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I. Dconomic Growth in Venezuela;-The Droad Outlines of the

Pérez Jiménez Lra

The general outlines of recent Venezuelan grovth are familiar to
most economists concerned with Latin American developments. [Ironm
1950 to 1957--the Pérez Jiménez era-domestic product grev at the
phenomenal, rate of 9.4 per cent per year.i/ (See Table I for acroeconoiiic
data and Table II for data on the labour force).‘ This represents one
of the highest per capita growth rates in the world, 5.7 per cent per
year when the immigration—swoilen, population growth rate of 3.3 per
cent is deducted. ,

Lxports of petrolewn and petroleum products obviously formed the
basis of this expansion. Veﬁeégeia took advantage of~a rapidly growing
vorld market for petrolewn to expand exports of petroleum at 7.4 per
cent and products at 14 per cent per annum.‘.Crude petrolewn production
expanded from 1 498 million barrels per day to 2 779 million barrels
per day, -

Although these rates seem phenonenal, they actually represented
a decline in Venezuela's share of the world export market for petroleum.
The petroleum companies found liiddle Dastern oil mqre.attractive, for
it could be exploited at a fraction of Venezuelan costé and liiddle
Bastern producers tended to demand much lover tax rates than the
originators of the 50/50 sPlit.g/ lioreover, even if costs had been the
same, the companies' desires for alternate sources df supply and the
Venezuelan policy of “no more concessions” would have increased the
share of the Persian Gulf, at the expense of Lake liaracaibo.

Obviously, if the petroleum sector had been a perfect enclave,
using only foreign owned factors of production, paying no toxes and
making no local purchases, it would have had no effect on Venezuela.
However, rapid growth of petroleum production did contribute to rapid
growth in the rest of the economy directly, through local purchases of
goods and services, and indirectly through taxes, which are used to
make the govermment purchases, These contributions, defined as retained

value é/ to distinguish tehm Irom the concept of value added used in
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the system of national accounts, represent the way in vhich petroleum
acts as a “"leading” sector, influencing other sectors through demand
for their production and competition for their factors of production.
Tor exaple, since fhe real value of taxes can rise as a percentage of
output, the nation's comand over goods and services, expressed with
the retained value nieasure can increase more rapidly than real GDP.
Or the percentage of local intermediate purchases could rise, increasing
the demand for local factors of production in a.vay that does not appear
in the national accounts.
During the 1950-1957 n»eriod the petrolewi sector represented about

31 per cent of GDP at constant prices. (fhe corresponding calculations
of retained value in current prices under various definitions are shown
in Téble 111, together with other data on petroleum.) ] might Ee
expected from the nature of the production process, the petroleum sectorts
major impact vas through tax paymentsAto finance govermnent spending.
Even at its height in 1948; the sector eaployed less than four per cent
of the labour force.ﬂ/ ages énd salaries vere only about half the size
of taxt payments and other lbcal costs were probably -about equal to
wages.é/ On the other hand, regular taxes represented about 3.2 per
cent of gross nroduction over the period and grew 15.5 per cent
per yecar between 1950 and 1957. In addition, thé goverﬁment also
received extraordinary revenues of Ds. 974 nillions in 1656 and Bs. 1°142
in 1957 from the first sale of o0il leases since "Jorld Tar II. UGrdinary
and extraordinary 0il revenues amounted to 62 per cent ol governutent
incowe in the period and were channelled into a correspondingly rapid
growth of govermaent spending, as there was alimost no public debt.

V The growth of the petroleun sector (crude plus refined) was almost
exactly the same as total growth in the eéonomy, as ileasured by the
GDP accounts or “ordinary’ retained value delflated Ly a price rise of
about one per cent per year. In fact, grovth in the petroleuwn sector
lagged growth in GDP (and national income) during the period 1953-1955,
credting slight revenue probleas for the govern.ent. Rapid grovth

returned vith the 1957 Suez crisis and the nev concessions of'1955 and11957.
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The companies may well have felt that declines in Venezuela participation,
and the new concessions signalled a more favourable attitude toward the
industry on-the part of the Venezuelan government,

" Industrial growth, broadly defined to include refining, construction
and the prov{sion of gas and pover, was quite'rapid over the Pérez Jiménez
periodA By 1957 the share of these sectors in GDP han 1ncreased almost two
percentage p01nts. thelr average growth rates were industry 11 7, petroleum
refining 15,5, water and power 19.3, and construction 9.7. During the 1953-
1955 period these sectors grew substantially faster than GDP. Some of their
growth was strongly linked; for example, about 12 per cent of industrial
production--vwood, cement‘and efher nonmetallic minerals, paints~-went td the
construction industry; Tires, textiles,'ahd shbes and clothing production
also grew rapidly in tﬁis period, as a result of an exteﬁsive import substi-:
tution program'é/. Nonetheless textiles, shoes and clothing stiil represented
only 12 per cenf,of industrial production by 1957, e fairly low proportion
in comparison to other LDC's. Much of Venezuelan industrial expansion had
been and continues to be along the prlmary lines of comparatlve advantage-—
capital 1nten51ve manufactures-nand/br nontraded 1tems such as beer, cement,

-’Z/.

Except for construction, this capital intensive growth did not provide

and construction

many Jobs per percentage point of growth. The Venezuelan performance in this

respect was actually somewhat better than in the rest of Latin America in the
despite structuralist

8
&/

criticisms of the capital intensity of the process . Nonetheless Services,

rest of Latln America in the 1950—1968 perlod

commerce and agriculture. continued to employ about the same 75 per cent of
the labour forcein 1961, although the service sector represented 38 per cent
of the employed as opposed to 31 per cent in 1950, Agricultural employment
rose slightiy and fell in'ﬁercentage>terms from 44 to 35 per cent of the
employed, partially as a result of tﬁe traditional pull of the cities and
partially the result of lagging agricultural output, which still reached the

relatively high rate of 6.5 per cent per year (4,5 per cent, 1951-1957).
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Overall shift in labour force composition was sufficient to roughly

equate the growth rates of output per man in agriculture and the rest of the

cconomy excluding petroleum, but left untouched the sixfold difference in

Y, § ;

average productivity .
The lag in agricultural growth reflected the international
decline in coffee and cacao prices and the competition of agricultural

imports, effectively paid for by revenues from petroleum exports,
vhich othervise would simply have increased private and public holdings
of foreign assets., “hile goveriment policy toward agricultural ilmports
¢id vacilate through the 1950-1957 period, there was probable a smaller
push toward agricultural import substitution in Venezuela than in any
other Latin /“merican economy. During the poor harvests of 195Q/195l
large anounts ol food vere imported for consumption, danpening any
possiuility of rising food prices in the cities. _gricultural iuports
fell in 1952 Dbut then were permitted to rise steadily, so tiaat their
value was roughly twenty per cent larger by 1957, and their proportion
of real national consumption had fallen only 3 percentage points, to

22 per cent.ié/ . .

Governaent neglcect of agriculture also manifested itself in lov
levels of spending on agricultural-rural developient during the 1550-
1957 period. (See Tables 4 and 5 lJor [igures on government spending.)
7or example, the Agricultural and Livestock Dank, a major source of
agriculture credit, was given no funds after the 1953/1954 Tiscal year
and received only one quarter of its 1942/1930 appropriation over the
vhole 1950/1951 to 1956,1957 period. Vhat spending that did occur was
concentrated in large-scale, capitcl intensive projects such as the
sugar centrals.

hile it is diflficult to criticize 7enezuela Zor initiating a
fewr capital intensive industrial projects along such lines o. obvious
comparative advantage, such as steel and petrochenicals, the neglect
ol agriculture, wvhich was probably next in the line of conparative
advantage, and vhich employed represented nearly half the labour
force in 1950 is impossible to justilfy on either economic or social
grounds. The net result ol the external circumstances and internal

12/

policy was the maintenance of the "dual" economy that exist in 1950 .
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Only those rural inhabitants wvho were able to overcome the traditional
unvillingness to or difficulty in mlgratlon to the c1ty were able to
participate in the fruits of growth, Although this low of migrants

wvas, as might be expected, large, the rate of growth of the urban
fraction of Venezuela's population was hot much different.than in other
Latin American countries, despite the presumably greater attractions in
rapidly growing Venezuela., One explanation for this phenomenon night

be the Pérez Jiménez prohibition on rancho construction, which hindered
migration to Caracas, the potentially largest employment center, As a
result the growth rate of Caracas was only median among Venezuelan cities,

an experience vhich-contrasts with other central cities in Latin Américaaéé/

II. The Provisional Junta.and the Betancourt Ira

iThen the Provisional Junta tooL over in 1958, they encountered

more than agricultural problems., liany of projects constructed in the
last years of the Pérez Jiménez regime had been financed by issuing
short—term Treasury due bills, as portions of the vorg vere "juége&’
completed, The contractors would ehen discount,the bills ﬁsing the
proceeds for working capltal These due blllS represented a floatlng
debt which may have gone as high as four bllllon bollvars,—d/ but it
was later learned that much of the actual constructlon work had not
been performed-—d/ It is a measure of the complete breakdown in publlC
administration at the end of the Pérez Jiménez period, that thls
borrowlng with its correspondlng cost vas going on vhlle the Treasury
maintained a cash reserve of Ds. 2 351 n11110n.l§/

