

the causes of the various negative signs in 1976 would seem to lie.

(b) Sectoral trends

(i) Agriculture. The domestic product of the agricultural sector

grew in 1976 by 3 per cent, which is satisfactory compared with the
recent past (see table 3). Although, as usual, variations in the
agricultural product mainly reflect weather conditions, other
favourable factors are observable which could influence the sector's
future development.

/Table 3
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Table 3

PERU: GROSS DOMESTIC PRODUCT, BY KIND OF ECONMOMIC ACTIVITY, AT FACTOR COST

1i1lions of soles Percentarse \nmial rrowth rates
at 1970 prices brea's«lown ) er
1974 1975 1976a/ 1990 1976a/ 1974 1975 1976/
Agrioulture U1 641 by 386 Uy 207 18,8 15,2 34 1.8 4.3
Crop, fariing 35 672 38 967 ko 127 15.9 12.8 1.9 0.9 3.0
Fishing 2 969 2 419 4 100 2.9 1.4 35.9 15.2 19.9
Mining 19 879 17 712 19 289 8.6 €6 3.7 -10.9 8.9
Manufacturing 60 6c8 63 457 65 122 20,6 22,7 7.5 4,7 Y42
Construction 15 610 19 233 17 722 4,5 6.1 22,0 16,9 -2.8
Subtotal goods 137 738 1 783 147 360 5245 5045 Ze2 2.9 3.2
Tlectricity, gas and water 3 343 3 4ho 3 478 1,2 1.2 9.3 2.9 1.1
Transport, storage and
commund cations 13 731 14 321 14 608 4.5 5.0 742 4.3 2.0
Subtotal basic services 17 o074 17 761 18 086 5.7 6.2 7.6 4.0 1.8
Commerce, finanelal
institutions and
insurance b6 722 SIS Hg olpy 16,1 16,9 5¢9 3.6 1.6
Real estate b/ 11 gh2 12 300 12 669 4,5 4.3 5.7 3.0 3.0
Commnity, social and
persoral services _c/ 60 365 63 007 €4 267 21,3 22,0 5.3 L. 2.0
Subtotal other services 119 099 123 774 126 178 41.8 42.3 5.6 3.9 1.9
Total Aross domestic
product 275 993 285 100 297 653 100,0 109, 0 6.9 2.3 3.0

s et

Source: 1970-1974: CEPAL caloulations on the basis of flgures supplied by the Banco Central de Reserva del Perd;
1975-1976: CEPAL estimates based on data supplied by the Natioral Institute of statistics,
Note: As the individual activitles and the totals were calculated independently, the sum of the former does
not correspond exactly with the latter,
3/ Prelininary figures.
P/ Relates to ownership of dwellings only,
_<_:/ Also includes restaurants, hotels and business services,

/Weather conditions
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Weather conditions were favourable, although as frequently
happens the rainfall was excessive or lasted longer than usual in
certain parts of the Sierra. On the coast, the area of irrigated
land increased with the completion of important irrigation projects
in Piura and Arequipa and the effect of the rains on the water supply
in areas with pumping equipment. v

Moreover, the changes in agricultural production are beginning
to be increasingly linked with other factors, particularly economic
ones. This may be seen from the new composition of agricultural
production. o

Output of cotton continues to decline. In 1976 it fell by
approximately 6 per cent, since the return per hectare obtained by
farmers is lower than that of other crops with which it competes for
the land. In order to counteract this trend, which is unfavourable
for the national foreign exchange budget, the Government substantially
raised the price paid by the official body exercising a monopoly over
exports of cotton. This measure was only partially effective,
however, since it was offset by the rise in the prices of competing
crops.

Among these are industrial varieties of maize, production of
which rose 24 per cent in 1975 and 37 per cent in 1976; forage plants,
notably sorghum, with increases of 21 per cent and 112 per cent,
respectively, in those years; and other crops whose export is
beginning to assume importance (see table 4).

Rice production continued to increase at a rapid rate - 8 per
cent in 1975 and 13 per cent in 1976 - and in the latter year it
succeeded in covering domestic demand. The improvements introduced
in storage and marketing facilities in recent years have played an
important part in this respect.

Production of meat also continued to increase fairly rapidly,
partly as a result of the improvement in its relative price. The
majority of the farms that were subject to agrarian reform have
imported breeding cattle and introduced new grasses and forage plants.
This led to smaller sowings of cereals, precisely on the best-farmed
land. Nevertheless, the production of grains rose because of better

weather conditions and the addition of new irrigated land.
/Table 4
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Table §

{Thousands of tons)

Ammual growth rates

1973 1M 195 1976/
1974 1975  1976a/
1, Production of some important
crops

Rice o 48 50k 570 €l 7.7 13.2

Cotton ok 237 210 198 “2.9 ~11.h 6.0

Cof‘fee 65 65 60 cee - "707 sce

Sugar oans 3 746 9 179 8 945 8 800 540 243 -1.8

Potatoes 1712 1 720 1581 1 650 0u5 -8.1 4k

Starch corn ees 295 295 295 cee - -

Hard yellow maize - 255 315 430 voe 23.5 36.5

Yuca . 470 350 380 . ~25.6 8.6

Yheet voe i42 108 120 voe =23.9 11.1

Sorghum .se 20 2k 61 vee 20,5 111.6
2. Production of some livestoc:t

products

Poultry Licat 8 103 130 o 25.6 26.2 9.2

Beef 73 75 77 79 2.7 2.7 2,6

Milk 588 590 600. 610 0.3 1.7 1.7
Source: Banco Central de Reserva del Perd,

E/ Preliminary firures,

/It should



It should be noted that in Peruvian agriculture there has been
a decided increase in the number of fish farms which form part of
agricultural enterprises. They have expanded their sales - originally
‘covering bhly towns in the interior - to include Lima and other
coastal cities.

(ii) Fishing. The domestic product of the fisheries sector
again showed considerable growth in 1976; when it rose by after inc
-increases of 15 per cent in 1975 and 36 per cent in 1974. Despite
~these figures, however, sea fishing is still at a very low level,
i.e., 4.3 million tons compared with over 10 million tons annually
in the late 1960s.

In 1976 the sea fishing catch increased by 28 per cent. The
catch of fresh or processed fish for human consumption rose more
slowly (14 per cent) to a total of 332,000 tons. Other products, which
are inputs for various activities, rose by 29 per cent to a total of
4 million tons (see table 5) and this figure might have been higher
but for some fairly serious labour disputes.

These disputes occurred in response to the new fisheries
policy adopted by the Government during the year. It will be
remembered that the industry had been taken over by the State in
1970-1971, following a period when the boom in anchoveta fishing had
caused private companies to over-invest in facilities and equipment,
which became a critical problem when the scale of operations was
substantially reduced. In view of the burden which this situation
represented in terms of public financing, particularly under the
difficult conditions of such financing in recent years, the Government
put into practice a policy of denationalization, i.e., of handing the
fishing boats over to organizations of crewmen and private companies.
This gave rise to disputes, since the numerous and relatively well-
paid labour force preferred to remain under State protection.
Finally, however, a large proportion of the fishing fleet started to

operate under the new system.

/Table 5
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Table §

PERU: IMDICATORS OF FISHERY PRODUCTICN

Thousands of tons

Anrual crowth rates

1973 197+ 1975  1976a/ 1974 1975 1976/

Total output of fishery
products 2 279 4 105 3 Loy L 343 £o,2 -17.4 2745
For human consurption P/ 294 32U 292 332 10,2 -%¢9 13,7
For fish meal and oil 1 995 3 801 3117 4 016 90,6 -18,0 28,8

Source: Banco Central de Reserva del Pert,
5/ Preliminary fifures,

P/ Comprises fresh and processed fish consumed in the country or exported.

/(iii) Mining.
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(iii) Mining. The mining sector experienced a serious recession
in 1975, when its product fell by nearly 11 per cent. In 1976, in
contrast, world prices of metals rose again, enabling the mining
product to increase by 9 per cernt.

Although no figures are available as yet for metal mining as a
whole, the information on the individual products indicates a
satisfactory recovery. In the case of copper, production rose by
31 per cent, both because of the normal way in which work proceeded
in the existing mines and because of the entry into production at the
end of the year of the Cuajone mine, which is expected to produce
200,000 tons a year (see table 6).

There has been oniy a partial recovery in the production of
silver, lead and zinc, since the fine tonnage extracted is still low
compared with that obfained in recent years. Output of silver rose
by 9 per cent (in the two years 1974-1975 it had dropped by 12 per
cent). Lead production was up 2 per cent compared with a previous
fall of 14 per cent, and output of zinc also increased by the same
amount, after a 7 per cent drop in the previous two years.

Small-scale and medium-scale mining, which play an important
role in the production of these metals, experienced a recession in
1975 owing to the fall in world prices. In addition, their efforts
to improve their equipmeat caused them to select petroleum as their
main fuel, so that they faced a substantial increase in their costs
when 0il prices rose. The Government's efforts to help them by
means of special credits in order to avoid large-scale unemployment
do not seem to have been sufficient in many cases, and many mines
closed.

Petroleum production rose 6 per cent, but perhaps the most
important development in this field was the rapid progress made in
the construction of the North Peruvian pipeline which runs over the
Andes and links the new o0il-fields in the Amazon area with Pacific
ports. At the end of the year a start was made on the operation of
filling the completed sections with petroleum, which is essential in
order to permit the entry into operation early in 1978 and which
requires a total of 400,000 barrels of oil. By the end of 1975,
approximately 200,000 barrels had been injected into the pipeline.

/Table 6
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Table 6
PERU: VOLUMT OF MIING PRODUCTION

(Thousands of tons)

Silver
Copper
Lead

Zine

Petroleum E/

Percentage

1975-6'/ 19763"/ variation
1.1 1,2 %1
183.8 24,5 3Lb
179.8 182,9 1.7
48,3 46,7 1.9
26a 3 27! 9 6'3

Source: Statistical Unlt of the Ministry of Eoonomis Affalrs and Flnance,
and Hydrocarbons Department of the Ministry of Energy and Mincs.

y Preliminary fisgures,
y Millions of barrels,

/(iv) Manufacturing.
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(iv) Manufacturing. The growth rate of the manufacturing sector

continued to be somewhat sluggish in 1976, and the increase in the
manufacturing product was only 4.2 per cent compared with the 4.7 per
cent attained the year before.:

This ¢cterioration was due largely to the sector's coatinued
over-depeinidence on imported inputs. The devaluation of the sol was
added to the factors which raised production costs and led to a rapid
increase in sales prices. Another factor which had the same effect
was the rise in the interest rates paid and charged by the formal
finance sector. Prices of manufactured products had to be raised
substantially because external sources of funds for the manufacturing
sector accounted for nore than £0 per ceht of the total, and the
interest ratesApaid by this cector of activity doubled in some cases
and trebled in others.

Moreover, the relatively higher prices of industrial supply
coincided with weakened real demand, in view of the existing situation
of depressed real wages and salaries and in general a certain
restriction of overall economic activity.

As a result of the above mentioned factors, several of the consumer
goods industries declined or grew only to a minimal extent
(see table 7). The food industry recorded a new drop, and there were
decreases too in industries producing clothing and footwear (2 per cent)
and furniture (12 per cent).

In contrast, the production of intermediate goods for the most
part showed increases. The output of chemical products grew by
21 per cent, that of non-metallic minerals by 9 per cent and that of
rubber products by 20 per cent. In the machinery and equipment
industries there were declines in the production of simple metal
products (6 per cent) and transport equipment (4 per cent), but,
production of machinery other than electrical, which had risen by
50 per cent in 1975, grew by 11 per cent in 1976, and that of
electrical machinery, which had increased only slightly in 1975, rose

by 12 per cent.
/Table 7
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Table 7
PFERU: TNDEX OF MANUFACTURING PRODUCT ION
(1968 = 100)

Anpual growth rates
1974 1975 19762/

1973 1974 1975 1976s/

Index of marufecturing production 153 165 173 18 79 4,8 4.5
Food 153 160 159 158 4.8 -0.6 -0.5
Fish mesl 25 53 Ly 49 14,0 -16.7 9.7
Beverages cee coe 198 209 eoe e 5.6
Tobacco see see 187 130 see veo 1.9
Textiles 171 173 171 184 1.2 -1,0 7.9
Footwear and clothing vos vee 129 127 see see -1.5
Wood voo coe 176 145 oo ces -17.9
Furniture cee coe 130 115 oo . -11.5
Paper and paper products 115 138 128 124 2042 -6.7 ~3¢5
Printing and publishing coe P 113 113 0o see -0,1
Leather, except footwear cee ces 146 139 coe coe ~5.1
Rubber products 181 190 193 232 5,0 1.3 20,4
Chemiocal products 12 196 231 279 746 17.7 20.6
Petroleum and petroleum product coo cee 160 159 eos aos =0,7
Non-metallic minerals 138 157 168 182 13.9 7.2 8.5
Basio metals 174 181 189 182 4,2 k3 -3.8
Simple metal products ces eoe 199 187 coe .o ~5.8
Machinery, except electrical 18 186 279 310 3.0 50,1 10.8
Electriocal machinery 181 220 225 253 21.7 2.2 12,4
Transport equipment 275 263 304 293 A4 15.7 -3.7
Misoellaneous industries coo coe 236 241 coe eae 1.7

Source: Ministry of Industry and Tourism.
9/ Preliminary figures,

/It should



- 6oh -

It should be added that exports of fishing vessels have come to
have considerable relative importance which will increase as the
vessels ordered since 1975 are completed and delivered. Also of
importance were the total sales of manufactured products abroad, which
came to an estimated value of 120 million dollafs: well over double
the figure recorded in 1975.

(v) Construction. Preliminary data indicate that comstruction

activity declined by about 3 per cent in 1975. This drop is attributed
to the effects of the rise in interest rates charged by financing
institutions and the 64 per cent increase in the prices of building
materials, Added to this was the reduction in central government
expenditure on some public works. Continued work on the comnstruction
of other large-scale projects such as the North Peruvian pipeline and
new fishing ports and dams was not sufficient to counteract the

negative effects of these factors.

(c) Employment trends

The figures available refer only to the trends recorded by
employment in metropolitan Lima. Here employment in manufacturing
increased by a little over 3 per cent, which was appreciably lower .
than the rate recorded in the preceding year (over 7 per cent) and, in
general, lower than the growth rate of this variable in any previous
year of the current decade. Employment in commerce rose 4 per cent,
thus exceeding the increase recorded in the preceding year, but in the
services sector the growth rate of employment dropped significantly

between 1975 and 1976 (see table 8).

/Table 8
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Table §

PrRU: EVOLUTION oF EMPLOYITNT IN METROPOLITAN LIMA

Index 9/ Armiual growth rates
' | 1971~
1974 1975 1976a/ 1226 1975 19766/
Manufaocturing 126,14 135.5 139.9 5.5 7.2 3.2
Commeraa 14,7 128.1 132,9 5.0 2.7 3.7
Servioces 117,7 121,0 122.5 3.0 2.8 1.2

Source: Ministry of Labour,
3/ December 1970 = 100,
p./ Preliminary floures,

/3. The




3. The external sector

Foreign trade pursued the relatively unfavourable trend it had
shown in 1975, although this time the value of exports of gcods
increased (see table 9).‘ This was mainly due to their larger volume;
since the indexes of unit value dropped once again, this time by
1.6 per cent. Imports were energetically restricted, so that their
value fell by 17 per cent and their volume by 18 per cent. Their unit
value however, increased by 2 per cent which, combined with a slightly
smalier drop in the average price of exports, caused the terms of
trade to fall by 3.5 per cent. This deterioration was, however, less’
than in 1975 when it was 15 per cent.

These circumstances were not sufficiently compensated for by the
inflow of capital. Although total direct investment exceéded
remittances of profits, the performance of the other accounts did not
permit the current account deficit to be fully covered. Thus, in spite
of the renegotiation of part of the guaranteed external debt, there was
a drop of nearly 590 million dollars in the gross international
reserves, which was slightly more than the reduction in 1975

(see table 10).

(a) Current account

(i) Exports. The value of exports of goods rose by over 5 per
cent (see table 11). The main reason for this improvement was an
increase of ? per cent in the volume exported, since unit values fell
by nearly 2 per cent.

Mining products contributed most to the increase in volume, but
at the same time they were affected by the drop in prices. The tonnage
of copper exported increased by 38 per cent, with an average price
slightly below that recorded in 1975 (see table 12). In the case of
silver, the volume increased by 21 per cent, but the price fell by
11 per cent. The importance of these two metals within the whole group
counteracted the slight increases in the prices of other metals and of
crude petroleum. Exports of the latter amounted to 4.8 million barrels,
or 19 per cent more than in the previous year, even though the production
of crude was only enough to satisfy two-thirds of domestic consumption.

/Table 9
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Teble 9

PPRU: VARIATION T THET TIRMS OF TRADE AND IN THE VALUE,
VOLUME AMD UMIT VALUEZ CF EXPORTS AND IMPORTS

(Percenteze)

1972 1973 1974 1975 1976a/

Exports of moods

Value 6.5 17.9 35.2 -8-5 5"‘"

Volume 7.4 =17.5 -7.9 ~3.7 7.1

Unit velue -0.9 43,0 46,7 4,9 -1.6
Imports of ~soods

Value 11,6 35.1 4.0 30,6 -16,5

Volume b,2 17.9 40,3 16,6 ~18.2

Unit value 7.1 14,6 4.1 12.0 2.0
Terms of trade =714 24,8 18,3 =15,1 ~3e¢5

Source? CEPAL, osloulations, on the basis of officlal statistios.
_9/ Preliminary figures,
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Table 10
PERU: BALANCE OF PAYMENTS

(Milliong of US dollars)

1972 1973 1974 1975 19768/

Current account

Exports of goods and services 1 154 1 345 181 1 751 1 83k
Goods FOB .. 45 1 114 1 506 1 378 1 453
Services 209 231 335 373 381

Transport &4 73 133 154 156
Travel 60 69 96 97 95

Imports of goods and services 1 103 1 4k 2 Lo 3 123 2 611
Goodg FOB 812 1 097 1 908 2 bol 2 080
Services 291 387 534 632 531

Transport 161 200 292 357 309
Travel 4s 55 €4 €9 T4
Het payments of profits and interest on foreign
oapltal : -121 ~163 -172 -252 =343
Profits A -0 ~& -98 -105
Interest ' ~74 -83 -88 154 ~238

et private transfer payments 7 3 22 11 20

Balance on current acoount 63 ~299 ~751 -1 613 -1 100

Capital account '

Net exterral fimaneing (atbtetdte) 63 299 751 1 613 1 100

(a) Net external non-compensztory capitel 152 RITTS 1 246 1 o 626

Direct investment 24 70 58 32 150
Long~ and medium-teorm loans 3ol f11 1 223 1 560 941
Amortization payments —olily -384 ~399 ~739 H65
Short-term 1lisbilities 15 ~99 337 242
Officiel transfer payments 33 38 27 Ls vos

(b) Domestiec non~oorpensatory capital or assets 2 -6 -13 1

{o) Errors and omissions -90 2l -75 ~60 333/

(d) Allocation of SDRs 1L - - - -

(o) Net compensatory financing

(ninus sign signifies an increass) -11 ~87 407 532 807

Dalance-of-payments loans, trade arrears,
IMF loans, and other liabilities of the

monetary authorities Ly [ - 23 220
Amortization payments -3 =20 -25 - -
Variation in -ress international reserves
(minus sign signifies an inorease) =52 ~73 ~382 509 587

Forelgn exchange reserves

(minus sign signifies an increase) -39 s -332 509 547
Gold reserves

(minus sicn signifies an increzse) 1 ~33 - - cne
SDRs

(minus sizn signifies an increase) -14 5 - - Lo

Sourge: 1972-1975: International Monetary Fund, Balanog of Payments Yearbook, wol, 28; 1976: CEPAL, on the
basis of officlal statisties,

’a/ Prelimirary figures,

P/ Inoludes short-term liabilitles,
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Table 11

PERU: VALUE AJD BRZAKDO A CF EIPCRTS OF GOODS (FOB)

Millions of dollars :::;Z:ff Annual growth rates
1973 wh o s awed s g/ s s e
Main export |
products 901 1 252 1 080 1157 8049 7946 39.0 -1347 7.1
Fish meal 136 202 156 w4 12.2 1240 4845 -22.8 11.5
Copper 284 301 157 242 2545 1647 5.7 .. 47,8 Shel
Sugar 83 197 269 106 8.0 73 12149 3645 -5046
Iron ore 61 75 52 68 55 Ly 2346 -3047 30.8
Silver 69 137 146 167 62 11.5 99.0 6e6 144
Cotton 62 97 53 75 5e6 5e2 5449 544 41.5
Zine 93 150 152 164 843 11.3 61e2 1.3' 749
Coffee 64 35 53 101 567 740 U549 51e4 9045
Lead 43 58 L2 60 349 L. 3l.g 2746 ”2'9
Others 213 254 299 296 1541 2044 19,2 1747 =140
Total 11k 1506 1378 1 bss 10040 10040 35.2 -85 St

Source: Banco Central de Reserve del Perd.

i/ Preliminary figuress
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Table 12
PERU: VALUE AND VOLUME * EXPORTS (F THE MAIN PRODUCTS
(Millions of dollars and thousands of tons)

Product . 1975 . ’:‘i
Copper

Value 15547 241,7

Volume 15149 20942
Iron ore

Valus 5149 6748

Volume a/ - 540 b9
Silver_ .

Value 14643 166.7

Volume b/ 3449 42,3
Lead

Value L1e9 5946

Volume 128.1 17547
Zineo

Value : : 15145 16440

Volume _ . 40549 42547
Petroleum

Value 4346 530

Volume o/ L1 4.8
Fish mesl

Valus 15548 ' 17347

Volume 74640 62040

Other fishery products - -

Value 5244 2142

Volune 840 242
Cotton

Value 5340 446

Volume 3349 6140
Sugar

Value 26941 10644

Volume )-1-21.8 37308
Cof'fee

Value 5342 10140

Volume 43,2 L2.8
Wool ' '

Value 340 1847

Volume 21 745

Source: Ministry of Economic Affalrs and Finance, prepared by the Hational Insti-
tute of Statisticse

&/ Mllions of net statute tons.
b/ 1illions of Troy ounces.

¢/ Millions of barrelse /Exports of
Xpor
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Exports of fishery products did not expand in line with the
rise in world prices. Thus, the price of fish meal rose by 65 per
cent over 1975, but the volume exported was 17 per cent less. A
similar situation occurred in the case of other fishery precducts. The
apparent discrepancy between the rising production volume and the
declining volume of exports of fish meal is explained by the policy
with regard to stocks. These were partially exported in 1975 and it
was deemed advisable to rebuild them in 1976.

As regards agricultural export commodities, the most important
development was the 55 per cent drop in the price of sugar, which meant
that the value of sugar exports was 60 per cent lower than in 1975.
Cotton exports, whose unit value fell 22 per cent, grew by 80 per cent
in volume, but while the average price of coffee rose 88 per cent, the
tonnage exported was 1 per cent less than in 1975.

(ii) Imports. The current value of imports of goods fell by
17 per cent owing to a number of factors (see table 13).

One factor was the depression affecting domestic demand for
imports as a result of both the sluggish economic growth and the
heavy devaluation of the sol. The first estimates concerning imports
of consumer goods indicate a 2 per cent drop in their current value.
Another factor was the accumulation of stocks of industrial inputs in
1975 due to expectations of a devaluation, which led to an unusual
increase in imports of intermediate goods. It is not surprising,
therefore, that the value of these imports should have fallen by
11 per cent in 1976, in spite of the higher cost which petroleum
imports must have represented. Moreover, many of the materials used in
the construction of important projects, such as the oil pipeline from
the jungle to the Pacific, are included under this head, and the
virtual completion of many of these projects thus contributed to the
contraction in the value of imports.

The same situation arose with respect to imports of capital goods.
Their lower value (14 per cent) was due both to the completion of
projects and to the general behaviour of the economy, but even so their
value remained at the relatively high level of 670 million dollars, or

almost double the 1973 figure.
/Table 13
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Table 13

FERU: VALUE 41D BRIAKDOV OF IMPQRTS OF GOODS (FOB)

Consumer goods
Nonedurable
Durable

Intermedinte goods
Petroleum and fuels
Others

Capital goods

Ad Justments and other

Total

Percentage

Millions of dollars Breakdown Annual grewth rates
1973 14 15 w6/ 13 1976 194 195 176/
154 165 199 195 140 9st 741 206  -2:0
102 116 e ese . 9e3 see 12.9 coe coe
52 by ees bg7 ialt eee
L6l 797 1172 104  42.3 50e3 717 7,1  -10.8
57 119 160 ene 5e2 ees 11046 3462 vos
Loy 670 1 012 N 371 ces 6643 4943 ore
301 563 701 669 4.7 32.2 W 3847 14,3
98 303 339 170 940 Sl ees oee ees

1097 1908 2491 2080 100.0 100.0 He0 3046 =165

Securca: Tanco fentral de Reserva del Perd,

2/ Freliminary figures.

/(iii) Services
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(iii) Services in the current account. The services account.

maintained its negative position in 1976, when the deficit was around
470 million dollars. This was lower than the 1975 figure, however, .
and the performance of its individual components prééented a more
favourable picture.

Thus net payments in respect of transport and insurance decreased
from 200 million dollars in 1975 to 150 million in 1976, in keeping
with the evolution of exports and imports. Travel continued to show
a surplus, this time of 21 million dollars. Payments‘of profits
increased moderately, while interest payments rose by 55 per cent,

representing an outflow of 240 million dollars.

(b) Catpial account

Although the deficit on the current account of the balance of
payments dropped from 1,600 million dollars in 1975 to 1,100 million
in 1976, it was not easy for the Peruvian authorities to obtain the
external capital required to finance the balance of payments.

The net inflow of non-compensatory foreign capital fell from
1,140 to 630 million dollars, in spite of the fact that direct
investment rose from 32 to 150 million dollars. This was mainly
because the gross inflow of long- and medium-term foreign loans fell
from 1,560 million dollars in 1975 to 940 million in 1976,
notwithstanding the lengthy and delicate negotations carried out with
a view to securing mew external loans (see table 10).

In 1976, moreover, there was a relatively high net outflow of
short-term capital, which pushed up the total net compensatory financing
requirements from 530 to nearly 810 million dollars. However, the use
of balance-of-payments loans totalling 220 million reduced the loss of

gross international reserves to 590 million dollars.

/4. Prices
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Lk, Prices and wages

(a) Prices

Since 1973 there has been a constant acceleration of the rate of
inflation. Thus consumer prices rose by 14 per cent in tkat yeer, b&.
19 per cent in 1974, by 24 per cent in 1975 and by 45 per cent in 1976
(December to December). In other price indexes the Spurt of inflation
in 1976 showed up even more violently. The percentage.increases in
wholesale agricultural and livestock prices and in the prices of
building materials during the year, for example, were several times
higher than those recorded in 1975 (see table 14).

Although it is true that a determining factor of the price trends
from 1973 onwards was imported inflation and its internalization in the
Peruvian economy, it is-also a fact that by 1975 essentially internal
factors and/or factors representing a response to imported inflation
began to predominate. In this respect, attention may be drawn to the
financial disequilibria (fiscal, monetary and balance of payments)
that arose, and also the correction of a number of key prices which
was put into effect by the government.

