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FRELINMINARY NOTIE

In view of the interest displayed by the Governments members of the
Commission, the secretariat has for some years past been enquiring into the
countries, Particular attention has been devoted to this ouestion in the
studies previously carried out on Brazil, Chile and Colombia, as well as in
those on Argentina.and Bolivia now in course of nreparation. ;/ A1l these studies,
however, deal with.gégﬁtries that have applied exchange controls as a means of
combating external disequilibria,

The case examined here is of a different nature. A characteristic of
Hexico is its free exchange régime, ~~-"'hile.in some respects the problem of ex-
ternal disequilibrium is similar in l.exico to that in the countries rentioned
above, Iexicois expefience is marked by special features of its own, in view of
the solutions adoptéd thrgugh devaluation of the currency. This and other
aspects of theycasé of iiexico account for its selection as the subject of the
present report. | ) v

The procedure followed in this study for nrojecting iexico!s economic
development trends over the next decade includes certain new features in the
application of the technigue of analysis and projections on which the secre-
tariat has been working during the last few years. 2/ Instead of adopting a
given rate of growth as a tarret in order to derive from it the necessary
sectorial changes and projections, the structural relationships ohbserved in
the recent past have been taken as the basis of the analysis, togeth r with a
specific study of foréign market prospects such as is carried out in every
instance.  Apart from the interest this study may arouse as a contribution to
a better understanding of significent aspects of iiexicol!s economic development,

this first attempt to apply the procedure itself provides an opportunity for a

1/ See The economic development of Brazil (5/CN.12/364), The economic
development of Colombia (8/Cii,12/385), Preliminary study on the technique
of programming of economic development (Part Two) (&/CH,12/292), The
economic develomment of Argggtina (Conference Room Paper) and The g amomd.c
developmunt of Bolivia (E/CN.12/430),

2/ See Introduction to the technicue of prograrming (Z/CiN.12/363), United
Nations Publication, Sales No,: 1955, IT G.2,

/more peneral
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more general consideration of its scope and value as an instrument of analysis
and projection in comparison with the methods used in other studies,

The main purpose of this report is to indicate the sort of structural
modifications that would enable the llexican economy to maintain an intensive
rate of development under conditicns of relative internal stability and
external equilibrium, How great the changes required would be would depend
on the rate of growth aimed at, The rate estimated on the basis of the
assumptions and method adopted in this study is to be regarded as a reasonably-
founded hypothesis, from which specific calculations of the sectorial adjust-
ments required by developrent are derived, Other hypotheses as to a future
rate of growth could be formulated, either by virtue of different analytical
procedures or through prior adoption of a target envisaged within an
integrated develOpﬁent programme; but whatever reasonable postulate is
established, the nature of the changes referred to will not be affected. It
is worth mentioning that a rate similar to the one assumed in the present
analysis might also be reached by other means; indeed, the rate in question
approximates to that which would result from combining the expected increase in
the capacity to import over the next few years with a degree of import substi-
tution similar to that of the past decade. On the basis of the substantial
body of data contained in this document, as well as of the findings of the
analysis, other rates could also be estimated and the conditions for their
attainment clearly established,

The present study forms part of a broader enquiry into the problem of the
trend towards external disequilibrium in Latin America's economic development,
In view of the experience acquired, it seems possible to draw some general
conclusions regarding the interpretation of the facts and the kind of action
that may be called for. The secretariat has under consideration a study
dealing with these preliminary conclusions, to serve as the general intro-

duction to which reference is made in the body of this report,

/Introducticn
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Introduction

The general introduction to the present study dealt w:.th the problems
linked to external disequilibrium which have, to be tackled by an under-
developed econamy in process of rapid growth, The chapters that follow
here contain an analysis of the specific way in which these problems
affected the Mexican economy during the decade which has elapsed since
the Second World War, o

Before this analysis can be established on a proper basis, some
s1gnificant statistics on Mexico!s economic development during the period
under review must be presented,

The population of Mexico rose from 22.7 to 29.6 million, that is, it
increased by 30 per cent, Although no data on employment structure are
available for the intervals between censuses, it is very likely that
the dowmvard trend .in the size of the agricultural population continued
in the five-~year period 1951-55 with much the same intensity as between
the 1940 and 1950 censusess Should this prove to be the case, the share
of agriculture in total employment, which stood at 65 per cent in 1940 ,
and 57 per cant in 1950, would have been only 53 or 54 per cent in 1955,

Compared with the growth of the population, the gross product
expanded by 80 per cent, Consequently, a 38 per cent increment was
registered‘in the per capita product, which rose by 1955 to 1,948 pesos
(225 dollars) at 1950 prices.

. This develorment raised a series of questions, on which the first
chapter of the present study attemps to shed some light, An endeavour

is made to identify the dynamle factors which gave an impetus to
development; the main structural modifications introduced into the system
are described; and, on these bases, the causes of the trend towards
external disequilibrium are examined. By way of conclusion, the
consequences of .the reforms designed to remedy such disequilibria are
discussed. The most. important data and the principal findings of the
study are summed up below,

With reference to the factors that stimulated development, an
analysis of the components of global demand reveals a series eof

/inter-relationships
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inter~relationships between them, Particularly noteworthy is the effect
of the variations in the terms of trade on the amount and direction of
private investment, the fluctuations in which were largely offset by the
behaviour of public investment., Stress is also laid on the decisive
impetus given by the latter to development in the first half of the
decade. In contrast, attention is drawn to the rather passive role piayed
by the Government!s current expenditure, lastly, some indication is given
of how far private consumption contributed to the stimulus provided by
the other elements of demand, although its behaviour represented the
combination of two dissimilar trends: that recorded in the lower income
groups, where consumption grew barely as fast as the population, and that
registered in the higher income brackets where it more than doubled,

Next, as a loéica.l counterpart to the analysis of dem'and,'“comes an
examination of the structural changes in supply and production, followed
by a brief review of the salient features of these variations,

The expansion of agricultural production exceeded that of industry
in the decade under consideration, the former increasing by 100 and the
latter by 80 per cent, Agricultural production for export more than
trebled, while that for the domestic market showed an increment of only
69 per cent, The country reached a more advanced stage of self-sufficiency
as regards foodstuffs, since the proportion of supplies covered by domestic
production rose between 1945 and 1955 from 92.5 t» 97.9 per cent.

The share in industrial activities corresponding to the production
of capital goods was enlarged from 16.7 to 23.8 per cent during the decads.
This was the result of a 156~per-cent expansion in the output of capital
goods as against an increase of only 57 per cent. in that of consumer goods.
Consequently, the proportion of the supply of capital goods represented by
domestic production rose from 48 per cent in 1945, and about. 40 per cent
in 1946 and 1947, to 59 per cent in 1955, \ =

The percentage share of imports in the supply of coensumer goods,
including raw materials ard fuels, varied very slightly, from a minimum
of 5.5 per cent of consumption in 1945 and 1949 to a maximum of 7.7 per’
cent, recorded in 1947. On the other hand definitely divergent trends were

/obseerved in
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observed in the participation of final goods and raw materiais, The
proportion for which the former accourmted « 2.8 per cent in 1945

and over 4,0 per cent in 1546 and 1947 ~ fell to 1,8 per ceat in 1655,
Raw materials, on the other hand, which represerzted only 2,7 per cent
in 1945 and by 1947 had barely attained 3.3 per cent, reached their
peak figure of 4.1 per cemt in 1955, ’

A necessary corollary of the analysis of the fachtcprs of developmemnt
and of structural modifications is the study of trends towards external
disequilibiiwa. Thus the behaviour of the capacity to import amd
the demand for imports are examined, as well as the tendency towards
disequilibrium deriving fromthe discrepancy between supply and
demand ertailed by development. Consideration is given to the experdence
acquired throvgh the use of devaluation as a mrrective policy,
and its positive and negative aspects are indicated, This leadc to
discussion of the probable consequences of such disequilibria as may
arlse inthe future and of methods that can be contemplated as
alternatives to devaluation,

Chapter 1I lays the foundations for a projection of future deveiopment
trends, For this purpose the causal rel.ationships merely glanced at
in the description given in chapter I are subjected to a strict process of
quantitative appraisal, An attempt is made to identify the factors
conditioning the savings effort and those mainly responsible for the level
of private investment, Tt is thus determined how far development
has depended upon the action of facters of external origin, such
as the real income of the expor! sector, and on the causal relationships
between these and other elements, The imporss function ie
analysed, and attention is called to the variations in its degres
of elasticity at different rates of growth, By meaans of the scheme
of inter-relationships drawa up in chapter II, the most probable rate of

/growth of
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growth of the product can be computed, once the behaviour of real
income in the export sector and of public expenditure has been
ascertained, and an idea can be formed of the maximum rate compatible with
the specific increment in t he real income of the export sector. For purposes
of the projection undertaken in the present study, it is not essential
to formulate a definite hypothesis of the evolution of public expenditure,

On the basis of certain assumptions as to the evolution of real
income in the export sector, the most likely rate of growth of the product
was estimated to be 5.4 per cent, that is, not much lower than the average
annual rate of growth of 6 per cent recorded over the last decade,
The implicit rate of growth of consumption will presumably be 5 per
cent, represenmting an annual increase of 1,94 per cent in per capita
consumption, This latter rate falls considerably below the average of
2:7 per cent noted in the period l9h6~55, rnot only on account of the
less intensive rate of growth of the produect, but also because develop-
ment in the next few years is likely to call for a relatively higher
rate of investmer¢gl/

In chapter III the most important of the factors of external origin
-~ the capacity to import -~ is examined. The principal elements of
Mexico!s exports and the tourlet industry are separately analysed;
each of the mogt important commoditles or groups of commedities is
also discussed individually. The essential peirts may be summed up

as follows,

1/ Owing to the rise in the product-capital ratio during the last
decade, the product (and consumption) incressed more intensively
than productive capacity (and investment)., In the future this
phenomenon could recur only on a very limited scale (see
below, chapter I, section II).

/With respect
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With respect to cotton,'thelrapidfgrowth of Mexico!s exports in
the recent period is analysed with reference to the world market and
changes in the competitive positicn of the large exporters, as well as
the United States surplus disposal policy, are discussed. All these
element.s are utilized as a basis for prcjecting the volume and prices
of iexico!s exports in 1965. In this way three hypotheses were obtained
The first assumes the maintenznce of the real value registered for exports
in 1955 (minimum hypothesis); the second, an increase of 39 per cent in
relation to this base figure (maximum hypothesis); and the third, an
average between the foregoing assumptions (imtermediate hypothesis).

Coffee market prospects are next considered, on the basis of an
examination of recent and predictable trends in world demand as regards
both vclume and prices. Three hypotheses for exports in 1965 are thus
reached, corresponding to incrememts of 18 per cent in the real value
of exports on the least favourable, 40 per cent on the intermediate and
95 per cent on the most optimistic assumption,

A similar method is followed in the analysis of exports of other
farm produce, mining products and manufacturers. In the case of the
second of these groups a detailed study is mede of current and predictable
applications of each of the most important types of ore, namely, copper,
lead, zinc and sulphur, due regard being paid both to the technmigues at
present in use and to their possible develomment in the near future.

The competitive position of other world market suppliers - especially
the United States ~ is also examined and alternative growth hypotheses
are formulated for each group.

The combination of all the individual projections gives the foliowingr
hypotheses for the growth of exports in relation to their 1955 level:

(a) Minimum hypothesis: agricultural and livestock production -
including cctton and coffee ~ 1 per cent; mining products, 7 per cent;
manufactures, 71 per cent,

- (b) Maximum hypothesis: agricultural and livestock production, 60
per cent; mining preducts, 75 per eent; manufactures, 120 per cent. -

/c) Intermediate



E/CN.12/L28
Page 6

(c) Intermediate hypothesis: agricultural and livestock production,
26 per cent; mining products, 52 per cent; manufactures, 95 per cent.