‘Confponted with these bills, and such uncompleted projeets as
the grandiose Centro Simén BDolivar, the COMNAHOLU hotel chain, the
Guayana Steel wo;ks; the Mordn petroéhemical conplex, and numerous
roads and bridges, the Junta decided to éay the coﬁpromises, push the
projects to completion, and even undertake such new vhlte elephants as the

Hipodromo, using the funds remaining from the oil conce551ons EZ/

/In addition



In addition the Junta raised govermient salaries lﬁ/ and began the
Tmergency Plan (P.0.Z.). The latter vas an attcupt to gain votes and
reduce unemployment in the temnporarily paralyzed construction sector,
through a series of public works projects payin, relatively high wages
and centralized in Caracas.lg/ Government capital spending, even
excluding the Jiergency Plan, jumped to over 50 per cent of the budget,
as optimal investmnent theory would require vhen a national asset wvas
sold. Howvever, the jump was largely illusionary for about one third of
the capital spending in 1957/1950 and tventy per cent in 1958/1959
vas dedicated to covering the debts on the cost-inflated projects of
the Pérez Jiménez period 29/ and mﬁch of the rest vent to low productivity
projects, Agriculture, vhere higher productivity investments existed,
remained a neglected sector in the govermment budget, receiving even *
less in percentage terms than under Pérez Jiménez, though some subsidy
plans were initiated. At the same time agricultural imports for
conswuption vere pernitted to rise 12 per cent in 1958, to their
historically highest ievels, and remained at that level during 1959.2£/

""hen Rénulo Betancourt took office in early 1959, the econouic
situation steadily vorsened. .ith the end of restricitions on itigration,
the promise of jobs in the Emergency Plan, and perhaps even free rent in
one of the super bloques, rural inhabitants svarmed tovard Caracas,
increasing unenployment., 4t the same time cohstruction activity wvas
paralyzed, since it was not lmovn vhat would bc done about the
renaining due bills, particularly with nev irregularities which wvere
soon discovered in construction undertaken under the provisional
government.gg/ In addition the newv govermaent's atteapt to avoid
vasteful spending sloved payments to construction firnms substantially,
and they, alwvays short of vorking capital, wvere forced to lay off
vorkers.gé/ Industrial activity also slowed as businessmen avaited
the announcement of Accibn Democrética's economic :aeasures, which vere
expected to follow the party's traditional anticapitalist line.

i general scramble to send money out ol the country began,,as

businessmen worried about their holdings and imigrants feared sone

/heasures woulcd



measures would be takéﬁﬁagaihst-them in. repayment for their support
of Pérez Jiménez. Nev taxes appeared.imminent, not only because of .
Accibn Democrdtica's traditional antibusiness attitude,:but because
0il revenues declined with the slowing of demand .for Venezuelan
output, caused by Middle-East competition and'the.imposition~o£ United
States qﬁotas in liarch, ‘1959.. At the-same time, the new government felt
obliged to embark on its election platforms. of. social development
throughout the country, wvhile maintaining its spending-in QGaracas to
prevent>rising unenmployient. s a result Treasury reserves wvere further
reduced ‘and borrowing had- te be made, largely from Foreign sources,
" The dollars thus obtained disappeared almost iMmediately, along with
a large portion of the intérnational reserves, as the capital flight
increased in the second half of the year, with fears of devaluation
as vell as tax increases.: 4

Although the contercial: Banks had maintained excess reserves
for just such an eventuality, the drop in-depesits, combined with
failures in a couple of banks -and some illiquidity:on.the part of ...
metropolitan borrovers, threatened to bring down the whole banking
syStém:'"The banks vere Fforced to resort -to large.redisgounts with the
Central Bank,'especiaIIy%afteraa‘revisionﬁof.rediscountarules in
Ilovember, 1959 made these operations feasible, Lt the.end of 1959 .
outsfandihg'Central-Bénk'lending to the banls ameunted to 210 million.
bolivars,gﬂ/la'figure'Which averted a complete collapse but vhich was
only a fraction of the 300 million bol'vars drop in deposits and the
190 million bolivars of bad debts vhich the banks suffered in the ©
last six months of 1959.22/ By mid~1960 coamercial’ bank deposits had.
fallen an-additional 860 million bolivars,.and checking accounts had. -
fallen GG0 million bolivars or 25 per. cent, though the fall in total
money was less, as people partially converted their deposits to..
currency. Dy the end of the year deposits had risen 60 million bolivars-
from their june low and checking -accounts were up almost. 200 million

bolivars. ' Central Bidnk loans at the year's end were onlj 290 .iillion

ﬁ'/Bblivars, though



bolivars, though the CV had supported liquidity during the year through
extensive operations (about 1.3 billion bolivars).gé/ The liquidity
crisis had ended, although in total the money stock had fallen by about
11 per cent from December, 1958 to December, 19G0.

“hile this fall in inloney was not as large as the one preceding
the Great Depression in the United States,-—J/ the elfect wvas similar.
Gross Domestic Product rose only 3.1 per cent betveen 1959 and 1961, or
1.5rer cent per vear, and noninal national income actually declined 3.2
per cent between 195% and 1960 and rose only 1,0 betireen 1960 and 1461
paralleling noninal retained value, Output in nanufacturing fell 3.2
per cent in 1960 and Jjust rose above the 1959 level in 1961,
Construction completely collapsed, declining 15.4 per cent betwveen 1959
and 1960 and a éurther 24 per cent in 1961. ilianufacturing industries
supplying the construction. sector vere particularly hard hit. .11 of
the original lwuaber mills in the 3CV's national product - saisiple had
closed by 1961 and cement production dropped 21 per cent. OF course,
this disastrous performance meant that the Planning Goals ol seven per
cent annual grovth in GDP, 14 per cent annual grovth in manufacturing,
and six per cent in counstruction wvere completely unfulfilled, —~/ In
1962 the First plan wvas abandoned. Large open unaaployment developed in
the cities, reaching 16.3 per cent in Caracas in 1961 despite the
continuance ol the P.0.Z. Construction vorlers suffered sost, with
unenployment rates of 30 per cent nationally and 44 per cent in Ceracas.
Lbout 6 per cent of the uneuploved in the 19351 Census cnd 17 per cent
0l the wnewaployed in the Caracas lietropolitan \rea had last worked in
construction.

The preceding, leynesian analysis ol Venezuelan uneaployment during
the early sixties has largely been neclected by others, who attribute
1t to structural problems.gg/ The structural approach is somevnat
difficult to square vith the reduciion in uneiuployment from 135.1 per
cent in 1961 to 6.9 per cent in 1967. -/ Hovever, structural problemns,
such as the increasec in labour costs which accompanied the increased
union activity of the early ..D vears, probably worsened unemployment
in the early .iD years.

/The national
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The national accounts show a substantial rise in the percentage
of income going to labour, from an average of less than 55 per cent
in 1955-1958 to 58 per cent in 1959 and over Gl per cent in 1960 and
1961.25/ Hinistry of Labour statistics indicate a substantial rise in
the median collective settlement and suggest a rise in workers under
union contract.ég/ In addition, the switch in spending emphasis, from the
Tederal District to the states, and from urban construction to rural
development probably caused an increase in measured unemployment--wvhich
is basically an urban concept--together with a rise in “rural® income and
productivity, rather than employment.ég/ In partial reflection of this
rural investment, the national accounts shov a definite rise of about
one percentage point or 18 per cent in the growth rate of agriculture in
the early sixties, as compared with the fifties, and about two percentage
points as compared with the 1956-1959 period, though this growth was
less than plamned growth. However, it is difficult to turn these
estimates into per worker figures because of the large changes in rural-
urban migration rates which probably occurred in the 1958 to 1961 period.

In theory, govermment policy could have averted the recession,
despite the decline in petroleum revenues, through monetary expansion
or increased spending financed by additional foreign borrowing at the
moment that average money balances fell below “desired” levels, vis a
vis national product. Gross international reserves might have declined
somewhat further but unemployment would have been lower.éﬁ/ Unfortunately,
such optimal timing is beyond the scope of most developed countries let
alone a shaky govermment in an underdeveloped country. Under the
circumstances, and given its philosophical unwillingness to prohibit
urban migration, the government's target--reducing the unemploynent
rate to 6.9 per cent by 1966--was about the limits of feasibility.