The main and most visible correction was in the exchange rate.
In June 1976 the sol was devalued by about 45 per cent, from 45 to
65 soles to the dollar (at the end of 1975 the various exchange rates
had been consolidated in a single rate). In August 1976 a policy of
periodical mini~devaluations of the national currency was initiated
with the object of keeping the exchange rate approximately on a par
with the increases in the general level of prices. As a result of
these measufes, the index of the real exchange rate (equal to 100 in
December 1975), after dropping to 89 in June 1976 and rising to
128 in July, remained at a value of around 106 in the period between

September and December (see table 15).

/Table 14
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Table 1h
PERU: EVOLUTIO. CF DQZSTIC PRICES

(Percentage variztion)

Consumer price index
Food

tholesale price index
Crop~farming products
Livestock products

Building materials

Consumer price index
Food

Wholesale price index
Imported products
Domestic products
Crop-farming products
Livestock products

Bullding materials

1972 1973 1974 1975 1976
1. Variation from December to December
43 1348 192 2140 Yy
242 14.8 2,1 3142 Ll .5
1845 77 27.7 23¢9 68e4
97 43,8 243 14.0 99.5
249 i 10.5 18.1 99.3
2+ Annual avercre variction
7e2 2% 16.9 23¢6 335
74 10.1 18.8 3240 3241
7e2 3343 164 1946 Ll
L o6 9ot 15.0 18.9 3645
22.4 14,2 15.7 3745 30.4
0.4 2846 3262 ~549 6347
35 3.9 10.6 14,5 6349

Source: liational Institute of Statisticse
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Table 15

PERU: EVOLUTION @ IZNCHAIGZ RATE AND PRICES

Exchange rate Index of Consumer price Index of real

Period E;o‘];:i l::;- ex;};fe index exchange rate
(1) (2) : (3) ) = (2/09

75
December 15,00 1000 10040 10040
1976
January L5400 10040 10649 9345
Pebruary 115400 ‘ 10040 1092 9146
March 45,00 100.0 11049 9042
April 45400 10040 111.7 8945
Mey , 45400 10040 112.3 8940
June » 65400 1Hk ol 11340 127.9
July £500 1k 4 12345 112.4
August 65000 Wb 13345 10842
September 65056 145.7 138.1 10545
October 66452 1478 11,2 10447
November &7473 15045 1245 105.6
December ‘ 6937 15442 pUSI 10646

Source: Banco Central de Reserva del Perf.

/The exchange
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The exchange policy influenced the monthly evolution of prices.
During the first half of the year, consumer prices rose at an average
rate of 2 per cent per month, whereas in July, taken on its own, the
comparable rate was 14 per cent. Finally, the last five months marked
a return to a rate of inflation similar to,though a little higher than,
that observed in the first half of 1976.

Another important rectification of prices occurred in the field
of petroleum products, particularly special and regular gasoline,
whose prices per litre were raised to the equivalent in soles of
approximately 32 and 20 US cents, respectively. The prices of paraffin
and diesel o0il, however, were kept relatively low, at about the

equivalent of 3 US cents per litre in each case.

(b) Wages and salaries

The available data refer only to the evolution of wages and
salaries in manufacturing, where the average wages paid in 1976 were
14 per cent higher than those paid in the previous year. Consequently,
considering the variation in cosumer prices (33.5 per cent between annual
everages), real wages and salaries are estimated to have fallen by about
15 per cent. This evolution contrasts with that observed in previous,
years, since in 1974 and 1975 real industrial wages rose by 11 per cent
and 4 per cent, respectively (see table 16).

The relatively small increase in nominal wages and salaries, and
their decline in real terms, naturally acted as an important restraint
on inflationary pressures and, in view of the movement of other
economic variables, must have led to significant changes in the

distribution of income.

5. Fiscal and monetary policy

(a) The monetary position

In the period between September 1975 and September 1976 the means
of payment increased by 18 per cent, which is less than half the increase
in consumer prices durint that period. A similar situation had arisen
in 1975 (although the difference was smaller), since the money supply
then rose by 17 per cent while the increase in prices was 24 per cent

(see table 17).
/Table 16
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Table 16
PERU: TVOLUTION CF UAGES IN MANUFACTIRING

{Annual growth rates)

1973 1974 w5 e
Indsx of nominal
wages (1973=100) 100,0 12942 16546 - - 188.8
Nominal variation - 2902 2842 4.0
Real variation b/ - 1045 3.7 ~14.6

Source: National Iustitute of Statistiocs.

a/ Preliminary figures.
_13/ Variation in nominal wares, deflated by the variation in the consumer price index over
the same periodse

/Table 17
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Table 17

PERU: MOMETARY PCSITION

(Billions of soles)

1. Money
Currency outside banks

Demand deposits

2+ Pactors of expension

Net internatinnal rescrves
Domestic credit
Government (net)
Of ficial entities
Private sector

3s Pactors of absorption

Quasi-money
(savinzs and time deposits)

Other items (net)

Balance et end of

Annual growth rates

73 Wk s sy ey w15 976y
716 101.4 118.9 112.1 13242 41.6 173 17.9
2742 3345 42.6 38.1 45.5 2342 2742 19.4
Ly 6749 7643 7440 86.7 5249 12..4 17.2
9740 12643 147,2 14340 14842 30.3 1646 346
15.2 2648 5el 840 ~5H4e5 763 8140 -
81.8 9945 142,1 135.0 20247 21,6 42,8 5042
27.1 24,5 3749 32.4 5743 ~9eb she7 7649
11.3 271 41,6 L6e2 7045 13948 535 5246
434 7.9 6246 5614 74 e9 10.4 3047 3248
25.4 24,9 2843 3048 1640 ~2.0 1347 ~5240
19,1 2142 234 ;2.5 2545 11.0 1044 13.3
6e3 3a7 L.y . 843 ~945 “41.3 3244 -

Source: Ny International Financial Statistics, April 1977.

&/ At 30 September.

/A study
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A study of the behaviour of the factors of expansion reveals that
total domestic credit grew by the substantial amount of 50 per cent in
the 12 months up to September 1976. The biggest increase was in credit
to the government (77 per cent); the additional ménetary resources
extended to official entities and the private sector represented
increases of 53 and 33 per cent, respecfivél&.

In spite of the considerable relative and ébsolute variation in
domestic credit, the factors of expansion taken as a whole increased
by less than 4 per cent. This wasAbecause, reflecting the evolution
of the balance of payments, there,Qas a dgcfease of 63 billion soles
in the net international reserves 6f the monetary authorities, and this
almost completely cancelled out thé absolute variation of 68 billion
soles in total domestic credit.

Moreover, in 1976 tiae so-calied factors of absorption operated in
the reverse of their usual sense, i.e., they contributed to the
expansion of the means of payment. This was dueidn the one hand, to
the continued slow growth of quasi-money and, on the other hand, to the
significant reduction under the heading '"other items (net)". The
increase in savings and time deposits was only 'small in spite of the
measures adopted in the course of the year to make the mechanisms for

fixing interest rates in the savings market more flexible.

(b) Fiscal trends

In 1976, current income of the central government increased by
26 per cent, which means that it fell by nearly 6 per cent in real
terms (see table 18). The tax system showed little flexibility in
adapting to the accelerated inflationary process, and moreover the

decline in imports adversely affected customs revenue.
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Table 18
PERU: CENTRAL GOVERMMENT INCOIT .ND EYPENDITURE

Current values
(billions of soles)

Anrusl grovth rates

1973 1974 1975 197%6s/  197M 1975 1976a/
1. Current income 53.4 68.6 88,0 "~ 110.8 28,5 28.3 25.9
Tax revenue 47,5 60,7 80,6 cee 27.8 32,8 .
Non-tax revenue 549 7.9 7.4 coe 33.9 643 cee
2¢ Current expenditure 5240 62k 81,2 108.0 20,0 ©30.1 33,0
3¢ Saving on current account (1 = 2) 1.4 6.2 6.8 2,8 342,9 9.7 -53.8
4. Investment 15.4 20,2 25.5 39.1 31.2 26,2 53.3
5. Total expenditure (2 + 4) 67.4 82.6 106,7 47,1 22.6 29.2 7.9
6. Fiscal deficit (or surplus) (1 = 5) -14,0 -14,0  -18.7 ~36.3 - 23,6 M1
7+ Financinz of deficit
Domestic fincnoing (net) 11.7 9.5 16,58 3643 -18,.8 76.8 116.1
Banking system (net) cee eece 15,9 31.5 vee cee 98.1
Other cee 0.9 4,8 433.3
Exteriﬁl financing (net) 2.3 ’4.‘5 1,9 - 95.7 =57.8 -
8. Fisoal deficit (or surplus) as a
5 4.7 - - -

percentaze of totel expenditure 20,8 16.9 17,

Sourga: CEPAL, on the basls of official stetistics.

g/ Preliminary fizures,

/Meanvwhile, current
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Meanwhile, current government expenditure incréased at almost
the same pace as inflation (33‘per cent), and it totalled almost as
much as current income. Although no details are available regarding
the composition of this expenditure, some measures are known to have
been adopted to curb its growth. These include the relative _
restrictions applied during the year as regards the granting of‘wage
and salary adjustments to public workers, and the prohibition on fillipg
vacant posts. More immediate and visible results were obtained, however,
from the suppreésion of drastic reduction of some subsidies, particularly
for mass consumption goods and certain petroleum products. It is
estimated that the amount saved on subsidies was equal to approximately
10 per cent of total current expenditure.
Sa&ing on current account dropped to less than 3 billion soles.
"In spite of this, however, government investment grew by 15 per cent in
terms of constant currency, since fairly normal progress continued to
be made on the large-scale investment projects being carried out by the
public sector. Thus, disbursements under this head amounted to
39 billion solés. ‘
Between 1975 and 1976 the fiscal deficit almost doubled in terms
of current values, and as a proportion of total expenditure it rose from
18 to 25 per cent. To finance the deficit of 36 billion soles, recourse
was had exclusively to domestic borrowing, since the Treasury gither
did not possess or did not use external resources for the purpose... The
major part of the domestic financing (32 billion soles) was obtained
through borrowing operations with the banking system, with the monetary

consequences already noted above,

/DOMINICAN REPUBLIC
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DOMINICAN REPUBLIC

1. The overall picture

In 1976 economic activity again expanded by 5 per cent.

Although this result was satisfactory considering the difficulties
faced by production, it was léw compared with the growth rate of the
gross domestic product of approximétely 12 per cent a year during the
first three years of the current decade, which began to decline in
1974 (see table 1).

With the exception of agriculture, which benefitted from the
favourable climatic conditions and hence fully recovered from the
damage caused by the drought in 1975, the other production sectors
were affected to varying degrees by the fall in expert income and the
lack of exﬁansion of the supply of money. Furthermore the inadequacy
and freq@ent interruptions of the supﬁly of electricity seriouél&
affected manufacturing, commerce and other services. » :

Despite the éxceptional external prices of éoffee and coEOa, the
"reduction of sugar prices by more than half in 1976 led to a marked
.deterioraﬁion (28 éer cent) in the unit value of exports. The decline
"in the terms of trade was even more pronounced (31 per cent). This
,caused stagnation of real ircome, which during the previous five-year
period had always grown more rapidly than the domestic product.

Total supply, as in 1975, grew less than domestic production as
the quantum of imports of goods and services declined for the second
consecutive year. The quantum of exports, however, increased by
7 per cent (see table 2).

Domestic demand, which increased by 3.7 per cent, grew at a much
lower rate than those recorded since the beginning of the decade, which
had made it possible to maintain rapid growth of consumgtion'énd a high'
rate of capital formation, as a result of which the coefficignt of

fixed investment rose from 17 per cent in 1970 to 25 per cent in 1975.

/Table 1
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Tablo 1

ke Basie coononic indicatars

Gross domestie preduct (milliens of
US dollars at 1970 prices)

Populztion (i:illions)

Per eapita sross doumestic produect
(US dollars ot 1970 pricos)

B. Short-run cconouic indieantors

Cross donestie produot

Por capita gross douestic produot

CGross incoue E/

Terms of trade

Value of oxperts of goods and services

Volue of iuports of soods ond services

Consumer prices ¢/

Loney !

Current incora of zovernuent

Total erpenditure of sovernment

Fisenl defieit/total expenditure of
govornzent d/

Ce oxbernnl secotor

Trade bolance (zeods ond services)

Drlance on curreht account

Voriciion in net internationnl
reserves

w2 Y 1973 1974 1975 19762/
1 393 2121 2 280 2 39y 2 528
e - b 540 5ol 503
408 ils 181 468 W75
" fnual ol mtés

12.4 ©1241 745 5l 5e5
07 3a5 L0 1.7 2,0
1247 %1 10.3 1L° -0.1

. 7..8 209 2]..14> L}7.6 _31,,.}
40,5 2542 1,9 045 ~13.5
162 20,1 6241 9.0 Le0
748 15,1 13,1 1he5 77
1642 1046 5042 %4 3
14,2 1443 9147 ohlt =17,0
" 9,8 1647 32,5 8.8 © L.l
248 4G 502 1710/ 346

1411ions of US dollars
J‘ .

-60 =52 ~1388 -u _ ~229
~62 =00 -245 -64 -279
19 22 n 20 77 o

o/ Prelininary fijuroS.

b/ Cross domestlic product plus tYerms-of-tirado ellects

8/ lanual avercz;e variation,
4/ Percentago. .
¢/ Represents o surpluse

/Table 2



Total supply

Gross domestic product

Imports

Total deiond
Do.estic derand
Cross dorestic investoent
Cross fixed investnent
Construetion
lo.ciiinery end equipment
~wolic
Priwvite
Cixnges in stooks
Tot.l conswption
Genercl soverniernt
Privotie

Sxports
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Toble 2

DOMIVIC.II REPUBIIC: TOT L

b
“

*J
3
*

.illioys of nesos

Terceatc. e

sl eovt rotes

2t 1970 mrices Lrezlidowt

w15 1/ 170 1976/ 1974 1975 18y
2795 2 096 3015 124.5 122.4 11,1 28 1
2 224 2 338 2 454 100,0 100,0 745 Se1 5.4
571 558 551 2%45 224 2040 ~2l ~l.2
2795 2596 2017 1245 L2 1Ll 2.5 4ol
21126 253 258 107.3 100,53 14,0 6.1 247
3 634 vos 19.1 aer 1047 10,7 cen
516 590 oer 16.6 12.7 PR vos
210 3ho .rn 9.9 are 1.5 9a5 Xy
206 250 aon 67 con 9.9 2147 0os
188 206 oo 5al vee 2048 10,7 von
330 384 e 11.5 oee C47 1545 e
57 Ly sne 245 ana - -~ PP

1 853 1924 oo 00,2 135 46
17e 154 ons 11.6 Y 743 7.9 von

1 682 1755 see 764 ose 1.1 43 aee
23 B a2 o s 2lzs 74

K

Cource: 1970-1975: CIPAL ecleunlations on the basis of firures supplied b:- tie Central Scik of ile Deuainiean
Re'ublicy officinl stotisticse

o/ Preliuinarr fizures,

/The rise
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The rise in public investment was particularly intense in those
years, increasing at an avaerasc annuai rats of 22 per cent. The current
expenditure of the government, for its part, increccosed lsss rapidly,

ir accordance with a policy of containing it in

o)
resources devotad to capitel foronation. This sit

<
R
»

{

1976, however, with the reducticn - ezstimate

R ' - § FRE N a N I
income as a rasurtt of the of external

d
inceme mainly affected capital expenditure, which declinad by around
iy

12 per cznt; current expenditure centinuved to increase at a higher rate

thar cdomesztic prices.

“he mogt direct comserquences of the Zall In sugar prices were the
cf 125 million dolilars in exports of grods and sorvicos, the
increzse of 225 miilion dollars in the trade gap, and a similar increase

in the deficit on the current zccount of the Lalance of payments.

iminisned by oniy

net inflow of cavnital,

- = 1

. - o . . . e O K
which totalled 2565 millicn dollars - muclk wore than the net inflow in

Various circumestances combined in 1276 to

the growilh rate of domestic pricss, esvecially

in agricultural production (and particulariy in
time of depressed domestic dsmand) sad tha zere

cf payment. Conseguentiy, the consuunr price index, which had hezn
r

(X

ecasing by b4 per cent a yeor, grew by leoss than 8 per cent in 1976,

and the index for focd even declined silighily.

The growth of the gross domestic product in recent years was
mainly dve to the rapid expansion of mining, mznufacturing and
construction. The evolution of agriculture was slower znd more uneven,
as it is subject to variations in the climate and also in demand ard
external prices. Despite the fluctuations in agriculture and the loss
of relative importance by this sector, howcver, the share of goods
production in the total domestic product increased slightly mainly at
the expense of non-basic services (see table 3).

/Table 3
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In 1976 this trend chraw

in agricultural nroduction

and especially construction,

considerebly. C2ly mini

caused serious problems
4

was trus of the rest of

of which reflectsd e Lowoes

0of agricul

Lculiural ssaotan

I D VM eGr 2 X W . i, o

rrodustion in gencrals

CJustable minimun pricze for o varngs of nrofuct:s
focd, contributed to a marrad increass in o2 producticn levels of

most rreiuccts, oth for douesiic

FRRGCRS

PR de oy ey A Gy ey
Stois estimated that sugar cauce

3 ToTs T T L
in 1970, Some colcoulaticrs ool

a% obout 12 per c=nt,
which would mean thzt production amounted to just over 12 mililion tonse

During 1975 ihere was also an appreciable increase in tobacco

—

production, which had fallen by half ian 1975, partly as a result of

O
O
[}
o

the drought but also becaunse of preblems of demand and external pr
In the case of coffes, Lowever, it was difficult

1975-1976 harvest and it is estimated that the 1976-1977 Larvest was

20 per cuo lower, In 1275 the fourth stage of the ccffes plantation

improvement vrogrerme initiated in 19959 was completed. During this
period financial and technical suppcert was made available for the
renewal of coffee trees, the improvement cf cultivation methods, and
the purchase of inputs. This programme covered an area of just over

16,000 hectares.
/Part of
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The growth rate *ably im 1875, however, aliknough

tToeturing rroduction increazscd

3 o T L Al T
it recovered siichitls

- - 1. y 4~ - -
cilectricity axd the

The cormstruction industry was probably the sctiviity mos: affezcted

o
e
ct
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!
(6]
H
[0

duction of govesr

[ 4

che firgt three years of tha current decade
averase sanual

<

this rate fel

work releted to this

Or &Iz Ly CcOUuL S oL Lunmnoids

1wmve boen ccnpleted reo

awruction of

in Santo Domingo), there sr: three vrcjccts fow

~

major COVILIEY ccmg_exes: > cuoonas

~ o - g LY ar ey o :
arezz, sncther oz the south <cust ne

Cther are about
to be tegun waich a

loan ¢of %6 million dollars from the Irlcr-fAmericar Developuzat Bark
will e used; other port zrojects in FPuerto Plata and Rio S5nn Juan,
partiy Tiananced by the World Dark, and the completion of the airpors,

Gesigned for the use of large aircraft, at Puerto Plata-

;/ In 1975 233,000 tourists visited tkhe country and stayed an

average of
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The average price uf coiffee cxports, however, rose by

cent in 1975, A% the same time the voluwsas exyported rose by & er cent

because of the substantial surpluses accumulated ard the abundant
S S b ooy T 1 b fal RSN L SR S~ S ol L]
harvest of the paricd 1975-1¢70. The vaive of coffee sxporis thus

avproeched more than twice a2s much as

the highsas

he inercase in the avarage price of cocea amounted to 61 per
",

cent, s0 that the value c¢f sales rose from 29 to 4G million dollars.

The volume exvmorted increnzed Ly § psr ceat. thus Varjing little from
the depresssed levels which had been recordzd since 1G7%.
Lfmong the other oxports, these of tcbacco rose by 14 per cent,

while those of beuxite again fell, this time by 7 per cent. This

lecline occurred despitz ths signi
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o
[STREN @]
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H 13
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)
n
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n
[}
Hy
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3
Io%

35 per cant 1in 1975 and 1976 ond reflected th2 marked declines
(32 2% rer cant) in thz volume exported in these yesrs. As

regards evporls of gold and sgilver, 1t is esitimated that there was a

signi. the second year 2% thig avid

4

. : Ny, TR . . RN 3 e o £33
In view cf the nmepnicude which 1t seemed that the trade ceficit
-

would assume in the first ha2lif of 1976 27 znd the decline in

interanational rescrves Juring tho gare pericd, monsures wvere token

-

(@]

to reluce inports. As a resu.t, the incrazsz in the velue of duperts

of goeis wes less than 5 per cent

recorded in 1975) and ti guantun I tightly (see tabl
(b)  dhe terms of trade and Zhe purchasing power of exporis

As may te seen from tahle 4, the terms of trade have shown marked
clhanges in their aznual variations since 1972, and the samc has been
true of the purchasing pcwer of exports. In 1976 the decline in the
prices cof exports totally cancelled out the favourable effect of the
rise in the terms cof trads of the previous year and the same occurred

a3 regards the purchasing power of exports.

2/ This weas aggravated hy the withholding of exports of sugar in
expectatica of an improvement in prices.

/(c) The



(c)  The balance of paymsnis

The 200 wililion dollars drop in sugar exports in 1976 was not
offget by the increase in L2 value of other ex
total exports declined by 190 million dollurs wh
imports of gocds and services rose by 4 per cent. The trade d
thus rose from b millicn doll 7
the deficit on the current account trebled (see tzble 6).
Nevertheless in 1976 there was a substantizl inflow of
265 million dollars of non-compensatory capital: an amcunt cimilar to
that cf 1974 and doublia that of 1975.3/ Because of this considerable
flow of capital, the deficit on current account did not lead to any
major less of international reserves, which diminished by only

1% million dollars in 1975.

L, Pricas

- — i T £

o

In 1976 there was an appresciable slackeaning of inflatisnary
te of ircrsase in the comsuner price indsi in

7]

Sur

1'3

re Jo¥5

Lo}

& a

(J

1)
EANES

4

]

antd Toming fell by almost half from an average of over 12 3
in the period 1973-1975 to 7.7 per cent in 1975 (sse table V).
Various factors contritnted to the decline in the rate of

inflation, especially the avnreciable increace ia the suprly cf

agricuilural products in the domestic markst and the il

of the means of payment. Aisther wsddrating factor on the rige in

prices was the low growth of domestic demaad and, in particular, the
restriction of public expenditure. The influence of the prices of
imports - the increases in which had decisively affected the inflation
cf 1973-1975 - was not significant in 1976.

The trends of food prices confirm the influence of the level of
agricultural production, particularly that destined for the domestic
market. During the period 1973-1975, when the increases in domestic
prices intenszified, the increases in food prices were always 3 or
L4 points above the general index. In 1976, however, the relationship

was reversed and the food price index showed a slight decline.

é/ In that year the inflow of capital declined considerably because
of the completion of some major prcjects, including the

installations of the Rosario mining enterprise.
/Table 6
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Telle 6
DOLINICA "ZUUBLIC: JAIANCD OF PAYMCNTS

(1E13iens

U5 de 11&{3)

1972 1973 1974 175 1976a/

Current acommt
Ouports of goods and services Ly 51l 729 1 003 818
Coods FOB 3l Lilis 557 8ok 700
Services eh 71 92 109 118
Trenspsret 12 14 15 16 18
Trovsl 3 38 54 61 65
Tmports ¢f zoads and services L7l 566 9% 1 0y 1 ok
Goods OB 370 krog 673 773 8oo
Services 101 143 24k 234 oly
Tronsport 51 71 12 125 135
Trevel 2l 50 7 78 30
et Porments of profits and interesy on )
foreisn capitel nli =77 «90 =93 ~85
Profits ~35 ~54 -y ~4g ~5o
Interest .12 ~23 i3 S ~h5
i'et private tronsfer parments 45 Lg 2 33 35
Balence on cwsient accouwrd ~€2 ~£0 ~2h a6l ~279
Capital account
et external firancing (ctbsosdte) 62 30 245 &4 279
(2) Net exterrcl non~coupensaicry sopital 82 75 ok 2
Direct investment Lg 55 54 5l I
Long-and medium~tern loans €0 40 99 2 :
Auortizetion porients ~16 -19 =15 =37 l
Short-tern liabilities ~9 -3 153 g i
Offieial transfer parients 2 2 2 3 i( 265
(o) Domestic non-compensatorr capitcl or
e.ssets 21 38 41 17
(¢) Zrrors cnd omissions 27 -11 20 25 l
(@) Allocetion of SDls 5 - - - J
(e) ilet compensctory finaneing
(ninus sign signifies an incrense) =15 -2 =11 =20 1
Selence~of-porments locns, trede
arrears, IF louns, ond other liabi
lities of the monetary rutlorities - 14 3 i3 25
Amortizetion parments 16 ~13 ~9 -5 -
Poreign execiange reserves
(ninus sign sinifies on inerecse) 5 ~10 -17 ~28 ves
Gold reserves
(1zinus sign sigaifies on increcse) - ~13 13 [od eos
SORs
(ninus si-n siruifies on increase) ~3 - -1 1 ses

- .. . . - n L - 2

Source: 1972-1975: Internation~l .bnetary IMmd, Jalonze of Poments Yearbook, vol.20; 1970: CITLL estimates
on the basis of officinl stotistics,

a/ Prelininary figures,

/Table 7




Teble 7

DOMINICAN REPUBLIC: CONSUMsR PRICL INDEX IN
SANTO DOMINGO

varistion)

1972 1973 1974 1975 1976a/
General 7.8 15.1 13.1 14.5 7.7
Food 5.0 18.4 17.7 17.7 -0.7

Source:

istics, March 1977;

e s st

April 1977.

a/ Preliminary figures.

As regards the means of payment, there was almost no variation

in 1976 because the increass in money outside banks was cffszt by

52
the reduction in demand deposits. Quasi-money also rese ai a
congiderably lower rate, much less than in previcus years (rice
table 8).

L

The main factor which helpe

Q
i

5 lessen *the eypansion cf the
means of payment was the deczline in international reserves. Domestic
credit, for its part, showed an increase which was sowmewhat higher

than that recorded in 1975, but much lower than in 1974,

/Table 8
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Teble B

LIC

B

STt TATTTMT
UL a4

Ll 4

o1t

Be;lance ot end of ysor Anmp] gronh redes
{9111ions ef nesss) _ _

1973 Wk 1375 157 6c 174 1975 19762,
1. ioney zh 8 %00 o2 2Be2 2yA 0.8
Currene: outside banks 116 143 153 172 2566 12,1 902
Demnnd deposits 153 237 2h2 291 50,0 2,1 a5
2, Factors of erronsion ) 1013 1180 1 283 26:9 2655 9.2
liet internciionnl reserves 24 13 70 ug 05,8 45345 ~31.7
Domestic credit 716 1000 1 110 1 240 59.-6 11,0 12.8
Clains on governuent (net) 206 258 oo 73 2501 w642 12,7
Claims e offieinl entities 7 68 68 €2 346 - ~9.1
Claims ¢n privete sector 506 573 685 789 5,0 1.6 15.2

Cloips en the Acrisultural Bank ‘
and o'lnars 8y 56 125 18 10,2 12,8 0.9
3s Factors of abscrotion Les 625 760 385 ) 2953 13.5

Quisi-noney .

(sevings and time deposits) ohs 351 465 L35 L7 .3 2945 3.7
Otlier itens (net) o0 274 512 hno 2,0 139 2042

Source: Internation:l lonetory Fund, Imternciionnl

Pinancial Stotietl

a/ Prelinincr) figurasa

/SURINAM




1. The overall nict

For 1974, the gross dcmestic product at current prices officially
estimated at SFL 664 million,l/ i.e., 31 rer ceat higher than 1970
(see table 1). The trend of growth during the period was, however,
quite irregular éspecially because of the fluctuations in the mining
sector, whose share in the eccnomy is still very kigh.