The capacity to import deriwving from the tourist industry is next
considered. An investigation of its possible determinants reveals a
close functional relationship with disposable personal income in the
United States. It can also be seen that variations in reliative prices
as between the latter country and Hexico exert practically no influence
on tourist experditure, the amount. of which is consequently by devaluations,
Here, too, alternative sssumptions of possible expunsion up to 1965 are
formulated. ' The minimum and maxdimum hypotheses envisage increments of
74 per cent and 134 per cent respectively, It should be noted that
fluctuations in the growth of income in the United States have fewer
repercussions on holidays abroad than on imports, which is one reason
why the increasing significance of Mexicofs income from the tourist
industry represents a stabilizing element in its economy,

Projections of the capacity to import are based on the ¢ombination
of the hypothesis as to commodity exports and as t¢o the tourist industry.
In this way the maximum growth rate forecast for the next ten years is
85 per cent, the minimum 27 per cent and the intermediyte rate 58 per
cent, This last hypothesis implies an annual rate of 4.7 per cent, and
this is the figure most freguently utilized in the present study as a
basis for the projection of development trends.

The aim of chapter IV lg to assess the structural modifications in
domestic production and imports whereby domestic supplies can be adapted
to a demand which varies in terms of the intensity of eccnomic growth.
Once the relevant growth hypothesis has been formulated, an endeavour is
made to define the general lines along which the main branches of production
should develop so that the necessary compremise between the demand for
imports and the capacity to import can be reached with the least possible
pressure on the balance of payments., From another angle, this part of the
study seeks to ascertain what changes will have to take place in the
composition of impcrts if sharp external disequilibria ¢f a structural
nature are to be avoided. By such means the rate of growth assumed to be
most probable could be achieved with less strain en resources-and lower

/8ocial costs;



E/CN.12/428
Page 7

social costs; or, alternatively, consideration might be given to the
possibility of intensifying growth without any increased pressure on
resources, The need for projections by sectors of production having

thus arisen, they were prepared‘in the following way. In the first
place,:the structure of consumption was projected on the basis of the
increment forecast in income available for per capita consumption and

in the income~elasticity coefficients of demand by types of goods. These
ccefficients were corrected so as to include the changes that have taken
place to date in the distribution of income and in relative prices, Import
substitution hypothsesis were then formulated on the basis of the
substitution trends recorded and the possibilities of accelerating such
substitution, in terms both of prospective resources, techniques, etc.,
and of projects in the course of execution or under study. It was thus
possible to forecast the production of final consumer goods. The
following are among the most significant data in this projection, on the
basis of the intermediate growth hypothesis,

Agricultural and livestock production should be 55 per cent higher
in 1965 than in 1955, if coffee and cotton are taken inio account, If
these two commodities are excluded, the corresponding figure will rise
to 62 per cent, Production of wheat should increase by 62 per cent, that
of maize by 57 per cent and that of other commodities for domestic
consumption by 73 per cent, The expansion target will be 39 per cent
for cotton, 50 per cent for coffee and 24 per cent for other expert
commodities.

Production of manufactured consumer goods should expand by 76 per
cent, as the joint outcome of increases of 72 per cent in the non~durable
and 273 per cent *n ths duratle gocods irdustrics.

Demand, imouzts avd production of censumer goods having hsen
projected, derived demsnd was forecast, that is, the raw meterial and
equipment requirements which would result from the former projections.
Strictly speaking surn derivzd demand should bs considsred in conjunction
with the adzaptalion of ithe capacity to import to structural changes in

demand and domestic prcduction. In the combination of projections sof

/derived demand
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derlved demand and utilization of the capacity to import, different
treatment was accorded to 1ntefmed1ate and capital goods. As regards
the former, substitution trends and p0881b1+1t1es were projected by the
same method used for the pr ogeotlon of consumer goods, With respect to
capital goods, a projection was made of the margin of the capacity to
import left over after satisfaction of that part of damand for consumer
and intermediate goods which would not be covered by domestic production.

A brief indication must be giﬁén of a series of difficulties which
were encountered in projecting the prOductlon of irtermediate goods,

In the Tirst pldce the variety of uses to which many of these goods are

put made it difficult to link demend for them to demand for any specific
final commodity. Secondly, the possibiljties of applying the input~sutput
method, which is the device habitually used for thz calculation of

derived demand, provéd to be limited in a number of ways. These limitations
related especially to the treatment of imports, the calculation of cepital

" goods reguirements, the excess of sectorial data in the matrix and the

speed with which economic development alters the techniczal coefficients.
Another obstacle was the want of detailed statistics on the production

and markets of destination of intermediate goods.

To overcome these difficulties, the prOJectlon was simplified in a
number of different ways, Agricultural and livestock prcduction was
taken as con51sting only of final goods, as the commodities involved are
either foodstuffs requlr"ng little or no proct351ng, or else export
commodities. The same treatment was accorded to mining products intended
for foreign markets, but figures for iron ore and mineral coal were
projected in terms of the growtﬁ forecast for the iron and steel industry.
Projections for eietvtric energy and petroleum were worked out indepently,
Consequently, the irtermediate goods projections took into account only
chemical products, building materials and iron and steel rolled products,
In every case the classification adopted was detailed enoﬁgh for each
homogenous commodi.ty to be related to the corresponding demand and for
this ratio to be expressed in terms of technical coefficients meaéured
. in physical units. The findings of the most important projections are

/given below



E/CN,12/128 -
Page 9

given below.

As regards chemical products, complete import substitution’ was
forecast for sulphuric acid, ammonium sulphate and superphosphate,
although these last will have to continue to depend on imports:of -
phosphoric rock; in the case of alkalis, on the other hand, the
substitution predictable for the decade 1956-65 will only allow the share
of imports “o be reduced from 67 to 47 per cent of demand. On the basis
of these fcrecasts and of the projection of demand, production increases
were estimated at 138 per cent for sulphuric acid, 195 per cent for
ammeonium ~Lohate, 87 per cent for superphosphate and 294 per cent for
alkaiis.

It iv forecast that consumption of cement,which stood at 2 million
tons in 15955, should reach 4.2 miilion by 1965; this would entail raising
producti~n capacity to 5 million tons, a level 89 per cent above that of
the f:i: =% y2ar cited.

A 17/ per cent increase in the output of iron and steel rolled
products was forecast as the result of an expansion of 135 per cent in
demand and a decline (from 27.3 to 14.5 per cent between 1955 and 1965)
in the part of this latter satisfied by imports, Total production of
rolled products should thus attain 1.6 miilion tons. If the increases
projected for the various intermediate goods are combined, an increment
of 16 per cent in the production of the whole sector is obtained.

When the future output of consumer and intermediate goods had been
estimated and it had been determined what margin of the capacity to import
would be available for the purchase of final capital goods, domestic
procuction of these latter was forecast, It was estimated that the output
would rise 111 per cént above the 1955 level,

The total increase in manufacturing output resulting from the sectorial
projections would be 93 per cent, or the equivalent of an annual rate of
6.8 per cent, which is higher than that registered in the past decade.

These forecusts are compatible with projects currently under study or
in process of execution in important sectors of economic activity. In this

connexion it can sufely be asserted that, far from representing a mere

/statistical exercise,
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statistical exercise, the projections provide a valuable indication 6f
real trends in riexico!s economic development and a means of testing the
compatibility of the various programmes thut arée being carried out By ‘
public and private investors. o ; -

/Chapter I
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Chapter I
THE DEVELOPMENT OF THE FEXICAN ECONOMY DURING 1945-55
I. AGGREGATE DEMAND

Between 1945 and 1955 aggregate demand—/ expanded by 73 per cent, which
is equivalent to an annual rate of 5.7 per cent (see table I-1). There
were in fact three phases of expansion: 1946, 1950-51 and 1954~55, and
two intermediate stages of relative stagnation: 1947-49 and 1952-53,
the years 1950 and 1951 being characterized by a marked acceleration
in the rate of growth., The two phases of stagnation differed from
each other in that the first and longer phase was the result of a gradual
decline in the development rate, whereas the second showed an initial
drop which was followed by a very slow recovery (see figure I-I).

The foresoing remarks raise a number of questions., First of all,
it should be asked which factors determined growth throughout the
period and how they behaved in each phase; secondly what caused the
stagnation and decline and, finally, what motivated the accelerated
growth in 1950 ard 1951.

The answers to these questions call for a general explanation.
of the operation of the Mexican economy during the period under review.
This explanation in turn necessitates an analysis of the various
components of aggregate demand and an examination of their behaviour at
each phasg and of the way in which they conditioned the acceleration or
reduction of the rate of development.

This analysis may usefully begin with a study of external demand.
Its contribution to aggresate demand is measured in terms of income from
exports, and income from the tourist industry gnd border trade, which
togethér determine the capacity to import. The following analysis
deals with the behaviour of the two factors separately, since as will

be seen later, each has its own dynamics.

;/ Aggregate demand comprises the sum of the capacity to import, gross
investment, current Government expenditure and private consumption.
A definition of each of these concepts is given in appendix A at
the end of the chapter,

/Table I-1
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Table I~1
MEXICO: AGGREGATE DEMAND, 1945-55
Private
External Gross consump
%nco?edg/ investment ~03:§£;2§t o tlin .
includ-— . \x eXxcC
Tear - ing (p:gélc expendi- exelugd Total .
tourist *riva+e) ture tourist ]
industry) R i : irdustry)
(Millions of 1950 pesos)
1945 ey h85 Liy6L3 1,580 26, 617 37,355
1946 L4908 5,848 1,393 29,086 41,235
1947 5,056 5,872 1,600 29,830 42,358
1948 5,719 5,361 1,779 30,581 43 4,440
1949 5,588 5,165 1,882 30,718 43,353
1950 6,602 545937 2,115 34,114 48,768
1951 6,930 7,498 2,040 39,263 55,731
1952 7,238 75754 2,164, 38,079 55,235
1953 7,289 7,053 2,125 LO,453 56,920
1954 7,981 75237 2,450 143,173 60, 841
1955 - 8,619 8,068 2,467 15,365 6,789
(Bercentgge)

Increase
1645~55 92.2 73.8 56.1 - 70.2 734
Annuzl rate 6.8 5.7 L6 5.5 5.7

Source: Chapter I, appendix B.

a/ According to the definition in appendlx B, it is equal to the
capacity to import.

/Figure I-I
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1. Total externmal income 2/

External income increased 92vper cent (see table I-1),- thus
becoming the éomponent of aggregéte demand with the most rapid increment..
Tte-growth was also fairly regular (see figure I-III), a falling-off
being observed in only one year (1949) and virtual stagnation in another
(1953), both coinciding with declining intensity in aggregate demand.
The period of particulerly rapid growth was confined to 1950.
(a) Commodity exports X - :

~Income from.commodity exports increased 87 per cent during the
periqd under review (see table I~2 and figure I-II). This rise was
interrupted twice only - in 1949 and 19563, A close study of the growth '
curve will show two cycles, reaching their respective peaks’ in 1948 and
1952 and their lowest points in 1949 and 1953. ‘After 1953, a new
phase of very rapid and steady growth began. | ‘

VA éqmparisgn of the growth of .the .capacity to import with that of
the qﬁanﬁum and of the terms of trade brings out a number of interesting
facts which help to explain the funetioning of the Mexican economy, Among
these; the following are of particular importanoce. ’

In,ﬁhe first place, the greater capacity to import resulted from an
increaée in the export quaptum, which amounted to 111,7 per cent during
the pefiod under study, i.e. at an annual rate of 7.8 per cent, In
addition, the expansion of the capacity to import showed no sudden
variations and was almost uninterrupted, its only decline taking place
in 1948, In contrast, the .terms of trade showed‘a very marked downward
trend., Figure I-II indicates that each of the peak and minimum levels .
was lower than the preceding one, - |

In the second place, although the quantum conditioned the over-all
growth of the capacity to import, fluctuations in the latter were
governed by the terms of trade. Figure I-II clearly reveals that the
minimum levels of the capacity to import, were not offset by any |
deterioration in the quantumjon the contrary, the only year in which the
latter declined (1948) corresponded to the first peak level attained by

2/ This study uses the terms "external income" and'capacity to import"
indiscriminately since, although they embody different concepts, they
are the same for purposes of calculation,

/Table I-2
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Table I-2

MEXICO: CAPACITY TO IMPORT AND TER}MS OF TRADE, 1945-55

Capgcity Sip?;;Zz£ Terms Terms Aggreg

to import generated Aggregate of com=- of ate
Year generated by the cap§01ty modity tourist terms

by exports i ooreist to dmport 4. de trade trzge

industry
(Millions of 1950 pesos) (1950 = 100)
1945 3,187.1 1,298.1 L,465.2 103.9 154.1 114.8
1946 3,37L.5 - 1,536.5  4,908,0  103.5  153.4  115.2
1947 3,785.1 1,271.2 5,056,3 101.1 138.4 108,.4
1948 L,025,0 1,694,0 5,719.0 112.3 126.9 116,3
1949 3,915.9 1,672.2 5,588,1 96.3 102.5 9¢,1
1950 Ly537.3 2,064.8 £.602,1 100,0 100,0 100,0
1951 ©  4,838.6 2,091,3 6,929.9 105,9 110.4 107.5
1952 . 5,066.4 2,171,8 7,238.2 10744 117.5 110,3
1953 L, 754.0 2,535.1 7,289.1 93,2 118.4 100.7
1954 5,280.8 2,699.7 7.980,5 98,6 96,0 97.7
1955 5,9TL.6 2,637.5 8,619.1 91.1 94,6 92.3
: (Percentages)

Increase ' : o
194555 8743 103.1 92,1 ~12.3 ~38.6 -19,6
Anmual rate 6.5 7.3 -1.3 k.8 ~2,2

6,7

Sourge: Chaptef I, appendix B,

/Figure I-11
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the former, The slight variations that can be perceived in the
capacity to import were much more clearly defined as regards the terms
of trade and contained cycles of distinctly different magnitude and
duration with very marked peaks in 1948 and 1952 and clearly defined
minimum points in 1949 and 1953, as in the case of the capacity to
import. |

Thirdly, although the absolute maximum for terms of trade was
reached in 1948, a more sustained increase occurred in 1950, 1951 and
1952, This was a result of the Korean war and provides the first clue
to an understanding of the accelerated deveiopment that followed.