The government's attempts to achieve this target were somewhat
less than might have been expected. Even after the recession became
clear, central govermment spending, excluding debt amortization, remained

constant in nominal terms, in 1962-1963, and declined in real terms.

/The government



The govermaent apparently felt constrained by the slovly groving
petroleun revenues (2.7 per cent per year over the 1959 to 1963 period).
Only in 19565 vas the money supply permitted to grow rapidly and even by
the end of the year it was only about six per cent higher than in
1960, despite a much larger potential GDP. A large govermment surplus
tended to offset the expansionary effects of reserve growth arising
from the devaluation and the capital controls of 1960 and 19G1. 3y 1963
GDP and (nominal) petroleun taxes were only 11 per cent higher than in
the recession year of 1961 as (nominal) retained value grev only 3 per
cent, as construction continued to fall and manulacturing grovth averaged
less than 10 per cent per year. .. griculture remained the only bright
spot, continuing to rise nore rapidly than GDP.

2lthough the Betancourt govermment was hesitant in its fiscal
policy, it was more active in altering the nature of govermment spending.
The mainstay of previous administrations, construction of transportation
facilities including railroads, was reduced substantially as a percentage
of govermment spending, as were allocations to CVI® and expenditures for
the completion of the steel and. petrochemical plants. Howvever, amortization
of the debt, which had been used by previous regines to finance these
expenditures, became a major item in the budget.

,Lgriculture became a more favoured sector, in line with Accibn
Democréticats rural Base. The iAgricultural and Livestock Dank was
rejuvenated, an agrarian reform program was actively undertaken and
substantial investments vere made in irrigation. Hovever, over filty
per cent of this investiient and much of the spending for colonization
by the Agrarian Reform Institute wvere concentrated in the states of
Guariéo and Portuguesa in completion of the large scale projecté begun
under Pérez Jiménez--vhich have greatly been criticized for lov productivity.
Jducation also became a favoured sec¢tor and AD's only aev initiative, in
line vith the bacliground of iD leaders such as Luis 3eltrfn Prieto.
Teachers'! salaries vere raised, the number of and attendance in prinary
and secondary schools rose imore than 50 per cent, and additional subsidies

vere given to the universities, vhich doubled their enrollizent.

/One measure



One measure of the productivity of this investment is the rise in the

1itera§y rate from'just over 50 per cent in 1950 to 65 per cent in
1961 and 77 per cent in 1971. '

Spending on agriculture, particularly agrérian reforn, and on
education tend to be somevhat more regionally dispersed, and broadly
based than spending on roads, industrial plants and urban construction.
Moreover, even the investment spending of ,Accibén Democrética tended to
be more regionally dispersed and evenly distributed in per capita temms,
than similar categories of spending under Pérez Jinénez and the Provisonal
Junta, as shown in the rough calculations of Table 6. The two major
anomalies in AD's spénding by fegimés - the relativelyllarge amnounts
going to Guayana and the relatively small émouhts to the estern States -
can be explained by an explicit desire to create an alternative development
pole around the lines of comparatlve advantage in natural resources that
exists in the Guayana reglon, and a more 1mp11c1t attempt to channel
spending awvay from the Andean States, vhere COPEI vas strong and support
continued for Pére:z Jlménez Thus, one might lmaglne that the fruits
of petroleun productlon were nmore widely dlstrlbuted under Accibn

Democritica than under prev1ous regines.

ITI. Growth and Structural Change During the Leoni Years

The slow Yecovery of the Venezuelan economy continued during the
Leoni Administration (1964-1963). - Petroleun production exports and
retained value (including exchange profits) continued to grov slowly
over this period and actually fell in 1966.22/ Correspondingly, government
revemies grev relatively slowly, though more rapidly than projected.
Judging by the 1965-19G30 plan and its actual behaviour, the govermmient
felt constrained to run an approximately balanced budget, undertaking.
little nev borroving and no new initiatives in spending, as shown in
Tables 4 and 5. As a result public investment suffered, falling about

10 per cent belov planned levels. . In turn, the slov growth .of public

/investment and



investent and expenditurc retarded the rate of urban labour force
absorption and the Secpnd Plan's (1963-1966) unemployment target
remained unfulfillgd until uptil 1967. ;veq this 6.9 per cent rate
vas somevhat higher than the rate during the early rfifties, although
the “natural” rate may'have increaséd, due to a more liberal attitude
toward rural-urban migration and'the“gradual chahge ﬁhich had occurred
in the age structure of the population. In fact, there is some
suggestion of scarcities of skilled. labour as early as 1964.§§/

Betveen 1963 and 1968 GDP growth averaged 5.5 per cent (five
per éent from 1963 to 1967 using the old GDP calculation discussed in
the sources to Table 1), less than the seven per cent rate called for
in the Third Plan (1965-1968); Dependence upon petroleum was reduced,
though perhaps more rapidly than desired. ‘Real” prodﬁcfion from the
sector rose only 2.1 per cent annually versus the 4 per.cent plannéd
rate. Over the period Venezuela behaved passively, keeping taxes high an
and rising, trying to pursue conservationist policies and enforcing the
OPEC goal of 4-6 per cent grovth in world exports by willingly playing
the role of residual supplier.‘ Under this policy expansion of sales from
the lower cost areas of Iran aﬂdvﬁrabia ﬁere matched by slowvdowns in
Venezuelan production., The companies willingly acceded to Venezuelan
conservationist demands because VenezZuelan costs and taxes per barrel
were much higher than those of the iiiddle Zast or Libya.ég/ In addition,
there was substantial uncertainty as to their profits, for betveen 1958
and 1955 the Venezuelan govermment had refused to approve the companies'
tax returns, asserting that they had sold the o0il or effected intercompany
transfers, at less than could have been obtained at the time.ﬂg/

This Yreparo’ dispute came to a head during 1966 vhen an excess
profit tax on extractive induestries was debated before Congress. Lxcess
profits were to be computed on after-tax earnings greater than 15 per
cent of net assets and extra taxes on them could have reached 38 per
cent. The companies strenuously opposed this tax bill and reduced output
by about two per cent during 1966. In September a compromise was
finally arranged in vhich the highest tax rate on profits (excluding

royalties) was raised from 47.5 to 52 per cent,ﬁé/ an agreenent vas

/reached on
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reached on the amount of "reparos" and a schedule of payment, and
"reference" prices were set until 1971. 1In October crude production
returned to approximately the 1965 level, and remained there during

the October war 2 .and through 1968, The rise in price, the "reparos",
and higher tax rates all meant an increase in government revenue (20

per cent) and returned value, as compared to 1965, but when the "reparos"
- declined in 1968 revenue again stagnated.

In éddition to settling the "reparo" dispute,'the outgoing Leoni
Administration initiated legislation which was intended to imprbve the
position of Venezuelan oil in the world market. 'A desulphurization law
was passed, offering accelerated depreciation and exemptions from import
duties to desulphurization plants, Under this law plants were constructed
in Amuay and Cardén giving Venezuelan fuel oil a place in the growing low
sulphur market, Also, in f967, aﬁ amendment was made to the hydrocarbon's
law, setting out the basis fof service cdntrécts; Bids on plots in Lake
Maracabio were taken, but not actually accepted until the Caldera Adminis-
tration took office.

" With petroleum lagging, growth depended upon internal sources. In
manufacturing, recovery frém the recession and intensive import'substitution
Qeneratea average annual growth rates of about 7 per éentiper yeaf.
Agriculture, still the main employer, grew slightly faster than GDP (5.8
per cent per annum 1963-1968), though somewhat more slowly than in the
Betancourt years. Among the five major items accounting for the growth
of agriculture-milk, rice, sesame, platano, and corn-the first three
benefited greatly from an agricultural import substitution campaign and
were generaliy produced on commercialized farms, under various types of
subsidies. Thus, it is hard to attribute agricultural growth to the

agrarian reform per se, although data from the Agrarian Reform Institute

= . /indicate the
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indicate the affected lands piz;“od‘ué'e'&i about 50 per cent of the national
ocutput excluding coffee, cacéé, banana{toﬁaéco, andbanimal?broducts.
Agriculture, other than coffee and cacao, also benefited from the 1964
devaluation, as did manufacturing. Exports from these two sectoiidgrew
43

36 per cent and 47 per cent respectively, between 1961 and 1966
Construction also revived, though it did not pass the 1957 pcak in

44/

output and cconomically active people attached to it until 1968 .