Official estimates of the GDP have not been made for 1975 and
1976, but on the basis of the few indicators available come tentative
conclusions about the overall trends can te advanced. It would appear
that the GDP in current termc increased in 1975, mainly beczuse a
strong performance in agriculture and increased government spendiing
more than cffset the decline in the producticn and earnings cf the
mining sector. For 1976, the mild recovery in mining, the improvenment
in agriculture (although less marked “han in 1975), ard the genzral

incresse ia manufacturing output and government expenditures appear to
point to some growth in the GDP in recal terms.

Despite its relatively small grcowth in 1970~ 1974 and its declining
share in the GDP, mining, including the processing of bauxite, has
remained the dominant sector; but agriculture, Governmznt and the
commercial,/financial sectors have becn growing in importance. Some
other sectors have also increased thieir share in the product, but thece
are of relatively minor significance (see table 2).

The balance of payments showed a net surplus during the whole

period under review, except in 1971, when there was a very ninor deficit.

As a consequence the level of foreign reserves has been steadily

increasing.

1/ Surinam guilders (SF1l) are used throughout. Since 1971 the
Surinam gui1der has had a central rate of approximately
SF1 1.79 = U8} 1.00. Prior to 1971 the rate was SFl 1.89
UDib loOOc

/Table 1



STATNA: INIIN SCCHCHIC IIDICATCRS

197 1972 1973 1374 175

A+ 3asic econoitie indicators

Gross douestic product (millions of

current Surinam ruilders) 538 555 609 Gl oes
- - 1 ’
Population {thousends of irhabiinnts) 3450 300 450 £10 ba2
Per canite ross do.ecstic produst
(current Surinem guilders) 1523 1571 oo
Be Short-run ecouniic indieators
: a
Gross dounestic procduct 9.6 3.2 2.7 546 aee
Per copita rress doasestic produeth 6.9 0.5 740 o2 eoe
Terns of trade 4.0 O ~15.1 1207 1.1
Value of exports of goods and services 159 3.7 4.0 ves orn
Vilue of iamports of gocds and services 9.2 0.6 920 nee ces
Consuier price index 1.9 3.3 13.0 15.9
Honey P vee cea De
Rate of wnemploynent b/ ces ave wee 243
Q
Cuwrrent incone of governnent 2 7ol ~5.6 29:3
Total erpendiiure of soveriment 92:5 5.3 1545 Lie2
Fiscal deficit/totzl expenditure of
- 7
government b/ 1561 1647 2943 206 151
Mlions cf Surinan guilders
C. Zxternal sector
Trele bolrnce (soods and services) 8345 7243 bra 7ie3 25.1
Balance on current account -19,0 -3 9.2 41,3 ~818
. o} .
Variation in net international reserves =18 17.6 25,0 10,3 61.8

Source: CIPAL, on the basis of official stotisticse
2o

a/ Estinctes.
E/ Per cente.

/Table 2
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Table 2

SURINAM: GROSS DOMESTIC PRODUCT BY KIND OF ECONOMIC ACTIVITY

P . . Percentage
. Millicns of current Surinsn efinlders -
v composition
1970 1971 1972 1973 1974 1970 1974
Agriculture animal husbandry
and fisheries 28 41 45 51 62 7.7 9.6
Forestry and wood processing 14 15 14 11 11 2.8 1.7
Wining a/ 163 187 182 198 182 33.1 28,3
Manufacturing 28 29 L Ly 34 7.8 5.3
Construction 7 10 9 12 13 1.4 2.0
Subtotal goods 260 292 291 216 202 52.8 46.9
Gas, water and electricity 13 14 14 16 15 2.6 2.3
Transport, storage and
communications 12 13 17 20 21 2ok 3.3
Subtotal basic services 25 27 31 36 6 50 56
Commerce, hotels, restaurants
and financlal institutions 86 84 89 101 123 17.6 19.1
Government 94 105 110 117 136 19,2 2l.1
Other 26 20 34 29 47 Sok 73
Subtotal other services 206 219 233 257 206 42,2 47.5
.Gross domzstic product at
current factor cost 491 538 555 &9 éﬁh 100.0 100.0

Source: Ministry of Finance.

_a_/ Includes processing of bauxite into alumina ard glwindui,

/Inflation was



Inflation was relatively minor until 1973, 1In that year the
consumer price index increaced by 13 per cent, while in 1974 prices
rose by 17 per cent. Since then lower rates of increase have prevailed,
although in 1976 thz rate of inflation exceeded that for 1975. 1In
view of the relatively large ‘mport coefficient and the limited range
of domestic production, trends in inflation have been strongly
influenced by the behaviour of external prices.

On the basis of dnats on employment in large establishments,
employment levels appear to have been fairly constznt, partly because
public sector employment has helped to offset declines in other economic
sectors and emigration her caused an abesolute decline in the labour
force. A major problem in the employment area is thait there is a
shortage of skilled labour side-by-side with a plentiful supply of
unskilled workers. As for wares, the dominant feature is the large
disparity between the wages in the mining sector and those prevailing

in the rest of the economy.

i

Improved export prices for hauxite and its derivatives, as well

as for rice, strongly influenced economic trends in 1974, but a world-
wide reduction in demand for aluminium caused a sharp cut-back in
bauxite production in 1%75. Other factors of major importance to the
economy since 1974 include the levy imposed on foreign bauxite companies
and the write-off, by mutual agreement, of the debt owing to the

Netherlands on the occasion of Surinam's attainment of independence

in late 1975,

2. Sectoral trends

(a) Agriculture

The totzal land area under commercial agricultural exploitation
increased from 46,000 hectares in 1969 to 59,000 in 1975 (see table 3).
This increase was due to the expansion of two crops: rice and palm oil.
The area under rice rose from 33%,000 hectares to 45,000 hectares in
1975, whereas in 1969 it had been negligible. Palm oil may in due course
become a valuable asset: 1975 production amounted to 625 metric tons of
raw 0il (see table 4), and there are plans for further expansion of

the area under this crop.
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Table 3

SURTYAM: AREAS UNDER ®AIN AGRICU

T
"

THRAL CROPS

Crop 1669 1970 1971 1972 197 1974 1975
Paddy 33 248 39 132 40 153 37 409 44 985 b4y 353 47 500
Maize 226 129 126 140 149 120 146
Peantuts 509 228 787 30 558 228 259
Pezs 478 540 307 335 Lk 180 306
Cabbage 7 54 34 50 48 41 26
Tomatoes 171 97 33 b £l 51 56
Green vegetables 581 T 267 269 74 710 260
Plantains 529 297 163 151 oA 179 124
Bananas 1 85?7 1 634 1 822 1 240 1 713 1 910 1 930
Sugar-cane 2772 Z 251 2 280 2 150 2 3% 2 200 2 280
Oranges 1 950 1 7¢k 1 %228 1 599 1 401 1 %219 1 479
Grapefruit LLa 716 371 277 %52 225 ials]
Other citrus fruit 146 73 [£5) 65 g% 181 141
Coconuts 1 417 1 292 1 243 1 160 1198 1 200 1 105
Cocoa 535 511 Lzg 296 ko3 396 401
Coffee 529 747 g2k LLo 423 L8 420
0il palm son 50 230 840 1215 1 425 1 640
Total area 45 719 Lo 85 49 bk 47 6h0 55 82+ 54 946 S8 606

Source: Ministry of Finance.
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PAlls TACDUCTICT CF fiill AGRICULIULLL CLOPS

%
&
~

(lletric tons)

Crop 1969 1570 1971 1972 1973 1o74 1975

Peddy 113 32 145 399 136 290 122 968 164 063 162 %17 174 Ghs
lialze Lon 192 319 350 320 193 365
Peanuts 2 296 1 953 2 300 2 300 2 307 766 2 300
Pess 450 ol 365 345 L7 617 520
Cabbage 556 Lok 2Lo 355 354 259 250
Tomatoes 7ok 576 2lg 311 350 266 1380
Green Vecetables 2 875 2 390 2 255 2 300 2 3352 1 k91 1 goo
Plantains 5 3h3 3 434 1 980 1 922 2 ol 834 ©50
Bananas o165 37 749 Lo 255 42 212 38 011 35 605 43 095
Sugar-cane 14 556 13 054 10 559 12 050 9 00 9 000 9 000
Orznges 11 209 6 088 10 030 11 5%5 11 600 17 463 15 036
Grapefruit 5 070 L 160 5 373 6 321 6 000 5 123 5 530
Other citrus fruits €22 Loy 428 Lho 640 650 530
Coconuts 5 916 6 C%7 5 784 5 630 6 080 6 000 5 £25
Cocoa 127 106 83 53 5o 54 55
Coffee 233 207 200 93 -89 9l 88
Palm oil “eo s aes wes ase 130 625

Source: [idaistry of Finance

a/ Preliiinery figurcse
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Both the area and production of traditional crops like cocoa,
coffee and sugar-cane fell during the period under review, and the
dowpward trend is believed to have continued in 1976 (see table k).

The fall in production has been attributed, in part, to labour shortages
and if this is indeed an important factor then it is unlikely that there
will be an upturn in production in the short run because of the reluctance
of potential agricuitural labour to work on these crops.

As regards fruit production, the banana harvest reached a peak
of 49,000 metric tons in 1971 but production declined thereafter. The
United Fruit Company has an export monopoly of this commodity. Citrus
fruit production reached a peak in 1974,with 17,000 metric *tons of
oranges and 5,000 metric tons of grapefruit. Surinam is an off-season
supplier of citrus fruit to the Netherlands, and this assured market
serves to stimulate production.

Figures on meat production are not very reliable, but the trend
seems to have been towards depletion of the national herd. In an
effort to reverse the trend, the slaughter of female animals has recently
been banned. Pork and chicken production increased between 1967 and
1970 at an annual rate of over 20 per cent in an attempt to meet local
regquirements, but the rising demand also had to be met by imports.

Thus, notwithstanding come expansion of the poultry industry, the
indications are that dependence on foreign supplies of meat has increased
in recent yesrs.

Data on total milk production in the country are not available,
but the output in 1976 of a milk processing plant in Paramaribo which
is the main supplier of that city was 7.3 million litres, 12 per cent
higher than the 1975 output. As in previous years, however, growth
was primarily due to increased imports of milk powder rather than
increased purchases of local fresh milk.

(b)  Mining

This sector consists mainly of bauxite extraction, with processing
up to the stage of aluminium production. While mzking the largest single
contribution to the product, this sector's share of the total has fallen
in recent years from 33 per cent in 1970 to 2& per cent in 1974 (see
table 2).

/Prior to



Prior to 1965 all the bauxite mined was exported, but in that
year processing of the raw material was started and an increasing
proportion of the bauxite produced has been retained in the country
for conversion to asliminium. Thus, while bauxite exports were 32 per
cent of production in 1954, they represented only 44 per cent of
production in 1975 (see table 5).

Although aluminium smelting activities have been going on since
1965, most of the aluminz produced is still exported. Of the
11.2 million metric tons of alumina produced between 1965 and 1975,
for example, 92 per cent wac exvmorted. Of the remaining 3 per cent
which was retained and processed into aluminium, 97 per cent of the
finished product was exported a2nd a mere 14,000 metric tons of aluminium
retained for use in the country.

The processing of bruxite into aluminium was made economically
feasible by the harnessing of hydro-electric power. There is much
potential for further development of the industry, and plans are afoot
for such development in West Surinam, where there are large deposits
of bauxite and other mineral ores.

(c) Forestry

Surinam has an abundant supply of high-guality commercial timber
for furniture and construction and also vast resources of timber for
fuel and charcosl. Table & shows the volume of timbher cut annually.
Over 90 per cent of this is used for furniture and construction, and t
the table gives figures on the nroduction of timber for this purpose
in the period 1973-1976. Therc was a downward trend in the production
of plywood during the first three years, but in 1976 there was a 14 per
cent upturn. The production of particle bcard has fluctuated from
year to year, with a peak production of 2%,000 cubic metres in 1975.
In the latter year, sawnwcod production increased by 59 per cent and
exports of wood and wood products amounted to 51 per ceat of total

production,
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Table 5
SURINAM: PRODUCTION AND LXFORIS OF BAUXITE, ALUMINA AND ALUMINIUM

(Thousands of metric tons)

A— M g

Bauxite Alumina Aluminium

Year - - -

Production Exports Production Exports Production Exnorts
1563 cos % 433 can oo 050 coo
1964 2 993 3 985
1965 4 360 4 269 oo =5 oo 1.3
1566 5 563 4 535 L4o7 47 27-4 25.6
1967 5 4€6 2 &06 741 ceh 32.5 %05
1968 5 6€0 3 785 3900 702 45.4 43,6
1559 6 23¢ 3 €78 949 656 5%.% 53.0
1370 6 011 3 410 G928 893 S5k.5 5208
1971 6 719 3 476 1 969 1149 5%5.8 47.3
1972 6 778 3 476 1 352 1 279 43,7 55,6
197% 6 712 3 €66 1 346 1203 52.3 Sho2
1974 6 803 3 974 1 184 1077 57-0 54.1
1975 4 751 2 %24 1134 10%0 34.7 26.4
1376 4 588 1939 1163 1103 449 46,5

Source: Ministry of FPinance.
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Table 6
SURINAM ¢ INDICLTORS OF TIMBER FPRODUCTICN

{Cubis meters, roundwood equivalent)

1973 197k 1575 1976
Extraction of timber from Government~—
owned land ere 200 072 29’-} 317 588
Lawlogs and veneer logs ves 1ol 997 772 203 ees
Sleorers see 1480 12 881 eoo
Fuel weod sew 3 5% 9 233 sos
Production of sawnwood, plywood
and particle beoard
Sawnweod oo 43 536 77 295 ene
Plywood 19 1y 17 L5 14 06 16 ©06
Particle toard 17 518 L 251 23 306 U 822

Sourse? CEPAL, on the basis of official statisticse

/(d) Manufaturing




(d) Manufacturing

Table 7 shows the output of the main manufactured goods. After
reaching a peak of 9,900 tons in 1973, the production of wheat flour
fell by 50 per cent in 1974, but by 1976 output had recovered somewhat
to a level of 9,300 tons. Butter production showed a remarkable
increase during the same period. The other commodities where there
was increased production were beer (2 per cent), cattle feed (20 per
cent) and cigarettes (32 per cent).

Between 1973% and 1976, shoe output showed an upward trend.
Production of cardboard boxes disvlayed wide fluctuations, but on the
whole a slight upward trend was noticezble. Cement production, for its
part, fell from a peak of 62,000 tons in 1973 to a low of 35,000 tons
in 1975, but in 1976 it rose by 47 per cent.

(e) Enercy

Traditional sources of energy such as charcoal and firewood are
used widely both in the hinterliand and in urban areas, but the main
sources for domestic, commercial and industrial use are gas and
electricity. The output from each source in 1976 was less than it
was in 1973, the most significant decline being in the supply of gas
to urban areas, which fell by 55 ver cent between 1973 and 1976 (see
table 3).

%  The externsl sector

The most notable features of the balance of payments between
1970 and 1975 were the persistent surpluses on visible trade, the
current account deficit and the relatively large surplus on capital
account. The over=21ll balance during the period was positive, except
for a small deficit in 1971.

(a) The current account

The performance of the merchandise trade has been generally
favourable since 1966, when a surplus was recorded for the first time
in 10 years. Since then, the surplus has grown, largely propelled by
exports of bauxite and its derivatives, which on the average account
for some 90 per cent of domestic exports. Other important exports
include agricultural products, notably rice and bananas, and wood and
wood products of which plywood accounts for about 50 per cent of the

total value (see table 9).
Table 7
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Table 7

SIRLiLI: LDICATORS OF [LAUACTURING PRODUCTION

Coimocity Unit 19573 197k 1375

Soft drinks 1000 ltre 22 240

Vheat flour Tons 9 900 L to1 7 49

Butter Kie 8 200 11 100 16 700

largarine 1000 kre oee 1 235 774 1
liolasses 1000 ltr. L 201 3 900 3 869 3
Aleohol 1000 ltr. 2 fh2 2 579 2 243

Beer 1000 ltre g ol 7 gho 7 933

Stout and beer 1000 ltr. “es 210 212

Cattle feed Tons 1§ 023 21 559 21 hoy

Cigarettes 10C0 000 units 250 275 309

Cigars 1000 units 343 120 200

Shoes 1000 prse 133 233 292

Carcboard boxes 1000 units 2 278 2 615 2 222

liotehes 1000 boves 6 793 7 L2 5 095

Soap powler Tons 751 Cos o5

Methylated sairits 1000 Mir. 2155._,/ 200 178

Cenent Tons 62 200 33 £00a/ 34 700

Source: CEPAL, on the bacis of offici .l ctotisticse

a/ January -~ Septe.ber.
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Table 8

SURINAIL: SUTYFLISC CF 2IIRG

Tton Unit 1973 1974 1575 19762/

Gas (toun) 1000 :;13 3 gkl 3 612 2 878 1 489

Llectricity
(private) illnse Kl 1 369 1515 1121 1213

Electricity
(public) Illnse KH 76 73 30 58

Source: CLDPAL, on the basis of officlial stotisticse

a/ Preliminary figures.
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Teble 9
SUAINAL  TIAIDN EIPCRTS

(idllions of Surinam guilders)

1370 1971 172 1973 1974 1
Bauxite mining and processing 231 267 278 274 351 345
Bauxite 76 83 82 85 125
Alunina 106 133 143 Uy 149
Aluniniun BT Ug Iy U5 68
Agricultural sector 1 17 v ZQ cee
Rice 5 19 9 21 ese
Citrus frait 1 - - 1 oo
Bananas and plantains 3 5 5 4 eos
Fish products 1 1 1 1 oo
Other 2 1 2 2 X
Forestry and wood processing 8 8 39 12 voe
Plywood b L 5 6 eor
Other b 3 4 6 cee
Other eoxports Py 21 1 P ase
Total domestic exroris 252 29n 222 315 ave

Source: Central Bank of Surinan; Aimial Jesort, 1973, and Gexeral Sureau of Statisties, Surinane
ZESL FSathi LA

/As regards




As regards imports, basic raw materials are far and away the most
important category of goods, followed by consumer goods, investment
goods and fuels and lubricants {see table 10). During the period
1970-1973 the shares of the first two categories of goods remained
fairly constant but fuels increaced slightly while investment goods
declined. The rates of increase of imports were generally more rapid
than those of exports during 1970-19732. In 1374 imports increased at
the same rate as exports, but it should be noted that this reflects
the devaluation of the Surinam guilder X£§:§2X3§ the US dollar.

The movements in the prices of imports and exports resuited in
a considerable deterioration in the terms of trade between 1970 and
1973. There was some improvemeat, however, in 1274 and 1975 (see
table 11).

Huge net outflows of investment income were the major cause of
the deficits on the current account in the period 1970-1974. The net
outflow of investment income roze by 15 per cent in 1971, but since
then remittances have tended to decline, so that by 1975 they were
76 per cent less than in 1971. During the same period net outflows
for foreign travel increased more than threefold, with the result that
in 1975 travel was uhe: largest net outflow item. Private remittances
and transport and insurance have also become relatively important deficit
items in the balance of payments (see table 12).

{b) The canital account

As already mentioned, the balance on capital account was positive
during the period 1970-1975. There were net outflows of private
capital in 1970 and 1271, but this trend was reversed during the next
three years. As a result, the gap between net investment income and
net private capnital narrowed. Only in 1975, however, did net private

capital inflows exceed net investment income outflows.
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Takle 10

SURIMAl: C

(rilliens ¢ Surinan ;;uil:lc-,rs)

1970 1571 1972 1973
Fuel, lubricants, etec. 26 z0 Z0 36
Rav and basic materials 75 8% 96 109
Yarn and threads 9 9 9 7
Consumption roods 57 63 €5 74
Foodstuffe 17 sl 25 25
Furnishinzs, appliances an elzetric
fittings » &) ae 1
Medicine and articles for versonzl care (7 (22 (93 10
Cars and motorcycles 7 7 7 6
Capital goods 42 40 48 49
Transportatlon eguirment 14 12 17 14
Machines and parts for the bsuxite industrmy B) 3 6 7
Other 25 27 26 28

Source: Central Bsnk of Surinam, werort, 1973,
2008 ,
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Teble 11

SURLIAITy ZYCOOAT, DUGAT LD TE355 o TRUDE IMAIs

Terms ol

trade

1970 100 100 100
1971 102 105 96
1972 100 plog) 93
573 101 123 99
197k 154 152 89

1975 158 175 90

Scurce: CIDAL, on the besis of officicl stotisticse

/Table 12



Table 12

vt e T At
LLACE O PATTITIS

25 of Zurinam guilders)

EEE?ent accoqﬂ}
liercliandise trade
Trans»ort and. insurance
Forcizn travel
Salaries and pensions
Other private remittances
Investment income
Non-monetary cold
Other itens

Balance on cwrrent account

Capital;zgcouﬂt

ligration and private grants
Government grants

Government loans

Repayment of Government loans
Other Govermnent conital

Bolaiice on canital ceeount

Belance on total nccount

Varictions in international

reserves

fonetnry gold
Net officiul foreign exchange

Foreign exchange held by

cotimercial banks

1570 1571 1572 1973 1974a/ 19752/
14.3 3345 7243 471 713 25.1
-0.1 ~7e3 ~0e9 240 -8.8 2042
~3eb ~1063 ~13.0 =1%,1 3647 Hy o
<1 2. ~3el w37 L6 ~70
~lan | =Gl el ~32.0 =12
771 -£240 ~55e3 ~L3.0 -21.0
~Ce2 =06 -l.2 1.1 -1k kb
! 947 Sa2 %3 1ia7 10.3
=275 ~1043 301 ~oa2 =413 -81.8
I ~5e8 70 45a3 0.7 7040
~0e5 Gad ~1.3 -1 =247 3ol
2347 2l 2243 243 4o 3105
2249 7e5 3249 15.3 2243 29
~1.2 2. ~2a ~5e5 ~5«3 ~27043
245 5e” =117 ~340 ~l¢7 248
h1.2 18:0 i 2220 52.1 143.6
15 -1.8 17.5 22,8 10.8 618
- Ol - ~Cdb - -
1046 =241 175 387 12,1 61.3
740 0.1 ~0al -043 ~1e3 -

Source: Central bank of Surinane

a/ Preliminary figures.
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Grants and loans to the Government are generally the two largest
credit items in the capital accouant and are mainly responsible for
the relatively large surpluses on capital account as well as on the
overall balance of payments. The inflows consist mainly of Dutch
bilateral aid. When Surinam was granted independence in 1975, that
portion of the external debt due to the Netherlands was written off
and development aid of approximately SF1 3 billion was promised to the
country, for disbursement over the next 10-15 years. These capital
inflows will considerably enhance the country's foreign exchange position.
It must be noted, however, that as the development projects get underway,
the level of merchandise imnorts :can be expected to rise and this may
erode the trade surplus.

The overall performance of the balance of payments has also been
enhznced by the Bauxite Levy, the first payments of which were made
in 1974,

The favoursble balance-of-payments situation in the period under

]

consideration is reflected in the continuous increase in official
foreign exchange reserves. Provisional estimates in table 13 put the
increase for 1975 at almost SFl &2 millicn, the largest increase for
any year between 1970 and 1975. As for the level of reserves, these
totalled SF1 234 willion at the end of 1975,

(¢) Geographical distribution of trade

Most of Surinam's foreign trade is wi®h the United States, which
accounted for an average of about 41 per cent of exports and 33 per
cent of imports between 1970 and 1973% (see table 14). The EEC, however,
is the chief source of imports. Important trading partners within the
EEC are the Netherlands and the Federal Republic of Germany. Trade
with the Caribbean area is predeminantly with Trinidad and Tobago,

which accounted for 11 per cent of total importe in 1973.
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Toble 13

SUNTL ZI0-CU=I30ICD (LT IUTIMEATICHAL RUSEIRVIS

(::11lions of Surinam guilders)

2079 1971 1572 1575 1974 1575 1976

Central 3Jank &9 75 33 111 130 173 198

100 119 162 187

1
(s
3
o
(oA
AW

Poreign exchange
Gold 15 17 17 11 11 11 11
Centrel goveriment - - L - - vee ces

Commercial banks 13 10 20 22 12 13 36

Total reserves

Ic*o
~J
<0
\J1
—
o
R
—
\s
(]

Scurce: Central 3anl of Surines.
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T-ble 14

‘1 DLALCTION COF TiabE

United States
Canwdn

T
oy

nean Economlc Community
Germany

lctherlands

Japan
Caribbean Islands

Other

Tetn

Crnada

European Economic Community
Germzny
Netherlands

Other Europe

Japan

Caribbean Islands

Other

Source: Ceneral Bureau of Sts

1972 1373

Inroprts

%53

,
o

100.0

—
o

L3 34,6
.5 3.8

100.0 100.C

7% 7l

100 -0

tisties, Surinanm.

/Surinam's favourable
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Surinam's favourable balance on visible trade results mainly
from trade with the United ZStates and Cionada and "Other Europe'.
Within the European Economic Community a large surplus is obtained
from trade with the Federal Fepublic of Germany. However, the mnet
result of trade with the EIC over the period 1970-1973 was a deficit,
mainly with the Netherlands.

Although trade datz are not yet available for years later than
1972, no significant shifts in the directiocn of trade are thought to

irection of the principal expert commodities,

o

have tszken place. The
bazuxite and its derivatives, tends to be stable because production
and trade in the=e prcducts are controlled by the subsidiaries of
multinational firms. Furthermore, as mentioned earlier, exports of

this sector averaged S0 per cent of the total cu®mut.

L, Prices, emnloyment and war:

(a) Prices

Consumer prices werc relatively stable in Surinam during the
early 1960s, but during the second half of the decade price levels rose
somewhnat. This may have ~ome relation with the huge investments that
took place in the counstruction =xnd mining sectors in this period.

Beginningz in 1973, the averarce price levels rose drastically.

-

q

In that year the price index increased ty 13 per cent as the index
for food and zrains roce by 40 per cent, apparently in response to
increases in the price of rice and wheat on world markets. Prices
increased even more sharply in 1974 (by 17 per cent). Since then a
comparatively high rate of inflation has continued to exist, although
the price increases were considerably more moderate in 1975 and
19756 (see table 15).

Food and beverages, which have the largest weight in the index

(R0 per cent), experienced an increase far in excess of the rise in

ce
the total index during 1973 and were thus the main factor in inflationary
problems that year. In the following year the average rise in prices

of food and beverages was almost equivalent to that of the total index.

/Table 15
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The more moderate rise in the overall index after 1974 was due
largely to the lower rates of increase for the food and beverages and
housing and furnishings components.

The greater stability observed in the price of food in the last
few years has mainly been the result of an active policy of intervention
in the domestic market by the Government. Maxirum prices have been laid
down for a wide range of staple domestic focdstuffs, while the export
of rice has been curtailed by a requirement that exporters supply to
the Governmert an amount of rice equivalent to two-thirds of the
quantity they wish to export. By this means rice is made available
to the domestic market even when international prices exceed the
locally controlled price. The supply of imported products at controlled
prices is ensured through the Central Import Office of Surinam (CIS),
establisbted in 1972 to take care of the importation of a range of
commodities. The CIS also operates its own distribution outlets in
several districts in the country and co-ordinates its activities with
the private sector.

(b)  Employment

Definitive employment data are not available for the more recent
years, but certain crude estimates of the size of the iabour force and
unemployment are given in table 16. Since the 1371 census showed about
105,000 persons in the labour force, the figures for 1974 in the table
may be somewhat high. The declining labour force figures after 1974
reflect the relatively high level of emigration between that year and
1976.