The facts mentioned call for a detailed study of the behaviour
of different export items, since the rapid and steady increase of the
quantum overshadowed highly important changes in the export structure
(see table I-3). These structural changes were also connected with
the downward trend in the terms of trade,

The quantum which showed the highest increase ~ with the most
sustained and steady development - was that of agricultural commodities
which rose more than fivefold, If coffee and cotton are omitted
from this group, the quantum of the remaining asricultural exports
shows no increment, since, after rising until 1950, it dropped again
to its initial level. 1In contrast to the rapid increase of the quantum,
the terms of trade for this commodity group fell L5 per cent, with the
notable exception of coffee, the relative price of which improved
considerably,

In comparison with the rapid growth of agricultural exports, the
minerals quantun rose less than 50 per cent and, in fact, from 1948
onwards, merely fluctuated around the figure for that year which was
slightly lower than the peak level in 1950 and the 1954 and 1955 figures,
but higher than the other years. Its particular terms of trade, although
variable, tended to improve and, by the end of the period, had exceeded
the initial level by almost 70 per cent,

The quantum of the remaining commodities hardly rose during this

period. The fishing industry showed an increment, but forest products

3/ The details relating to the behaviour of the different export items

appear in the annex to chapter III,
/Table I-3
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Table I=3
MEXICO: INDICES OF THE EXPORT QUANTUM, 19.45=55
<l2§p = 100)
Crops and
Year ﬁ‘s’;jg;"‘;;d Minerals Manufactures Total
forestry
1945 W 67 _ 146 ‘ 68
1946 53 54 , 154 : 72
o7 69 78 . 124 83
1948 55 | 96 126 ‘ 79 '
1949 g5 85 116 0
1950 100 © 100 100 ' 100
1951 105 84 124 o 101
1952 116 81, S 104
1953 . 124 93 9L . ' 112
1954 129 99 109 118
1955 163 98 o 131 SR FA
(Percentage)
Increase ' :
Anmual rate 15.1 3.9 ' -1.1 7.8

Source:'ECLA, based on official statisticse

/and, to
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and, to a lesser degree, manufactures, declined. Their terms of trade
definitely deteriorated, falling more than 50 per cent in the case of
manufactures,

Four very distinct tendencies may therefore be said to exists
rising quantum and declining terms of trade (cotton); both rising
(coffee); stationary quantum and rising terms of trade (minerals); and
stationary or declining quantum with declining terms of trade (other
exports).

It may be adduced from the above comparison that the quantum of
certain commodities rose substantially in spite of the drop in their
relative prices, whereas others, again in spite of a large-scale
decline in relative prices, continued to be ekported in almost the
same amounts. The joint effect of the trends for these two categories
stimulated exports as a whole. This is important as it apparently
indicates that there were dynamic elements in the system which stimulated
the growth of the export quantum or at least prevented its decline,
despite a deterioration in relative: prices., Finally, it should be noted
that the quantum of some commodities tended to stagnate although their
relative prices substantially improved. ¢

_‘ An expianation of these facts should not overlook the ratio
between export prices and the over~all level of prices within the
country, as well as the export - import price ratio. The former ratio
reflects the effect of changes.in commodity prices - in local currency -~ on
real expért earnings. |

Table I-4 compares the indices for the two price ratios and
clearly shows that the two devaluations of the last decade virtually
offset the effect of falling export prices in practically every case.
In relation to total export volume, the deterioration in the external
terms of trade amounted to 12.5 per cent between 1945-55, but the
internal terms of trade for the export sector nevertheless improved
40,6 per cent during the same peried.

On the basis of these data, an attempt may be made to explain the
development of the export sector of the Mexican economy during the last

decade, The upward movements in external demand, which were reflected in

/ Table I-4
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Table I-4
MEXICO: TEHRMS OF TRADE INDICES, 1945-55
(l9§0 = 100)
Crops,livestock, '
Years fisheries and Minerals Manufactures Total
forestry products ’
(4  (B) (A (B (4 (B (A (B |
1945 114 70 68 K2 167 103 104 6,
1946 98 59 71 L3 169 103 104 63
1947 96 67 96 67 139 96 101 70
1948 103 80 109 85 149 115 112 87
1949 : 82 3 112 111 123 122 96 96
1950 100 100 100 100 100 100 100 100
1951 97 90 124 115 o8 91 106 98
1952 98 80 130 107 98 80 107 88
1953 87 68 103 gL 109 85 93 73
1954 30 a8 - 116 113 93 91 99 96
1955 83 82 115 113 - 88 86 9l 90
(Percentages)
Inéreéée : -
1945=55 -27.2 169,0 =47.7 16,5 =12.3 40.6

Source: ECLA, based on official statistics,

(4) = External ratio (ratioc between the index of expor£ prices

and the general index of import prices)

(B) = Internal ratio (ratio between the 1ndex of export prices and the
index of wholesale prlces)

 /improvements in
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improvements in the terms of trade, promoted expansion in the export
quantum, thereby modifying the volume. and direction of investments, and
facilitating an expansion in the output capacity of the export

industries.

The process described did not operate in the opposite direction,
that is to say, the upward trend of the quantum was not checked by the
decline in the terms of trade, owing to the compensatory action of the
exchange devaluation, which diverted the effect of the deteriorating
terms of trade away from the export sector to the remainder of the
economy. This led to an internal redistribution of income which more
than offset the drop in relative external prices. The compensatory
role played by the devaluations enabled the quantum of cotton export
to expand and those of other agricultural commodities and manufactures
to maintain their current level, In other words, the devaluations
made it possible for the total export quantum to continue rising despite
a deterioration in the terms of trade and incidentally eliminated
the sharp fluctuations of real income in the export sector.

The devaluations do not appear to have had any direct or immediate
effect upon the decline in the terms of trade for an obvious reason,
Nearly all Mexico's mayor export items are subject to the price quoted
on the international market, where Mexico's position as a supplier
was not strong enough to modify these quotations, It may therefore
be inferred that exchange policy had no short~term influence on
variations in the terms of trade, but, over the long-term, the latterts
downward trend can only be attributed to changes in the export structure
arising from the re~direction of productive resources as a result, at
least in part, of the devaluations. Consequently, the short~-term
variations in the terms of trade were governed by the movements of

4/ See paragraph 4 of this section.

5/ The devaluation proved less of a stimulus to the export sectors
dependent upon foreign capital, since in these sectors real dollar
incame expanded less than real peso income. Even so, in the case
of metals, the export prices rose sufficiently to increase the real
dollar income of the mining sector. The reason why the export
quantum for this sector did not increase lay in difficulties of
supply or stronger competition from other producer regions.

/external demand,
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externai'demand, although their downward trend appsared to derive from
nanpes in the structure of . exports.. ‘ : o :

The thotheses formulated explain the steady upward trend of the
quantun and the variable downward.trend of the terms-of trade,as well
as the relationship of both to the devaluations, and show that “the
expansion of the capacity to import was achieved at the cost of a more than
proportdonal allocation of resources to the export sector, or, in other
words, that the unlts added to the capacity to import constituted an increas-
ing drain on resources. As the capacity to import was the most dynamic factor
of demand, however, it may be asked whether the rapidity of development was
not connected with the devalustions themselves. '
(b) Tourist industry and border trade

Income from the tourist industry and border trade Z/ increased 103 per
cent durlng the period reviewed. Except for a marked decline in l9h7, it
showed a very vigorous upwerd trend.free from cyclical fluctuatlons and
the changes ocecasloned by the exchange devaluations (see table I-2 and
flgure I-IT). Its behaviour was consequently very different to that of the
capacity to import deriving from commodity exports and, in order to interpret
it properly, the movements of both components should be observed, i, e;,of
the ouantum and the terms of trede, ' ‘

The quantum of the tourist industry -~ services to tourlsts, and goods
purchased by them - more than tripled between 1945-55, the 1ncrement being
much greater durlnp the first half of the decade {150 per cent as agalnst
35 per cent only in the second half), The years of rapld growth coincided
in both phases w1th the devaluations.

In comparison with the rapid growth of the quantum of the tourlst
industry, the terms of trade deteriorated ¢onsiderably and by the end of ‘
the decade were almost 40. per cent below their initial level (see again
table I-2 and figure I-II). This decline tcook place almost entlrely in
1950, and from 1950 to 1953 a noteble recovery was registered,. This
recovery was finally halted by the 1954 devaluatlon which reduced.the
terms of trade to the lovest level recorded for the eleven years under review.

6/ see sectlon III of this chapter in regard to th1s problem.

1/ Deflnltlons of the quantum, terms of trade and the capacity to 1mport of
the tourist: industry and border trade may be found in appendix A of this
chapter.

/Hence it
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Hence it may be assumed that the exchange policy had no particular
infiuence on the capacity to imrort but affected both the quantum and
the terms of trade of the tourist industry to a striking degree, In
other words, the variations in the two latter subsequent to the
devaluations apparently neutralized each other, as will be explained below,

The actual state of affairs - as will be seen in chapter 1II - was
that dollar expenditure by touvrist and Mexico's resultant dollar purchasing
power abroad were conditioned by external factors, the most important being
the level of available personal income in the United States which determined
tourist expenditure, and the price level of Mexico's imports,which determined
the purchasing power of foreign exchange obtained from tourist expenditure.
In addition, the quantum of goods and services acquired in liexico was
governed fundamentally by exchange policy. This was natural, since the
prices of hotels, restaurants, petrol and handicraft articles were fixed
internally, and each of these items had a high component of wages and
domestic raw materials., Again, the rates for hotels, restaurants, publie
services and petrol were controlled, which retarded the effect of the
devaluations upon these sectors.§

In the previous paragraph, reference was made to the fact that the
devaluations, although contributing to a reduction in the terms of trade,
had stimulated the export quantum and, consequently, the capacity to import
derived from exports. The situation as regards the tourist industry was
different, In this case,the devdluationscontributed to a rise in the quantum

§/ Mexico has no index to measure the fluctuations in the prices paid by
tourists, The wholesale price index was employed for this purpose as
it is probably the best indicator of the over-all price level, It is
not possible to state whether its use as a deflationary factor over =« or
under-estimsted tourist expenditure, since, although this expenditure
included ahigh proportion of petrol, the prices of which were not
affected directly or immediately by the devaluations, it also
included beverares and some imported foodstuffs,' This point could
only be elucidated by means of a special study.