/IV.  Ine
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I/, The Caldera Administration, the Return of Accibn

Democrética and the Puture

hen the Caldera Administration-took :office in 1969, it was
faced vith the same problems that had.plagued the last year of the
Leoni Administration. The costs of further import substitution in
agriculture and manmufacturing seemed to_be mounting rapidly as the
stage of easy substitution had passed. Liﬁited'by the small Venezuelan
market, furthef expansibn could only be achieved through exports or more
rapid grovth in internal demands. Cntry into Andean Pact, vhich
represented a potential foreign market for unsubsidized exports, was
delayed by local industrialists who expected to be sacrificed to
foreign interests while state and foreign owned heavy industry expanded
along lines of comparative advantage. Exports to the rest of the world
would require a subsidy, for production was uncompetitive at petroleum
dominated exhcange rates, and devaluation or a two-tiered exchange regime
vas rejected politically. Yet, fiscal difficulties had forced the
Leoni Administration to restrict agricultural subsidies and would
certainly limit the growth of internal demand. The "reparos’ had given
a temporary bLoost to public revenues, but Venezuelan oil remained
uncompetitive with liiddle Lastern and African production in the United
States market. Revenues wvere, therefore, likely to stagnate and they
actually declined in 1969. The construction industry also suffered a fall.
Output grew only three per cent, though according to the sample surveys,
unemployment continued to fall. The situation did not improve much in
1970, with growth reaching only 4.4 per cent and petroleum revenue
Jjust maintaining the 1968 1evel.45 Only a rise in income from iron ore
and nonmining income taxes kept government incohe rising. The service
contracts that vere signed did not seem likely to yield appreciably
larger amounts of revenue, indeed their actual exploitation 'was a complete
bust.

From this lov point the fiscal situation has steadily improved

because of groving strength of producing countries in the oil markets.

/In late



In late 1970 the Venezuelan govermaent raised the tax rate applicable
to the petroleuwn companies from 52 per cent of profits to 60 per cent
and in early 1971 increased referenée prices. gs a result, tas revenues
from oil rose 33 per cent in 1971. UVhile output grev only 4.4 per cent,
the economy's command over goods and services roée much faster ‘because
of the higher percentage'of taﬁes in the value of petroleum output.
Tlormally the tax rise vould have caused a substantial decline in
Venezuelan exports,'as iiiddle Castern production was substituted, but
in this case the Venczuelans were able to take advantage of the Libyan
cutbaclks, the Syrian blockade of the Trans .rabian pipeline, and the
rise in Middle Castern and Libyan taxes.ﬂé/ ith a passive response on
the part of consuming nations reference prices vere increasgd.” In
the face of the Arabian behaviour the Venezuelans vere able to appear
quite rational, vhile pursuing their traditional conservationist-high
price policy. Indéed the'companies conplained surprisingly little about
the 1971 passage of the Hydrocarbon Reversion Lav, whiéh closely regulated
the companies' activities during.the_period up to the reversion of
concessions and required them to post a boﬁd guaranteeing the condition
of the concession and that no capital would be removed Irom it.

ith 's return to'office the foréign mining companies came under
still Pfurther pressure, In line with OPIC decisions, reference prices
continued their risé, recaching 14.24 in January 1974, with prices to
consumers rising to as much as 11.350 during the Arab blockade, as
compared vith a Venezuelan figure of 1,92 in 1966 and ' 5.00 as later
as October 1973. s result of higher reference prices and the 3. per
cent rise in taxes passed in mid 1974, Venezuelan participation per
barrel rose an incoie taxes grev 243.8 per cent, royalties 155.4 per

19748/

Part of these revenues vent tovard the nationalization of the iron mines,

cent and exchange profits 304.4 per cent betwveen 1973 and

and the 1975 passage of the petrolewa nationalization lav by Congress

suggests that the cil companies will soon receive similar treatnient,

/Given the



Given the changed conditions in the world oil market, two
problems face Venezuela, oﬁé old, one new.. The shift of market pover
to the producing nations has left Venezuela and fhe other OPLC
producers with an opportunity to reap substantial monopoly profits at
the expense of the consuning countries. 'However, these profits can only
be maintained if the OPLC cartel can hold together, an outcome which
seems less likely than vas the case when the seven international majors
controlled most of the sources of supéiy;' The larger number of
participants in the OPuUC cartel and the pressure vhich each national
company will exert to expand its nationalized output by paying lower
taxes than the multlnatlonals should lead to an erosion of prices in
the future, although as yet tmere are only small cracks in the dam.ﬁg/

Thus Venezuela is faced with her traditional problem of maintaining
a constant shafe_in the world market by inéucing the other countries to
cut back supply,.ratherﬁthan sufféring a deélining share by acting as a
residual supplier. Up to mid_1975 the cartel was surprising successful
in coping with this problen, ailocating'prbductioﬂ cutbacks of over
‘twenty-five percent, with small cuts in prices, relafive to the 1973
1973-1974 increases. However, inflation in the rest of the world has

.lowered the relative pficé of oil ten to fifteen pérceht.

Assuming production control can belmaintained, the new problem
facing the OPEC producérs is to achieve an increase in supply which
will reduce pricés below the long—rﬁn supply price of crude in the
consuming nations 6r potential new producers. Such a policy would
clearly 1nh1b1t efforts such as the United States' “Project Independence®
wvhile guaranteeing high incomes for OPEC countries.

Under such circumstances Venezuela could afford to cut back
production somevhat, though perhaps not as much as the projected 50
per cent cut from peak output, while still receiving a relatively
large income from sales. /[lthough official reserves are “lov" (about
15 billion barrels at the end of 1969, or about 1l years of production)

these have been calculated at “low’ (18 per cent) recovery rates.22
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If the recovery rate vere to rise to only 30 per cent, a figure below
present United States levels, then reserves at the end of 1969 vould
cover about 18 years of production. urthermore, official reserves
do not include any estimate of offshore operation in the Golfo de
Venezuela, the Orinoco Delta, the Gulfs of Coro dnd'Vela, nor do they
consider the tar sands with an estiaated oil content of 700 million
barrels, equivalent to 70 billion barrels recoverable vith knoun
methods, .11 of these sources are recovérable at higher cost than
official reserves., Howvever, they are probably exploitable at
substantially less than the cost of alternative sources in conswaing
countries except for the tar sands. Thus Venezuela seens unlilkely to
“run out” of oil in the near future. DProvided she can persuade her
OPEZC partners to guarantee her marlet share, she can count on high
petroleﬁm incomes during the seventies, as compared with the sixties,
particularly since her production seems much less subject to politically
inspired interruptions. '

£ these tax revenues are obtained, the Venezuelan governuent :
vill be faced with a problem vhich has not really arisen since the fifties,
the disposal of a vast amount of oil receipts., The :adninistrative
structure of the country has probably developed sufficiently to avoid
the large-scale wvaste of these funds vhich tooXk place during the last
yvears of the P&rez Jiménez regiie. Sufficient infrastructure has
been constructed sincé 1950 to leave mainly low productivity physical
projects. Thus, whatever expenditure takes place is practically
forced into development of the human resources of the nation--public
health, education, agricultural developiient and housing--rather than
more roads and public buildings. Until the actual directions of
expenditure are determined tle revenues, less expenditures Cor
nationalization, will remain under control of the Investment 'und, vhich
has placed them in intermational debt instruments and undertaken some

price support ventures in primary products.

/';’hen this



‘hen this expenditure is undertalken, its nature, together with
a corresponding expansion of govermment activities, guafahtees its
dispersment among many rather than few hands. Unfortunately the
difficulty with such expenditure is that it may have little present
productivity. The product of'expenditure on projects such as a
literacy campaign or improved nutrition can oniy be felt twventy years
in the future, so it is very hard to measure vhether the nation has
spent wisely, If it has not, then the nation's stock of eapital (oil
reserves) will be depleted to raise present conswaption standards,
a fear that has been most eloquently expressed by Juan Pérez Alfonso,
the elder statesman of ADECO oil policy. Of course, this result caumnot
be judged wholly bad., Unless one has a strong “statist” viev it is
difficult to see vhy present consﬁmers should refrain from consuming
some of the large stock of oil wealth, simply to leave future, presumably
richer, generations with even greater consumption opportunities. To
some extent this view has been taken b&ithe governmenf of Carlos Andrés
Pérez, as demonstrated by its reduction of personal taxes in the
lover brackets, although oie could also interpret the reduction as an
attempt at indexation, and by the large rise in food imports. '

Presuming that the Venezuelan govermnenf aﬁtempts to cut taxes
on nationals or fd‘spend its 0il revenues eurrenfiy, rather than to
invest them in foreign capital and become a rentier nation, the
econemy'ié likely to face a completely nev problem--inflation. The
attempt to raise personal income will naturally generate increased
demand for nontraded as well as traded goods, Resourees :
will correspondingly have to be withdrawn from tradeable goods
production, such as agriculture and manufacturing, eince demand for
these goods can be satisfied internationally. (Presumabiy a fair
amount of the imports should be capital goods to replace the depletion
of the stock of petroleum and incentives for investment are part ‘
of the tax plan.) The required movement of resources could be
accomplished by a rise in relative prices of traded goods, without any
movement in the average price index, through an appreciation vhich

would lower traded goods prices, However, producers in the traded

/éoods sector,



goods sector, vhiclhi has been developed through much invest.ient and

a favourable import substitution policy, will certainly resist this
foreign competition by demanding further protection. Given their
successful delay of entrance to the Andean Pacf it seens prébable that
they will be able to obtain such protection. “hatever succesé>they do
achieve will simply result in higher'intefnatiohal reserves, reflecting
the lessened demand for loreign goous,_and Stlll higher local prices,