The data in the table suggest that unemployment has been falling
both absolutely and relatively and that employment has been rising
since 1974, but other indicators do not seem to corroborate these
trends. While it is likely that migration during 1974-1976 severely
affected the total labour force, it is less likely that most of the
migrants were from the ranks of the unemployed. Thus the 1976 estimates
of unemployed that are presented in the table seem to understate the
situation and should perhaps be closer to 23.5 thousand or 20 per cent
of the labour force. It should be remembered too that Surinam, like

most Caribbean countries, has high levels of underemployment.

/Table 16
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Table 1§
SURINAM: ESTIMATES OF EMPLOYMENT AND UNEMPLOYIMENT

(Beginning of year)

19612/ 1974 1975 1976
Labour force ('000) 90,0 120.0 128.5 117.5
Unemployad {'000) 10,0 %00 26.0 17.5
Rato of unctployment {per cent) 11.0 23.0 20.0 15.0

Source: Silohting Plraburesu Sumncm, Mudtisnnual Dowelonneal Programe for Surinam: Plan Year
1?22’ Vele 1, I.LIC'uS‘t 1976-

3/ June.

/In response
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In response to the unemployment problem the Government has
increased the size of its staff, which is currently the second largest
employment group in the eccnony, with 29 per cent of the total labour
force in 1975 compared with the 32 per cent of the agricultural sector.
The latter sector, of course, has been victim of urban migration and
the unwillingness of many to work in agriculiure, so that its share
of total employment has declined. Another largz empioyer is the
distributive trade, with 9 per cent, while the capital-intensive mining
and bauxite refining sector employs an estimated 7 per cent of the
total.

(c)  Wages

Data on wages are given in table 17. In nominal terms, the
average level of wages in the establishments covered rose by approximately
7 per cent between 1972 and 1973 and 11 per cent between 1973 and
1974. Preliminary data suggest that there was a substantial increase
in 1975 and it is probable that there was an even larger increase in
1976. It shcrld be noted, however, that because the data mainly cover
the larger private establishments (where wages are determined by
collective bargaining agreements) and Government departments, they
exclude the majority of workers. There is therefore a real possibility
that the actual level of wages is lower than that shown in the table.

The level of wages in mining is significantly higher than that
in all the other economic sectors. At nearly SF1 11,000 in 1974, the
average level of annual wages in this sector was more than twice the
overall average, and with subsequent increases the gap grew even wider
by 1976.

Wage levels in transport, warehousing and communications run a
distant second, followed by forestry and wood products. Wages in the
Government sector are relatively low, but higher than those prevailing
in agriculture, construction, the retail trade (including hotels and
restaurants) and personal and community service establishments. Because
of the large number of employees involved, the total wage bill of the
Government appears to be larger than that of the mining sector, at
least for 1975, and the wage bill in agriculture, livestock and fishing

may also be higher than in imining.
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Table 17
SRTM: AVERAGE AITUAL EARNIIDS PR yauerY

(Theusands »f Surinam cuildavs)

1371 1972 1973 1ol 197%
General average ase 4.2 L5 é:O 547
Agriculture, livestock, fishing coe 3.0 361 o6 eee
Forestry, timber and wood products 2.1 4.0 okt 547 eee
Nining end processing of baurite ore 345 9.4 1040 109 eH
Manufacturing, ges, water and electricity 1.7 o3 4.5 4.8 soe
Construction ' 1.5 3.0 3.5 3¢5 vee
Trade, Restaurants, hotels 1.9 343 3e8 4ol ese
Transport, warehcusing, cormumications oee 4e9 545 6.1 ese
Other sormmunity, social and personal services oo 1.6 1.7 2.1 ose
Average, private sector (enterprises) 1.7 TR 49 5e6 6.6
Government (publie service) ere L.0 4,0 4.3 47

Source: Stichting Planbureau Surinam, Hultiannual Developient Progremme for Surinam: Plan Year 1977,
Vole 1, po Ll'é, August 1976.

&/ Includes social benefitse

/Up to
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Up to 1972 wages seem to have risen faster than consumer prices,2/
but in 1973 and 1974 wages are estimated to have fallen in real terms.
This downward trend was reversed in 1979, when real wages rose by
about 9 per cent, and a sharp increasc appears to hare taken place in
1976. The significant rise in real wares in the latter two years is
largely the result of market pressures created by substantial emigration

of skilled workers between 1974 and 1976.

5. Monetary and fiscal policy

(a)  Monetary trends .

The fipancial system of Surinam is stirvctured around the operations
of a Central Bank, five commercial banks (inciuding the Agricultural
Development Bank), two specialized banks (the Surinam Mortgage Bank
and the Nztionsl Development Bank), and a rumber of insurance companies
and pension furds. Additionally, the Post Oifice Savings Bank was a
specialized institution until October 1976, when it assumed the main
function of a deposit money bank.

Data on tie monetary position of the banking system in 1973-1976
are shown in table 13. It can be seen that the level of gold stocks
remained constant throughout the period, while net foreign assets
increased considerably each year. In 1975 and 1976, increases of
L7 per cent and 15 per cent were recorded, respectively. The supply
of both money and quasi~money followed an upward trend during the
same period.

Loans and advances of commercial banks also followed an upward
trend between 1972 and 1976. The largest increase in the period
considered was 32 per cent, in 1976. It will be observed from table 19
that loans to service sectors have exceeded those to the goods sectors
by a wide margin. Between 1972 and 1976 the share of loans to the
former group ranged from 74 per cent in 1972 to 62 per cent in 1976.

g/ See Planning Bureau: Multiannual Development Programme, Plan year
1977. Vol. 1, page 44, August 1976 (English summary, mimeographed,
page 6).

/Table 18
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Table 13
SURINAM: SELECTED MONETARY STATISTICS

(Mi1lions of Surirem guilders

As of 31 Decemter

1973 1974 1575 1976

Gold 11 11 11 11
Net foreign assets &/ 121 132 194 223
Claims on Government 2l 11 9 8
Claims on private sector 125 154 163 241
Mo;xey supply 133 1ko 169 198
Demand deposits .o 61 8o 88

Bonlmotes, treesury netes

and ooins .ee 79 89 110
Quasi-money b/ eve 17 22 32
Long-term deposits and borrowings of 88 96 111 178

Sourge: Central Benk of Surinem.

8/ Excludes Covernmont foreign assets.

b/ Time depcsits with a remaining meturity ef one year or less, liquid savings deposits (10 per ocent
of total savings deposits), plus scme other short-term liabilities.

o/ Time deposits with a remaining maturity of more than one year, genuine savings deposits and long-
term borrowing.

/Table 19
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Table 19

STRINAM: . LOAS AID ADVANCES F CRLICRCIAL BAIKS

(Milljons of Surinam guilcers)

1972 1973 1974 1975 1976

Agriculture 6.5 7.6 10.0 11.0 19.9
Fishing - 0.5 C.7 4e3 2.8
Forestry 0.1 0.1 0.1 0ol 0.6
Mining 10.2 13,1 11.5 9.6 28-9
Manufacturing 14.3 1503 28.6 32.2 25.1
Construciion and installation 0.5 5.5 3.7 L.8 8.1
Subtotal goods 2L-6 221 348 £2:0 850k
Electricity, gas and water 8.0 4,2 803 9.7 10.8
Commerce 57.0 49.;7 52.9 54.9 73.3
Transport 0.8 1.5 2.5 2.8 Solt
Other services a/ 24.8 26,8 45.9 L2.4 51.5
Susiotal servieces 9.4 92.2 1096 109-8 141.0
Total 123.0 134.3 16402 171.8 226.4

——— - — . —

Source: Central Bank of Surinam.

_a_/ Excludes building loans.

/Commerce has
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Commerce has the greatest weight of any single sector in the
loans and advances of the commercial banks. The data since 1972,
however, indicate that its share has declined substantially, from
47 per cent in 1972 to 32 per cent in 1975, although there was a modest
increase in 1976.

Among the goods-producing sectofs, manufacturing and mining
obtained the greatest share of loans. It should be noted, however,
that since 1972 the share of agriculture has been increasing.

The Central Bank is invested with power to influence the activities
of the commercial banks, but it appears that this has been carried out
mainly threough moral suasion or mutual agrecement rather than through
the more active instruments available to it. This may be connected
with the relative stability of the banking system. Nevertheless, there
has been a =ystem of credit ceilings in effect since 1968, ard the
level of crelit which banks can extend appears to be monitored very
closely. Interest rates have risen slightly and banks have maintained

relatively high liquidity durirg the period under review.

6. Fiscal policy

Data on Government revenue are given in table 20, but it should
be noted that the figures for 1975 and 1976 are provisional and may
be revised. Between 1970 and 1973 growth in Government revenue
slackened, but in 1974 there was a substantial increase reflecting
higher rates of taxes (including import duties) on goods and services,
plus the first income from the Bauxite Levy. Revenue is estimated to
have increased by nearly 48 per cent in 1975 due to the large retroactive
collections under this levy, but a decline was estimated for 1976 as
a result of the more normal annual collections under the levy and
reduced exports of raw and processed bauxite (see table 20).

The biggest single revenue item since 1975 has been the Bauxite
Levy, which accounted for about 4O per cent and 30 per cent of the
total in 1975 and 1976, respectively. Import duties are also a big
item and should come a close second if the normal upward trend in

total import values persists.
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Table 70
SURINA L GEITRAL GOVERMEUT REVENGE LD EXPZMDIRRE

Millions of Surinam ;uildars)
" 3

o 9n age s e sy e/
l. Gurrens. revenue 137 154 165 159 204 302 289
Tax reverue 110 122 133 132 167 268 241
Non-tax revenue bt 2 32 n 37 34 48
2. Cuzrpott. ssendturs 124 145 149 175 199 250 coe
Wages and salaries 80 82 90 100 113 142 cos
Other 44 63 59 73 86 108 ceo
3. Saeving on current account (1-2) 13 9 16 -14 5 52 .oo
b, Ei?.ifﬁ.];__‘f,’f!:.?:‘,féﬂlfﬁ 47 43 s 52 58 110 son
Real invesiment 40 Lo 46 49 55 L] oo
Other 7 3 3 3 3 16 cao
5. Tot:zl cxpenditure (2+4) 17 188 198 225 257 360 .
6o Deficit (1-5) -3h =3 -33 -66 -53 -58 oos

Source: CEPAL, on the basis of official statistics.

8/ Prelininary estimates.

/Estimated expenditure
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Estimated expenditure totalled S§F1 360 million in 1975, compared
with actual expenditure of SF2 171 million in 1970. The share of
current expenditure was relatively stable over the five-year period,
declining slightly from 72 per cent to 70 per cent of the total.

Wages and salaries constitute the largest element of current expenditure,
but their share has declined somewhat in recent years from 65 per cent
of the total in 1970 to 57 per cent in 1975. It should be noted,
however, that the figures are not fully comparable from 1973 onwards
because of the transfer of the accounts of some government enterprises
from the central government budget. The effect of this transfer is a
reducticn in the figures for wages and purchases of goods and services
compared with earlier years, and an increase in transfer payments from
the public sector in the form of subsidies to these enterprises.

Real investment, which accounts for a large share of total capital
expenditure, ziacunted to 85 per cent in 1975. Financial investment,
which was quite minimal in 1970, is of increasing importance and
accounted for 12 per cent of capital expenditure in 1975.

As regards expenditure broken down by functional classification,
community services (which include public utilities and infrastructure)
are the most important item in both current and capital expenditure
and amounted to about 35 per cent in 1975; Social services, which
accounted for 25 per cent of the total in 1975, are particularly
important in current expenditure.

The surpluses or deficits on Government current account shown
in the table should be interpreted with caution, since current revenue
is generally attributed to the year in which funds are received, while
expenditure is attributed to the year in which it is incurred, provided
payment is made by the following year. It may be observed that there
- was a surplus on current account in every year of the period under
review, except in 1973 when there was a deficit of SF1 13 million.

A major source of financing for the budget is the Government of
the Netherlands, which provides funds for capital expenditures. These
funds averaged SF1 38 million annually between 1970 and 1974, and

such financing will continue over the next 10 to 15 years.

/Notwithstanding the
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Notwithstanding the Dutch commitment to maintain financial
support, a major nroblem with which the Government has had to contend
is that of ensuring sufficient revenues for the future. Since the
country is now idependent it must arrange for its own funding. At
present international trade provides a significant part of the revenue,
but duties are already high and their average level probably cannot
be increased significantly. At the same time there is incentive
legislation which provides in some cases for customs exemptions and/or
income tax concessions. Furthermore, income tax receipts have been
declining recentlye.

Faced with these realities the Government followed the example
of Jamaica and other bauxite producers in the Caribbean and introduced
a Bauxite Levy in 1974. It was expected that average annual receipts
would be in the vicinity of SF1 90 million per year, but because of
lower bauxite output in 1975 and 1976 actual collections were lower.

The duty to be paid is calculated by means of a price formula
based on the exports of bauxite and the bauxite equivalents of the
alumina and aluminium exported, with a fixed percentage (6 per cent)
of the world market price of aluminum, considered as being not less
than 0.35 dollars per pound. Corporate income tax of the bauxite
companies is deductible from this amount. This arrangement was due
to expire at the end of 1975 and negotiations were to be conducted to
arrive at a new arrangement. The outcome of these negotiations is not
yet known.

The public debt increased by 46 per cent from approximately
SF1166 million to SF1 241 million between 1970 and 1974, representing
a growth rate of about 10 per cent per annum (see table 21). Up to
1974 debts owing to foreigners accounted for the major share (about
87 per cent). In 1975, however, there was a sharp decline in the
external debt from SF1l 210 million to SF1 22 million. As explained
earlier, this substantial decline resulted from the cancellation of
debts owing to the Netherlands. Since then domestic sources of debt
financing have become relatively more important and are likely to

increase in the futurse.
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Table 21
SURINAM: GOVERNMENT DEBT

(End~year figures, in millions of Surinam guilders)

1970 1971 1972 1973 1974 1975

Total external debt 152 137 188 1 21 22
Government 122 128 161 173 191 1
International organizations 2 3 3 ) - -
Private sector 28 26 24 21 20 21
Total domestic debt 14 18 21 31 30 8
Total debt 166 175 209 229 2 0

Source: Central Bank of Surinam.

/TRINIDAD AND TOBAGO
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TRINIDAD AND TOBAGO

1. The overall picture

Crude estimates of the gross domestic productﬁat‘CeréﬁtF -
factor cost show a rise of 16 per cent in 1976, ‘compared to a 32 per
cent rise in the previous year. Taking into accoﬁnf the trends ‘
suggested by the output and price indicators, this means that there
was some real growth in the economy during the year. However, the
unemployment level remained chronically high at an estimated 15 per
cent (see table 1).

Three factors seem to have had the greatest impact on' the
eéonomy during the'year: output and price trends in the sugar
industry, developments in petroleum extraction and refining, and
the behaviour of retail prices. .

Sugar-cane output increased by approximately 30 per cent and,
although yields were somewhat lower, sugar production increased by
about 25 per cent. On the other hand, average sugar export prices
declined drastically (by about 45 per cent) - this situation tended
to depress the contribution of the agricultural sector during the
year. o

Output of petroleum remained at approximately the same level
as the previous year, but petroleum refining increased substantially
and this helped the sector to achieve some growth‘iﬁ 19?6.

Retail prices are estimated to have risen by nearly 14 per
cent during the year. Contrary to earlier years, food prices showed
relatively minor increases and tended to restrain thevupwafd movement
of the price index.

Non-sugar agriculture and construction tended to be somewhat
depressed, but the manufacturing sector and some services sectors
were guite buoyant. Construction activity was supported mainly by
public sector expenditure on infrastructure and industrial development

projects.

/Table 1
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Table 1

TRIIIDAD AMD TOBAGO: AT SCONQYIC TiDICATCRS

1572 1973 1974 1975 19769-'/
Ae Basis economic indicators
Gross dowestie product (millions of
ourrent Trinidad and Tobago dollars) 1981 2 358 3 310 L 368 5 068
Population (thousands of inhabitants) 976 987 998 1 009 1 020
Per capita gross domestic product
(ourrent Trinidad and Tobago dollars) 2 030 2 389 3 317 L 329 L 969
Annuzl growth rates
Bes Short—run economic indicators
Gross domestic product (at current prices) 11.5 1940 Lol 3240 1640
Per capita gross domestic product '
{at current prices) 95 1747 3848 . 3045 4.8
Terms of trade ~346 21.0 2640 ~1.8 -10.5
Value of exports of goods and services 1243 25.1 15948 ~21.8 216
Voalue of imports of goods and services 1440 L5 123.6 -15.4 33e2
Consumer price index b/ 9e3 4.8 22,0 17.0 1l.be/
Wages and salarles d/ 12.9 1044 11.9 2247 30.le/
Rate of unemploymen?_f_‘/ cee 15.5 15.5 15:0 15.0
Current income of governent 15.1 18.2 135.5 2645 18.9
Total expenditure of government 19.0 37 570 18,5 19.3
Piscal surplus/totcl expenditure of
goveriment 9.7§/ 340 551 8546 8501
Millions of US dollars
Ce External sector
Trade balance (goods and services) ~80.6 7040 500.3 265.8 1310
Balance on current account -155.4 -1943 2799 ~31.0 -253.0
Verlation in net international reserves - ~1340 =740 .333.0 115740 26340

Source: CEPALy on the basis of official statistlcse

a/ Preliminery figures.

b/ Annucl average varlatione

¢/ Jonuery - octobers

4/ iinimum wage for menual laborerse
e/ May 1976 compared to liay 1975.
I/ Percentage.

&8/ Deficit.

/There was
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There was considerable liquidity in the economy which, no
doubt, contributed to the maintenance of strong consumer demand.
Available data indicate that instalment credit and loans and
advances of commercial banks increased quite substantially.
Government spending also continued to rise very rapidly.

The cumulative impact of the developments noted above is
reflected in the surplus on external transactions. Both imports
and exports increased significantly, but imports increased at a
faster rate so that, although there was a very substantial visible
trade surplus, it is estimated to be lower than in 1975. The
surplus was more than offset by the substantially enlarged deficit
on the services account, but with the rise in net capital inflows
the balance of payments and foreign exchange reserves were augmented
by some § 260 million by the end of 1976.

In order to arrest the continued depreciation of the national
currency, the Government untied the Trinidad and Tobago dollar
from the pound sterling and established a fixed rate in terms of
the US dollar (TT$#2.40 = US%$1.00) on 28 May 1976. Establishment
of this fixed rate should have slightly reduced the influence of
imported inflation from US dollar areas, while at the same time it
should have added a degree of stability in external transactions.

During 1976, the Government remained concerned with the
problem of reconciling the need for more rapid growth in the economy
with that of alleviating the high levels of unemployment against
a background of rising prices.

Recognizing the urgent need to reduce unemployment levels,
provide jobs for new entrants into the labour force, and raise
skill levels, the Government has encouraged wider use of youth
training camps and vocational schools and instituted an apprenticeship
programme in private and public enterprises. These measures are
expected to increase the number and raise the level of skilled
personnel. Other fiscal measures introduced to benefit persons in the
lower income groups included reduced taxes and increased subsidies on
a wide range of mass consumption items.

/Considerable emphasis
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Considerable emphasis has also been placed on expanding and
improving education and health facilities in a continued effort
to improve the quality of life.

Because of its awareness that international -shortages can
affect the country's domestic economy, the Government has proclaimed
as one of its objectives the attainment of greater economic self-
reliance. The strategy to achieve this goal includes more meaningful
participation b& the population in the control and ownership of
the means of production; in unison with private foreign capital and
technology. Meanwhile, attempts at diversifying the country's

production structure have continued.

2. Sectoral trends

(a) Agriculture

Crude estimates show that the agricultural product grew in
current values by 5 per cent with respect of 1975 (see table 2).
Agriculture's relative share of the total GDP fell to slightly over
5 per cent, compared with nearly 6 per cent in the previous year.

The partial data show mixed trends in the quantum of agricultural
output, but there are indications that the sector did expand in
real terms.

. The increase in the current value of the product is attributable
mainly to higher output of sugar-cane and, to a lesser extent, better
prices for some commodities. In the export sub-sector, the volume
of sugar cane production improved by over 30 per cent under the
influence of relatively fine weather conditions and uninterrupted
harvesting (see table 3). Moreover, the price paid to farmers per
ton of sugar cane remained at the 1975 level in spite of a dramatic

fall in world sugar prices.

/Table 2
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Table 2

OF ZCO.'QIIC ACTIVITY, AT FACTOR COST

In :aillions of Trinidad
end Tobage dollars

Pe:*cen'tgge .

breakcow

Annual growth rotes

1574 1975 1976/ 1970 1976a/ 1974 1975 1976/

Azriculture 168 24y 259 77 5.1 5346 3144 4.9
Iining "1 024 1575 1637 21.1 3243 9342 6340 349
Lanufacturing 48y 555 677 18.9 1j;u 16.2 4.0 2240
Construction 166 216 293 b4 5.8 33.3 30.1 3540
Subtotal gaods '1865 2593 2866  52.1  56.6 557 39.0  10.5
Services 145 1775 2 202 47.9 434 2349 22.8 24,1
Totel 2ross domestic produet 3 310 4368 5 068 100.0 10040 4o M 3240 16.0

Source: Government of Trinidad and Tobage, Draft Third Five- Year Plan, 1969-1973, and estimetes prepared by

CZPALs

o/ Preliminary fisures.
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Table 3

TRIKIDAD AMD TOBLGO: IDICATORS (F AGRICULTURAL PRODUCTION

January-~Juns Annual growth reates

193 1974 195 1976 —
1975 1ly76  lgM 195 1976

Sugar dane (Mln. Tons) 240 1.9 1.7 242 eae  =la7 12,0 30.4
Cocoa beans (11lne Lbs) 740 9.2  11.6 5.1 .es eee  31e6 25.9 D549
" Coffee bezns a/ (flne Lbs) 660 43 Bu3 B9 ees cer =286 1074 0.3
& Oranges (iilne Lbs) 1.6 24 6.6 1.8 “ess ese LLUBGE  -73.3 125.6
Grapefruit (tiln. Lbs) 948 - 39.63- 13.6  17.8 eee 1499.0 846 28.8
Citrus julces  (Mln. Gals) 0.3 2.1 07 1.2 ees  585.0 -69.4 89.6
| ) N ey

Beef and veal (mn. lbs) ol 3,2 247 1.4 1.4 ‘-6.no =164 -l.5
Pork (11lne Lbs) 53 Lok 345 1.4 242 =18.2 =20.6 55e6
Mutton (Mln. Lbs) 0.1 0.1 Oel Ol 10.3 ~0.8  60.4
Poultry b/ (11ln. Lbs) Loel  U3.1 5946 cas 3047 24,0 7.5  38.4 -22.0
Eggs o/ (iln. Doz) 3e9 3.6 L1 240 1.8 -9.3 13.9 =11.8
Fish g/ (ilne Lbs) 67 50 66 ~e0 2.9 =1ll.l 10,7  =2.6
iiilk ¢/ (Iilne Gal) 1.6 1.6 1.7 ase 0.9 0e7 046 Gt =1946
Tobacco (1ilne Lbs) 0.7 0.7 046 ces Okt 063  =6.0 &84 =333
Copra (v000 Tons) 11.6 6.6 8.8 L.l L5  H3.2 333 9.8

Source: Central Statistical Office, Trinidad, Querterly Economic Report (several issues); Quarterly
dgriculturel Report, Arriledune 1976, Vol, 3, N° 2} Central Bank of Trinidad and Tobago,
Statisticel Digest, Vol, IX, N° 1l; Coeoperative Citrus Growers Assoclation of Trinided and
Tobago, Ltd; Sugar Manufeoturers Assoolation,

_e/ Deliverises to principal exporterse
b/ Live weight of poultrye.

¢/ Comercial production only.

_c_i/ Delivered to principal markets.
8/ Principal producers enly.

/As regards
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As regards the other major export crops, available data on the
output of cocoa point to a significant drop in 1976, but export
prices were higher. Production of citrus fruits increased significantly
over 1975, but was still below the 1974 level. Coffee output was
at about the same level as the previous year, but export prices were
higher.

In that part of the sector producing for domestic consumption,
prices remained relatively high for most commodities but the overall
performance was mixed. Bad weather adversely affected vegetable
and root crop production. Vegetable production was probably lower
in 1976 than in 1975, although root crops should have increased
somewhat.

Definitive data for the first six months of 1976 show a decline
in the output of tobacco, beef and veal, poultry and eggs as compared
with the same period of 1975, but the volume of output of pork,
mutton and copra increased (see table 3).

(b) Mining and refinning

The high rate of expansion in mining and refining activity
that had been forecast for 1976 did not materialize, and preliminary
estimates indicate an increase in the sectoral GDP of only 4 per cent
(see table 2). However, mining and refining remains the dominant
sector and accounts for about 32 per cent of the country's total GDP.
Partial data on the volume of crude petroleum output indicate
only a slight increase over the 1975 figure. Extraction of crude
0il and natural gas from the country's major offshore field came
to a halt during the year as the result of a disastrous fire, It was
estimated that it would take between six to eight months to restore
fully the previous level of output, which averaged 127,000 barrels
daily. A substantial portion of the restoration work was completed

by year-end, and production was returning to normal levels;

/Judging from
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Judging from the improvement in sales of natural gas in the
first nine months of 1976 (see table 4), both production and sales
are expected to exceed their 1975 level. The implementation of
various energy-based projects will increase the future demand for
natural gas.

The downward trend in imports of crude petroleum since 1972
was reversed in 1976, when the estimated volume of imported crude
was approximately 86 million barrels, equivalent to a 48 per cent
riée. Since exports of indigenous crude are not expected to have
exceeded‘the 1975 level, a significantly larger quantity of crude oil
was therefore available for refining in 1976. Available data show
that the vbiumevof both refinery throughput and refinery output for
the first nine months of 1976 exceeded the figures for the whole of
1975 (see table 4). v

It is interesting to note that dry-land petroleum extraction
operations, which had been showing a downward trend since 1971,
have recently been given a 'shot in the arm" by legisiation approved
in October 1976 which provides for the refunding of part of the
taxes levied on operating companies in order to provide an incentive
to improve land petroleum production. This legislation also had the
aim of gemnerating increééed employment 6pportunities;

(¢) Manufacturing

Partial data indicate considerable dynamism in this sector
during 1976, when the sectoral GDP at current prices is estimated
to have increased by roughly 22 per cent (see table 2).

It is apparent that there was growth in real terms as well,
for the index of manufacturing production at mid-1976 was 18 per cent
higher than the figure for the comparsble period of 1975 (see table 5).
Nevertheless, it is estimated that the average annual index for 1976
was actually about 12 pef cent higher than in 1975. Up to June 1976,

all the index components showed increases except building and materials.

/Table 4
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TRIVIDAD AID TOBAGO: IICICATCRS OF IIINLIG 4D ROFINIIG PRODUCTION

Indicators of oil production
and rofining (eillions of
barrels)

Crude petroleun production
Crude imports

Crude exports

Refinery throughout
Refinery output

Natural gos szles
(millions of w”)

January-

Septeri Annual growth rates
1973 1% 15 g6 e ~

1975 1976 1% 1975 1976
60.6 68.1 9846 58.4 573 12.4 15.4 ~1.9
102.2 95.5 58.1 cae 3842 6344 6.6 =39.2 6640
2345 31.8 48.8 3549 32.6 3543 5345 942
1412 13048 G547 59.1 39.4 Sy %y A | 51.3
135.3 127.1 82.9 572 8643 ~6Jb 5049 5049
9"’:8-7 F)—B 7 9“’6-3 °se 679,‘2 77]'L.1 —-5.3 503 l’-'f.O

Sourge: MNinistry of Finance, Review of the Zconomy, 1976

a/ January - September.