/without appreciably
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without appreciably influencing the capacity to import.g/ Although this
problem will be dealt with more extensively in section IIL of this chapter,
it may be pointed out zt this juncture that the social cost of the
expansion in the copacity to import following the devaluations rose
proporbicnately to the increasine relative importance of the tourist

industry.

2. Gross investment

As a starting point in the analysis of gross investment certain facts
should be emphasized thst will be brought out when gross investment trends
are studied.

In the first place, the rise in gross investment between 1945 and
1955 was 74 per cent (see table I-1), and thus had the same intensity as
that of aggregate demand. Its trends were obviously much more cyclical
in nature than those of the series observed previously (see figures I-III
and I-IV), being divided into two well-defined cycles, one from 1945 to
1949 and the other from 1949 to 1953. In 1953 a new cycle appears to have
begun.

If the regularity of the cycie described by absolute investment
values is surprising, that of the respective rates of growth, calculated
as percentages of the gross product, is even more so (see figures I-IV and I-V)

The fact thst should be emphaﬂizgd-is that the gross investment cycle
apparently intensified thset of the capscity to import. The minimum values in
both were particularly well defined and coincided in 1949 and 1953, but the
investment curve oscillated wore freely (see figure I-III), An even closer
resemblance can be traced between thce movements of the gross investment rate
and the terms of trade.(see figure I-V), This was equally applicable to
the terms of trade for commodity'expérts and to aggregate terms of trade
(inclucing the tourist industry).

A more detailed study will show that the unusually regular movements
of grows investment were the result of the trends followed by its components ~
~ public and private investment. In figures I-III and I-IV it can be clearly
seen that private investment fluctuated very widely end rather unevenly.

s et

9/ See chapter III, annex, scction IV,
/ Figure I-IV
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The compensutory factor appears to have been public investment, the
divergencies of which were less sharply-defined and tended, in general, to
correct the veriations of private investment. This accounted for the
regular fluctuations of total investment.

4 final comparison of trends wiil leud’to'important conclusions -
‘concerning the ratio of the chauges in in#estment und savings. If their
respective curves - in absolute values as well as relative rates - are
superimposed, an inverse curve is observed for savings, although it is
highly irregular and displays a definite upward trend (see figure I-1V).

An attempt will now be mude to interpret thie foregoing remarks and
to explain now the gystem opurated,

In view of the sharp flactuations in private investment, the role of
public investinent agpears to have been that of a counterweight. This was
evern more evident when it was a question of stimulating and not restricting
investment, and, above all, when it was combined with an improvement in
the terms ol trade. The most notable cause of this combined action was
the year 1950 which seens to have determined the steep rise of private
investment in 1%51. The combiuation of these three dynamic forces
produced the tremendous accelerztion in the development mentioned at
the beginning of this chapter. But the effect of public investment on
this accelerution actually cane from further back and was more far-reaching,

Apart from its compensatory function, public investument between 1945
and 1950 was one of tne most dynemic factors in demand. During this five-
yeur period it increwsed 48 per cent as against un increase of only 31 per
cent in aggregate demand, 15 per cent in private investment and 47 per cent
in the capacity to import. in subsequent years, especially from 1953
onwards, 1ts rate of growth was less rapid and declined not only in relation
to totul investuwent but also in absoluie volume (see tubles I-5 and I-6 and
figures I-I11 and I-1V).

The decisive role of public investment was, however, not so much in
its operation as o component of demand as in the expansion of produciive
capacity, and, from this standpoint, it achieved two fundamental results,
In the first place, it created the infrastructure for private investment,
through the construction of roads, irrigation projects, hydro-electric
power stations, oil refineries, pipelines, etc., and, in the second place,

/Table I=5




E/CN,12/1,28

Page 24
Table I-5
MEXIGO: PUBLIC AND PRIVATE INVESTMINT, 1945=55

(Millions of 1950 pesos)

Public Private Total
Year , investment investment investment
1945 1,879 2,76k Ly6L3
1946 1,841 4,007 - 5,848
1947 25229 3,643 5,872
1948 2,219 3,142 5,361
1949 25115 3,050 55165
1950 2,771 3,166 5,937
1951 . 2,5% Ly 908 75498
1952 2,689 5,065 72754
1953 2,265 L5788 7,053
1954 2,592 Ly 645 75237
1955 2,357 5,711 8,068

Source: Chapter I, appendix B.

/Table I-6
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Table I=6 y

MEXICO: PUBLIC AND PRIVATE INVESTMENT, 1945-55

Public | Private
Year investment : invest=
‘ ment

(Percentage of total investment)

1945 40.5 5945
1946 3.5 6845
1947 38.0 | 62,0
1948 L1.4 58.6
1949 40.9 59.1
1950 L6.7 5343
1951 3445 6545
1952 3.7 65.3
1953 : 32.1 , 67.9
1954 35.8 6Le2
1955 ' : 29.2 | ©70.8,

(Annual average)

1945-50 39.8 6042
1951-55 33.3 6647
1947-52 39.4 0.6
1953-55 32,1, ‘ 6746 -

Source:; Chapter I, appendix B.
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the channelling of resources to the, arricultural sector led to a simultaneous
increase in the export quantum and the supplv of foodstuffs, thereby neutraliz-
ing to some extent the inflationary n“essure exerted by'the expanded capacity
to import and n“1vate 1nVEStment Its influence on supply wes partlcularly
marked durlng the phase of accelerated growth that coincided with the

Korean war,
3. Current public exrenditure

Current publlc expendlture had the slowest rate of growth of any factor o:
aggregate’ demand (see tabie I-1). As in the case of public investment, its
expansion of only 56 per cent during the decade was the result of distinctly
different trends during the two five-year periods. During the first five
years, burrent expenditure dropned in 19h§ but thereafter showed a rapid
and steédy upward movement (see figure I-VI). In the second period, it
tended ﬁo stabilize itself between 1950-53, rose in 1954 and then re-establisher
itself in 1955. Current public expenditdre increased more intensively than
privateiconsumption up to 1950, but during the next five years it declined
relatlvely more than the latter, and increased more slowly over the decade as
a whole. . .

The slow rate of growth of current Goyernment expenditure was largely
a reflection of the relative decline in wages and sa2laries paid in the
publie Qéctor. The real services provided by the Government possibly rose
more rapidly than would appear from the series under study, since, - in an
economy undergoing rapid development and urbanization, the real requirements
of publie services tend to grow with equal or even greater intensity than

the product.
A lag in current Government expenditure can have adverse effects on an

under-developed economy, since public services may serve as a means of check-
ing any inclination towards a regressive redistribution of income. Moreover,
public expenditure is the channel for investment designed to improve the
labour forece, such investment being especially ﬁecessary during a period of
large-scale rural migration of manpower to the towns. The corrective action of
fiscal policy was limited in this way, not only from the point of view of
taxation, but also from that of expenditure. Yet it should be emphasized

that current public expenditure, ﬁnlike publie¢ investment, showed no tendency

to decline after 1950,
L. Private consumption
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The two rhases of slow growth with the intervening period of
acceleration, which distinguished aggreg.te demand also appeared, and

more murkedly so, in the consumption trend (see figure I-VII), and, in

terms of per capita consumption, were even more sharply defined. The

initixl stage from 1946 to 1949 was, in fact, one of decline rather than

i

+ .
sterznals

on, Similarly, consumption fell $o markedly in 1952 thaf; by
l95ﬂ;wit had barely recovered its 1951 level and, in 1955, exceeded it
by a very slight m:rgin only. The data referring to the yearly movements
should not be considered &s wholly vali However. Owing to the lack of
adequate information on changes in inventories ~ the investment estimate
.
having been confined to fixed assets - 59{ &ear to year changes in
consumption partly reilected fluctuations in the most sensitive sector
of investment. Thus, the strong upward trend of conisumption in 1951 was
perhaps partly attrilmitable to the large-scale speculative imports effected
during the l'orean war boom, On the other hénd, 1952, which was & very
poor crop year, was probably most noteworthy for the licuidation of
agricultural stocks, ‘The conjunction of these two factors, together with
changes in inventories, was probably responsible for the steep decline in
consumption during 1952, HMention shoula be made of the large volume of
imports in 1946 intended partly Lo reconstitute inventories, and of the
very inferior cereasl crop in 1949, which presuﬁably resultéd in deplefed
food reserves.

The phases of decline and slow recovery in per carita consumption

vere apparently due to the redistribution of income under the pressure of
inflaticnary forces, since the minimum level of 1949 corresponded to the
first devaluation «nd a decline in production of foodstuffs, and the
minimun level of 1952 to greatly increased inflationary pressures, The
latter, although caused bty a contraction in agricultural production due

to bad weather, was aggravated by the increase in the remaining components

of aggregste demand.,

10 Appendix B, at the end of this chapter, explains how the yearly
investment charnges were calculated,

/Table I-7
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Table I-7
MELICO: PUBLIC AND PRIVATE INVESTMENT, 1945-55
(Percentage of gross product)
Public Private
Year investment invest -
ment
1945 5.8 846
1946 S5el4 11.6
1947 s643 10.2
1948 - 6.0 8.4
1949 5.4 7e9
1950 : : 6ol T3
1951 5.4 10.3
1952 5.7 10.7
1953 Le6 9.7
1954 4.8 8.7
1955 Lol 9.9

Source: Chapter I, appendix B.

/Although the
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Although the validity of the yearly chanées in the private consumption
series may lesve some room for doubt, there 48 no doubt at =11 that, over
the whole period, private corsumption tended;to rise and that its
cunulative growth was almost identical to that of investment, although the
dafakon éggregéie copsumption covered a nmumber of heterogeneous factors,

In figure I~VIII, private consumption is divided into its two main
items - expenditure on foodstuffs and other expenditure., A4s foodstuffs
represzut a high preoportion of expenditure by a large number of people and
this ratio does not decline until a2 real income level is reached which is
hirher than that enjoyed by the mejority of the Mexican population, the
lower line plotted on the graph is a preliminary approwimation of thle
evolution of resl inceome for the majority. The increment may be estimated
at 47 per cent, or awsout 13 per cent per capita for the vhole peried, if the
ratio between the medium- and high-income groups is assumed to have been
stable,

The upper line in figure I-VIII represents a first approximation of
the rise in consumption for the medium—~ and high-income brackets, 1In this
case, growth was more even and shoved a distinct tendency to accelerate,
The increment for the whole decade was 102 per cent, corresponding to a
rise of zpproximately 55 per cent per capita.

As the data for 1946 and 1951, in the upper series, are inflated by
the large-scale imports to reconstitute and build up stocks, it is clear
that the discrepancy between the two series was concentrated in 1949 &nd
1954=55. In spite of their limited validity, these data indicate that
thers were two phases when income r%distribution was intensified, both

R - . . 11
coinciding with the devaluations .~/ .
The rate of growth of domestic consumption in the medium-~ and high-

income braclets ‘s proof of the forceful role of this sector of demand in
irdustrial deévelopment. Its incfeése was in point of facl, greater than
that of the capacity to import, which was btelieved to be the aggregate

demand component with the most rapid growth, Although its influence was
felt by important manufacturing sectors, it should be reamembered that it

played a mojor part in forcing up the import coefficient,

>

ij; In section III of this chapter, an attempt is mude to measure with
greater accuracy tihe effect of the devaluations on consumption.,

/11, AGUREGATE
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II, AGGREGATE SUPPLY

1. Introduction
Aggregate supply comprises the sum of production and imports and differs

from aggregate demand only in the positive or negatlve effect of the
external terms of trade.lg/
From this definition it moy be inferred that the movement of aggregate’
éupply throughout the period under review differed relatively little from
that of aggregate demand, since the terms-of-trade effect was a very small
fraction of the latter., This was actuslly the case, thes increment in aggre-
gate supply heing slightly higher than that of aggregate demand (see
figure I-I). An analysis of aggrerate supply trends would therefore be
repebtitive; the main interest lies in a study of the movements of its two
components ~ the gross product anc the import cuantum, 7The present section
will study the evciution of thc first component, particularly its more
important or more dynamic items such as crop and livestock production,
manufacturlng, mining, petrolemm and electric energy. Imports will be
dealt with in the final section of the chapter, which consists of an
analysis of the various aspects of the trend towards external diseguilibrium.