In the limit, if local producers were able to preﬁént any increase in
imports, then Venezuelan prices would rise to such a level that all

the extra dollar revenues wvould be needed to'back the higher level of
desired money balances created by the price-inflation. The policy of
raising present consuwaption standards through & transfer of purchasing
poter from oil consumers to Venezuelan consuiers would then be conpletely
frustrated by the strength of the import competing sector, and Venezuela
vould became a rentier nation. Thus in order to elfect a resource transfer
from the consumiﬁg countries to i1ts consumers, Jenezuela wust allov some
shrinkage of local production of tradeables and an expansion of the
nontradeables--service sector. '

- The most rapid way to achieve such a transfer would be an effective
appreciation of the bolivér relative to the dollar, accomplished through
a reduction in import restrictions, or, a direct appreciation of the
bolivar, Some hesitant steps vefe.faken in this direction with the
devaluation ol the bolivar to 4.3 per dellar in February 1973, but the
4.5 per cent décline vas only halfvthe foreign rate of inflation. . more
vigorous policy along this llnes, vhile causing some transitory unemployment
in: the carefully nurtureu 1mport competlng 1ndustr1es, vould have the
advantage of insulating the economy Irom the worldwvide rise in prices.

Up to the present the policy has been practically the reverse, maintenance
of an almost stable exchange rate, with correspondingly large increases

in reserves (41 per cent), money (25 per cent) and wholesale prices

(ll per cent) between the end of 1972 and 1973, and similarly betveen

2/

1973 and 1974 (159, 4 , and 20 per cent, respectively It, therefore,
remains to be seen vhether a Venezuelan dwmiocratic regime, responsible
to pressure groups of import-~coupeting producers can actually obtain

large benefits from rising oil prices.
/FOOTNOTES
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FOOTNOTES .

National income grew even more rapidly, 95 per cent over the seven-
year period or almost 10 per cent per year ip preal terms.

See Adelman, World Petroleum Market, Chapter II and Appendix, for
the best suwmmary of costs. Per barrel taxes arc published from time
to time in Petroleum Press Service. A swmmary table is found in
Adelman, pp. 208-9.

Retained value is defined as the sum of payments to - local factors,
taxes and local purchases. It differs from value added in including
of local intermediate goods purchases and from domestic product in
excluding payments to foreign factors. See C., Reynolds, "Development
Problems of an Export Economy: The Case of Chile and Copper" in
Mamalakis and Rcynolds Wﬁere the first use of the concept by the
Chileans is discussed. Therc is a theoretical question - whether
local sales should be excluded - a problem vwhich does not arise in
Chile where local copper salcs are‘rclatively'gnall.

Work force in December, 1948 estimated at 1,484 thousand using the
2.6 average growth rate for the 1941-50 period.

Both wages and tax figures include capitalized as well as current
values., Current local costs are difficult to compute as imports must
be divided into currcnt and capital accounts, as Salazar has done,
Taxes are recaudos not participation. Sce notes to tablc on
petroleum, '

See "El desarrollo de la economia Venezolana en el filtimo decenio,

Cuadernos de Informacién Econémica, IX, #3-6, pp. 49-51,

Sec Beyer “High Growth, Unemployment, and Planning in Venczuela:
Some Comments" for a favorable view of this process.

See Derek Hecaley "New Thinking about Development Policy" Journal
of Economic Literature, 1972; pp. 770.

/9/ Scc Hassan,



Sce Hassan, "High Growth Unemployment and Planning in Venczucla®.
This ‘¢riticism is omitad in Hassan, Economlc Growth and T"mplovmc.n‘c
Problems in Venezuela, e -

Sincd 1950 was a particularly bad yéar according to the Memoria 1950

of the Banco Central dc Venezuela, and the growth betwecn 1950 and

1951 was twenty par cent of the total between 1950 and 1957, the

1951 to 1957 figures are probably more representative of -the average
growth of agriculture. Of coursc all figures exclude "new" crops

which grew more rapidly than the 40 items in the BCV index. The
calculdtion of pef”éapita‘bﬁfpﬁtwﬁés médé"cn'tﬁe”basis‘of the

estimated labour force in the sector in 1957. Although the BCV
published figurcs on sectorial enployment during the period, these

are based on (constant) product labour inputs and are therefore
somewhat unreliable, As an alternativc agricultural and non pctroleum,
non agricuitural cmployment“in'1957‘was“estimatéd“using“thc Nov. 26

1950 to Feb, 26, 1961~intercensal growth of 2.3 per cent for agri-
cultural employment and 50.3 per cent for non pe;rolguﬁ; non agricultural
employment,over 10 years. This growth yicld a figurc of about 712
thousand in agriculturc and 1. 089 in the non petrolcum, non agrlcultural
sector in 1957 and growth of output per man of about 45 per cent.
Inclusion of the unemploycd by SuCtOP could not changg the conclu51on
apprcc1ably,espec1ally sincc rural-urban migration bcfore 1957 was
rclatively slow according Ray, The Politics of the Barrios of Vbngzuela.
The use of average products to indicate structural dlSLqulllbrlum,ls
common but not correct theoretically; the appropriate comparison is
between marginal products. Of coursce these are directly related to
average products though the shares of labour and capital, assuming
production takes place under constant returns to scale and the shares
are constaht'if"Wé*ESSﬁme”Cdbb”Dbuglés’ﬁro&ﬁétionmfunéfions., While

it is possible that agficulturc is more labour intensive, with a
corresponding higher share and lower average product of labour

than the whole urban sector, the BCV shows approximately the same
sharc in both scctors. For cxample BCV Memoria shows a sixty per cent
share in both scctors in 1957. This calculation is bascd on an ovér-
cstimate of the labour force, which gives high labour shares relative

to Latin America or to production function cgtimdAtes {Hanson-Agricul tural
Productivity and thc Distribution of Land: The Venezuelan casc,Yale
Growth "Center Discussion Paper) but since-the overestimate is greater -
in agriculture, the actual labour share in'aériculture should be lower
than in thce urban sector. In any case the labour share would have to
be'six times the urban to yield equal mafginal'products.““‘*

/11/ Sec BCOV,
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See BCV, Memoria 1957 Cuadro G III, BCV, La Economia Venezolana
en los Ultimos Treinta Afios, pp.192.

See also Carl Shoup, The Fiscal System of Veneczuclas A Report.
The CORDIPLAN study on income distribution shows that inequality
is not much differcnt than in the rest of Latin America but it
was taken in 1962, after land reform and the end of restrictions
on migration.

See J. Friedman, Regional Development Policv: A Casc Study of

Venczuela, p. 136. The growth of Caracas was marginally faster
than the largest cities but slower than the "large" cities under
100,000 in 1961,

See IBRD, The Economic Development of Venezuela, pp. 105-8, 111
and Alexander, The Venezuela Democratic Revolution, p. 60 and "El

desarrollo de la economifa Venczolana en el fltimo decenio,”
Cuadernos de Informacién Econdmica, XI, #3-6, p.46.

There is a substantial discrepancy between the 1957 DGE figures for¥
construction, which show a large rise (615 million bolivars or 30 per
cent) and the BCV figures for production in the construction industry
which show a slight decline. Some of this discrepancy may be explained
by ‘the difference between payments on debts for previous work and new
construction. ’ ' ‘ :

BCV, Memoria 1958.

See BCV, La Economia Venezolana en los Ultimos Treinta Afos. pp. 257,

258 which shows treasury reserves fell to Bs. 801 million at the end
of 1958.

Salary payments rose 50 per cent in 1958/@. See Bvolucién de los
Gastos, pp. 21. '

See IBRD The Economic Dévelogment of Venezuela, pp. 91.

See Evolucién de los Gastos, pp. 34 and Table 4 and IBRD The
Economig Revelopment of Venezuela, pp. 111.

See BCV.Ezolucidg de- la Econgmia Vehézolggg en los Ultimos Treinta
Afios, pp. 192. ' o

/22/ Byolucién de
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Evolucibn de los Gastos, pgs. E1 - E3

IBRD Economic Develogment of Venezuela pp. 100.

Total rediscotnt operations*during the year with banks, amounted
to 346 million bolivars. BCV, Memoria Especial, 1961-65, pp. 90.