/Large increases



- 772 -

Large increases were recorded in wood products, metal products,
assembly goods, chemical products and miscellaneous manufacturing
industries. The rise in the output of assembly gocds marks a
recovery from the severe slump which has plagued the industry since
1973.

Table 5 also gives additional data confirming the upward trend
in output for some of the more important products. During the first
eight months of 1976 the output of assembly industries (radios,
televisions and motor vehicles, etc.) increased significantly, while
fertilizer production showed signs of strong recovery after three
successive years of decline. Food and beverages, including edible
oils and fats, also showed substantial increases in 1976.

The improvement in the sector's performance is attributable to
increases in consumer demand, a calmer industrial climate and the
relative stability of raw material prices.

(a) Construction

International shortages of building materials and the concomitant
high prices, together with critical shortages of domestic supplies,
continued to plague the construction sector. Thus, although there
was an increase in gross domestic product at current prices, it is
estimated that there was little or no real growth during 1976
(see table 2).

The principal impetus during 1976 came from the public sector
through its programmes of school construction, expansion of the main
road network, and participation in new industrial investment activities
involving construction work.

Firm data on two major domestic inputs for the construction
industry indicate a downward trend in the quantities available. Thus,
as at August 1976 there was a 6 per cent decline in the output of both
cement and bricks and blocks compared with the corresponding period in
1975 (see table 5). Building plans approved during the first half of
1976 also showed a decline in floor space compared with January-June
1975 (see table 6). Part-year data show the value of imports of

/Table 5
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Tezble 5

I'DICATARS O Ik

ATPACTURING PRCDUCTION

l. Index of total manufacturing

production a/

Food prozessing b/
Drinks and totacco
Textiles

Printing and publishing
Wood products/mattresses
Chenical products
Bullding materials
Assembly

Metallie products
Miseellaneous

2e Production of some important

manufoctures
Ae In millions of units

Run (proof gals)

Beer and stout (gals)
Tobacco ani cigarretes (1bs)
Edible o0il (gals)

linrgerine and lerd (1lbs)
Soap (1bs)

Bricks and blocks

Be In thousands of units

Sugar (tons)
Cement (tons)
Fertilizers (short tons)

Assembly (thousands of units)

Motor vehicles
Rndios and TV!s
Gas cookors
Refriserstors

hunual growth rates

1973 7% L7 1976 1975 L6 o T igns 1978
June June
108.9 115.6 11940 eee 112,40 1322.3 6.1 2.9  17.7
110.0 130.6 1M46.9 oes  143.1  155.9 18.7 12.5 9.6
124,6  133.2  13k.5 ees 135.2 1461 6e9 1.0 8.3
694 7849 7746 ‘oo 84 b 9045 13.7 1.6 743
132.5 145.0 118.3 ees 105.8 112,k 9.4 -18.4 6.2
6948 7547 7649 ces 53,0 8c46 8.5 1.6 691
375 88.6 9349 coe 7548 9745 1.3 640 2242
110.7  10l.2 9047 ees 103.4  100.0  ~346 ~2e -343
12846 112.6 119.3 eee 103.1 140.3  -12.4 640 3641
121.4 13049 158.6 ese  125,9 22246 5¢5 .2 7649
115.0 117.7  140.1 eee 1284 165.1 243 19.0 28.6

January

Januery-~August __fggfff_
2.4 4,3 345 ces 2.1 243 7746 <11.6 748
542 4.5 5alt 3.0 243 -13.2 194 4 o5
2.0 1.0 2.1 . 1.0¢/ le2¢/ -11.8 18.5 10.3
2.0 1.3 1.3 eee 0s7¢/  laOg/ -3U.5 33.7 39.0
14,1 164 DL cas Gs82/  9.0d4/ 164  -1140 313
17.1 11.8 4.1 . 8.1 8ol 59 15.0 347
2540 2540 20.1 oo 13.1 1243 249  =1947 =641

151.0 1853.0 160.0 200.0 ees ese 1.1 -12.6 2540e/
249.0  739.0  255.0 ces  173.0  162.0 el 76l 6.4
b5g.0  hLii.o  381.0 esos  232,0 246.0 -1045 =73 546
9.0 6.0 8.0 ces 5el 7.6  =33.2 33.4 50.1
33.5  25.1  27.2 cee 14,5 2043 =25.1 8.2 Lok
15.4 9.18/  aee eoe ore ess -H0WO ose eee
20.7 1658/  oae cee coe eee  =20.5 cee cee

Source: Central Statistical Office, Trinidad, Economic Indicators,Octobere=Deccaber 1975, April =June 1976;
Quarterly Zcononmic Report, Jzauary to March 1976; Central Bank of [rinidad and Tobago, Statistical
Digest, Sentember 1976, Inistry of Finance, Review of the Zconomy 1976, and data supplied to CEPALe

a/ Data exclude oil, suger, and ship and boat building.

b/ Exclude sugar.

¢/ January - June.
4/ January - July.
g/ Annuale

£/ January ~ llovember
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Table 6

TRINIDAD AMD TOR.GC: IIDICAT-RS ¢ CCiSTAUCTICH ACTIVITY

1975 1974+ 1975 1976

Jonuery-June fnnual growth rates

1975 1976 1974 1978

35}10
v
1578

Approved building plans

Dwelling; houses g/

10 of plans

Floor space (7000 sqe.ft.) 3721 3 652 3 104

2112 2995 2322

Comnercial and industriczl

O of plans

61 57 . W9

Floor space (1000 sq. ft.) 391 238 530

Other bullding

NO of plans 197 105 85
Floor space {'000 sqe fte) 529 332 311
Total

NO of plans

Floor space {t00C sqe f%s)

280 3 17 2454
L1 ko222 3375

= w

*ee

swe

1240 1 202 ~3.8 =22.5
1622 1666 ~1e9 =15.0

33 25 6.6 -14.0
202 121 -39.1 3840

4g 51 ~lUgy7 =19.0
160 139 0.9 =6k

1718 1270 3.7 =22.2
198 1926 .9 -1l1.3

-3.1
247

2442
=392

18.6
-13.1

~340
~340

Source: Central Statistical Office, Trinidad; Quarterly iconomic Report, October-December 1975, and
date supplied to CZPALe.

5/ Dwellin; houses include also private dwellings conbined with Eoumercial or industrial buildinge.

/construction materials



construction materials increasing at a faster rate in 1976 than in
1975, although it is tru~ that these values also include capital
equipment. Imports were expected to continue to expand throughout
the year in order to offset some of the domestic shortages.

Construction costs maintained their upward trend during the
year. The index of retail prices of building materials increased
by 15 per cent during the January-October period, while the index of
minimum wage rates for manual industrial workers showed an increase
of 30 per cent as of May 1976, compared with the figure for the
corresponding period of 1975 (see tables 13 and 14).

The implementation of construction projects in both the private
and public sub-se~to:rs has been delayed not only by general supply
shortages, but azlso by industrial problems dating back to 1975.
Another problem is that the construction sector is hampered by low
productivity. There is also a conspicuous shortage of trained
personnel at the various levels of the industry and this will clearly
be a severe obstacle to major projects that are due to be implemented
shortly.

Because of these problems, it has become necessary to award
more contracts to foreign firms. It should be mentioned, however,
that plans are being formulated for the local university and other
training institutions to provide places for additional trainees for

top and middle-level manarement positions in the industry.

%. The external sector

Available data for 1976 indicate a strong upward trend in the
country's external trade transactions compared with 1975. Imports,
however, increased faster than exports as the corresponding rates of
growth were 34 per cent and 22 per cent, respectively (see table 7).
As a result, the surplus on merchandise trade, approximately
245 million dollars, was 27 per cent less than that recorded in 1975
(see table 8).
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TRINIDAD AMD TOB4GO: V.AIATTON I TII. TERIS OF TRADE kD IN THE VALUE

(tnnval growth rates)

VOLUME 41D U1T VALUS OF ZAPORTS AMD LIPCRTS

Bxports of goods

Value
Volume

Unit value

Imports of ;oo0ds

Value
Volume

Unit value

Terms of trade

a/

1972 1973 1974 1975 1976~
12,2 2049 20249 w214 2240
1645 <7 ol b =290 3040
=37 30.6 19845 10.0 ~640
15.3 244 135.0 1849 34,0
9 b -sll -0.8 —27-6 28.0
5obt 8.0 137.0 12.0 5.0
(el 21,0 2640 i ~10.5

Source: CEPAL, on the baslis of official datae

8/ Preliminary estimates.
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Table 8
TRINIDAD AID TOBAGO: BALANCD O PAVITSUTS

{(iillions of US dollars)

1972 1973 1974 1055 1376Y

Current account

Exports of goods and services 754 950 448 1 931 2 349
Goods I'QB 596 720 2 180 1 70k 2 079
Services 158 230 283 227 270

Transport 93 98 w7h 148 170
Travel 51 59 56 58 5

Imports of gocds and services 8u2 680 1 968 1 665 2 218
Goods OB 701 718 1 637 1 368 1 834
Services 141 162 281 297 384

Transport 107 97 191 170 259
Travel 27 ol 26 31 30

Net payments of profits and interest
on foreign capital 69 87 -213 -285 =377
Profits =67 -30 ~112 ~-201 -280
Interest ~2 -7 ~101 -84 ~97

Net private transfer payments 2 -2 ) -12 -7

Balance on current account =155 -19 280 -31 ~253

Capital account

Net external financing (a*brotdee) 155 19 -280 31 253

(a) Net external non~compeusatory capital 100 65 38 216

Direct investment g7 66 85 223
Long- and medium~term loans 24 34 L6 30
Anortization paynents -5 ~39 ~73 ~35
Shorteterm lizbllities (net) - 11 -6 7 > 516
Official transfer payments -6 -7 -9 -9

(b) Domestic mnon—compensatory canitel or assets ) y =2k 5

(¢} Errors and omissions 27 57 39 267

(d) Allocation of SDRs Vi - - -/

{e) Net compensatory financing

(minys sign signifies an increase) 13 7 ~333 -lis7 ~263
Balenoe-of ~pgyments loans, trade arrears,

IMF loans, and other liabilitles of the

tonetary authorities - - - - (XY}
Amortization peymenta - - - - ore
Variaticn in net internstional reserves 13 7 =333 <457 see
Forelgn exchange a

(ninus sign signifies an increase) 13 Tl ~326 ~li40 cae
Gold . :

(minus sign signifies sn increase) - 8 -6 -17 oo
SDRs

(minua sign signifies an inorease) - - -1 - sse

Sourges 1972-1975: IMF, Balance of Payments Yearbook, Vol, 27;
19763 CEPAL, estimates based on officlal statistios,

8/ Preliminary figures.

/The increase



- 778 -

The increase in the value of exports in 1976 was spread over
nearly all major product groups, but was especially important in the
case of fuels, lubricants snd related items, as shown in table 9.

The growth of exports reflected increased volume, as the average
unit value of exported goods declined by 6 per cent. The export
prices for most agricultural commodities declined, the fall being
exceptionally acute for sugar. There was, however, a sizeable rise
in the volume of sugar exported, and the guantum of some other
agricultural exports such as citrus fruits was also higher. With
regard to petroleum products, there was a sharp rise in the volume
of exports of refined petroleum, while the guantum of crude exports
showed little chansge with respect to the previous year.

The growth of imports was stimulated by a large rise in the
value of imported mineral fuels, lubricants and related items; whose
value up to September 1776 was more than double that for the
corresponding period of 1975 (see table 10). Other large increases
were recorded in machinery and transport equipment, chemicals, and
miscellaneous manufactured articles. DMost of the rise in imports
reflected increased volume, as the average unit prices rose by a
relatively modest 5 per cent. As a result, there was an 11l per cent
deterioration in the terms of trade (see table 7).

It should be noted that the buoyancy of both exports and imports
of mineral fuels and lubricants is attributable largely to the strong
recovery of refinery activity under the Petroleum Processing Agreement.
By July 1976, imports of crude and exports of refined petroleum
products under this Agreement were almost at the level achieved for
the entire year 1975 (see table 11).

The traditional deficit on service transactions showed a
substantial rise in 1976 (see table 8). The deficit on non-factor
services rose by 62 per cent, reflecting mostly the effects of higher
transport costs. Net payments for factor services rose by nearly
one-third, largely on account of increased remittances of profits

on foreign capital.
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Table 9

TRINIDAD AMND TCRAGO: V.iIUlL AID BrlAKDCLN OF EXPCRTS O GOODS (F‘OB)

idllions of Trividad ard Tobago dollars Percentage .
Annual growth rates
st currciit prices breakdown
January- Jaile= Jaie-
1973 19% 1975 1976 _ September 1973  Sept. 1974 1975 Septe
1975 1976 1976 1976

Main export products

Fuels and Lubricants 1130 3760 3376 eee 2289 3626 82.2 90e3  232.7 ~1042 5844

Other experts 246 Lo6 503 aee 3% 392 1749 947 650 2349 1.0

Food, beverages and
tobacco 96 171 248 aes 211 136 740 L.6 706G W.g  -1243
Chemicals 76 150 37 ese 105 120 5¢5 340 86.4 ~240 1541
Other _ 7l a5 113 sen 8o 86 5e4 261 28.1 242 745
Total 1376 4185 2 fwg see 2685 14 018 100.0 100.0  203.0 ~6.9 49,6

Source: Central Statistical Officey Trinidad, .nnual Oversess Trade Report, 1974; Bi-monthly Overseas Trade
Report, February 1976, Vole 26, 1iI°® 1, end data supplied to CZPAL.
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Table 10

TRINIDAD AID TOB'G0: VALUZ AID BREZLKDOVH OF TIPCRTS F GOODS (CIF)

i11lions of Trinidad aond Tobajo dollars Psrcentage
' ons of framicad and fobace do centag Annual growth rates

at current prices breakdowm
 Jenuary- ] Y
1973 197k 1975 September 1973 1976:/ 1974 1975 1976
1975 1976 ‘

Fuels and lubricants 79% 2716 1 640 1 o1k - 2 o7b 50.7 57.7 242.2 ~39.6 104.5
Food, beverages and tobacco 172 263 303 215 257 11,0 72 5246 15,1 19.3
Chemicals 76 116 150 115 137 ke 3.8 535 23.83 1947
Manufactured items 1186 629 1095 82k 1069 3l 29.7 29.3 74,1 2949
Other imports 36 53 56 b1 58 2.3 le6 4940 566 3045
Total 1564 3770 3245 2209 359 100.0 100.0 141.5 ~1h.1 6247

Source: CEPAL, on the basis of official statistics.

&/ January-September. »
2/ Varlation between Januery-September 1371 and the corresponding period of 1375

/Table 11
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Table 11
TRINIDAD AMD TOBAGO: TOTAL TT.ADZ AiD FLTROLIZUN TRADZ UNDIR FROCESSING AGRILMENT

(Millions of Trinidad and Tobago dollars)

Inports Exports HNet
Petroleun Petroleum exports
Total under fet Total under let rlnus
processing processing net
agreement agreement imports
1969 969 487 1182 950 iy 503 *21
1970 1 03 530 557 963 46 437 =70
1971 1329 625 705 1 042 573 Lg9 236
1972 1 471 €67 805 1 072 54y 525 -280
1973 1 557 762 792 1 375 684 692 -103
1974 3778 2 689 1 089 L 166 2 398 1 768 *679
1975 3 24l 1629 1 615 3 878 1 698 2 181 +565
1975
January-
June 1 193 L29 763 1 612 530 1032 +269
1976
January-
June a/ 2 485 1 419 1 065 2 8ou 1 439 1 385 +318
1976
January-
July a/ 2 828 1613 1215 3 221 1 642 1579 +364

Source: Central Statistical Office, Trinidad, Cverseas Trade Report (several issues); Overseas
Trade, Bi-monthly Report, Vol. 25, 11° 3, June 1975 and Vols 26, N° 3, June 1976; and data
supplied to CZPAL.

a/ Preliminary fisures.

/The smaller



The smaller merchandise trade surplus in 1976, coupled with
the marked rise in the deficit on service transactions, resulted in
a dramatic deterioriation of the current account position. Whereas
a surplus of 31 million dollars was recorded in 1975, the current
account showed a deficit of 252 million dollars in 1976. The net
inflow of capital, however, was very substantial and the overall
balance of payments ended up in surplus to the extent of 263 million
dollars. This marked the third consecutive year in which a large
overall payments surplus was realized.

Trade with the CARICOM area continued to increase in importance
during 1976. 1In value terms, imports from the area increased,by
just under 60 per cent (see table 12). Trinidad's exports to the
area which are traditiorally larger than its imports from it, rose

by 28 per cent between Sent:mber 1975 and September 1976.

4. Prices and wages

Part-year data on retail prices for 1976 point to a slackening
in the rate of inflation for the second successive year. Between
January and October 1976, the All Items Index of Retail Prices showed
an 11 per cent increase compared with the first ten months of 1975
(see table 13). For the full year 1976 it is estimated that the
index rose by around 14 per cent, compared with the 17 per cent
increase of 1975.

Medical goods and services, housing maintenance, education
and transportation showed the largest increases. The higher cost of
clothing also gave the index a fairly strong upward push, but in
contrast with previous years the heavily weighted food group

exercised a restraining influence on the overall index (see table 13).
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Table 12

TRIVIDAD aimy v0D:"C; TOUDI TITH CARICCIH COUKTALLS

(17111tonc of Trinidad and Tobago dollars)

Irports Ixports

January = Jaruary-
W3 1M L5 e g gk 1y e
1975 1976 1975 1976
Total 10.1 £1.8 91 .4 5k 37.0 150.7  209.2 344 163.5 20046
amaica 2ol 25.0 36.0 22.7 3248 1046 92,2 115.5 33.4 3542
Guyana 1C.1 2245 25,9 19.6 352 Lo 99 120.4 60e2 97 40
Barbados 71 947 13.4 8.4 12.6 2.2 L5.g 45.3 2847 392
LCCI countries Se3 4.5 5.7 3e2 75 3603 5144 60e3 3640 5640
Belize 045 0a7 Cul 045 049 0.2 0.5 042 042 0.4

aiad. mnnual Overseas Trade Report end Biemonthly

Source: Centrzl Statistical Office, Tr
Overseas Trade Ropuct (various issues s and date supplied to CEPAL,
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Toble 13

TRINID.D Aifn TOBSGC: ITVCLUTION OF DAMISTIC PRICES

January-

1972 1973 1974 1975 October

1976
Retall price index 943 1.8 2240 17.0 1lu4a/
Food 11.5 1940 3040 1649 778/
Building materizls 2ol 15.9 3442 23.4 14.8b/

Source; Central Steiieliionl 0ffice, Trinidad, Juarterly Zcononmic Renort,april-June 1976; Zconomie
Indiestors, April-ivae 1277, and cata supplied to CZPALs

E/ The index for Jonunpy~Goicher 1976 is not fnlly comparable with indexes for earlier periods owing

to the invroduction of a .iew in'el sys.oa. The indexes are however linked at September 1975 for
comparison with earlier ye:srs.

2/ Percentsoze change over the 12 uoutls euding oy 1976

Table 1}t
TRININAD AN'D TOBASO: JVOLUTICH OF LINLILT UAGES OF LAIUAL 7TCRI(ERS‘a/

(hAnnual crowth rates)

linioun
Year wage indexa/
1974 11.9

1975 2247

1975 (May)b/ 2040

1976 (11cy)b/ 304l

Source: Ceirtrzl Ctatistical Office, Trinidad, Quarterly Tconomic Report, April -
June 197G.

2/ Data for average of llay and :lovember for manual workerse
b/ Percentage change ever 12 monthse

/The relatively



The relatively small chanege in food prices was partly the
result of continued vipilance by the Government in monitoring the
prices of food items as well as providing subsidies on a fairly
wide range of food items. In addition, the revaluation of the
Trinidad dollar and the establishment of a fixed rate of exchange
on the rate of price increases. Previously, the Trinidad dollar
had been floating downward with the pound sterling.

The level of wages and salaries rose again during 1976 under
the imract of rising prices and the increased bargaining power of
labour unions. By August 1976 about 74 major new industrial labour
agreements had been finslized, compared with 138 during 1975. Major
wage apreements tend to be of three years' duration, so that during
1976 a large proportion of the wace agreements negotiated in 197%
were still in force. The index of minimum wage rates for manual
workers in all industries rose by 30 per cent between May 1975 and
May 1976, compared with 20 per cent, for the l2-month period ending

in May 1975 (see table 1k).

5. Fiscal and monetary vpolicy

Budgetary data indicate that the Government's fiscal position
remained very strong in 1776. Revenues, once again stimulated by the
petroleum sector, showed rood rrowth, and although expenditures rose
somewhat more sharply than in 1975, the fiscal surplus expanded by
18 per cent to a record 820 million Trinidad and Tobago dollars.

As in the two previous years the surplus resources were channelled
into special funds for later use in the Government's industrial
development programme (see table 15).

As for the country's monetary indicators, they continued to be
expansive. The supply of money rose by 47 per cent in 1976, a rate
only marginally less than that recorded in the previous year. The

average rate for 1971-1973 was 11 per cent.
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Table 15

CENTRAL GOVIRITEIT IICAE AlD TIPTIDITURR

(#illions of Triridad and Tobo_c dellars)

ls Current incone
Incoire tax
Other revenue b/

2s Current expenditure

Generel services
Community services
Social services
Education
Heclth
Housing
Teononic Services
Agriculture
Transport and comnunications
Other

3e Savings on current acecount

4o Capital expenditure

Capital development prograime
Other

5e Totel expenditure (2+4)

6o Fiscal surplus (1-5)
7+ Financing
Special development funds

Other

Current volues

Annual growth rates

1973 1974 1975 Agrée/ gk 1975 1976
591 1 393 1 769 2 10% 13645 2645 1849
257 987 1397 14725 284, 0 41.5 2345
334 411 372 379 231 -945 1.9
Lsh 624 750 893 43,3 21.3 1745
103 150 197 268 L5.6 3143 3640

2 33 41 Ly 2242 2la2 1.6
174 236 294 3ko 35.6 2446 1546
(1) (119) (136) (1) (46.9)  (the3)  (2547)
(s51) (6) (82) (91)  (29.4)  (24e2)  (11.0)

(1) (2) (3) (%) (100.0)  (50.0)  (33.3)

b 95 (98) 106 9549 (2.1) (842)
(27) (35) (38) (1) (33.3) (5+6) (7.9)
(1) (1) (19 (21)  (3547) - (1045)
72 109 151 154 3840 2042 243
157 774 1 009 1211 39340 30.4 2040
140 277 308 381 9749 11.1 2347
104 154 216 293 (4841) . (L0s3) (38.0)

36 123 92 83 241.7 ~2542 ~9.8
574 $01 1 058 1 2v4 5740 1845 19.3

17 kg7 701 830 2 823.0 11,0 184

- 402 <701 -830 - k1.0 184
-17 -95 - - 45849 - -

Source: Trinidad and Tobago Governuent Printery.

a/ Budget estimatess
E/ Includes o0il royalties.

Estimates of Expenditure,l1974, 1975, 1976.

/The influx



- 787 -

The influx of foreign exchaapge stemming from a buoyant external
sector was again the prire source of monetary expansion, although the
rate of increzse of net interaaticnal reserves was much reduced with
respect to the two previous years (see table 16). Another source of
expansion was credit to the private sector, which showed a sharp
rise for the second consecutive year. This latter trend undoubtedly
reflected the growing activity in the domestic economy.

Credit to the public sector, on the other hand, was a moderating
factor in monetary expansion. Net domestic credit to the Government
has been negative since 1974, and this negative balance rose by
L4z per cent in 1576 (see table 16). This trend reflects the efforts
of the Government to restrain the inflationary impact of the country's
0il receipts by gene.ating budgetary surpluses and placing the

resources in the aforeme.ticned special development funds.
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Table 16
TRINIDAD AID TOBAGO: LIGIETARY FOSITION

(:i111ions of Tritdad and Tobago dollars)

Balance at end of Annual grewth rates

1973 1974 1975 1976 1974 1975 1976

1o Money 224 290 430 630 2945 48.3 4645
Currency outside banks 8o 99 130 177 2348 2944 2843
Demand deposits 1Lk 191 287 430 3245 5043 49,8

2+ Factors of expansion 3888 1 168 1 599 2 138 3145 3649 3347
Foreign assets (net) 54 765 1733 2 holt 131647 12645 399
Domestio credit 33k 103 =134 -286 51e7 ~113.4

Government (net) 158 2227 =l 084 -1 -231:5 12,7
Official entities : 91 65 63 L ~28.6 ~3e1 ~30.1
Private sector 585 665 887 1 217 1347 33.4 372

3¢ Factors of absorption [353 878 1 149 1 508 3242 3362 2940

Quasi-money
(saving and time deposits) 616 817 1 021 1314 3246 25.0 2847
Other items (net) 48 ol 148 154 2741 142.6 31lel

Source: IMF, International Financial Statistics, May 1977.
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URUGUAY

l. The overall picture

In 1976, Uruguay recorded an overall growth rate of 2.8 per cent
and a per capita rate of 1.6 per cent. These rates, although lower than
those attained in 1975, show that the country's economic expansion
continued for the fourth year running: something which had not happened
for the last twenty years cr so. A further deterioration in the terms
of trade, however, led to a lower increase in gross income (1 per cent)
than in the womestic product. At the same time, the inflationary
process slowed down considerably and there was a significant decrease
in the deficit on the bslance-of-payments current account (see table 1).

The slower rate of growth went hand in hand with a slower expansion
of manufacturing and a decline in construction. Agricultural production,
in contrast, increased much morz rapidly than in the previous year,
owing to the substantial increment in several important crops. The
services sectors as a whole, for their part, expanded at virtually the
same rate as the gross domestic product.

The evolution of exports of goods was the factor primarily
responsible for this grcwth, since it reflected increases of 42 per cent
in the current value and 39 per cent in the volume exported. The
vigorous growth of non-traditional exports continued in 1976, while
traditional exports also gr-w+, albeit more slowly, thanks to the
favourable conditions for ewpcrts of meat. Imports of goods rose by
7 per cent, but their volume remained almost unchanged, so that the
import quantum continued much the same as in 1973.