2. The gross product

(a) General trends

The gross product rose 79.6 pcr cent during 1945-55, Except in 1952,
it . showed no decline, and during the other years exceeded population
growbth. Two phases of moderate growth may be distinguished, together with
an acceleration in 1950 and 1951, as in the series examined in the preceding
section (see table I-8 and figure I-1),

Tn order to give a correct interpretation of the product’!s movements, two
types of analysis will be undertaken, Firstly;the movements will be considered
in relation to the movements of productive capacity and the intensity of the
latter's utilization, and secondly, the behaviour of the different national
production sectors will be studied tc see how they ééntributed to over-all
trends,

In the first analysis national wealth or capital will be used to
measure productive canacity, the outputecapital. rctio being employed in
its turn tc measure the intensity of ‘capital use. The national capital

127 See Appendix A at the end of this chapter. . ' :
' JFIGURE I - VIII
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Table I-8
MEXTCO: AGGREGATS SUPPLY, 1945-55
(Miilions of 1950 pesos)
Gross Import Aggregate
Year ' product guantun 3,../ supoly
1945 32,132 Ly6L6 365778
1946 3L 326 6260 40,586
1947 35,521 6o hli5 11,966
1948 37,213 . 55426 42,639
1949 ' 35,777 L, 586 43,463
1950 43,299 55469 48,768
1951 47,801 75047 5k, 843
1552 L7,369 7,191 5L, 50
1953 49,337 75536 56,373
1954 53,554 747k 61,028
1955 57,658 75852 65,510

Source: Chapter I, aposndix 3.

§/ Including impoits in border trade, but excluding other Mexican
tourist expenditure abroad.

/seri es was
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series was constructed on the basis of the estimated value of fired assets
and inventories for all production szctors in 1950. The estinate was

extended to the nreceding and yvears on the basis of the series

/
for gross investment end oif an cwnual. depreciation rate.lz/ The product-
capital ratioc was obtained Ly dividing the yvearly date for the gross
product among the above values.,

Allowaiices have boen made for the 1imitatibns of the raterial on which
the analysis was hased, but it is belisved that the restlts obtained by this
rethod might be used as a starting point for ot L@r more detailed studies.

(b) Productive capecity

Leproducible capital rose L0.3 ver cent betwsen 1945-55 (see tuble

i - &

- \ . kS Pl B i} S
I-9). Its increment wes slower than that of neariy all the series that

have been studied, but it waz uaninteriupted and more rapid than population
] e i &

[83

rrovth during the decade, excert in 1G45, 1945 and 1949,

The growth rates of nationsl ca followed the same cyclical patiern

as those of investment (see Ffigure 1-IX), It is nonetheless important

note that, althcugh the investment rate cycle had no particular tread, the

capital incroment cycle showed a very definite thourh oscillatiang upwaid
movement. This factor was of greet importance in determining the rapid

development of the last decade, &s it indicates that, by investing a constant

rroportion of the product, it was possihle to accelerste the growth of
productive capacity. This -ras due to the contiqmous improvemont in the

utilizetion of productive capacity, i.e. in tne product-capital ratio,

(¢) The product—canitul ratio

The movements of the rroduch-~capitel retio are the Yoy to an understaanding

"of severzl important facts referred to wreviously. Two distinct levels can
be observed in fipure 1-X; in the {irst, relatl
natal

wvhich continued until 1951, the ratio flucuiuated around 0.,49. The jump from

to 194549, the product-

capital ratio was maintained at snpr

s 0,41, while, in thc second,

one level to the other took place in 193G-51 ard corrvesponded to an increezse

of ahcout 20 per ceunt in the intensity and efficiency with which productive

13/ BSee appendix C at the end of this chzpter for the estimste of
national wezlth,

/FIGURE I - IX
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Table I~9

MEXTCO: REPRODUCIBLE CAPITAL AND THE PRODUCT-CAPITAL RATIO, 1945-55

Reproducible Gross Pro@uft~
Year capital product ;igisul

(Millions of 1950 pesos)
1945 80, L34 32,132 : Oe40
1946 825467 3l5326 - 0.42
L1947 85,687 35,521 04l
1948 88,320 475213 0.42
L1949 91,310 38,777 O.42
1950 93, 508 43,299 0.46
1951 9654356 47,801 0.50
1952 100,891 L7369 0ul7
1953 | 105,457 195337 - 0e47
1954 109,132 53,428 "~ 0649
1955 112,871 575723 0.51

(Percentage increment increase)

1945=55 4043 7940
19’4,5"50 1603 311—07
1950-55 20.7 33.3

(Annual rate)

194555 3e4 640
1945-50 3.1 601
1950-55 3.8 5.9

Source; Chapter I, appendix B and C.

/capacity was
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capacity was utilized. Another interesting feature revealed by figure

I-X is the contrast between the trends of the product-capital rstio during
the two periods; in the first it was much more stahle than in tis second
when it dropped sharply in 1952 a 105q to recover subSFouently.

.Some hypotheses can be f)rmnldtcd on the basis of thesc facts with
a view to interpreting them and linking them to the phencmena analyse
earlier, The low level of the product-capitsal ratio in the first few
years appears to have been primarily due to the type of "investments made.
They were infrastructural investments (pu%llc investmant was predominant
at that pﬁne). These investments had low direct productivity and took a
long time to mature. MHoreover, as a result of the tendency of consumption
to stagnate in that period, installed capaciiy was not adeguately utilized
in major branches of the incdvctricl ssctor, such as the textile industry,

The, change thalt took place in 1950 and 1951 was apparently due to a
favourable combination of factors, of which one of the most important was
the incentive to export provided bty the higher prices paid to exporters,
The 1948 and 1949 devsluations were followed by the boom created by the-
Korean war. In this connexion, it is useful to remember that in the
majority of cases production for export employs natural resources that

cannot be used otherwise, and that one feature of activitles connected

o

with the external market - particularly mining - is that they provid.
fairly elastic supply over tho short-term. .

In the second place, many of the public investments made during the
previous five years began, to mature in 1950, thus prepsring vhe ground for
investments witir higher productivity per unit of capital #nd esrlier
maturity. . .

Finally, the sharp increase oi 20,5 per cent in agricultural production

during 1950 and 1951 wae reflected directly in the egricultursl sector's

of the irdustrial sector

product-capital ratio,
through increased expenditure by th. low-income consumer brackets.,

After the qualitative chanve in 1950-51, the contraction in the two
following vears was.very slight. Ieitlier the lowered sgricultural production
of 1952, with its negative effects on’the over-all efficiency of the economy,

nor the declinc in investment and the cepacity to import in 1953 writh itbs
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consecuent repercussions on the utilization of equipment, succeeded in
reducing the product-capital ratioc to the low levels of the 1945-49 periods
It would seem that the liexican economy was enjoying a new combination of
productive factors more comrucive to czpitel ssvings,

N a high lGV“L

The fact that the nroduct-capital rﬂt‘o attained

b

indicéﬁés'thét‘an‘excepuioﬁal effort will h@ necxed Lﬁ malxtur“ the rate
of growth of the last dzcade, A Uradlpt—cu‘;t L ratio of U.30 1s, in fect,
so high that it is most unllkcly that 1t can bo crcueded,  Assuaing Buat
it remained consbant t, 1o”eVPr, the net rete of o é,“m¢JdCCUmULutlon would

have to be 12 per cent in order Lo cobtain er annusl growth rate of ¢ per

cent for the gross product., The fomer would in turn - assuming a 3-per-cent

annual depreciation of nati cupibal - reguire a gross investment
eguivalent to 1€ per ceit of the grovs vroduct., the magnitude of the
provlem of how to maintsin this rote »f dovelopmant mey be realized 1f it
is remembersd thet ths gross irv:stment rete exceceded 16 ner cent in no
rnore thun three out of the ten yrars (lQASnSS) end rogz to 17 per cent in
only one of those yeurs,

(d) Production trends by sector

(i) Agriculture, Cron and livestock production was doubled between

1945 and 1955 (see table 1-10), purely a ricultural production showing an
Ana . s i y ag

,_1

even higher rate of growth (11% per cent) fhen that of livestock, which

ias less than 60 per cent., 45 thers are np complete data on liveetock
production, and as animal hushandry is often considzsred to be a sideline
to agricuiture, the following remarks refer.only to the latter,

The trend of agricultural procuction ¢guring 1945-55 was free from
the cyclicsl moveaments apd changes in level observed in ths other series,
but showed two clearly- ined nhases of rapid growth: from 1947 to 1950
and from 1953 to 1955, "The rate of svowith was very siow up to 1947; fram
1950 to 1953 it lagged behind population growth, and drowped sharply in
1952 owing to . the bad weather conditions prevailing that year (see
figure I-XI). ' '

/Table I~10
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Table 1I-10

MEXTCO: INDEX OF CROP AND LIVESTOCK PRODUCTION, 1945-55

(1950 = 100)
) Crop and
Crop Livestock livestock
Year production production pfoduction
1945 6345 80.3 67.7
1946 6544 88,6 71.2
1947 67.8 - N.3 T3el
1945=47 65.6 8644 70.8
1948 79.8 Ne2 82.4
1949 86.8 89.7 8745
1950 100.0 100.0 100.0
1951 104.6 L. 3 102.0
1952 98.5 96e6 . . . 98.0
1953 105.3 1140 - 107.5
1954 126.3 123.9 125.7
1955 138.2 1274 135.5
1953-55 : 123.3 121.8 122.9
(Percentage increase)
L1945=55 - 117.6 58.7 100.1
1945=50 5745 2he5 L7.7
1950-55 ' 3.2 270 3545
1945-47 to :
1953=55 ;88;0 41.0. 7346

Source: Chapter I, appendix B.

/Figure I-XI
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In order to explain the unusual increment in agricultural production
and the alternation of slow and accelerated neriods of growth, some
mention should be made of the nart played by the enlargement of the
crop area, improvements in yield and ch2wiges in production structure,
i.e., the replacerent of subsistence crops ﬁiving Jow returns by nore
nrofitable crops., The area harvested increased by a mere 30 per cent
between 1945-55, thus proving to hzve been only a subsiiiary, if by no
means nesligible, factor in production growth (see table I-11), Averase
yields rose 37.5 per cent, although théy were larger for some crops;
for instence maize and cotton increased 38 and 73 per cent respectively
(see table I-12), Although these factors ere indicative of the large-scale
technical transformetion of iexican =ericvlture, they do not entirely
explain the exceptional develojpuent of this sector,

An-~ther decisive factor in the strilking production increase was the
struct..r.l change in land use, which alone accounted for 22 per cent
of “he Ltotal production figure and was important enough to warrant
a devailed examination of its more outstanding traits, such as the
cvelution of production for thz domestic market (see table I-13 and
figure I-XI). Its increment of 68 per cent was lower than that of total
production during the decade and was more intensive during the first
five y=ars., DMNoreover, the declines were more accentuated than those
of over-all production, owing to a greater dependence on rainfall,

It might be more useful to study the tendencies of the group's major
commodities rather than its movement as a whole,

Maize and wheat are not only the most important commodities within
the rroup but are also representative, the first of traditional subsistence
arriculture and the second of modern commercial arriculture, iheat is
also of special interest for the analvsis because of its role in import
substitution., Maize nroduction rose 56 per cent during th=z decade in
question, its rate of increase showing fluctuations and dropping to two
clearly defined minimum levels in 1949 and 1952 (see figure I-AII).
Conversely, wheat production incrensed more than two and a half times,
with an important setback in 1952 only. From 1948 to 1950, it went

through a phase of rapid growth and during 1953<«54 increased even more

/Table I-11
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Table I-11
MEXICO: INDICES OF FRODUCTION AND FRODUCTIVITY
IN AGRICULTURE, 1945=55
(19522 100)
T Index of
Index of Index of changes:in Indéx of

Year ' area unit prquctlon. production

harveste yield stryggure volume

(4 - (B) | (C) (D)
1945 8049 82,2 £90 6345
1946 78.0 9249 90.2 65 ks
1947 83.1 96.1 BL.8 67.8
1948 892 98.4 90,9 - 7948
1949 - 93,5 104 -9 88 o4 86.8
1950 | 100.0 100.0 100.0 10C.0
1951 10140 99.6 1039 104 «6
1952 93,0 1003 10545 9845
1953 9743 105.5. 102.5 10543
1954 | 1019 11646 , 106.2 12643
1955 ’ 104 9 . 121.3 10846 128.2
(Percentaze increase)