BCV, Memoria Especial, 1961-65, pp. 55 and 105. Figures on money

from this publication are on a slightly different basis than those

shown in Table 1, for the include some deposits which are not part of the
revised, end of year, figures. '

Milton Friedman and Anna SchwartZ, -The Great Contraction, 1929-1931,
Princeton, Princeton Press, 1965.

See F. levy, Economic Planning in Venezuela.

M. Hassan, "High Growth, Uncmployment, and Planning in Venezuela"and Hassa

Economic Growth and Emgloxment Propiems in Venezuela.

All figures pertain tovthosé‘over 10 years of age., In 1961 and
1967 the economically active labor force over 15 years of age, had
unemployment rates of 13.3 pér cent and 7.2 per cent, éompared to
6,2 in the 1971 census. '

BCV, Memoria, various years.

However, figurcs in C.T. Basil Smith, "Movements of Relative
Earnings in Venezuelan Manufacturing Industries 1963-66" suggest
that the increases in 1960 were only slightly larger than those
in rhe period 1961-65, '

It is difficult to evaluate the effect of Agrarian Reform on urban
unemployment. Presumably rural-urban migration was rcduced by the
division of latifundios. However, division into small farms probably incr
the difficulty of returning to the .countryside for work as a hired peon,
though those with close family ties probably found greater opportunities.

/2&/ Pure monetary
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Pure monetary expansion might have caused some difficulties, for
gross reserves could have continued to decline, perhaps worsening
the rate of speculative capital flight. ’ o
SeeTable 4 and 5 and DGE; Compendio Estadistico de Venezuecla.

E, Boloyra, "Budget Analysiss:. Methods and Issues" analyses spending
by ministries and finds significant differences in the (relative)
spending of the minisfries‘of-educatibn, health and welfare,communi-
cations, and foreign affairs between the AD and military regimes.
Though some of our conclusions are similar, Baloyra's approach by
ministries obscures spending patterns. For example expenditures in
the steel plant and electrification passed from control of the
developmient ministry to-the interior ministry, raising the variance
of spending in both ministries., More and more irrigation works were
constructed by the public works ministry rather than the agricultural
ministry. The hospital-building -campaign was under public works
rather than health and welfare. Debt is part of the treasury.

These examples all illustrate the problems involve in using
unclassified expenditures. A . second problem is. of course the
application of statistical techniques when the errors in variables,
as opposed to the variance of the observations, may be very large.
For this reason data are reported as sums over an administration
and variations of one or even two percentage points are not considered
significant, Finally these remain the general problems of this
approach which cannot be escaped by either Baloyra's or the present
approach, in partlcular the lack of a price deflator for graft as
well as inflation which will yield the real value of spendlng rather
than the value of consumption goods which ‘could be bought with the
nominal’ government expenditure, )

The large jump in the Boliviar value of exports between 1963 and

1964 was the result of the devaluation, Profits expressed in Bolivars
rose but the exchange profit was reduced. -

F, Levy. Economic Planning in Venezuela, PP. 111, based on CIAP,

"py esfuerzo interno..."™ mimeo.

/22/ "See Petroleum
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See Petroleum Press Service, August, 1968, p. 302, cited in
G. Edwards, "Petroleum Companies in Venezuela" in R. Mikesell,

ed., Foreign Investment -in Petroleum and Mineral Industries;

" see also M. Adelman, World Petroleum Market.

A good discussion of this dispute is contained in Edwards, ibid.

_This could be IGwered to.'a minimum of 50 per cent through rcbates
for ncw inveshnents. . i‘ L

MMH, PODE, Produccién del Petréleo Crudo por Mes. Of course, some
of the increased production during the summer of 1967 (about five
per cent above the 1965 level) may have reflected stock-piling.

The calculation for agriculture excluding coffec and cocoa and is
actually based on averaging 1960 and 1962 figures for sugar, as
therc was an enormous jump in 1961 cxports of sugar, which then fell
back in 1962.

Assuming the 1961 Census figures for cconomically active persons
in construction (131 thousand) reflect the 1957 employment.

These calculations are based on GDP as shown in BCV Informe Econdmico
1971, Later revisions of the data show extremely rapid growth between
1968 and 1969 and 1970 with slow growth from 1970 to 1971. However

it seems likely that the 1968 and 1969 figures were not completely revised.

See M. Adelman, The World Petroleum Market, pp. 250-251,

See M. Adelman, The World Petroleum Market.

See Oficina Central de Informacién, Primer Mensaje del Ciudadano
Presidente de la Repfiblica, Carlos Andrés Pérez al Congreso Nacional

p. 14.

The cuts in prices have largely taken the form of good credit terms
and the end of quality discounts. However, the inflation in the
rest of the world has probably lowered the purchasing power of oil
revenues an additional to ten to fifteen per cent.

/50/ CIAP, "Evaluacibn
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CIAP, "Evaluacibn del Cuarto Plan", Appendix II, Petréleo., mimeo.
Reserves refer to the percentage of 0il in the ground vhich is C
recoverable at present prices.’ Generally no allowance is made for
changes in technology pricesy ér‘cosfslih caIéulétiﬁg”fééerves.

See Oficina Central de Informacibn, Primer Mensa;e del Ciudadano
Bres;dente de la Repfiblica, Carlos Andrés Pérez al Conqreso Nacional

Appendlx. The official calculatlon of reserves in 1973 includes a
revaluation to US$ 42,22 per oz., yielding a paper increase 1n reserves
of US$ 99 millions,

/Table 1
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SOURCES TO GDP TABLES

QLD GDP - 1950-1961 Banco Central, .La Economia Venezolana en los Ultimos
Veintinco Afos, :

1963~ Banco Central, Informe Econdmico, 1967

1967 UN, Yearbook of National Accounts Statistics, 1969

NEW GDP Banco Central, La Economia Venezolana en los
_ ‘ C UltlEOS Treinta Anos.
UNGDP ~ 1968 . Banco an;;al,.lnforme Econémlco,.1972

1970-73 ' ~Banco Central, Informe‘Ecohémico, 1973

The GDP accounts at constant prices are computed by applying value
added coefficients to series of physical output (see.Butler, BID, Meto-
dolo ...). The "new" series revised-upward the estimates of agriculture
and services, the latter being the major weakness in the "old" accounts.
Unfortunately, the revision was only made back to 1960 so it is impossible
‘t6' gauge the extent of the 1959 to 1961 recession using only the "new"
series. Year—to—year changes are very similar. for. old .and new series
after 1961. -

..The UN series Presents the reviscd Venezuelan natlonal accounts,
whlch now conform to the rev1sed UN methology. The revisions and
methology are described 'n publlcations available from the BCV. New
value added coefficientes are used and petroleum refining and therefore
total manufacturing is treated as producing much higher output, since
crude is transferred at cost excluding profits and taxes. Substantial
upward revisions were made-in al} secters for-all years in both the
1972 and 1973 Informe Econbmico, though the changes were much smaller
for 1968 and 1969, indicafing these two years may be understated.

Exports--All figures are bascd on MMH data from cbmpany books on petroleum
and iron ore exports, at market prices, and DGE data on the rest.
(The 1950 figure was obtained from BCV Informe Econbmico, 1962 The
rest are from PODE 1572 and 1973, pp. 155).
There is a substantial difference between DGE data on petroleum and
iron ore and the MMH in most years, owing to differences in timing
and in valuation. For many years the BCV used the DGE data but

/étarting with
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starting with the 1962 estimations of the national accounts it
adopted the MMH estimates, To give some idea of the difference
the DGE, Anuario Estadistico, 1969, shows the following figures
for petroleum plus products, 1956-+6,646, 1957--7,289, 1958--7,083,

- +.1959%=7,283, 1960-=7,393, 1961==7,450, 1963--8,155, 1967*-12 724, ,
1968~-12,658. 1In 1972 both the MMH and the BCV began using export
prices for the majority of these statisticsi these yield values of
13.479 in 1971 and 22,766 in 1973, The MMH shows other exports of
520 in 1973.