The evolution of the trade in goods during 1976 played a decisive
part in sharply reducing the balance-of-payments current account deficit
which, at 96 million dollars, was considerably less than the previous
year. The net inflow of capital amounted to 132 million dollars, thus

substantially increasing the country's international reserves.
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- 790 -

Table 1

URUCUaY s MATN ECCHOMIC INDICATORS

TR L LT T

1572 w373 197k 975 197¢6s/
e —— T TR TR
As Paglo sorodle dmileatona
Grnss domastic procuct (millions
of US dollars at 1970 prices) 2 562 2 585 2 626 2721 2797
Population (thousands) b/ 3 017 3 048 3 079 3 111 3 143
Per capite gross domestlo product
(US dollers at 1370 prices) 89 8LB 853 875 890
Annual growth rates
B, Short-rtn eco__r:_cr_!':_rl_j;\}c_iq'_",_a;ﬂ‘_g
Gross domestlo product ~3e3 0.3 1,6 3eb 248
Per oaplta gross domestio product 443 -0l 0.6 245 1.7
Gross income o/ ~246 3e? 362 Ookt 1.0
Terms of trede 17.0 314 H7.2 -26.5 ~3.8
Value of exports of goods and
services 2340 31,8 1549 Le6 33.4
Valug ef imports of goods and ‘
services 743 3L1 6040 9t 6o1
Consumer prioce index d/ 7645 5640 77«2 814 5Ce6
Consumer price index of 9k 47 7745 107.2 6648 393
Monyy 570 7546 62.9 533 61,3
Weges and salaries £/ 4.3 9640 75406 6644 42,9
Current income of governuent 6245 1210 5848 6746 71.8
Total expenditure of gcvernment 37 10349 9He2 7048 4747
Plsocal defisit/total expenditiure
of government g/ 1640 8.9 2545 26,9 15,2
Miliions o US dollars
Ce External seotor
Trade balance (goods and
services) 31 43 -112 -145 -20
Balance on aurrent socount 7 18 -155 -21Y -96
Veriation in gross internsational
reserves 20 31 3 -20 90

8/ Prelimirery figures,

}_)_/ CELADE figures which do not teke agoomt of the preldminnayy resulte of the 1975 Population

Census, aocording to whioh the population is smellore
o/ Gross domestie product plus terms—of—irade nfuot.
4/ énnual averags variation,
8/ Deocember to Deocemver,
_{/Varia.tion of average neminal wage between annual avsrages,
g/ Percentege,

~  /The rate
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The rate of inflation fell from 67 per cent in 1975 to 40 per cent
in 1976, primarily as a result of the relatively small rise in domestic
pricééi&qﬁiﬁg tHé first half of the year, when the Government held down
the prices of a number of main goods and services and also managed to
keep a check on wages. The reduction of the fiscal deficit, in constant=
value terms, helped the monetary authorities to avoid an excessive
increase in liquidity, despite a significant rise in international
reserves. Moreover, average real wages and salaries fell by about

6 per cent.

2. Recent economic trends

(a) Total supply and demand

As noted above, the Uruguayan economy achieved a fairly
.satisfactory rate of growth (2.8 per cent) in 1976, although it was
lower than the rate recorded the year before. Exports were once again
the main‘stimulating factor, with the consolidation of the system of
outward-directed growth and the consequent change in the production
structure. The volume of exports of goods and services increased by
31 per cent, which, added to the sizeable increments recorded in 1974
and 1975, helped to raise the export coefficient to over 17 per cent,
which is markedly higher than the 12 per cent observed at the beginning
of the 1970s (see table 2).

In contrast, domestic demand declined by over 1 per cent, bwing
to the decrease of over 2 per cent in total consumption. While general
government consumption is estimated to have increased by more than
4 per cent, private consumption recorded a drop of about 4 per cent,
which, as we shall see below, is in keeping with the fall in the real

average wage.

/Table 2
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Table 2

URUGUAY: TOTAL SUPPLY AND DEMAND

Thousands of pesos Peroentage Annusl growth rates '
at 1970 prices breakdown

1974 1575 1976a/ 1970 1976g/ 7% . 1975 1976s/
Jotal supply 671 383 693 017 710 550 112,5 111.1 pre i:.% B ‘ .2._2
Gross domestisc éx-oduct 600 289 621 893 639 306 100, 0 100,40 1.'6 3v.6 ’. 2.8
Imports 71 100 71 124 71 24y 12,5 1,1 2.3 - ~ 0e2
Total demand &1 389 693 017 10 550 112,5 11,1 1,1 3e2 23
Domestia demand 604 64k 608 635 599 860 - 100.8 938 0s2 047 ~L.l

Gross domestio .
investment 58 923 69 823 74 711 11,4 11,7 6okt 1845 740
Gross fixed investment 51 783 67 888 72 70 11.2 114 29 31 742
Construaetion 39 255 43 857 40 705 6e6 bolt 3.7 1.7 472

Machinery and

equipment 12 528 2l4 031 32 065 446 540 0s5 91,8  33.M4
Chenges in stooks 7 1o 1 935 1941 042 0e3 eee aee
Total consumption 5l 721 538 812 525 145 8943 82,1 0s9 =13 =243
General government 82 349 87 784 91 558 15,0 a3 =143 a6 4e3
Private 463 372 L4s1 028 433 591 74e3 6748 1.3 ~247 ~3.$
Exports 66 745 8l 382 110 690 11,7 17.3 10,8 2644 3142

Sowr ces 1970~1976% CEPAL caloulations and estimates on the basis of data suppiled by the Central Bank of
Uruguay.

2/ Preliminary figures.

/Gross fixed
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Gross fixed investment grew by about 7 per cent, giving an
investment coefficient with respect to the domestic product of over
11 per ceht. On the one hand, purchases of machinery and equipment
increased by 33 per cent, mainly reflecting the bigger purchases of
'capifél goods made by branches of industry producing for the external
sector and the substantial imports of fishing vessels, material and
equipment for the production of fuels and electric energy, and
passenger transport vehicles. Investment in construction, however,
-fell by a little over 7 per cent as a result of the slower rate of

activity in the public and private sectors.

(b) Sectoral trends

According to some preliminary data, it is estimated that the
product of the goods-producing sectors grew by 3.3 per cent, while in
the services sectors as a whole the increase was 2.6 per cent. The
. former rate is equal to half that observed in 1975, while the latter
is three times the previous year's rate (see table 3).

Among the goods-producing sectors, manufacturing recorded the
fastest growth (5 per cent), as a result of the big increase in exports
of non-traditional products. This stimulated the production of food,
certain branches of the textile industry, the manufacture of footwear
and other leather articles, and the production of some non-metallic
minerals. Owing to this greater export activity, the manufacturing
sector grew at fairly satisfactory rates for the second year running,
despite the continued operation of restrictive factors in the branches
most closely linked with domestic demand. 1

The agricultural sector grew by a little over 3 per cent, thus
easily exceeding the previous year's expansion. As will be seen below,
this was the result of the dynamic performance of crop-farming, since

livestock production remained at practically the same level as in 1975.

/Table 3
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Table 3

URUGUAY s GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC ACTIVITY, AT FACTOR COST

Thousands of pesos Peroentage
at 1970 prices br eakdown

1974 1795 1976s/ 170 1976s/ 197 1375 1976s/

Annual growth rates

Agrioulture 61 661 62 383 64 380 12,6 11,5 -0.6 1,2 - 32
Mining
} 130 256 138 981 146 069 24,2 2642 347 67 5.1

Manufacturirg
Construstion 18 630 22795 21 155 3.8 348 6e3 22,4 7.2

Subtotal goods 210 547 224 158 231 604 40,6 Ul 2.6 65 33
Electrieity, gas and water 7 9ué 8 267 8 730 1.5 1,6 =349 440 546
Transport, storage and .

comunioations lyy 868 LB 520 50 316 8.6 9,0 3.8 1.4 37

Subtotal basio services 55 81 56787 59 o46 10,1  10.6 2.7 1l 40

Commerce, financlel institutions

and insuranse 86 237 88 326 cen 17,2 .re 3¢9 2.4 ave

Real estate b/ 28 333 28 661 cee 592 vee 0s2 1.2 vee

Community, social and personal

services of 4l 036 44 036 .es 26.9 soe =0e 2 - eee
Subtotal other services 258 606 261 023 267 288  L49.3  L47.9 1.2 0.9 24
Total gross domestio product 21 7 s4o 517 555 650 100,0 100,90  le6 3.6 2.8

Sources 1970-1975: CEPAL saloulations on the basis of figures supplied by the Centiral Bank of Uruguay;
19762 CEPAL estimates based on offiolal statisties,

Notes As the individual aotivities and the totals were caloulated independently, the sum of the former does
not oorrespond exasotly with the latter.

&/ Preliminary figures,
b/ Relates to ownership of dwellings only,
S/ Also includes resteurants, hotels and business services,

/As regards
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As regards construction, on the‘basisAof available data on the
production and domestic supply df cement it is estimated that the
dqmesti¢'pfqduct of the sector fell in 1976 by over 7 per cent, in sharp
contrast with the previous year's increase of over 22 per cent.
Construction activity fell off considerably in the private sector.

(10 per cent) and still more in the public sector (25 pér}éent), in
spite of the increase of approximately 22 per cent in the public works
involved in the construction of the Salto Grande hydroelectric dam.

The average rate of growth of the basic services sectors
(4 per cent) is mainly attributable to the greater dynamism of
transport, storage and communications, whose relative variation was
2:5 times that of 1975. |

For the group of sectors producing other services, a growth of
over 2 per cent is estimated on the basis of the probable expansion of
financial intermediation and government services.

(i) Agriculture. As noted earlier, the increase in &dgricultural

production was basically due to the expansion of crop farming

(7 per cent), since livestock production grew by less than 1 per cent.
There was thus a continuation of the divergent trends followed by these
two sub-sectors, the result of which was that between 1973 and 1976 the
production of crops rose by 17 per cenf while livestock pfoduction
declined by over 3 per cent (see table 4). _ -

In the crop farming sub-sector the production of cereals exceeded
the previous year's abundant harvest, since the 13 per cent drop in the
production of wheat was more than offset by the bigger output‘ofrmaize
and rice (3% and 15 per cent, respectively), due to the combined effect
of increases in area sown and yields. Industrial crops and oilseeds
also expanded considerably, reaching unprecedented productibnffigures.
Largely responsible for this werevfhe bumper crops of linseed, suﬁf1ower
and sugar beet, which recorded increases of 57, 50 and 45 per cent,

respectively.

/Table 4
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Teble &4

TROGUAY: INDICATORS OP AGRICULTURAL PRODUCTiCN

Annual growth rates.

1974 1975 19768/

1973 - 1974 1975 1976s/

1. Index of agrioultural

production (1961=100) 107.3 10643 1083 1118 =09 1.9 362
Crop farming b/ 12844 134.3 14042 15040 Ue6 Lok 740
Stogk-raising 976 934 93.7 9443 a2 0¢3 Ce7

24 Produoction of some

importent orops of
(thousands of tons)

Wheat 187 297 527 456 5941 7744 =13e5
Maize 229 225 | 157 200 =le5 ~3062 3349
Rice 137 158 189 216 15.3 19.1; 14.8
Linseed - 30 26 39 62 10,9 Lok 5740
Sunflower : S U L8 51 77 =3149 6.2 L4949
Sugar beet SRR /3t Lk 573 833  17.2 32,0 45,3

3¢ Indicators of stoek=
raising production

Number of cattle ) S
(thousands of heed) 4/ 9 860 10 961 11 362 10 701 11,2 . 347 58

Number of enimels
slaughtered (thousands
of head) 1224 1573 1755 2 042 28,5 11,6 16,4

Slaughtering coefficient .
{peraentage) ) 12,4 4.3 154 15,1 - - -

Sourset Central Bank of Urugusy, on the basis of data supplied by the Ministry of Agrioulture
and fisheries,

&/ Preliminary figures,

b/ Including plantations and permanent pastures,
o/ Crop year,

4/ At 30 June of each year.

/The production



The production of roots and tubers also reached exceptionally
high levels, increasing by 26 per cent largely és a result of the bigger
potato crop (37 per cent). Production of fruit and vegetables remained
at the previous year's satisfactory levels, thus adequately supplying
the domestic market. In contrast, there was a sharp drop in production
(35 per cent) in the remaining crop farming activities (forage grass
and grain, permanent and other crops), which is associated with thg
stagnation of meat production since part of the land normally used for
these activities was utilized for the production of cereals and
industrial crops.

The performance of the livestock sub-sector was affected by the
drop in beef production owing to the reduced cattle stocks, whereas the
production of mutton increased by 2 per cent and output of wool and
milk by approximately 8 per cent, owing among other reasons to
favourable weather conditions.

Some indicators explain the reduction in cattle stocks. First,
the slaughtering coefficient in relation to stocks rose to 19 per cent
in 1976, which represents a rate of slaughtering similar to the normal
production capacity of Uruguay's cattle-raising activities. At the
same time, the average weight of the animals slaughtering has beep
maintained and breeding cows continued to account, as in 1975, for
one-third of the slaughtering.

Per capita beef consumption dropped by 8 per cent during the year
owing to the restrictions imposed as from August on the entry and
marketing of cattle and the sale of meat in the Departments of Montevideo.
and Canelones, where 40 per cent of the domestic consumption of meat is
normally concentrated. As a result of this limitation on consumption,
there was a considerable increase in slaughtering for export (74 per
cent), made feasible by the opening up of new markets.

(ii) Manufacturing. In 1976, as in the previous year, there was

a considerable increase in the output of the industrial branches and
groups producing for the external market. This was due to the continued
application of the measures providing credit, fiscal and exchange

incentives (see table 5).
/Table 5
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Table §

URUGUAY:s INDICATORS GFF MANUFACTURING PRODUCTION

(1361 = 100)
Armnusl growth retes
1973 1974 1975 : .

1974 1975 19768/
Total 1164 120,27 128.8 7 (Y4 2.1
Food 122,3 1314 42,0 74 8.0 W6
Beverages 133.6 13h,2 134,2 0s5 - =98
Tobaooo U T 46,7 L8,.2 -0.6 1,0 =09
Textiles 87.2 88,8 108,9 1.9 22,6 1,0
Footwear and clothing 8845 9064 82,6 2.3 -8.8 =0s9
Paper and paper products 2167 21647 200, 0 - 746 10.7
Printing and publishing 122,0 108.9 10849 ~10s7 =0g 2 ~0¢3
Tanneries and leather industries 0o 22,5 2340
Rubber products 8L4e3 1446 11042 2447 500 24,9
Chemicel products 13864 1446 128,0 R «11,5 Oel
Petroleum products 113,0 1184 13,40 L7 948 =1,0
Non-metsllio mineral produsts b/ 19245 209,1 205,6 8.7 ~1.7 BH
Metal produots 6849 61,3 - 58,0 =105 ~5el 9e7
Elestrical machinery 51,9 5045 5362 =243 5ot 749
Transport equipment 'YX cee esse Xy ~0e 9 ~245
Other manufacturing industries eee 10,1 ~747

Souwrces Central Bank of Uruguays

8/ Jenuery~September, ocompared with the same peried in 1975,

b/ Including mining and quarryirg,

/Thus, the
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Thus, the production of the food industry grew by nearly 15 per
cent, mainly owing to the fact that exports of meat rose from
112,000 tons in 1975 to 185,000 tons in 19765. This volume, which had
never been attained before, meant that meat preparation and packing
activities grew by 18 per cent during the year. Another factor
influencing the increased production of the food industry was the
increment in exports of milled rice (8 per cent), vegetable fats and
oils (which rose by 55 per cent in current dollar terms) and other less
important food items. In addition, the preparationjof‘milk products
increased in the first nine months by a little over 10 per cent, as a
result of the larger quantities of milk arriving at the processing
plants. Sugar refining grew by 14 per cent during the same period, in
line with the aforementioned increase in the production of sugar beet,
which accounts for about half of the raw material required by the
country's sugar refining plants.

Sales abroad also stimulated the production of other items.
Tanneries and leather industries grew for the second year in succession
at a rate of 23 per cent, owing to the sharp rise in exports of leather
manufactures and footwear. Concurrently, in the textile industry the
fall in sales on the domestic market was offset by the considerable
increase in exports of tops and other products of the spinning and
weaving industries. Output of non-metallic minerals grew by 28 per
cent, basically as a result of the notable increase in exports of
Portland cement (40 per cent), which absorbed over one-third of the
country's total production.

In contrast, exports of tyres declined, and this fact, combined
with decreased sales on the domestic market, led to a 25 per cent drop
in the manufacture of rubber products in the first nine months of the
Year. Branches of industry with little access to the external market
also reduced their level of activity, among them beverages (-10 per
cent); clothing (excluding footwear) - a drop of over 5 per cent;
transport equipment (a decline of around 3 per cent); and other

manufacturing industries (-7 per cent).
/3. The
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3, The external sector

(a) Trade in goods

The value of exports of goods increased considerably in 1976
(42 per cent). The important fact here is that this increment was
achieved thanks to a 39 per cent expansion in volume, since the unit
value of exports rose by only 2 per cent. The vigorous growth recorded
by the export quantum since 1974 continued at an even more accelerated
pace: between 1973 and 1976 it more than doubled, increasing at an
average annual rate of approximately 29 per cent (see table 6).

The biggest increase was in non-traditional exports (56 per cent),
where the policy of incentives caused the current value of the
"other exports" group to climb from 81 million dollars in 1973 to
285 million in 1976.1/ Since the 29 per cent increase in traditional
exports (meat, hides and wool) brought them to only just above the level
reached in 1973, the share of non-traditional exports in the total thus
rose from 25 per cent in 1973 to 52 per cent in 1976 (see table 7).

Particularly noteworthy among the new export products, because of
the increases in their external sales in 1976, were leather
manufactures and made-up fur articles (+65 per cent), which amounted to
60 million dollars; footwear (+84 per cent), which totalled 17 million,
and textile product (+70 per cent), which reached a figure of
16 million dollars.

Among the traditional items there was an unusually large increase
in the volume of meat exported (65 per cent more than in 1975) which,
combined with a certain stability in world prices of this commodity,
resulted in an export value of 115 million dollars, compared with around
70 million in 1975. The current value of wool exports also rose
(15 per cent) - despite an 11 per cent drop in volume - owing to the
rise in the world prices of this product and the fact that in 1976 a
larger proportion of more highly processed wool was exported than in

1975.

1/ For a description of this policy see the note on Uruguay in CEPAL,
Economic Survey of Latin America, 1975.

/Table 6
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Table 6

URUGUAY s VARIATION IN THE IERMS OF TRADE AND IN THE VALUR,
VOLUME 4ND THIT ViLUE OF EXPORTS AND ILMPORTS (F GCODS

(annual growth rates}

1372 1973 1974 1975 1976

Exports of goods (FCB)
Value &/ 2343 35elt 1644 049 4240
Volume -503 -3.9 1900 2707 39'0
Unit value s/ 3042 4049 =242 2049 240

Imparts of goods (FOB)
Value E/ ~11,.7 39,1 7547 1345 740
Volume ~2047 2948 =5e2 56 1.0
Unit value &/ 1144 72 8543 745 6.9
Terms of trade 17,0 1.4 7.2 -2645 =348

Souroce: CEPAL, on the basis of offielal statistles,

8/ Caloulated on the basis of figures in doliars at owrrent prices.

/Table 7
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Table 7

URUGUAY 3 VALUE AND BREAKDOWN CF EXPORTS OF GOODS (F(B)

Miilions of dollars Percentage Annual growth rates

breakdown
1973 1974 1975 1976 1973 lg76 1974 1575 1976
Main export produets a/ 47 257 202 260 7543 W 0 =214 28,7
Other exports b/ 81 124 183 285 24,7 5243 53,1  U7.6 5547
Total 328 381 385 545  100.0 100,0 1644 0e9  42.0

Sow ce: CHEPAL, on the basis of offioial statlsties,

&/ Meat, hides and wool,
b/ Meinly non=traditionel exports.

/The value



The value of imports of goods rose by 7 per cent in 1976, as a
result of increases of 6 per cent in price and 1 per cent in volume.
Between 1973 and 1976 the value of imports rose by over 110 per cent,
while the volume remained virtually static.

The last few years have witnessed significant changes in the
composition of imports. A substantial increment in imports of capital
goods - which in dollars at current prices rose from only 22 million
in 1973 to 103 million in 1976 - raised their share in the total from
8 to 18 per cent between these two years (see table 8). This trend is
closely linked with the execution of some large-scale investment projects
by the public sector and with imports of machinery by the private sector
for the purpose of replacing obsolete equipment and initiating new
activities for the manufacture of non-traditional exvort products.

Imports of intermediate goods -~ petroleum and fuels and other
products - showed virtually no change between 1975 and 1976, in view of
the fact that no new important financial or material factors emerged to
alter the relatively normal supply of these types of goods, as had
occurred in 1974 and 1975. Thus, their share in total imports went
down from 83 per cent in 1973 to 79 per cent in 1976,

The value of imports of consumer goods was only 19 million dollars
(33 per cent less than in 1975), so that their share in the total dropped
from 9 per cent in 1973 to 3 per cent in 1976,

The variations in the unit values of exports and imports in 1976
led to a deterioration of around 4 per cent in the terms of trade, on
top of the substantial deterioration recorded in 1974 and 1975
(see table 6).

(b) The balance of payments

In contrast with the situation in 1974 and 1975, trade in goods
showed a surplus of 15 million dollars. However, as the trade in
services (mainly transport and travel) showed a deficit of 35 million
dollars, there was an overall deficit of 20 million dollars on the goods
and services account. To this figure must be added the payments of
profits and interest on foreign capital totalling 75 million dollars,
and a small negative balance in respect of private transfer payments, so
that the total deficit on current account was 96 million dollars, although
this was a great improvement on the figure of 217 million recorded in

1975 (see table 9).
/Table &
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Table 8

URUGUAY # VALUE AND BREAKDO:N OF IMPORTS CF GOODS (CIF )

Millions of dollars Percentage innual growth rates
breakdown

1973 1974 1975 1g7da/’ 1573 1lg7és/ 1974 1575 19763/

Consumer goods 26 37 ) 19 9e2 a2 B1,8 ~26,0 w32,
Intermediate goods 237 418 U456 US5B B30 79,0 6.6 943 0e5
Petroleum and fuels 55 161 183 180 1942 31,0 19346 1349 =148
Otters 182 257 273 278 63,8 L8,0 L1y 6ot 149
Capital goods 22 32 73 103 748 17,8 b 126,1 41,8
Total 285 487 557 580 100.0 100,0  70e9  14e3 Le2

Sources Central Bank of Urugusy.

g/ Preliminary data, estimated on the basls of figures for the first 11 months of the yeears
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Table 9

URUGUAY¢ BALANCE OF PAYMENTS

(Mi)lions of US doilars)

1972 1573 174 1975 1y76a/
Current ececount
Exports of goods and services 311 Llo L5 Loy 663
Goods TI'OB 242 328 381 385 545
Services 69 82 94 112 118
Transport 9 12 19 21 22
Travel L5 43 ug 57 59
Imports of goods and services 250 367 587 642 683
Goods FOB 179 249 L3y 496 530
Services 101 118 150 146 153
Transport L2 Ly 76 65 €7
Travel 4o Ll I 48 50
Net peyments of rrofits and interest
on forelgn capital 24 ~25 =42 71 -5
Profits - - 4 -l 4
Interest =24 =25 -3¢ -67 <71
Net priveate transfer payments - - -3 -1 -1
Belance on current account v 138 -155 -217 ~956
Capital account
Net external financing (a4b+c+d+o) =7 -18 155 21y 96
(a) Net external non-¢ompensatory
capltal &4 5 120 191
Direct Invesiment - - - -
Long~ end medium~term loans 48 28 43 168
hLmortization payments -15 -7 =22 -20
Short-term lizbilities 19 5 77 -31 182
Offiolal trensfer payments 12 19 22 1
(b) Domestic non~compensatory capital
or assets -6 a4 oM 28
(o) Errors and omissions -9 ~29 -55 -5
(d) Allocation of SIRs 8 - - -
(e) Net compensatory financing
(minus sign signifies en increase) 14 ~28 76 63 -86
Balance=of=-payments loans, trade
arrears, I'F loans, ard othser
liabilities of the monetary
authorities 62 &7 136 100 cen
Anortization payments ~56 -64 =57 =57 s
Veriation in gross internaticnal
reserves
(minus sign signifies an increase) =20 =31 -3 20 eoe
Forelgn exchenge reserves
(minus sign siznifies en incr-ase) ~37 -27 -1 -6 oee
Gold reserves
(mirus sign significs sn increase) 26 - - 13 soe
SDRs
(minus sign signifies an insrecse) -9 -4 -2 13 ese

Sourcet International Monetary Fund, Balance of Payments Yearbook, vole 28, and Central Bank of

Urugusy ¢
8/ Preliminery estimatess

/To finance
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To finance this deficit, Uruguay received a net inflow of non-
compensatory capital of 182 million dollars (compared with the
154 million obtained in 1975), which permitted an increase of
86 million dollars in the Central Bank's net international reserves.2/
This strengthening of the reserves following two successive years of
decline made it possible to restrict the issue of public bonds in
foreign currency and swap operations. Thus, it is estimated that
income under these two heads dropped from 110 million dollars in 1975

to less than half that figure in 1976.

4, Prices and wages

(a)  Anti-inflationary policy

During the year Uruguay continued to pursue its aim of curbing
inflation, mainly through the adoption of economic measures designed to
consolidate the more propitious financial and material conditions for
the progressive stabilizaticn of prices that had already emerged in
1975. One of the authorities' greatest concerns was to absorb the
increase in liquidity deriving from the substantially larger international
reserves, in which the decrease in the fiscal deficit played an important
part. Furthermore, action was taken to maintain a certain relationship
between the evolutioun of the exchange rate, interest rates and prices,
so as to avoid any disequilibria likely to Jeopardize the consolidation
of the efforts in connexion with domestic capital formation and the
external sector. Over the year as a whole, housing rentals and prices
and rates for goods and services produced by the public sector closely
followed the general increase in prices, thereby maintaining the
relative level they had largely regained by the end of 1975.

Wages however, once again lagged behind the movement of prices,
so that the resultant fall in the level of real wages and salaries

helped to slow down the rise in prices.

g/ The gross international reserves are estimated to have risen by
about 90 million dollars (from 166 to over 250 million) between
the end of 1975 and the end of 1976.

/During the
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During the first half of the year action was taken to hold down
wages, the prices charged by public enterprises (particularly for fuels
and electric energy) and agricultural prices, and increases in these
items were postponed until the sz=cond half of the year, so that the rate
of inflation decreased significantly. As from July and throughout the
second half of the year, however, the rate of price increases
accelerated and new inflationary expectations emerged with the
adjustment during that period of wages, public service tariffs and rents,
together with the serious problems that arose in connexion with the

supnply and prices of beef and alternative types of meat.

(b) Prices, the exchange rate, and wages and salaries

The December to December rise in the consumer price index, which
had averaged 90 per cent per vear in the period between 1972 and 1974,
slowed to 67 per cent in 1975 and to 40 per cent in 1976. This decline
in inflation was particularly evident up to the middle of the year,
since in the first six months the index rose by 9 per cent, while in
the second it went up by cver 28 per cent. Wholesale prices rose by
45 per cent, also confirming the declining trend in the rate of
inflation with respect to the last few years. As in the case of
consumer prices, however, this drop was observable in the first half
of the year, when the rate of increase was only 9 per cent (see table 10).
The relative prices of agricultural products rose slightly in terms
of the prices of manufactures, thus altering the trend observed in 1974
and 1975. This increase was the result of the ground gained in the
seconGé half of the vear by livestock prices, particularly of cattle
(7?9 per cent in six months), since the increase in crop prices was much
less than the rise in industrial prices. rfactors influencing the trend
in crop prices were the excellent harvests of several important items
of production and the favourable weather conditions for farming

activities.