1945-55 2946 37.5 220 11841
1945-50 2366 12.3 1243 57 el
195055 L o9 21,3 86 3662

Source: Charter I, anpendix B,

~ /Table I-12
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MEXICO: INDICES OF AGRICULTURAL YIELD,
(1920 = 100)
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194555

Rice
Maize
Wheat
Beans
Chick peas
Coffee
Cacao
Tomatoes
-Potatoes

Alfalfa

Henequen
Cotton

Cotton sszed
Sesame
Copra
Coauito
Peanuts
Linseed

Sugar cane
Tobacco

Oranges
-Lemons
Bananas
Pineaprles

General
index

1945 1946

1947 19473

1949

1950 1951

1952 1953

1955

11508 12447
87.9 99.7
81:2 89:9
8640 7342

10440 107,12

10240 105.8
78l 8540
90.,C £9,1

102.6 100.5

1C0.9 101.2

103.3 106,
78,1 81

L )
(UG

755
104.1
92,1
9648
8743
6543

3]

78
115.2
9765
1053
9&-#
7042

932
10z2.1

9L o9
98.1

13640
91.9
1087
91.6

133 ek
11z.4
10843

8643

88.2 9249

108.5 11344
99,4 105,5
9249

103.9

111.1

1C3.0
8249
9243

10267

103.1
109.7
98.7
9l.6
101.1
100.5 98,6
5.4
82

122.2

86,6

80.3
130.6
86,7
103.2
814..0

7645

8)4— ° l+
111.5
983
984
95

7945

10461
99 ok

107 o4
99 ekt

135.8
9407
108.8
91,3

136,1
91s3
1082
9049

9641

972
105.0

90.8 103.3

101.2
103.6
102.7
85.7
93.0
101.4

9947

102.8
11C.5

108.1

101.9
9644
9.
89.

85 .6

101.0
97.1

123.6
9543
10842
92.8

98l 1049 100,0

100.0
100.0C
1C0,0
100.0
100.0
10040
10060
1000
1000

'_J ',._i !»_J l.__J
OWVWN GOV X
L] L] [} [ ] L ] L ]

OO OGO OND
O O

o

N AW W o

<

100.0 103.7

100.0
100.0

932
5543

100.C
100.0
100.0
100.0
1000
10C.0

o2
10&.8
106,8
103 [ l’-@
1054

957

9646
10046

100,0
100.0

100.0
10040
100.0
10C,0

8540
102.1
1843
1021

9946

05,1

1CLe1 91.9
10L,9 106.2
94.7 112,0
11846
1094
107.8

107.3
102,0

105.6 103.1 ‘1

9Bek 9545
99.2 107.5
104.1 10543

91.0
9845

85.5
106.1

99.1
114.,3
979
1045
1C7.1
100.8

107.9
110.7
172.6
110.1

99.5 102.3
101.6 102.0

9202 934
104,0 100.7
89,0 88.4
9803 92.14.

100.3 105.5

106.9

el

107.3
121.1
120.z2
129.9
122a7
105.8
13545

9548

112.7
11043

100.3
135.1

13547
120.7
12149
17067

9145

10245
10145

95«
13063
924

93,1

12143

Source: Chapter I, appendix B,

/Table I~13
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Table I-13
MEXICO: INDICES OF AGRICULTURAL PRODUSTION, 1945-55

(1950 = 100)

et

Procuctlon Produection for export

1950-55

23.5 5.7 | S 13.3

"Year . ag;zgzgg Y giggic-

‘market Ii‘%“d" ing™ tion
cotton cotton
1945 73.6 51.3 7842 63.5
1946 77.8 5045 ~81.0 6544
1947 80.0 5342 85.3 67.8
1948 9542 61.3 9.1l 79.8
1949 88. 4 . 8L.8 C 94T 86.8
1950 100.0 100,0 100.0 100.0
1951 102.8 106.8 - 99.6 10446
1952 95.9 101.6 101.1 9.5
1953 104.7 105.9 107.1 105.3
1954 119.1 135.0 '1C5.9 126.3
1955 123.5 155.7 113.3 138.2
(Percentoze increase)

1945=55 67.8 20345 LL.9 117.6
1945-50 35.9 9449 27.9 575
38.2

Source: ECLA, on the basis of official statistics.

/Figure I-XII



FIGURE | - XII
MEXICO : MAIZE, WHEAT AND COTTON PRCDUCTION

(MiLLions oF 1950 pesos)

SEMI~LOGARITHMIC SCALE
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intensively by 60 per cent or more than the maize increment for the whole
decade, The disparity between the two growth trends described indicates
the increasing importance of the moJern commercial sector in agricultural
production, The influence of the devaluation as a stimulus to import
substitution was also unmistakably demonstrated by their accelaration
of wheat production during a period of pressure upon the halance of
payinents, ,
This leads to a study first, of thé behaviour of apgreg~te agricultural
production for export and, secondly, of cotton as a separate item because
of its special characteristics, ,
Agricultural exports more than trebled during the decade,. though,
if cotton is excluded, the index shows an increment of only 45 per cent,
which was lower than that of production for the home market. If coffee
is also ercluded, the production of which rose more than 70 per cent,
the incremznt for the remaining commodities grown chiefly for export
amounted to no more than 34 per cent;
During 1945-47, cotton nroduction was at a standstill, In the
thres following years it rose 2.5 times, but stagnated again during
the following three rears finally making a strong comeback in 1954 and
1955, when it increased 69 per cent, These movements offset the
phenomerion analysed during the discussion of demand, i.e., the response
of a production sector with high suoply-elasticity to the stimulus of a
substantial improvement in relative prices arising from the devaluctions
and the boom created by the Korean war. In the case of coffee, the
improvement of relative prices was even greater, but the very nature of
the crop prevented any large—scale expansion of supply which neverthieless,
amounted to more than 70 per cent, |
It remains to be asked what factors were responsible for the hi gh
supply-elasticity of agriculture. ' In other words, refersnces to the
structural changes in land use, imnrOvéd‘yields and expansion of the
crop area are not sufflclrnt w1thout some sp801f10 indication of the

factors implicit in these chang es.

. /A factor



E/CN,12/L,28
Page 42

A factor of primary 1mportande3n agricultural progress was the
official development policy which covered a number of aspects that
will be described later. On the one' hand, there was a decided flow
of pﬁblic inveetment to agsiculture, mainly for irrigation projects
and fleod control,. This item should also include 1nvestment in road
constiuction which was more intensive than usual duran the las
decade and opened up to the national market zones that had_hltherto been
completely cut off, Ancther aspzct of this policy was the‘activitiee
of the two specialized Government banks, which transferred an increasing
amount of resources to the agricultural sector, thereby f90111tat1ng
normal crop financing and imports of asricultural machlnery, hlgher grade
livestock, etc., The third factor was thet of agrlcnltural development
work, including not only purely educational aspects such as 1nstruct10n
on the use of machinery, fertilizers, pesticides and fun01c1des setca,
but also the direct distribution of improved seeds.‘ This work was
backed by public investment in technical organlzatlonsibr agrlcultural
research. Finally, industries promoted and financed by Government
resources were partly intended to encourage agricultﬁre; as in the .
case of some enterprises manufacturing synthetic fertilizers ahd‘agricultural
machinery,
' One particular important aspect of over-all ecoﬁomic policy :
with far--reaching repercussions on the agricultural éecter was phat
of the price policy - especially for agricultural commodities -~ implicit
in the devaluations, Action concerning agriculturai pricee may take
two forms., One form is what is commonly understood as the fixing of
guarantee prices for producers, its main objective being‘fo‘pfetect‘the
farmers' real income against the middle men and the more integrated
sectors producing goods and services. The otherjformfdeee not involve
any special line of action, but is a result of exchange policy; its
effect is less obvious but has nearly always been more far reeching,_
The devaluations had a notable effect on avricdﬂiuelﬁdevelepment
and pelicy during the past decade, On the one hand, they prov1ded a
strong incentive to cotton and ceffee production, and Kent tne output

/of the other
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of the other export crops at a fairly high level in spite of the
extemely unfavourable conditions of external demand. On the other,
they encouraged import substitwution, both directly, as in the case
of wheat, and indirectly, as in the case of processed foodstﬁffs. .

- Governmer:it development policy and external demand, in their turn,
spurred on-the.farmérs to further efforts, which were a key factor
in the techinical transformation and growing'coﬁmércialization of

Mexican agriculture. ‘

But the very direction taken byﬁagricglﬁufal dévelbpment during
the last ten years was apparently an obstacle %o the solution of
certain basic problems,. among which the most u;gent was tha£ of
over-pcpulation in the poorer regions of the country,lé/ (see table
I-14), The largest per capite increases Qf agricultural land wére
recorded in the north and north-west (Pacifico Norte), vhere, for
obvious climatic reasons, efféfﬁs to extend the irrigated area were
concsutrated, Agriculture in theée zones was already more technical
and more commercialized, and the per capita availébilify of cultivated
land was higher than elsewhere, whereas in’ those States where
agriculture was more backward and on a smaller Scale, it apoeared
to be disminishing.

The "technical revclution" in agriculture did not reach the great
majority of rural workers, a fact which is closely connected with the
over~crowding of the poorer regions. The effects of this population
pressure were so far reaching that they went beyond the purely
agricultural sector and may be said to be a2t the root of Mexico's
economic problems, Agricultural growth should preferably be concentrated
in those areas where there is less pressure on resources, since the
introduction of improved technigques in densely populated areas is far
more difficult, because intensive cultivation methods require training
and other forms of investment in the working population that are by no

means easy to carry out and take time to mature. In such circumstances

;5/ Table I-14 only compares the census data for 1940 and 1950, as
the figures for 1945 and 1955 are unavailable, It seems unlikely,
however, that the five-year lag will have appreciably altered
the actual picture.

/Table I-14
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Table I-L4
MEXICO:; EXPANSION OF THE CROP AREA, 1940-50
Crop area ~Land PeT . Crop area
“In- Per-~ (;apita é{ $as 4 per-
C are
1940 1950 age N Lis L=

e 1910 1550 .
(Thousands of hectares)  crease

Pacifico Norte b/ 1,147.2 1,545.9  399.7 348 1.34 1.9 2 5 375

1940 1950

Norte ¢/ 3559.7  4899.3 1,339.6 37.6 1.41 1.6k Lobh . 612

Centro d/ 5,427.0  5,917.2  490.2 9.0 0.99 0.95 19.70. 2L.48

Golfo ¢/ 2,564.7  2,688,4  123.7 4.8 1.5, 1.29 20.82 11.34

Pacifico Sur f/ 2,172,5  3,175.7 1,003.2 461 0,97 1.23  9.12 13.33

Source: L.M, Echeverrfa, "Progresos recientes de la ¢ 3pr1cu1t1ra.m9vwc 1l Pre=
*Wemas Agricolas e Industriales de México, Vol. Vi, N° b, OCDdber-Decen
ber 1951,

2/ Rural population only.

_/ Including Baja California Norte, Baja California Sur, Nayazlt, Sinaloa and
Sonora.

_/ Includinz Coahuila, unlhuahua, Durango, Nuevo Leon, San Luis Potosl, Tamauli=-
pas and “acatecas. '

d/ Including Aguas calientes, Distrito Federal, Guanajuato, HldﬁlEO, Jalisco,
Mexico, Tlchoican, Morelos, Puebla, j;ueretaro and Tlaxcala.

g/ Including Campeche, Juintana Roo, Tabasco, Veracruz and Yucatan.

£/ Including Colima, Chiapas, Guerrero and Oaxaca.

/it was
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it was only to be exmected that the develonrent of the Mexican

econamy should consist mainly of a2 combination of agricultural

expension in’the regions possessing relatively greater natural
resources, intensified cultiv-ition in the more densely-populated

rural areas snd the transfer of thne surnlus population from the latter
to activities elsewvhere. Some of the people may migrate - as they have
done up to the present - to the rapidly developing agricultrual rezions,
but the main burden of absorbing the surplus manpower muszt be borne by
industry and related activities. Iiural population growth in the densely
populated regions during 1940-50 indicates that efforts to trznsfer even
the increment in populetion were unsuccessful, In spite of the lexican
econonmy’s intensive development during the last decade,its fundamental
problem may still be expressed in troditional terms: how to reduce

the surnlus population living in areas, and engaged in asctivities of
extraasly low productivity.