Imports--BCV Informe Econbmico, 1962, 1967, 1973.
(excludes DGEts’ Sectlon 99,) ' Figures for 1973 includes ‘Section 99
and are from OCI - aje.del Ciu o Pre te de la .
Repfiblica, Carlos An &s Pérez al Congreso Nacional. ‘

Central Government Spending and Debt excluding Acreencias; 1950-1959,
La Economfa Venezolana en los Ultimos Treinta Afios and BCV, Memorias;
1961-1963, BCV, Informe Econbmico, 1969; 1967-1968, BCV, Informe
Econmico, 1971; 1970-1973, BCV, Informe Econémico 1973.-

National Government Ordinary Income, 1950-1968, BCV, La Economia Venezolana

en los Ultimos Treinta Afos, pp. 259 (includes reparcs). 1970-1973
BCV Informe Econbmico 1973, 1974 - OCI - Primer Mensaje,., o

Internatlonal Reserves, BCV La Economfa Venezolana en los U};lmos Treinta

Afios and OCI - Primer Mensaje,.. Revaluations to US$ 42. 22/bz. accounts
for US$ 99 million of increase in 1973. See BCV nfogme 1973 p. 1?7

Monex : )
19501963 BCV La Economia Vegégo;ahg en los Ul;imos‘Tre;ntg Afios, pp. 212

1967-1973 OCI Primer Mensaje ..., all based on revisions.of BCV data.
Figures for deposit money are lower than figurcs shown in BCV, :

. La Economia Venezolana en los Ultimos Velntlc;ngo Aflos, by 200 to 20
million Bs. Part of the difference may be improved figures on
interbank liabilities another part may be the omission of money

data from banks that went out of business in the fifties,

/Table 2
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Table 2

ECONOMICALLY ACTIVE LABOUR FORCE
15 or more years of age

1950 1961 1971

TOTAL. o 4 1628 174 2 261 663 '3 014 674
Agricul ture 654 627 - 662 683 605 129
Mining and Petroleum 44 400 45 549 36 513
Manufacturing 169 444 . 244 006 386 329
Construction ' 90 434 81 122 146 273
Water and Electricity 5 197 - 21 180 32 620
Commerce 147 102 262 334 366 237
Transport 51 898 96 171 119 914
Services ‘ 324 443 . 491 584 757 229
Other not specified 35 964 . 55 442 378 452
Unemployed 104 665 301 592 185 978

(previously cmployed) 93 021 283 621 149 511

(new job seekers) <11 644 17 971 36 467

Sources and Notes Table 2. j ; ;
Sourcc: Venczuela, Direccibn General de Estadistica, x Censo de Poblgg ién -
Resumen General (figures for 1950 regrouped- to show petrqleum
refining as part of manmafacturing.)
Figures for persons above 10 years of age not availabe in 1971, iFor 1950
the economically active population above 10 years was distributed as followss
Total - 1 706 321; agriculturc, 704 704; mining and petrolcum, 44 509;
manufacturing (incl.ref.), 172 493; construction, 91 104; water and clec-
tricity, 5 219; services, 544 121; nes, 37 218; uncmployed, 106 953.
For 1961 the conomically active population above 10 years was distributed
as follows: total, 2 351 291; agriculture, 721 203; mining and petroleun,
45 609; manufacturing (incl.rcf.), 246 893; construction, 81 565, water
and clectricity, 21 206; services, 868 052; nes,, 58 018,

© /rdble 3
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, SOURCES FOR PETROLEUM TABLE

Retugned Value A = MMH flgure with adjustments for rev151ons in datag
Participation + wages + other costs + investment - wages to capital -
1mports ~ local sales, The MMH- figure for 1967 and 1968 includes
"reparos” as one can check’ by uging fhe\table on page 151 and the
same table in MMH PODE 1968, ° See- also notes on participation, taxes,
and,other income.

Returned Value B = Same as MMH figure except taxes "recaudos" replace
participation and includes "reparos® and concession payments.'

t.

Returned Value C=B+ exchange profits. g

Productlon. Exgortsl Employment - 1950-68 MMH PODE 1972, P.21, 145
o ‘ S - l970~73 MMH PODE. 1973, p-21, 147

Total Income Petroleum Sales - 1950~56 MMH PODE 1968, p.136, 138 (calculatlon
Other Income which agrees closely with sales from company
books).~ Other:income estimates assumed equal to
1949 and 1957, respectlvely.

1957-58 MMH PODE 1968, p.l4l ; 1
R 1967-73 MMH PODE 1973, p.155= A

Partiglgation, Taxes - 1950 - MMH PODE 1961 B
G . o . . -1 1956 - MMH PODE 1966 - - - v - n ’
.+ 7 195758 MMH PODE_1968 = N S B
i 1959~-61 MMH PODE 1969, p.161, p,153 R
: : 1963~73 MMH PODE 1973, P.167 C

The tax figuregs refer to "recaudos® and not "impﬁestos cargados a ‘

ganancias" (p 141), which differ because of timing and capitalization of '

some taxes, nor to "participacién causada" (p,151, 152). which differs in .

the amounts of rayalties, surface taxes and others. Some of the differences

may be timing, for the participation series appears to refer. to accruals,;

The rest is probably due to the exclusion of taxes’ on refined products in

the partlcipation series and differences -in prices, '

Rarticipatlon aleo extludes concessions and exchéﬁge profits, but
"reparos” of 61 in 1967 and 19 in-1968:were added to the ‘original Series.g
In 1969, ‘the particxpation series was revised to exclude. social securaty '
payments, (See MMH PODE 1967, 12__) An adjustment va$ therefore made in
the 1950~57 figures, 1 .e,, assumlng 6. in 1958 and 25 in earller years (see

Mww;
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MMH PODE 1968). The figures before 1957 are probably not strictly comparable
but the difference is slight, particularly in the participation rate. For
example, MMH PODE 1968 shows participation of 1056 with a 60/40 split in

1949 and 1576 with a 53/47 split in 1954. The MMH PODE 1969 uses the ,
participation series in its calculation of retained value, but earlier issues
and the BCV use taxes "recaudos" in their calculation of government income. ‘
The large difference-in 1973 between participation and “recaudos" apparently
refers to taxes charged after the end of the year, as the figures from
company books, which usually agree with "recaudos" are in close agreement

with participation.

Exchange Profits -~ Since exchange profits are the result of a difference
between buying and selling rates, there is some question about the allocation
of the profit to a specific sector. Harris ("The Impact of the Petroleum
Export Industry on the Pattern of Venezuelan Economic Development" in
Mikesell, ed.) and Salazar treat the profit as arising from an extremely
unfavourable rate to the oil companies, while the BCV treats it as an extra
cost to importers and adds it to commerce. The issue is only important in
the 1961-1964 period, when inclusion or exclusion changes the direction of
government revenues from oil (Salazar, p.251). During the period the
petroleum sale rate was 3,09 Bs, per dollaf, the controlled rate 3.35, and
the free purchase rate was 4,70 (March 19, 1961), gradually falling to 4.58
(in May), 4.54 (in April, 1962) and 4,485 or 4.50 in Jamuary 1964 when

the petroleum rate was raised to 4,40 (BCV La Economfa Venezolana en los
Ultimos Veinticinco Afios).

Harris computed the profit as 90% of the exchange profits. While this
calculation has the virtue of simplicity, Salazar points out there are many
differences between the reported figure which is net of costs and subsidies
as well as profits in the oil industry. There are also many rates., 8Salazar
(p. 251) calculates the profits in oil as the difference between petroleum
buying and free selling rates multiplied by the dollars sold by the oil
companies, an approximation we follow here, Salazar's figures are substantially
larger than the net exchange profits of 731 in 1961, 974 in 1962, and 1237
in 1963, See Harris and BID Datos Bldsicos ... For 1956 and 1950 figures
on total petroleum sales of dollars (MMH PODE 1961, 1363 & 557) were
multiplied by ,23 Bs. For 1966-73, ,085 Bs. was used, See BCV Informe
Econémico 1973, p. 165 for example,

Wages and 1950 MMH, PODE 1961
Other Labor 1956-68 MMH, PODE 1969
Costs 1970-73 MMH, PODE 1973

/?igures.on
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Pigures on labor costs were revised in 1967 based on a survey of the
_companies. (See MMH, PODE 1967) However, the revision was not’ done for
11950, and thus the data For thls year is not strlctly comparable, ‘Harris
and Salazar use the old serles whlch dlffer as followss 1956 ~ 836, 1957 =
1023, 1958 - 1040, 1959 - 1055, etc, (See MMH, PODE 1961), However, Harris
corrects, Bor repatrlated wages, giving a total of 702, 865, 867 and 881
for the same years. ThlS correction is not attempted here. -
Imports, Investments = 1950, | 1956 MMH PODE 1961
- 1957 °  MMH PODE 1967

1958 " "MMH PODE 1968

1959.- 68 MMH PODE 1969
1970 - 73 MMH PODE 1973 (Imports 1970 and 1971).
"(BCV Informe Econémlco and not strlctly comparable,

but _the dlfference appears to be small. Imports
' 771973 not available and assumed eaual 400).:

£

Local Sales - ;g?gl ;) MMH Pobs‘igee_(ecgsgmpxepn),_A‘
° 7 PODE.. , tion

1957-1961) MMH PODE, 1969 (1956, consump 1on)

1958 - MMH PODE 1988

1963-1973 -MMH PODE 1973 (Adaustments to MMH PODE 1969 flgures
for 1963 (19) ‘and 1965 (1) to include 'petrbleo”,
not included earller. Local sales via consumptlon

'_estlmates not strictly comparable.)
Waqes to Capital - 1957-1959 1963-1968 MMH PODE 1967-1969- l970~1973 MMH PODE 1€
Other _years - Salazar.