/Table 10
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Table 10

URUGUAYs EVOLUTION OF DOMESTIC PRICES

(Percentage variation)

Consumer price index

Food
Clothing

Housing
Other

Vholesale prioe index

Agricultural products
Crop=farming procducts
Livestoek products

Cattle

Non=egrisultural products
Petroleum products
Eleotric energy

Variation in the period indicated

Annual averags

variation _aL_
Y 1976

137 1975 _

2/ E/ First Seoond Full 1974 1975 1976
half  half  year®/

107.2 6648 9.0  2Bs4  39.9 77,2 Bl 5046
10545 531 Hel  33.1 38,5 724 7048 Wy
72.7 68,0 13,2 2045 3644 62,9 6743 747
111.,5 88,6 a6 2542 43,5 81,3 9749 5648
129,6 7742 11,1 27,0  4l,1 95,7 9347 52,0
gz_ﬁ_i 6i-_Q z._z 22'2 L!S. 1 78 a7 22.]‘}’ 50.6
54e9  35.8 7.3 35,5 Ll 616 Ly bk 37,8
103, 0 43,6 ~l45 16,0 10,8 9240 7640 2447
25, 27.9 205 52,8  8h4.l U9 26,5 51,2
15,8 0.1 9e3 7847 954l b2 L4 6¢9 2846
1034 75,9 9e9 31.9 4540 BBt 82,1 blle b
213,1 117,92 - 3249 32.9 161l,7 10947 52,4
7307 10309 - 51-1 51-1 7005 76-1 5502

Soureet Central Bank of Uruguey ar.” Statistics and Census Office.

a8/ December to Degember,

/The periodical



The periodical adjustments in the exchange rate led to a 50 per
cent rise in the price of the dollar between the end of 1975 and the
end of 1976. Since the cumulative devaluation percentages were similar
in the two halves of the year whereas the rates of inflation were
uneven, the real value of the dollar rose up to June and subsequently
declined (see table 11).

The index of average nominal wages increased by 42 per cent
compared with 1975: in view of the rise in consumer prices this meant
a 6 per cent drop in real wages. Since government employees obtained
a slightly larger increase in their nominal wages and salaries than
wage-earners in the private sector, their real loss was smaller

(see table 12).

5. tonetary and fiscal policy

(a) The monetary situation

In 1976 the means of payment increased by 61 per cent (15 per
cent in real terms) following two years of negative real rates of growth.
This performance may be ascribed to the change in the trend of
international reserves which, after having a contractive monetary effect
in 1974 and 1975, became an inportant factor of evponsion as from the
lzst quasrter of the latter year {(see table 13).

The monetary authority endeavoured to neutralize part of the
expansionary effect of the reserves in order to prevent an unacceptably
large increase in liquidity that would bring excessive pressures to
bear on demand. This task was facilitated by the decrease in the public
sector deficit and the chinges in the structure of its financing, as
will be seen below. As regards monetary measures, first of all the
compulsory cash reserves of banking institutions were restructured and
a system of obligatory holdings of public securities was established
with the purpose of contributing resources to the central government
without any increase in its foreign currency indebtedness and reducing
direct credit from the Central Bank to the Government. Secondly, steps
were taken to regulate the secondary expansion of the Central Bank
issue through a modification of the rediscount system. This involved
the elimination of credit lines at subsidized interest rates for certain
sectors and the adoption of a system of variable interest rates, governed
by market conditions, which were higher than those in force in 1975.

/Table 11
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Table 11

URUGUAYs EVOLUTION OF EXCHANGE RATE AND PRICES

) Index
Exchangs Index Whols of real
rate g/ of sa]‘.e excharge
Period (pesos exchenge price rate
per US rate index (’4) =
dollar) s
[(2)/(3)]
() (2) (3) NACS
1973 0,87 100.0 10040 10040
1974 1,20 136,42 1787 7642
1575
Average 2426 261,0 30860 Bl
Decamber 2466 3075 38842 792
1976
hverage Je3H 385.7 463,8 8342
June 3¢23 37340 Lol Lt 8749
December 3498 45947 56343 8146

Souroe: Central Bank of Uruguay.

8/ hnnual or monthly averege of commercial exchange ratee
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Table 12

Nominal
Al}l wage-earners
Wege~-carners in publie sector

Wage=earners in privete sector

Real 8/
All wage~-earners
Wege~earners in public sector

Wege~earners in private sector

1974 1975 ig76

(1) (2) 1) (2) (1) (2)
9649 7446 6146 6614 2942 42,0
10647 7247 55,1 £545 3240 Uy bt
883 764 6749 67.1 26,6 354
"5.1 "009 "302 "8'8 "7.7 —5.9
~0a3 -2,6 741 -89 547 .1
942 047 0e6 -8.8 =945 7 ot

Source: Statistles and Census Office,

Note: (1) Annual variation,

(2) Veriation between the annual average and the average for the rreoceding year,

&/ Deflated by the consumer price indexe
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Tebl

e 13

URUGUAY ¢ MCNETARY POSITION

{(1i121liong of pescs)

Money
Currenay outslde banks

Demand deposits

Factors of expansion

International reserves (net)
Domestic credit

Government (net)

Officlal entitles

Private sector

Factors of absorption

Quesi-money (savings and time
deposits in national currency)

Deposits in feroign currency
Long~term foreign borrowing

Other items (net)

Absoe Percentsge
lute Balance &t breakdown

verie end of Annusl growth rates of s&bsolute

tion variation
wh o s/ TS g 5 16 15 1976

b/s/

534 821 1325 62,9 533 6143 10040 10040
316 Yo 282 5646 48,8 6645 5346 62,1
218 352 542 7248 5947 5443 L&Y 3749
1oy 1643 3 244 64,9 a2 97l 2115 317.8
~113 =309 4L - - - -6840 109.8
1 148 1952 2 999 88.4 8047 5347 27945 20840
=190 339 596 11643 9247 7549 5143 5140
5 17 -133 - 178.7 - bl ~2948
95k 159 2 536 904 75e4 5849 22342 186,8
501 822 1 919 &7 49 7845 133.4 1115 21748
21l L3 849 5948 16546 9149 794k 80.8
201 333 suy €8.1 129,1 153.7 45,9 101l.5
-11 -22 . 21,7 - - =346 ave
98 69 226 131,3 =2949 26049 =102 3545

Source? Central Bank of Urugusy,.

g/ Preldminary figures.
b/ Bool balances,

o/ hdjusted balances comperable with end=1975 balances for purposes of determining real flows,

/The measures



The measures adopted with the primary purpose of.continuing the
process of 11berallzlng 1nterest rates and d1vers1fy1ng and

strengthenlng the flnan01al 1nstruments expressed 1n natlonal currency
had a s1m11ar contractive effect The 11berallzatlon of passlve 1nterest
rates was intended to promote more competltlon in the money market as

.a means of enabllng the banklng system to increase 1ts procurement of
resources 1n national currencv° In practlce, the compet1t1ve capa01ty

of the system improved in relation to government bllls and bonds in
forelgn currency, in v1ew of the less urgent need to obtain deposlts

of external resources ow1ng to the favourable evolutlon of the balance
of paymentsa‘ ’ L ' i I .

’ In order to 1ncrease the competltlveness and 1mportance of
instruments expressed in natlonal currency, investment proceduree were
diversified. Thus, a bank acceptance market was establlshed and
operations 1qvolv1ng bank 1ntermed1at10n in connetlon w1th publlC
securities and the sale of Treasury bonds in national currency were
effected. At the same time, issues of bonds in foreign currency were
suspended and issues of Treasury bonds in foreign currency were '
restricted. Towards the end of the year the Central Bank announced that
it would operate in the open market, buying and selling Treasury bonds°

These measures had the desired effect, since in the course of'the
year the group of absorption factors increased by 133 per cent compared
with 79 per odent in 1975. This was the result of sharp increases in
quasi-money, forelon currency deposlts - reflectlnw capltal 1nflows and
increases 1n deposits of residents - and other net 1tems°

As rebards the sﬁgnlflcance of the course fo’lowed by domestlc
credit as a factor of expanslon, it 1s worth notlng that its relatlve
variation went down from 81 per cent in 1975 to 54 per Cent 1n 1976.

The decline in the growth of credlt to the pr1vate °ector was falrly
moderate (from 75 to 59 per cent) but the decline in the growth of
total credit to the public sector (government and official entities) was
much bigger (30 per cent in 1976 compared with over 90 per cent in the

previous year), mainly as a result of the negative use of resources by

official entities.
/(b) Fiscal
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(b) Fiséal trends

Durlng the flrst nine months of the year, the total deficit of
the central government represented 15 per cent of total expenditure,
which marks a substantlal decrease in relation to the previous year,
when the deflClt was 27 per cent of total spending (see table 14).

This reductlon is accounted for by the significant growth, in real terms,
of current income (1} per oent) and the real drop of approximately
> per cent in total oxpenditure.

The performanco of current income was determined, on the one hand,
by the more efficient collectlon of taxes as the result of a favourable
situation characterized by a decrease in the rate of inflation and a
clearly defined policy of raising the fines aoo_edditional charges for
tax arrears and tighteniog up the terms ot‘pay@eot, tﬁds encouraging:
entrepreneurs to keep their taxes up to date. Moreover; the A o
establishment of a general tax of 7 per cent on imports in;place of
import deposits brought in new fiscal revenue which considerably
increased the income obtained from taxes on foreign trade. These taxes
represented 15 per cent of total tax renevue, compared with 12 per cent
in the previous year. Furthermore, in the group of taxes on income and
domestic transactions, the revenue from value_added taxes rose
significantly as a result of the increase in the tax and greater
efficiency in its collection. |

In the structure of total expenditure some moderate changes are
observable with reepect to the previous year, particularly in personal
remuneration, social security contributions. and interest on the public
debt. The share of the first two items dropped from 65 to 63 per cent,
while the share of interest rose from a little over 4 per cent in 1975
to 6.5 per cent in 1976, reflecting the sizeable iqcrement that has
taken place in the total amount of Treasury oonds ehd bills in

circulation.

/Table 14
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Table 14

URUGUAYs CENTRAL GOVERNMINT INCQME AND EXPENDITURE

1, Current inoome
Tex revenue

Non~tax rsvenue

Z2e Current experditure

Wages and saleries end soeisl
seourity

Other current expenditure
3¢ Saving on ocurrent account (le2)
4 Real investment o/

5¢ Totel expenditure (2+44)

8s Fisoal deficit (or surplus) (1-5)

7« Flnanong of defioit
Domesties finanoing
Central bank

Issue of securities (net of
amortization payments)

Other

Externel financing o/

Millions of pesos

Anroal

growth rates

1973 14 15 iyse/  ly7se/ Ly 195 176/
0.2 58749 98545 69346 1 19147 58.8 6746 71,8
3HLe2  555.1 929.0 651,2 1 12641 58,1  &7.H4 729
19,0 3248 56e5 L2k 6546 72,6 7243 5H.7
F72.2 7094 1 2038 8U9.6 1 2BUbL 90,6 69,7  UW7.6
25547  499.1 8705 61947 884.5 9542 744 42,7
116,5 21043 333.3 22949 36949  80s5 5845 6049
-2.0 =121,5 =218,3 «~15640 -62,7 - - -
343  B80e1 45,0 10243 151,3 1335 Bl.,0  U47.9
40645 789¢5 1 38e8 95149 1 H05.7  GHe2  70.8 4
~36e3 ~201,6  =363e3 =258.3  =21400 U455,3  B80e2 =17,2
2842 20046 362.6 25748 213.9 61143 80,8 -17,0
20,9 93.8 9562 4347 5062 3488 1.5 14,9
9.8 113,68 26343  208,0 15040 10L641 1314 ~2749
“2¢5 ~740 4.1 64l 1347 - - 124,6
Bel 1,0 0.7 Ceb Oel =87¢6 ~30,0 =8040

Sources Cffice of the Comptroller,

2/ January=September,

y January=-September, compared with the same period in the mreceding years
_q/ Exoludirg investments in the Salto Grande and Palmar projects not yet entered,

/Public investment
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Public investment in constant currency showed a slight drop which
was practically equal to that noted in current spending, so that its
share in total expenditure remained constant between 1975 and 1976, at
approximately 11 per cent. The investment figures are not very
representative, however, since they exclude expenditure on the Salto
Grande and Palmar hydroelectric projects.

In order to finance the deficit, recourse was had primarily to
the domestic sale of public securities, alfhough the relative
importance of this source decreased in relation to 1975. The restriction
of issues of bonds and bills in foreign currency, not wholly compensated
for by the sale of public securities in national currency, led to a
moderate nominal incrense in the use of Central Bank credit, which
meant that the amount of this credit remained constant in real terms.
The resources obtained from this soufce finance 23 per cent of the

deficit, compared with 17 per cent in 1975.

/VENEZUELA



VENTIZULL

1. The ovorall picture

In 1976 the Venezuelan economy had a high rate of growth for the
fourth consecutive year. This growth occurred despite the deliberate
cut in the production of the two traditional export sectors - petroleum
and iren ore - under the Government's conservationist policy on basic
natural resources. Furthermore, it vas accouananied by a significant
drcp in the rate of inflation. The external accounts, however, shoved
a less satisfactory position than in the previous year.

The gross domestic nroduct grew by a little over 7 per cent,
represanting a rise of a little over L per cemnt in the per capita

product. In 1075 the grouth of the product was 5.5 per cent, and the

I=

average annual rate in the period 1971-1974 was L.2 per cent (see
table 1).

Sectoral development in 1074 followed the pattern of the two

1.
(

ch the production of geods and services for

L.

previous years, duriag 'n
tha douwestic aarket greiyr very rapidly, while troditional export-oriented
activities declined. Fowvever, this trend was less pronounced in 1976,
since crude oil producticn dropped by only 2 per cent, as against
drops of 7L per cent in 1975 and 17 per cent in 1974. The rapid growth
of domestic activities for the third consecutive year was spearheaded
in 1976 by the sharp rise in construction and manufacturing.

One of the most significant aspects of the Venezuelan economy in
1976 was the completion of the oil industry naticnzlization process,
which occurred withosut mejor problems, while attaining the goals of
maintaining production within the levels fixed in the Fifth National Plan,
guarantzeing existing sales comnitaments, initisting sales to new clients,

and maintaining an apnoreciable flow of governnent revenue and foreign

exchenge to ensure the continuity of the country's economic development

o

programme. Moreover, oil prices remained very firm and the production of
crude, which averaged ~.29 million barrels daily, was slightly above the
celling of 2.2 million barrels per day established by the Fifth National

Plan on conservationist grounds.
/Table 1
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Tcole 1

VIDIUZL e 1AL ZCONGIIC LIDICATORS

1972 1973 1974 1975 19762/
A, Basic econonic indicctors
Gross domestio product (uilliens :
of US dollors at 1970 prices) 13 261 't 149 14 977 15 795 16 932
Populction (millions) 11,2 11.5 11,9 12,2 12,6
Per capitc gross domestic produect
(dollars at 1970 prices) 1 185 1 228 1 263 1 293 1 346

Annual growth rates

B, Shorteru1 eoconomic indieztors

Gross donmestic product 3.0 6.7 5.9 55 72
Per capita gross domestic product 0.1 3.6 2.8 Zolt |
Gross income b/ 2l ‘ 124 31.7 5.3 L
Terms of trade 1.1 20,8 1147 ~8.0 =57
Value of exports of goods and services Ze2 52,7 13%.5 ~13,5 0.5
Value of imports of roods =.ad servi.ces 15,5 16.9 5543 2748 30,5
Consumer price index _o_/ Zel r,1 3.3 10.3 747
loney 19,9 19,2 278 50,5 30%,4
Current incoire of ;joverment e 317 1654 -0 =548
Total expenditure of sovernment 5ol 31.7 166.3 -1.0 ~2,2
Piscal deficit/totel expenditure of ' ‘ ‘ ‘ T
governaent d/ 5l (e 630/ 1.8¢/ Selt

iHillions of US dollors

Ce External seotor

Trade balance (goods and services) 43y 1 548 ¢ 301 2 708 929
Bzlonce on current aoccount ~145 592 5 6¢h 2 84y 1 o24
Variction in net internctionnl reserves 212 609 It 269 2 503 -283

a/ Prelinimry figures.

b/ Gross dowestic product plus terms-of~trode effect.
¢/ Anmnl cveraze variation.

4/ Percentages

2/ Surpius,

/In the



In the external sector, the value of exports rose slightly, while
that of imports climbed by 30 per cent, a similar rate to that of 1975,
although well below the exceptional 55 per cent recorded in 197h.

The two=-thirds drop in the trade surplus led to a drop of over
70 per cent in the surplus on current account, which, together with the
deficit of 1,300 million dollars in the net movements of non-compensatory
capital, caused a balance-of-payments deficit of about °80 million
dollars (see table 1). Tris had to be absorbed by an enruivalent
reduction in international reserves, which thus stood at a little
under 8,670 million dollars on 31 December.

The rate of inflation declined in 1976, as in 1975. The rise in
wholesale prices was 9 per cent, as against 13.6 per cent in 1975 and
16.5 per cent in 1974, The rise in consumer prices in the metropolitan
area, for its part, was 7.7 per cent compared with 10.3 per cent in 1975.
The drop in the rate of increase of prices was due to a marked decline
in the price rises of imports and to various economic policy measures
adopted by the Government to hold down inflation. Lower government
expenditure, particularly in investment, also helped to reduce the
pressure on price level.

As in 1974 and 1975, the Government continued the practice of
depositing in the Venezuelan Investment Fund (FIV) the resources which
the economy could not absorb smoothly. However, the quantity deposited
in 1976 (2,500 million bolivares) was rather lower than in the previous
year.,

In sum, during 1976 the Venezuelan economy continued the vigorous
growth characteristic of recent years. Despite this striking performance,
some problems have come to light which are likely to demand the
attention of the Venezuelan suthorities in the near future. These
include the extraordinarily high levels of imports, the relatively slow
progress in the growth of non-traditional exports, the rapid
monetarization of the economy stemming from the growth of monetary
liguidity, the slow vprogress in the policy of income redistribution,
and the gradual closing of the agricultural frontier as a result of the

expansion of the cultivated area in recent years.
/2. Recent
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7. Recent economic trends

(a) Totai supply and demand

As already noted, the Venezuelan economy grew vigorously in 1976,
since the gross domestic product grev by 7.2 per cent in real terms,
compared with 5.5 per cent in 1975 and the annual average of 4.2 per
cent during the period 1971-1G7h4.

The growth of the product in 1976 was accompanied by an
extraordinary rise in imports of goods and services, the volume of
which rose by ”1 per cent after having increased at an average rate
of 18 per cent annually in 1974-1975. Higher imports, together with
increasing production of domestic goods and services, caused similarly
exceptional growth of the level of total supply (see table 2).

smong the components of total demand, private consumption continued
to follow the unprecedented upward trend which began in 1974. According
to preliminary estimates, private consumption grew by over 15 per cent
in real terms in 1976, »

Capital formation also maintained a significant growth rate.

It was largely stimulated by the dynamism imparted to the economy by
the public sector through investment projects in basic industries,
urban development, highway infrastructure and tihe agricultural sector.
In addition, construction activity in the public and private sectors
reached very high levels for the second consecutive year.

he high economic growth rate was accompanied by a significant
rise in employment. Already in 1975 the number of unemployed had
dropped from 295,000 to 245,000 and employment, which stood at
nearly 3.5 million persons in 1975, is estimated to have reached
3.7 million by the end of 1976. The demand for and employment of
specialized labour, technicians and professionals also grew stronger

in 1976, thus helping to raise levels of productivity and efficiency.

/Table 2
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Table 2

VCOIZZUSLAs TOTAL SUPPELY ..D DTIAID

Total supply

Gross domestic product

Iaports

Total demnd
Domestig derend
Gross donestic investment
Gross fixed investment
Changes in stocks
Total consunption
General government

Prive.te

Exports

¥illions of bolfvares
at 1970 prices

Percentagce
brecldown

Annucl growth retes

1974 1975 1976/ 1970 1976a/ 1974 1975 19763/
76 697 81 710 89 628 119,5 126.5 9.2 (55 9.9
81 849 65 225 69 922 100,0 100,0 549 5e5 742
14 348 16 L85 19 906 1945 28,5 26,0 11.0 20408
76 697 81 710 89 820 119,5 123,5 9.2 [ 949
64 830 72 984 30 531 9440 115,2 12,7 11.6 11.3
20 5937 22 531 2740 oo 846 9.7 s
16 500 21 }J92 aead 22,.0 P Y] "2-1" 3003 3y

}4 0:'7 1 039 eae 5,v0 8.0 - -~ 0.e0
Lp'l' 351 L"9 853 000 67,00 .00 1“&:07 12.01‘*' 000

9 594 10 936 YY) Salt ssa 15,1 14.5 Y.
3k 737 38 867 5206 13,9 11,3

Source: 1970-1576: CZP.L caloulctions and estirntes on the Losis of date of the Cenmtrel Bank of Veneguela and

other officicl dota
g/ Preliminapy figures,

/{b) Sectoral
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(b) Sectoral trends

(i) Petroleum. In 1976 crude oil production dropped by a little
over 2 per cent, with average daily production falling from 2.35 million
barrels in 1975 to 7.29 million in 1976. Drops of 13 and 21 per cent
respectively had already occurred in 1974 and 1975 as a result of the
Governments conservationist policy (see tables 3 and 4).

It should be noted, however, that production increased in the
course of 1976. It was lowest at the beginning of the year, when the
daily average was only 1.7 million barrels. This drop was primarily
due to the need to work off the high stocks accumulated in the last
quarter of 1975 before the nationalization of the oil industry. &
production upturn began in March and the daily average rose to
2.4 million barrels, with this trend continuing in the second half of
the year as a result of the bigger purchases by the industrialized
countries to meet the fuel needs stemming from their economic recovery.
The industrialized countries also increased their purchases in the last
quarter of the year in order to build up stocks in anticipation of an
OPuC price rise at the end of December. In this period, demand was also
stimulated by the extremely hard winter in the United States.

Contrary to what happened in 1975, the production of petroleum
products rose steeply in 1976 (see table 3).

The continued drop in o0il production since 1971 has led to an
appreciable decline in the importance of the o0il industry in the sectoral
structure of the gross domestic product, measured at constant prices.

If the product is computed at current prices, however, the opposite is
true: the sector's shars then rises from 18.5 per cent in 1970 to 48 per
cent in 1974, dropping to a little over 30 per cent in 1976. This

growth reflects the rise of international oil prices, which more than

offset the production cuts in recent years.l/

l/ The nationalisation of the o0il industry has meant that the
treatment of the extractive sector in the national accounts has
changed somewhat. Thus, there was no longer any justification for
using fiscal prices in computing the value of o0il exports in the
national accounts, since the real and effective prices are the
same as those received by the nationalized companies, i.e., the
‘‘'sales prices'is

/Table 3
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Tzble 3

VeNZZUZLL: €038 DOIIGTIC PRODUCT, DY LD O ZCCIiolIC ..CTIVITY, LT F.CTOR COST

iEllions of bolfveres Percentoge
at 1970 prices breckdown . . Annel growth retes
1974 1975 1976/ 1970 1976n/ 1974 1975 19768/
Agriculture 4 175 L 512 4 436 745 o6 6.1 841 ~algl
Petroleun 9 123 7 081 2109 2242 10.5 ~11,9 ~22,l4 0.4
Extraétion 7 201 5 690 5 565 13,5 842 -13,0 ~21,0 ~242
Refining 1 922 1391 1 ply 347 203 =746 ~2746 15,0
Iining (exeluding petroleum) . 916 879 757 1.4 1.1 15,0 ~0 1642
ibnufacturing 7 169 7 982 & 9ko 11.3 13.3 949 11.3 12,0
Construotion 3175 3 84y Lt 20 349 646 ~1.5 21.1 1540
Subtotal goods 24 558 24 298 25 6l2 4.2 30,0 -1.1 ~1.0 _5s5
Dleciricity, r.s and woter 1 219 1 42§ 1 &oo 1.7 2.4 12,8 17,1 12,0
Transport ancd cerrmunications 2 134 7 637 8 1ho 10,9 12,1 10,2 740 640
Subtotal besic services 8 los 915 9 749 12.6 1445 10,6 8.5 20
Cormerce, restourcnts and
hotels 6 652 7 529 § 262 11.0 12,3 10,4 13.2 10.0
Pinancial instituiions,
insurance and real estate 8 257 8 671 9 191 12,9 13.6 740 560 a0
Corx:unity, socisl ~nd
personal services 11 759 15 2k2 14 540 1743 21.6 12,4 12,3 9.8
Subtotcl other services 26 690 29 Lko 32 013 41,2 7,5 10.3 10.3 Je7
Totel (ross domestis produst 59 310 62 548 67 051 10040 100.0 5.9 545 o2

Souwrce: 1970-1975: CLP.L ezleulstions on tlie basis of firures supplied by the Central Bankk of Venezuelay 1976:
CIl.L esticmtes on the vasis of officinl datae
Note: As tle individuml activities and the totals were calculated independently, the swa of tie former does
not correspond eimetly with the latter.
5_;,/ Prelinincey fi uress

/Table 4
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Table U

VENEZUELA: P-TROLEUM AND IRON ORE PRODUCTICN

Annual growth rates

1970 1974 1975 1976

1971-1974% 1975 1976

Crude petrnleum 2/ 3.71 2.98 2.35 2429 5.3 -21.0 -2.2
Petroleum products a/ 1.30 1.20 0.87 0.96 3.0 -27.6 11,0
Iron ore b/ 22,10 26,80 2477 20,58 5.1 <76 -16,9

Source: CLPaL oalculations on the basis of data of the Central Bank of Venezuela.
a/ MNillions of barrels/day.
b/ Millions of tons.

The volume of cil exports in 1976 is estimated at 787 million
barrels, which represents a rise of almost 2 per cent over the previous
year. In the period January-November exports of oil products grew by
18.5 per cent and sales of oil products in the domestic market grew
by nearly 10 per cent. The fact that these sales only represented
about & per cent of the total revenue of the industry, while their
volume represented =5 per cent of national production, shows the
magnitude of the subsidy received by the domestic consumer of oil
products.

In order to consolidate the process of nationalization of the oil
industry, in the second half of the year the income tax of the operating
companies was reduced. In addition, the exchange rate for the proceeds
of 0il sales was raised from 4.2 to 4.285 bolivares per dollar, and
there was a reducticn in the adjustments for freight and sulphur
content, thus enabling the nationalized companies to swing from an
accounting deficit of 1,200 million bolivares to profits of about the
same amount. These adjustments led to a net profit »f 20 U5 cents on
every barrel sold, which will be available for the industry's investment
programmes. Investilents authorized by Petrdleos de Venezuela (PETRCVEN)
in 1976 amounted to 1,700 million bolivares.

International oil prices in 1976 remained at the level fixed in
October 1975 (11.51 dellars per barrel for Arabian light crude, which
serves as a reference price)., At the OPEC meeting held in Bali in

May 1976 it was decided to freeze the price of hydrocarbons until

/December. However,
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December. However, from 1 July Venezuela raised the price of some of
its crude and oil pruducts and lowered that of low sulphur fuels, thus
bringing the price of its hydrocarbon range more rationally in line
with world market conditions, using a procedure accepted by OPEC.

The adjustment in cuestion resulted in a slight increase in the
average external price of oil (3.8 per cent for the period January-
September 1976).

The investments made in 1976 resulted in the drilling of 345 wells,
of which 314 were productive. Well-drilling thus increased by 28 per
cent over 1975, the last year in which the petroleum sector was
controlled by the transnational corporations. Furthermore, in the oil-
bearing area of the Orinoco a total of six exploratory wells were
drilled in 1976 in order to guide the work and determine the volume and
quality of probable reserves in that region.

(i1) Mining. Mining production, excluding petroleum and natural
gas, dropped by a little over 16 per cent in comparison with the
previous year. This was due primarily to a drop of almost 17 per cent
in the production of iron ore, stemming from lower international demand,
particularly from the Huropean countries.

Production levels also fell in the case of gold and diamonds.

On the other hand, coal production rose by almost 20 per cent, with
the beginning of exwnloitation of the Maricual and Lobatera ccalfields.

Despite the drop in production and exports of iron ore, State
revenue from this sector was higher than in 1974, the year preceding
nationalization of the industry, when production and exports were
30 per cent and 29 per cent higher than in 1976, respectively. Finally,
from 1 January 1976 the Empresa Ferrominera Orinoco became responsible
for all activities relating to the exploitation of iron ore.