Finally, it may be asked whether it is possible for the rapid
growin of agricultural production in the last decade to continue., This
problem has two aspects: the pnysical and technical feasibility of
continuing to enlarge the area cultivated and improve yields, and the
maintenance of develomment incentives,

Sc far as the first as-ect is concerned, there is every indication
that, oi1 the national scale there ~re no physical obstacles as regards
the supply of land. although there is a local ihsufficiency especially
in the central plateau, Population growth,‘erosion and soll exhaustion
may make the situation even worse in the next decade. It is also likely,
in view of the current low yields, that the production of some stavle
crops, such as maize, beans and even wheat, will improve in future
although that would call for increasingly large investments,

With regerd to development incentives, it is very probable that,
even in the absence of a specific economiz development programme, some
measures of development policy may be retained such as investmert in
irrigation and road building, Government agricultural credits and agricul-
tural development work. But the incentives provided by improved relative
prices are of a very different nature, and are worthvhile commenting on

in some detail,
/In relation
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In relation to production for the domestic market, it should be
pointed out that the stimulus offered by higher relative prices led to
import substitution rsther than *o a real increment in supply. This
was most evident in the casevof wheat where doubled output did not result
in an increase of per é@gigé consumption but nractically eliminated
imports. If wheat is not imported in future, the possibility of
substitution will disappear, thus eliminating one of the essential forces
in agricultural development. _

In the case of production for export, it has already been shown thét
the incentive was provided by improved internal relative priceé,/sinée tae
external terms of trade tended to decline, This caused a widespread
redistribution of income which will probably not be able to continue,

Bhese questions have been dealt with more extensively in othef pafts of
the study, but ought to be mentioned at this juncture.

Althocgh prospects are encouraging in some cases, agricultural
develcprent for export purposes will find it difficult to maintain
throughout the next decade the rapid rate of growth it achieved
during the last ten vears, In view of this and of the fact that the easiest
stage of import substitution has alrcady passed, it is evident that future
agriculture develomment vill depend much more directly on an expansion of
the domectic market. In contrast to the last decade, when income redistri-
bution ariszing from the devalugmnns}md.a fovourable effect‘on a major
agricultural sector,thét of exports and import substitutioh,‘it is>more
than likely that agriculture will be unable to continue developing during
the next faw years without a steady expansion in domestic-demand,

Such an eypension will take place only if consumer demand in the low--income
brackets increases mere intensively than during the 1last decade,

(ii) Manufacturing industry, Manufacturing output-rose 79 per cent,

at approxim-tely she same rate as aggregate supply {see table I-15 and
figure I-XIII). The rate was slawer during the first years of theﬁdecade,
but accelerated from 1948 onwards, and reached its peak in 1950 énd 1951,
In 1952 a sharp falling-off took place and the 1951 level was not
recovered until 1954, A new phasé of acceleration"appearéd to bégin

in 1955. o

'/ FIGURE I - XIII
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Table I-15

MEXIZO: INDEX OF MANUFACTURING OUTPUT, 1945-55

(1950 = 100)

Chemical Yon-durable Capital General
Year products consumer goods a/ index
goods
1945 2746 79.0 61.8 4.9
1945 30.8 82.5 TLa2 79.6
1947 53.7 8l.3 T2k 79.2
1948 : 0245 83,4 TL.2 85.0
1949 117.3 28.8 5.3 0.5
1950 100,0 - - 100.0 100.0 100.0
- 1651 133,2 - 117.2 1z2.7 118.6
1952 264L.7 106.6 133.7 114.0
1953 266.7 - o 113.1 110.5 114.8
195/, 31.8.0 115.3 131.0 120.9
1955 382.7 123.9 158.0 133.9
(Percentage inersrse)
1954~55 1,286,6 56.8 155.7 73,8
1945-50 262.3 26.6 6.8 33.5

195055 282.7 23.9 ' 58,0 - 33.9

Source: Chapter I, appendix B,

g/ Including durable consumsr gccds produced by the wmechanical industry,

/The munufa&turing
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The manufacturing trend was clearly connected with that of other
productive sectors and of aggregafe demand, For instance, the deteriora-
tion in 1952 was, to a large extent, associated with the decline in
agricultural production, so much so that the stagnatioﬁ of 1953 was
apparently due to the contraction of investment in that year.,

A separate examination of the production trends of non-durable consumer
goods and capital goods will reveal the associations more clearly,

At the same time, other facts will emerge which will go far to explain
the structural changes in industrial production; and the import
subs*itution precess, in particular the role played by the devaluations
in that process and the effects of income redistribution.

Taking the production of non-durable consumer goods first, the
outstanding feature was the comparatively slow rete of growth which was
only 57 per cent for the whole decade. IHoreover, the acceleration
during 1v.0 and 1951 was relatively greater than that of manufacturing
as a whole, Simi]arly, the falling-off in 1952 was sharver and the
subsequent recovery so slow that by 1955 the level attained in 1951 had
only been passed by a slight margin,

From the rate of population growth in conjunetion with the tiend-
described above, it may be concluded that per_capita producticn of
non-duratle consumer goods remained at a standstill up to 1949, that it
declinev arfter 1951 and that it was subsequently not even capable of
recovering the level attained in that year, The total per capita
producticn increment of 21 per cent for the decade was thus presumably
concentrated in the two year period from 1950 to 1951, which accords
with the facts revealed by the analysis of demand, The phenomenon was,
however, more accentuated in the present case, total growth being less, and
the phases of stagnation and recession more pronounced. This confirms
the observations made at the end of the preceding section on the
behaviour of demand for general consumer soods,

The trend of capital goods production was very different. . In the
first place,its rate of growth was far more intense,increasing 2.6 times
between 1945 and 1955, In the second place, the amnual fluctuations

were dissimilar in behaviour being marked by an initial strong upward

/trend in
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trend in 1946 and stabilization at the latter level until 1948,
During the next four years, the rate of growth gathered momentun,
the 1952 level being 88 per cent higher than that of 1948, In 1953
a notable decline took place and the level had not been comﬁléﬁei&w
restored even in 1954, 1955 saw the start of 2 new acceleration,

The trend indicated above draws attention to scme important
points, such as the effect on investment expenditure, both Juring tue
years of accelerated growth and the 1953 contraction, the import
substitution of capital goods and the considerable impetus given to
import substitution by the develuations. In order to give some idea of
the force of this impetus and the derree of substitution, a calculation
was made of the ratio between the indices of copitial goods production

and equipment imports. This ratio siowed an increment of 0.81 to 1.07

for the wnole decade, but its chanzes as a result of the, devaluations
were even more significant, as in 1947-49 it rose from 0,59 to 1,09,
and from C,.24 to 1,07 in 1953-%5,

It is important to note that the three components forming the index
of capital. goods production - cenent, rolled steel products and the
mechanical industry - had an almost identical rate of growth (see
table I-16), thoush this houoseneity is not so obvious if the first end
second five-rear periods are studied separatelv., The nroduction of
rolled sieel products and of cement would thus be seen to have risen
more Iintensively during the first five years, the reason for this
being - in the case of cement at least - the declining rate of growth
of public investment referred to previously.

During the second five years, the rollins mills had rrecter
difficulty in obtaining supplies of insots, althoush this nroblem
was soon solved by the installation of electric furnaces, the capacity
of which increzsed more than five times during 1950-55, thus rising

from 15 to 45 per cent of the country's steel notential,

/Table I-16
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Table I-16
MEXTCO: - INDEX OF CAPITAL GOODS PRODUITION, 1945-55
- (1950 = 100) -
Yesr steel Cemert Eagineering  General
products C.
1945 56.8 58,3 65:0 61.8
1946 67.0 63.3 75,0 7142
1947 73.0 72,0 7243 T2k
19,48 73.0 77.8 68,8 71.2
1949 96,3 84.9 97.2 9543
1950 100,0 -10G,0 -100,0 100,0
1951 121.3 110,7 126,1 122,7
1952 1374 118,2 13545 - 123.7
1953 112.5 120,5 107.3 11C.5
1954 151.3 127.3 131.8 131.0
1955 153.1 150.3 162,1 158,0
(Percentage increase)
1945=-55 169.5 157.8 149 o4 155.7
1945=-50 76,1 7L.5 5348 61.3
1950=55 53.1 5043 62,1 58,0

Source: Chapter I, arpendix B.

/The rapid
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The rapid growth of the mechanical industry and especially its
intensification durins the second half of the decade, was partly due to
import substitution of equipment and durable consumer goods. This fairly
new industry was stimulated by the devaluations and developed very
rapidly, althoush incomplete statistics make it impossible to measure its
growth directly. Nevertheless, as will be confirmed in chapter IV where
the problem of import substitution is treated at grecter length, the
rapid increase in the production of certain items such as refrigerators,
washine machines ard television sets contrasts with the slow increment
in the production of non-durabvle consumer goods, This was partly attributable
to the disparity between the growth rates of consumption in the medium—~ and
high~income brackets, on the one hond, and in the lower-income brackets, on
the other, althoush it should not be forgotten that the process of import
substitution in this sector was only incipient whereas substitution in
respect of non-durahile consumer manufactures had already reached a very
advanced stage.

Arnother extremely interesting aspect of industrial development in this
period was the unusual development of the chemical industry, the production
of which increased almost 14 times. This increment was partly due to basic
structural changes, closely linked to import substitution and the vigorous
expansion of agriculture. Tt may be sald that the decade in question saw
the birth of the alkali, ammonium sulphate and superphosphates industries,
the production of which was neslicgihle up to 1945. Even the production of
sulphuric acid, which wos already a well-established indnstry, increased
almost 6 times, thus reflectins, to a great extent, the expansion in
fertilizer production.lé/

The relative development of the heavv - metallureical, mechanical
and chemical -~ industries helped to diversify the induvstrial sector 2nd
to make the Mexican economy as a whole more self-sufficient. A relative
increase in the production of capital poods, such as that which occurred
during the last decade, implied greater flexibility for the over-all
productive system, As will be seen from the following section, the capital
formation vrocess became less dependant upon external trade.
i§7—_§g€_gﬁapter IV, section VI, paragraph 2, for production in the

ma jor branches of the chemical industry,

/(1) Mining
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(i1i) Mining, petroleum and electric energy. In contrast to the

st mrar et Af poeafactyurine, mining remeined practically
2uauloansy dur’as une Jecade,  Tls wes even slors surprlsing in view of the

substantial improvement in relative prices resulting from the combination
of hirh international orices and the exchange devalustions, which benefited
the large minineg export sector., Iining production showed scarcely no
increase during 1945-55 and dropped 12 per cent per capita, Annual
fluctuations were extrenely irreguliar and on a saell scale, except for 2
decline of 25 per cent in 1944 (see table I-17 and figure I-XIV).

The outstanding event in the minin:s sector was the expansion of
sulphur vroduction at the end of tie decade. In 1945, harely 8,500 tons
of sulphur were produced, The i{irst impetus wss provided by the
establishment of a subsidiary plant near the oil wells of Poza Rica, in
order to extract sulphur from the gises obtained as by-products, 3By this
means production reached 41,000 tons in 1953, The radical change occurred,
however, when the salt domes on the Isthmus of Tehuantepec begsn to be
exploited; this raised Mexican output to 521,000 tons in 1955 and made
iexico the second largest producer in the world.

In contrast to the traditional mining of non-ferrous metals for
export, the production of coal and iron - both connected with fhe home
market - showed a relatively intensive rate of growth. Iron ore production
benefited from the expansion of the iron and steel industrv and rose 136
per cent durine 1945-55. Coel productinn was stationary during the first
five years, but rose 47 per cent from 1950 to 1955, Its production is
increasingly dependent on the demmnd for more coking coal for the iron
and steel industry, since low petroleum prices have made it uneconomic to
use solid fuel as a source of energy.

Petroleum production doubled durins the decade, its growth being
practically continuous, with onlv two yesrs of stagnation (1948 and 1949).
It experienced periods of accelerated growth in 1945-47, 1950-51 and
1954-55 (see table I-18 and fisure I-XIV).