Other Costs of Operation ~ 1970-1973 - MMH PODE 1973
- 1949, 1954, 1956, 1959-1969 - MMH PODE 1969
. 1948, 1950, 1953, 1956, 1958 - MMH PODE 1968
| 1947. 1952, 1957 - MMH PODE 1967

Computed from "costos y gastos de operacxén" 1ess wages and salarles
and other labor costs, plus wages and salarles to capltal From 1970 on,'
includes other income as a deductzon in ‘the original source, so an estimate
of other income was added to the MMH figure, Figures for 1957 and 1958 are
not strictly comparable, but the dlfference is no more ‘than 10 for any“year
between 1959 and 1962, See MMH PODE 1968 and 1969, The 1950 and -195¢" S
figures were calculated using the per bbl. flgures, owing to a large
discrepancy between the revised series and unrevised series shown in
MMH PODE 1961, e .

/ﬁEble‘47
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DISTRIBUTION OF VENEZUELA GOVERNMENT SPENDING‘l/ BE TWEEN
CURRENT AND CAPITAL ACCOUNTS

Sources
A2 =

1953/4-Ministerio de Hacienda, Estadfstica Biscal 1944/5 -~ 1953/4.
1954/3 to 1958/§-M.de Hacienda, Evolucién de los Gastos del Goh.Nac.1954/5-1958/9,

1959/%0 to 1961 Calculations of author based on 1967 Memoria del Ministerio
de Hacienda

1962 to 1967 calculations of author based on 1967 Memoria del Ministerio d
Hacienda ‘
Salaries and Purchases calculated as a residual when other items are changed.

1968 - Primer Mensaje del Ciudadano Presidente de la Repfiblica, Carlos Andrés

Pérez al Congreso Nacional.

Notes

Gastos acordados - including acreencias,

Payments for prevision social,‘becas, universidades, autonomous
institutes (service), subsidies, and other transfers.

Capital plus current, plus credit to D.F.

Includes Plan of Economic Recuperation 1960-1 to 1963.

Includes Acreencias up to 1957/8, Administrative Debt after 1962.
Includes Public Buildings, Schools, Hospitals, Housing, plus sanitary
works by MOP and Min. SAS, After 1958/@ MOP appears to delegate housing
to BO, sanitation to INOS,

Includes Diq, & Astilleros including Auton. Inst., Communications
(assumed 40/r. 1958/9 to 1961), Salt Works, Hipodromo 138 in 1957/8,
11 in 1958/9, evaluation of Nat. Resources, Other, Tourism (1958/@
Tourism estimated).

Capital Account changed from
original source to reflect errors and imprecision in original, differences
in later classification, 1958/9 spending includes insubstancias 158.9
and rectifications 5,1, Of the insubstancias 47.2 were in Salaries &
purchases 30.5 in roads, 8.5 in buildings & sanitation, 13 in INOS, 5
in CVF, 5.1 in IAN, 5.8 in ICU, Figures for 1958/9 from Evol. total
6619.1 as compared with 6623,6 by ministries in Mem.1967.

1958/@ estimated as MOP spending in MD, multiplied by 1958 ratio of MOP
execution to total (86.1 per cent). Taken from Building in original.
1958/9 CSB included in Buildings in original source.Does not appear
separately in any ministry budget and cannot be separated.

1958/9 figures for LAV, IAN, SIDOR, CNFF are slightly higher than shown
in original comparable taldes. They were taken directly from spending
by ministries.

R kR
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1/

Becas assumed to total 30 for 1959/30- 1960/61, and ‘15 in 1961,

15/ Calculated from MOP execution 1939/%0 to+ 61,’exclud1ng POE, using

| kk E

LN

MOP, Inversiones 1959~1966 MOP, B,0., INOS for percentages in the
three categories, .

MAC roads, hou31ng and sanitary were added to MOP estimates.

Mllltary calculated from Mlnlstry of Defense, capital spending multiplled
by 85 per cent. to arrive at. excentlon.‘

"Assumed 80 for period 1959/60 to 1961,

Flgures for 1968 estimated from. Primer Mensaje ...,and CIAP, Evaluacifn

“del Plan de la Ngc;Gn 1970-74, for Universities and Indirect Investment

plus additional 50 credit to BAP (BcV. Informe. Econémico 1968), Estimates

‘of real 1nvestment by type werc made u51ng the percentages for 1964 to

1967, yleldlng 730, 230, 211, 47, 39, 233 ruspectively. ‘Financial
Investment was assumed equal to credits (65), other Uses of capital
(30) and Financial Investment (27)., Salaries & Purchases include. . .
Other Current., Transfer are a residual.

- /Table 'S
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SOURCES AND FOOTNOTES

?

1953/4 - Ministerio de Hacienda,'EstadIstica Fiscal 1944/5 -‘1953/5.
1954/3~57/@ - Ministerio de Hacienda, Evolucifn de los Gastos _del Gobierno

Nacional 19 - 1958

1958/@-1961 - Estimations of author based on Memoria de Hacienda 1962,

using methology descr*bed in Evolucifn de los Gastos ..

1962-1967 - Ministerio de Hacienda, Memoria 1965 and Memoria 1967.

1968 ~ Bstimations based on Gastos pagados 1968 shown in CIAP,,
, ~ Evolucifn -++y Presupuesto 1968 and Teble 4, See note,

Footnotes | | ’ .

1/' Fighres fo% 1968 calculated by applying fhe pefcentages of Gaétoé

sg'waw\ewe ® R

'&’i

pagados shown in CIAP,
(excluding situado and public debt which were taken from Table 4) ‘
to the flgure for Gastos acordados of 9278, This procedure was made -
necessary by the unavailability of the Memoria'de Hacienda 1268, and :
biases the estimated spending toward the 1964 to 1967 pattern, -
Genéral Administration 1933/h~58/§ includes financ1ql adm1nistrat10n
less €VF, which was assumed to be industry. - ‘
Other is compoged of ‘end of year payments and relntegros 1n the years
1958/9 to 1961, which appear in the Ministry of Haciénda and dannot
be allocated, z
Differs from original source in treating 1956/7 expenditure oﬂ 81m6n .
Bolivar Center (131) as part of Housing etc, i
Difference of 15 in original source ip 1956/7 between figures 'shown
in spendlng by function and the division between Capltal and current.
Values of construction of jails.and military buildings, each assumed-
to be 15 in 1958/9, 138 in 1959/60, 28,3 in 1960/1 and 12,2 in’1961,
SPLnding by ministries in 1958/9 ‘totals 6623, 6 as compared 'with 6419.1
shown in M.
In the 1962 original source, expenditure in CVP appear to be 1n 1ndustry.
Therefore 27 was transfered from industry to mining.
In 1960Vﬁ assumed all of €VG in electricity in 1961 half in electricity,
half in industry.
In 1962 P,0.E, expenditures by MOP-of 30 appear in Transport and Communi-~
cations, To achieve consistenly these were transferred to Transfer to
States,
Estimates were made for various ministries, including MOP 1959/30 to
1961, ' These are probably. spybmestimates and. would ‘lower spending in

such accounts as Transpovt and Communication, Hw,smg.
.Appears to exclude spending on. Hipbdromo.-

/Table 6 |
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Table 6

SELECTED CAPITAL EXPENDITURES BY REGION

Central West East . Plains Guayana
2954/5-1957/8
MOP + INOS 1 619.8 954.4 160.6 229.5 79.1
Petrochemicals 476 .7
Steel 355.9
Irrigation 262.9
Electricity ' 122.0
Simon Bolivar Center 345.3
Race Track : 138.0"

2 579.8 954.4 160.6 492.4 557.0
Per cent 54.4 20.1 3.3 10.4 1.7
Per cent population 1950 30.8 39.3 16.4 10.1 3.4
1959/63 .
MOP+INOS (inc.irr.) 1 443.9 908.9  589.1 644,0 128.4
Petrochemicals 279.0
Steecl & CVG (inc.elec.) 1.104.0
Simon Bolivar Center 77 .0

1 797.9 908.9 589.1 644.0 1 232.4
Per cent 34.8 17.6 11.4 12,5 23.8
Per cent population 1961 34.8 36.5 14.9 10.3 3.4

Sources and Notes: 1954/3-195]/@ - Comisién de Estudios Financieros y
Administrativos, Evolucién de los Gastos del Gobierno
Nacional, p. 42, 45,62, Tables 4 and 5,
1959/63 MOP Inversiones 1959-1966 — M.0.P,, B.0,, INOS.
Tables 4 and 5
Population excludes Dep, Federales and totals 5 0340
million in 1950 and 7 5233 in 1961,
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