(iii) Agriculture. Preliminary estimates of the Ministry of
Agriculture indicate a drop of almost 2 per cent in the agricultural
product, stemming from a drom of over 4 per cent in the production of
the crop-farming sub-sector and 2 per cent in that of the livestock

sub-sector.
/This decline
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This decline in agricultural activity in 1976 was to a large
extent caused by the adverse weather conditions. Rainfall during the
first eight months of the year was above normal levels for the period,
while for the same period in 1975 there had been a deficit of about
26 per cent. In particular, the rainy season began early and very
heavily in Apure, Bolivar, Barinas, Portuguesa, Yaracuy, the Andean
zone and the regions of Barlovento and south of Lake Maracaibo. In
almost all these areas the heavy rainfall in the first half-of the
year caused floods and the overfleowing ©f various rivers. In contrast,
in the Statés of Aragua and Anzodtegui, as well as in part of
Carabobo, Buarico, Lara and Zulia, there was a considerable rainfall
deficit due to the prolonged summer.

These irregularities in rainfall caused considerable losses in
the sowing and harvesting of various crops and also affected beef and
dairy livestock production. The crops most damaged included rice,
maize, beans, sesame, cotton, potatoes, yuca, garlic, tomatoes, cocoa
and sugar cane, which in 1975 accounted for over half the production
of the agricultural sub-sector.

In the case of the livestock sub-sector, the information available
shows a drop in milk production estimated at over 30 million litres.
This reduction was due to the livestock losses caused by the heavy
rains and floods, the difficulties these created for product -delivery,
and the problems resulting from the prolonged summer in the Carora
region.

The drop in agricultural production was not generalized, however,
since in some crops there were quite substantial increases compared
with the previous year. Thus, for example, the sorghum harvest
increased by almost 240 per cent, while the production of veg:tables,
fruit and root crops grew by almost 6 per cent. In the livestock
sub-sector there were significant increases in the production of
sheep (9 per cent), poultry (6 per cent), pigs (L per cent) and
cattle (nearly 3 per cent). Finally, the data available on fishing
activities show a rise in production of about 5 per cent.

/The drop
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The drop in the supply of the agricultural sector caused a
shortage of various foods and raw materials, which in turn led to
higher prices for the products not subject to controls or regulations,
as well as to higher imports.

The Government took smecial measures, primarily in the form of
financial assistance, to mitigate the damaging effects of the adverse
weather conditions. Furthermore, in the course of 1976 the Government
took important decisions aimed at promoting and stimulating agricultural
development. These include the introduction of a payment per metric
ton harvested for various crops and hybrid maize seed crops; the
adoption of partial regulations in respect of the Agrarian Reform Law
and the law on the Agricultural Credit Institute for the granting of
loans tc organizations of peasants; the fixing of new minimum prices for
the producer in reswmect of 15 crops, eggs, chickens, pigs and fish;
the creation of an agricultural financing programme to the value of
LOO million bolivares, as part of government assistance measures for
the flood victims; and the reform of regulations N2 3 of the General
Law on Banks and Cther Credit Institutions, which establish new
arrangements regarding the resources which the commercial banks must
allocate to financing the agricultural sector.

(iv) Manufacturing. The performance of manufacturing was one of
the outstanding features of the strong growth cof the Venezuelan economy
in 1976, According to the available data, it is estimated that the
product of the industrial sector grew by 12 per cent in real terms, thus
surpassing the high growth rates of 1974 (10 per cent) and 1975 (11 per
cent) (see table 3%).

The branches producing inputs for construction grew fastests,
followed in order of importance by those producing capital goods and
consumer goods.

In the first case this performance was due to the strong growth
of construction, which stimulated the production of glass, metal
products, basic iron and steel products, and products of the basic
non-ferrous metal industries. smong the industries producing capital
goods, the transport machinery and equipment, motor-vehicle and

/electrical machinery
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electrical machinery industries grew particularly fast. Finally, in the
consumer goods industries the greatest growth was in the production of
foods, beverages and tobacco. It may be noted that the production of
vehicles rose by 11 per cent to 160,000 units, compared with 144,300

in 1975. This growth occurred despite the fact that in April the
Government imposed an 18-month limit on the financing periods for
motor~cars and station wagons.

Steel production at the Siderdrgica del Orinoco steel works
(SIDUR) increased by about 50 per cent in physical terms, and company
earnings almost doubled. In 1976 SIDUR put out a contract for the
construction of a plant for the continuous casting of steel slabs, which
will enable it to produce approximately 2.4 million metric tons
annually; and a multi-line rolling and wiredrawing mill with an annual
capacity of 750,000 metric tons.

Aluminios del Caroni S.A. (ALCASA) increased physical production
by 12 wmer cent, and to ensure raw material supplies over the next five
“years, signed a 150-million-dollar contract with Jamaica and Surinam
for the purchase of alumina.

In the chemicals field, both the Instituto Venezolano de
Petrosuimica (IVP) and Venezolana de Nitrdgeno (NITRCVEN) increased
production and imprcved their financial position.

During the year the Government took a series of measures to bring
about more integrated development of the industrial sector and improve
its infrastructure. Some changes were made in the areas covered by the
industrial dispersal policy, and measures were taken to establish
25 industrial areas in different parts of the country, in which an
estimated 1,200 manufacturing ccompanies will be set up. Furthermore,
the National Steel Board approved 3 steel projects in Zulia, Tachira
and Lara involving an investwent of a little over 250 million bolivares.
The Government also nationalized one of the companies producing
powdered milk. Finally, in 1976 the Organic Law on the Environment,
designed to rationalize the conservation and use of natural resources

was promulgated.
/During the
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During the first nine months of 1976 public bodies granted
financing to the manufacturing sector totalling 2,660 million
bolivares - almost double the amount for the same period of the
previous year. More tlian half of this (1,420 willion) was provided by
the Venezuelan Development Corporation, followed in order of importance
by the Fondo de Crédito Industrial (5”20 million), the Banco Industrial
de Venezuela (425 mildlion) and the Corporacidén de Desarrollo de la
Pequefia y Mediana Industria (about 300 million).

TlLis financial assistance was mainly channelled towards the
traditicnal industries (1,295 aillion) and intermediate industries
(200 million). The industries which benefited most were foods,
non-inetallic minerals, basic iron and steel, and metal products.

From the regional point of view the most favoured areas were the
Centre-North, Coastal and Centre-West regions, which together absorbed
over four-fifths of all the credit granted. In the period January-
September, the Venszuela Investment Fund paid out nearly 1,800 million
bolivares for the financing of manufacturing projects, especially the
programmes for the expansion of SIDUR (1,155 million) and ALCASA
(210 million).

Over the same period, the Ministry of Development evaluated
675 manufacturing projects: 5 per cent more than in the same period
in 1975. Of these, 496 were for new enterprises and 179 for the
expansion of existing enterprises. About two-thirds of the projects
in cuestion concerned the intermediate and engineering industries, and
their implementation would entail investments of 4,300 million bolivares
and directly generate about 40,000 jobs.

(v) Construction. In 1976 the construction industry once again

had a high growth rate (15 per cent). This was due partly to the
increased construction work carried out by the Ministry of Public Works
and the National fHousing Institute; partly to the execution of some of
the civil engineering projects corresponding to the investment projects
contained in the Fifth National Plan; and partly to the continued high
rate of private housing construction, particularly in the interior of

the country. y
Since this
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Since this was the second consecutive year in which the growth
of construction was particularly high, pressures began to be felt on
the construction materials market, particularly the supply of cement.
There was also a sharp rise in imports of these materials, and of
machinery and equipment. Simultaneously the demand for labour rose
steeply, so that the reserves of these resources were gradually
exhausted and the unward trend in wages in the construction sector
was strengthened. The real growth of construction was also accompanied
by further price rises at both the producer and final purchaser levels.

In order to ensure proper supplies of construction materials the
Government adopted special customs arrangements in connexion with the
facilities for imports of such products, particularly cement. However,
cement imports ran up against limits of a physical character, such as
the inodequate capacity of Venezuelan ports.

National cement production, although reaching 3.6 million metric
tons (4 per cent above the 1975 level), was unable to meet the growing
demands of the construction industry. It is estimated that cement
consumption rose by about 15 per cent in 1976, and thus a significant
part of the demand vas met by imports. Since according to preliminary
estimates the demand for ceuent will be about & million tons in 1977,
various cement works began projects for expansion.

The Government took a series of measures to direct the real
estate market towards the construction of low-cost housing. Thus in
April a decree was issued which establishes, among other incentives,
total or partial exemption from income tax on net gains from the
promotion, sale or lease of housing. At the same time, through the
Central Bank of Venezuela, limits were placed on the mortgage financing
activities of mortgage banks and finance companies, with the aim of
orienting these activities towards the financing of housing costing less
than 150,000 bolivares.

In 1976 measures were also taken to bring the financing terms
offered by the naticnal savings and loan system (SNAP) into line with
the new levels of market prices. Housing loans were thus increased
to a maximum of 220,000 bolivares for housing construction and up to

/80,000 for
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80,000 for housing improvement and other purposes. In the first nine
months of 1976 SNAP granted mortgages totalling 625 million bolivares:
12 per cent above the level for the previous year. In addition, during
the same period the mortgage banks granted loans worth 60 per cent
more than in the same period in 1975. Finally, in 1976 the National
Urban Development Fund began operations, thus representing a significant
stimulus to the activities of the construction industry.

(vi) Services. The indicators available for the services sector
show that the growth rates of the different sub-sectors remained at a
high level, although somewhat lower than in 1975 (see table 3).

In basic services (electricity, gas and water, and transport and
communications) the growth rate dropped from 8.5 per cent in 1975 to
7 per cent in 1976. The picture was similar for other services. The
lower growth rate of services was reflected in the index of commercial
sales for the metropolitan area of Caracas, which, according to
preliminary estimates of the Central Bank of Venezuela, rose by 16 per

cent compared with the exceptional 26 per cent of the previous year.

-

Do he external sector

(a) EXternal trade

(1) Exports. The value of exports of goods in 1976 is estimated
at over 9,100 million dollars: slightly higher than the figure for
1975 2/ and almost double the 1977% figure (it was at the end of 1273
that the COPEC countries decided to quadruple the price of o0il) (see

table 5).

2/ The figures for the value of exports of petroleum and petroleum
products and for the total value of Venezuelan exports in this
document differ from those presented by CEPAL in previous studies
because the official data have now been changed from the standpoint
of the valuation of transactions in the petroleum sector. The
0il exports now included have been valued at the sales prices
declared by PETRNOVEN, which are on average 24 per cent lower than

those used previously.
/Table 5
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Teble 5

VENEZUELA: VALUE AND BREARDOWN OF EXPQRTS OF GOODS {roB)

“31lions of US dollars Percentass Annuel crowth rotes
) breakdovm )
w73 1974 1975 1976 1973 1976 1974 1975 19—7.6—
Total exports L goo 11 109 8 899 9 130 100,0 100,0 11,5 -19.9 246
Petroleum o~nd
petroleun products Y 267 10 572 3 493 8 798 92,8 9547 147.6 =19.7 2.9
Iron ore 201 252 266 203 Lu 242 25,k 643 ~24.3
Others 132 285 139 189 2.8 2.1 115.9 ~31 6 3740
Table 6
VENEZUELA: VARIATION IN THE TERNS OF TRADE AND IN THE VALUE,
VOLUME AND UNIT VALUE OP EXPORTS AND IMPORTS
( Percentage )
1972 1973 1974 1975 1976
Ixports of goods
Value 1.6 484 141.5 «19.9 246
Volume ~5»1 4,0 ~345 25,0 -
Unit value 740 Loy 16647 6.8 2.6
Imports of goods
Value 176 16.1 5642 50,0 27,8
Volume 11,1 - 2547 12,0 17,2
Unit value 59 18,1 24e2 16,1 9.0
Terms of trade 1.1 20.8 ~3s0 ~5¢7

/The moderate




The moderate growth of external sales stemmed from the stagnation
of their volume and a rise of nearly 3 prer cent in their unit value
(see table 6). The latter was caused by the above-mentioned rise in
the average price of Venezuelan o0il exports.

Because of the sharp drop in exports of iron ore and the rise
in oil exports, the relative importance of the latter in the total
value of exports increased still further, reaching almost 96 per cent.
Non-traditional expcrts rose sharply after their drop in the previous
year, but their share in the total value of exports remained marginal
(see table 5).

(11) Imports. Iwmports of goods and services, on the other hand,
rose by a large amount for the third consecutive year. In 1976 their
value increased by over 30 per cent, reaching a total three times that
of 1972 (see table 7).

The main factor underlying the strong growth of imports of goods
was the rise in the quantum (see table 6). Indeed, the growth of the
physical volume of imports induced by the vigorous growth of the
Venezuelan economy znd the abundant supply of foreign exchange was so
great that it caused serious problems of overcrowding in the country's
ports, and this was responsible for some of the exceptional LO per cent
rise in transport costs in 1976, which was more than three times the
growth rate of the total trade in goods (see table 7).

The rise in the value ~f imports was alsc partly due to the rise
in average prices. Although rather lower than in the previous three
years, this rise was nevertheless substantial (see table 6).

From the standpoint of the breakdown of imports, the biggest
increases were in nlant and machinery, transport ecuipment and food.

Geographically, a very high proportion (46 per cent) of imports
care from the TUnited States. The Federal Republic of Germany (9 per
cent), Japan (8 per cent), the United Kingdom (6 per cent) and Italy
(5 per cent) were also important suppliers. Finally, imports from
LAFTA countries and the Central imerican Common Market also increased

during 1976.

/Table 7
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Table 7
VINCZUZLL e BALAIXD OF PAYIENTS

(18llions of US. dollars)

1972 1973 1974 1975 19765/

Current aceount
Exports of goods and services 3 323 L 921 11 540 9 405 9 660
Goods FOB ' 3 100 4 600 11 109 8 899 9 130
Servioces 221 321 431 506 530
Transport 57 8a 106 121 130
Travel 73 119 vl 215 220
Imports of goods and services 2 386 3 373 5 239 6 697 8737
Goods FOB 2 222 2 625 4 301 5 330 6 811
Servioes 664 748 1138 . 1 367 1926
Transport 317 42 L85 622 &2
Travel 182 198 289 324 400
Net poyments of profits and interest on i ' '
foreimm eapital ~lg3 ~051 - 507 37 213
Profits A6 =349 ~686 ~850 ~2C1
Interest ~17 ~2 9 38 &74
ilet private transfer porments ~89 ~105 ~130 ~98 212
Balance on current account ~145 592 5 664 2 64y 1024
Capital account ‘
Net external firancing (atb+etdte) 1l5 ~592 -5 664 ~2 67 ~1 024
{a) let externcl non—corpensators ocapitol ~-134 229 ~303 ~539 )
Direct investment _ ~376 ~60 ~191 gt
long~ and medium~tern loans 236 212 1y 146
Amortization payments ~113 ~132 ~513 ~136
Short~term liabilities 124 215 43 ~15
Offieial trcnsfer parments -5 -5 Y ~58 7 a1l 307
(b) Domestic non-coupensctory sapital or assets ~122 6 =455 <463
(¢) Zrrors and omissions 575 ~218 ~5l 358
(d) &1location of SDRs 38 - - -
(e) et oompensatory fimoneing -
(minus sign signifies an increase) ~212 ~609 =l 269 ~2 503 283
Br.lance~of~porrents loans, trade arrecrs,
LT loans, and other liabilitles of the
monetary autiorities -~ -~ 8 3 ese
Anortization parments ~3 .2 - - sen
Veriation in gross international reserves ' .
(ninus sign simifiss an increase) ~209 ~607 =l 277 ~2 508 one
Forelsm excimnge reserves '
(ninus sizn signifies an increcse) ~171 ~607 -3 926 ~2 013 o
Gold reserves ‘
(ninus sign si;nifles an increase) -~ - ~349 =191 coe
SDRs {minus sim signifies an increase) ~38 - -2 L ves

g/ Preliminary fisures.
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(iii) The terms of trade. 4s a result of the bigger rise in the

unit value of imports than of exports, the terms of trade deteriorated
by 6 per cent. Despite this decline and that which occurred in 1972,

the level in 1976 was double that in 1973, because of the spectacular

improvement in 1974 resulting from the higher o0il prices decided on by
the OPEC countries at the end of 1973.

(b)  The balance of payments

Ls a result of the small increase in exports and the great rise
in inports, the trade surplus fell markedly for the second consecutive
year. In 1976 it amounted to a little over 920 million dollars: one-
third of the figure for 1975 and only one-seventlh of the record surplus
of 6,300 million dollars recorded in 1974 for the trade in goods.

On the other hand, net earnings from profits and interest continuec¢
to increase. This item, which had shown a deficit up to 1974, showed
a small surplus in 1$75 primarily caused by the interest payments
the country began to receive from the large external financial
investments made by FIV. This trend was accentuated in 1976, when the
country received almost 675 million dollars in net interest, while
remittances of profits rose only slightly after dropping sharply in the
previous year (see table 7).

Tiie surplus on current account was thus 100 million dollars
greater than the trade surplus, but it too dropped considerably, from
almost 2,650 million dollars in 1975 to nearly 1,025 million in 1976,
which represents less than one-fifth of the enormous current account
surplus recorded in 197k,

The current account surplus was also smaller than the deficit on
capital transactions. Consequently international reserves dropped by
a little over 280 million dollars, althcugh even so at the end of 1976
they still stood at about 8,670 million dollars - the equivalent of

the value of imports for approximately 15 months.

/4. Prices
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L, Prices and monetary and fiscal developments

(a) Prices

Price trends in 1976 were better than in the previous year, with
a decline in the rate of inflation for the second consecutive year.

The wholesale price index rose 9 per cent, as against nearly 1k per cent
in 1975, and the consumer price index for the metropolitan area rose by
a little under 8 per cent compared with 10 per cent in the previous

year (see table 8).

In contrast with the three previous years, in 1976 the prices of
domestic products rose less than those of imports. This occurred despite
the readjustment of the prices of various agricultural products in
April. This result reflected in part the effect of the Government's
anti-inflation policy centred on price controls, subsidies for
essential articles and credit restrictions on the purchase of real
estate and luxury goods.

(b) Monetary trends

In 1976 the rate of growth of money declined substantially.
Nevertheless it continued to be high, for between December 1975 and
December 1976 the quantity of money -increased by 18 per cent.
Substantial though this rise was, it was nevertheless rather smaller
than the 38 per cent recorded in 1974 and, above all, the figure of
over 50 per cent in 1975. The growth rate of savings and time deposits,
although much higher than that of money, was likewise more moderate in
1976 than in 1975 (see table 9).

Unlike what occurred in 1974 and 1975, when the extraordinary rise
in net international reserves was the main factor underlying the strong
growth of the supply of money, in 1976 reserves declined slightly, thus
helping to limit the growth of the money supply.

The trend in net loans to the Government and public institutions
also contributed to the reduction of the money supply, since net loans by
the monetary system to the Government declined in 1976, as they had done
in the two previous years. This downward trend was accompanied, for the
gecond consecutive year, by a drop in loans to public institutions,

which fell by 46 per cent (see table 9).
/Table 8
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Table 8

VIIETULLa: ZVOLUTIO: OF DONESTIC PLIC

B
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Consumer price index a/

Tood

Jholesale price index

Liiported products

Domestic products

Consumer price index a/

Joou

iholesale price index

Imported products

Douestic prroducts

&

1971 1972

1973

1974 1975

1976

Annual average variation

Jo“*‘ L,--9
222 Zao

o2 e
243 247

3.0 2.5
/'5 T'L"’

Del
8‘1
1L.0

10.3

1247 14,7
16.? 12,00
18.2 12,2
1007 l“":
1146 8.0
13.3 8.7

D2 848
17,0 5elt

2109 1009

8.2

9l
10.’4

[en]
.
b2

Sourcet Dresident of Venezuela, lkuns.je al Congreso de la lep@blica, May 1975 and iky 1976

-y

Central Zank, Iaforme econémice, 1970, 1971, 1972, 1973, 197k and 1375,

a/ Cost~of~living Indei: for the Crroces metropoliton areae.

’ - . 2 -
b, Provisionrl figures, Jeoiwery-October,
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Table 9

VEREZUELA: ONETARY POSITION

(Z1lions of bolf{wnres)

1. lionev

2s Foctors of esxpansion

Forelgn assets (net)
Domestic credit

Claims on governaent
(net)

Claims on officizl
entitles

Cleims on private
sector

3. Tactors of absorption

Quasi-noney

(sevings and time deposits)

Investnent funds

Other 1tems (net)

Balance at end of:

Annwal growth rates

1973 1974 1975 1976 1974 1975 1976
11 597 15 975 2k 094 28 273 3.8 50,5 Wb
2l 730 42 926 59_900 65 409 7326 396 %3
10 491 27 348 37 750 g7 226 15545 3546 -1.4
1k 2199 15 073 22 150 31 267 5.9 4349 1,2
73 St Loy ~7 120 ~8 743
162 209 138 74 29,0 ~3440 L6l
1L 550 19 360 29 132 35 952 33ad 50,5 371
13 133 26 951 35 365 4o 218 105,2 3241 12,1
8 189 9735 14 866 21 a4 18.9 5247 oo hkey
- 11 772 16 3y 11 652 - 28,8 -23.7
L gk 5 Wl 4 €55 7152 1041 ~1445 5347

Source: LI, Internntional Finenelal Stetistics, Moy 1977,
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Consequently, the growth of the money supply was caused
exclusively by the growth of credit to the private sector and the
decline in the deposits in the different investment funds of the
Government.

Loans by the monetary system to private entities continued to
increase very rapidly in 1976, with the result that by the end of the
vear their ambunt was double that of only two years previouslys

Yoreover, Venezuelan Investment Fund (FIV) deposits with the
Central Bank and the commercial banks dropped by 29 per cent, thus
contributing to the expansion of the money supply-

This reduction reflected both the decline of fiscal inputs to
the FIV in 1976 and the rise in the latter's investments. In 1976
the most important FIV operation was the allocation of resources to the
programme for the financing of domestic economic activity through loans
and shares in the capital of domestic companies. This meant that the
programre came to account for more than half of all resources allocated
to financial assistance programmes.

On the other hand, placements in the external financial market
dropped, particularly in the case of time deposits. The resources
allocated by FIV to the international financial co-operation programme
increased by a little over 1 billion bolivares in comparison with the
previous year. Fifty-five per cent of those resources were in the
form of loans, mainly to the Central Banks of some Latin American
countries to finance investment projects based on commitments undertaken
in earlier years. The remainder took the form of contributions to the
trust funds of the Inter-American Development Bank and the Caribbean
Develewnent Bank.

(¢ Fiscal trends

During 1976 the trends in public finances were somewhat similar
to those in 1975, in that current income, saving and capital expenditure
of the central government again declined, while current expenditure
further increased (see table 10).
/Table 10
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Table 10

VENRZUELA: CENTRAL GOVERNMENT INCOME AND EXPENDITURE

1illions of bolfvores el orowth rutes
1973 1974 1975 1976/ 1974 1975 1976
1. Curre:t ineone 15 053 42 402 4o 898 38 134 1554 ~4,0 ~6.8
Petroleun 11 376 36 €73 31 612 27 385 222453 ~13.3 ~13.4
Direct {ax revenue b, 3 070 3 747 5 232 6 608 21.3 k1.0 2541
Indirect tax revenus 911 1 020 2 224 2 009 12,0 110.0 ~247
Import duties 698 1163 1 700 2132 6846 52,1 1068
24 Current expend:ture 10 119 15 368 19 339 21 5k 51.9 2540 11,4
Wages and sclaries 5 030 651 8 008 ora 20,0 22,4 ara
Other ourrent expenditure 5 039 8 827 11 331 voe 75 20,1 oas
3¢ Savin: on current sccoumt 5 9% 27 234 21 559 - 16 592 35848 =~20,8 ~23.0
4e Copital expenditure 4 923 24 691 21031 17 924 401.5 ~14,8 ~1%,8
Real investuent 1696 - 2 1956 2 91k 3678 2905 3247 26,2
Trensfers ] 742 2972 f 6546 287 .45
Pinaneinl investment ¢/ 2 309 21 165 15 035 le 606 ﬁ\ 8156.6 ~7540 /f ~23H
Debt service Lo 568 355 640 2541 ~29.46 80.3
5¢ Totel expenditure (2+4) 15 o42 4o o059 4o 370 39 Lég 156, ~1,0 2,2
6e Fisec) surplus (1-5) _1o012 2 s 528 ~1 331 151,0 7942 -
7« Flncneing 379 o2 102 5013 =262 ~57s7 4 815.0
Iberncl 61 43 77 L ~21.3 60l 5 57646
Domestic _ 218 193 25 642 ~39.3 ~87,6 2 48,0
8+ Finel swrplus (6+7) 1392 2784 €30 5682  100,0 7 484l

Source: CIPiL, on the b-sis of ofliecizl dnta.

_a_./ Prelimin-r: fizures,

1_3_/ Including rovalties.

3/ Including, oontributions to the Venezuelan Invesinent Iund.
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The decisive factor in the drop in current income was the drop
in the tax yield from the 0il sectcr, which declined for the second
consecutive year by over 13 per cent. In 1976, however, this decline
was basically due to the institutional changes accompanying the
nationalization of the oil companies, which altered the traditional
distribution of the surplus generated by the oil sector between the
central government and the companies. Thus, in 1976 the tax on the
income of the companies was reduced from 72 to 65.5 per cent, and they
were allowed to include among their costs their contributions to
Petrdleos de Venezuela (PESTROVSN), enual to one-tenth of their net
export earnings.

Revenue from taxes on imports and, above all, direct taxation
rose steeply, however, although in both cases at a lower rate than
in 1975 (see table 10).

In contrast with the downward trend of current income, current
expenditure rose once again, and in 1976 it was double the 1973 level.
Its rise in 1776 wvas swmaller than in previous years, however, and only
slightly exceeded the rate of inflation.

Nevertheless, the rise in current exmenditure coupled with the
drop in current income neant that for the second consecutive year
central government saving on current account drcpped by more than
one-fifth. This substantial fall meant that for the first time in the
last four years current saving was not sufficient to cover the
government's total capital expenditure, although the latter again
declined by 15 per cent in 1976 (see table 10).

The drop in capital exnenditure was entirely due to the decline
in financial investient and transfers. In contrast, real invesiment
and, above all, debt service rose very sharply.

The drop in financial investment was primarily due to the smaller
contribution by the government to the FIV. The contribution in 1976
was 2,500 million bolivares: only one-third of the allocation in 1975
and less than one-fifth of the contribution of 13 billion bolivares

made in 1974,
/The drop
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The.drop in financial investment caused by thé smaller
contribution to the FIV was not offset by the biggér allocations‘made
in 1975 by the central government to the Industrial and Agricultural
Credit Funds (1,560 million bolivares); the creation of the Urban
Development Fund (500 million bolivares); and to the Special Fund of
the Oil-Dxporting Cbuntries for providing financial assistance to the
developing countries (200 million bolivares).

Since current income shraﬁk more than total expenditure, the
current operations of the central government showed a deficit for
the first time since 19716’ The amount, however (1,230 million
bolivares), was much smaller than the 5 billion bolivares which the
government obtained from public borrowing operations. Almost 90 per
cent of this extraordinary income stemmed from a 1 billion dollar loan
contracteq with 225 foreign banks to finance and refinénce short-ternm

external liabilities of various government bodies.