In addition, the petroleum industry underwent a series of very
important changes., Refining capacity rose from 132,000 to 266,000 barrels
daily and there was considerable improvement in the installations and
techniques emvloved, which enabled the range of products to be extended.

/Table I=17
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Table I=17
MEXICO: INDICES OF MINING OUTPUT, 1945=55
(1950 = 100)

1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955

Brecious metals 123.7 9243 118¢1 109.4 100¢2 10060 91e2 10542 10344 8540 9647
Gold , 122,3 10350 113.9 90.1 99.k 100.0 96,5 112.5 118.5  94e8 - 9Le5
Silver 124e3 €8,6 116.7 117.0 100.5 10040 89e1 1025 97¢k  8leZ 9745

Non=ferrous |

ipndustrigl ' : )

metagls 95¢1 €942 93,5 5.5 38,6 100.,0 She2 103.1 1006 97.6 10545
Copper 100.0 5849 10143 5.7 028 100.0 10942 94e7 97.5 83,8 8846
Lead ‘ 8642 58,9 93.7 81l.2 9Z.7 10C.0 94.7 103.3 93.0  91.0 8845
Zinc 9345 6244 8746 B0.1 79.8 100.0 80.5 101.7 101.3 100.1 120.5
Antimony 14942 112.0 8447 12548 98,0 10040 116.3 9Le3 62.8  70.8 6540
Bismuth - 6le3 2849 96,9 61.0 117.5 100.0 128.5 154.3 127.4 136.8  133.3
Cadmium 15249 104el 113.1 13145 119,1 100.0 129.8 10646 1154  Theh 28947
Manganese’ 128,2 784k 98,1 16601 16k4eh 100.0 197.2 31145 523.8 576l 24746
Mercury 43747 3106L 25748 12742 13949 100.0 21540 232.4 310.0  392.7 79544
Arsenic 17448 107 ¢4 107.8 8442 39,8 100.0 142,0 3149 22.2  27.0 329
Tin 39.6 59.8 3849 L1.3 8l.k 100.0 83.5 93.9 10843 7944 13747

Molybdenum : ‘
tungsten 1575 11148 11348 19840 97.0 10040 482.5 65945 L,009.2 807.9 84240
Iron 6162 5948 790 79ek 864 1000 109.4 11859 115.7  109.8  1hkel
Totalimetals 1007 7hel 98.6 90,5 91,1 100.0 9209 103.9 101.5 95,1 _10hsk
Coal 100,43 107.2 11kl 115.9 117.9 100,0 12227 1hksk 157,1  1hhel 14742
- Sulphur 7642 L5.1_ 497 460 L5.6 100.0 25942 45640 359.5 1.009.6 4, 2652
| Graphite 9640 89,1 112,56 143.2 96,7 10040 135.2 98,1 123,2  88.4  119.]

Total: mineragls 100.6 747 92.9 91,2 91.5 100.0 94,1 105.3 103,2 9748  113.9

Souyrce: ECLA on the basis of official statisticse

/Table I-18
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Table I-18
MEXTCO: PRODUCTION OF CRUDE PETROLEUM AND DERIVATIVES, 1945-55

Crude Deriva- Crude Deriva-~ Total

. Year petroleum . tives petroleym tives a/

(Millions of barrels) (Indices: 1950 = 100)
1945 43.5 4.7 58,9 7.6 67.6
1946 49.2 44.0 66,6 78.7 73.3
947 . 56.3 51.3 76.2 91.8 : 8.8
1948 58.5 : 49.8 79.2 89.1 8L4.7
1949 62.1 : S5La"7 8L .0 87.9 86,1
- 1950 73.9 55.9 100.0 1C0.0 100,0
» 1951 . 78.8 61.3 106.6 109.7 108.3
1952 78.9 65.0 106.8 116.3 112,0
1953 4.1 7.5 100.3 127.9 115,5
- 1954 85.0 77.1 115.0 137.9 127.6
- 1955 91.4 80.5 123.7 144.0 134.9
(Percentage increase)

1945-55 110.0 93.0 99.5
1945-50 g : - 69.7 - 34.0 L7.9
- 1950=55 0 23.7: -+ L44.0 - 34.9

. Source; Basic data from Petréleos MEXicénos, Seds

g/.Index weighted with prices and volume of production of 6rude petro-
leum and derivatives in 1950,

/Figure I~XIV
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Durine this period, the production of lubricants and high-octane petrol
began, while the networlk of pipelines and transport ejuipment were
develoned sufficienﬁlv to provide lafﬁe arenrs of the countrv with a
continuous and amnle supplv,

The increment in vetroleum production, the low-price policy and all
the other changes indicated have wnlavred a decicive part in expanding the
infrastructure of the liexican economy. They have enabled the sreatest

possible benefit to be derived from the expansion of the hirhwav srstem,

and have laid the foundations for the development of fertilizer production,
which is one of the most dynamic brrnches of the zherical industryv. The

expansion of this industry and the zompletely eiznstic sunply of fuel for
tractors and other apricuvltur=1i mochivery have plavad 2 ma’ior role in the
technical transformation of agrietuliure,

From the foreroins remar.s it may be concluded that the cuantitative
and qualitative develonment of the petroleur industrv also contributed to
the increment in thieoutput-canital ratio during the decade under review,

The crse of electric enerpgy was fairly similar, %Hlectric power renerated
069 million to 7,049 million ¥Wnh, i.e. by 129.6 per cent

increased from

-3

(sce table I-19 and firure I-XIV), Irstalled capncity during the sarn

period increased from 720,000 to 1, )3),000 k¥, The unusually regular
growth of electric power was a strikihs festure. MNeither the cwvelica

movements of the canacity to import s#nd of investment, nor unfavourable

weather conditions appear to have seriovsly imraired the rapid and steady
growth of this essentisl sector of economic develomment. The problem of
expanding commercinl sources of enersv is considered at greater length in

chapter IV and its ﬂnnex.

/Table 1-19
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Table I-19
MEXTICO: ELECTRIC ENERGY PRODUCTION, 1945-55

Total generated Installed capacity

Year (Millions Index (Thousands Index
of kih) (1950=100) of kifh) (1950=100)
1945 3,069 69.4 720 58.3
1946 3,3L7 7540 8%4 724
1947 3,598 8L.3 957 775
1949 Ly 328 97.9 1,097 88.8
1950 Lylh23 100.0 1,235 100.0
1951 L5908 111.0 1,400 113.4
1952 55337 120.0 1,572 127.3
1953 55703 128,9 1,701 137.7
1954 6282 142.0 1,850 149.8
1955 75049 159.4 1,920 156.3
(Percentage increase)

1945=55 129.6 163.0
1945-50 L4 .0 TL.5
1950-55 59.4 56.3

Source:; Federal Electricity Beard,

/III, THE TENDENCY
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ITI. THE TENDENCY TOWARDS DISEQUILIBRIW IN THE BALANCE
OF PAYMENTS AND THE FROBLEM OF DEVALUATION

1. The overvaluation hypothesis

The general introduction to this study deals with several hypotheses
designed to explain the tendency towards disequilibrium which is
displayed by the balance of payments in an under-developed economy
with a high rate ofvgrowth. It was concluded that neither the over—
valuation hypothesis nor that relating to the surplus of investment
over savings was adequate to explain this phenomenon, and that its
origin should be looked for in the actual structural changes that
constituted economic development. Taking Mexico as a case in point,
an attempt will be made in this section to show how such disequilibrium
is produced,

Before analysing the structural changes underlying this disequi~
librium, it may be useful to dwell on a series of facts which clearly
indicate that its reappearance during the last decade was not due to
an overvaluation of the exchange rate which increased imports and
prevented exports, The nature of the problem varies, of course,
according to the export item in question,

During the period prior to each devaluation there was apparently
no exchange rate impediment in the case of cotton, since its export
volume showed no decline., As a result of the devaluations, Mexican
cotton was sold under highly profitable conditions at lower prices
than United States cotton of similar cuality, the adjusted exchange
rate being a means of strengthening the competitive advantage enjoyed
by Mexico.

The downward trend of the other agricultural exports was presumably
due to an overvaluation of the exchange rate, but the very fact that
the“dévaluations did not succeed in checking that trend indicated
that its origin was not to be found in exchange rate policy. In fact,
a careful study of this phenomenon will lead to the conclusion that
the decline was mainly due to the critical situstion of the United

/States agricultural
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States agricultural market where certain Mexican exports com};eted
with commodities produced domestically and were consequently replaced
by them, Inthe case of herequen, the decline was due to technical
changes and the competition of other fibres.

Mineral exports do not appear to have been adversely affected
by -overvaluation or stimulated by the devalustions., As already
pointed out, their export quantun reinained stationary while the price
level was exceptionally favourzble,

Although exports were appare_ntly unharmed by overvaluation of
the exchange rate, the rapid growth of import demand should not
be attributed to this either, since it was largely a problem of
tariff protection., In any evenf, the behaviour of imports was a
much more complex.question which will be thoroughly analysed in
subsequent. pages.,

For all these reasons, the hypothesis of price-cost disparities
appears, at first sight, to be incompatible with the conditions
prevailing in Mexico during the last ten years, This question can
best be judged, however, by {'esorting to the direct approach, i.ec.
by observing the price trends in Mexico and the United States over
a longer period and by comparing them with the changes in the peso/
dollar exchange rate. This will show whether the exchange rate
really tended to be overvalued ent to bring about recurrent
disequilibria in the balance of payments, The results of these
comparisons are presented in table I-20 and figure I-XV; in order
to facilitate their interpretstion, a brief explanation will be
given concerning how the data were prrepared. In the first place,
the ratio between the wholesale price indices for Mekico and the
United States was established, and then multiplied by the exchange rate in
force in 1937 to obtain purchasing power parity. Finally, the latter
was compared with the exchange rate prevailing each year, and an index
of over and undervaluation was constructed which is represented in

figure I-XV,

. JFIGUKE I - XV
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Table I-~20

MEXICO AND THE UNITED STATES: RATIO OF PRICES AND
EXCHANGE RATES, 1937-55

(Base: 1937)

Price indices Exchange rates Index
of over or
Year under valu-
Méxdi= United Ratio In Parity ation of the
co States é) force (2)x(4) e&cﬁ;%ié:mie
(B) _
() (8) () (D) (E) (F)
1937 100 LC0 10C.0 3.0 3.60 1C0.0
1938 106 9l 116.5 “Le 52 L.19 92.7
1939 107 89 120.2 5.18 Le33 83.6
19,0 108 9l 118.7 5.40 Le27 79.1
1941 114 101 112.9 486 LoC6 83.5
1942 125 114 109.6 L.85 3,95 8l.4
1943 153 119 128.6 L.85 L.63 9545
1944, 191 121 157.9 L.85 5.68 117.1
1945 208 123 169.1 L.86 6.09 125.3
1946 240 140 1714 L.86 6.17 127.0
1947 254 176 144.3 L.86 5,19 116.8
1948 . 272 191 1i2.4 5.73 5.13° 8¢.5
1949 298 180 165.6 g.01 5.96 Tholy
1950 326 189 172.5 8.0k 6.21 71.9
1951 4O, 209 193.3 8.65 6.96 80.5
1952 419 203 206.4 8.63 Tel3 86.1
1953 111 201 0L 8.62 7435 85.3
1954 450 201 223.9 11.53 8.06 69.9
1955 511 201 25L.2 12.49 9.15 73.3

Source: IMF, International Financial SQhatigtics, and Banco de México, S, A.

/1937 was
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1937 was selected as the base year as it was the most "normal" of
the prewar period, although it was possibly undervalued in relation to
the %twenties. In the final analysis, however, the bhase year selected did
not affect the trend of the curve in figure I1-XV, since it was plotted
on a semi-logarithmic scale which made the yearly valuations equal
whatever their starting-point. In order to gshow this clearly and to
facilitate a comparison with other levels than that of 1937, parities for
1941, 1949 and 1954 - when the exchange rate was successively stabilized -
were also indicated on the graph.

Following this clarification, figure I-XV should be studied carefully,
Its outstanding feature is the wverr marhed tendency to undervalue the
exchange rate, In other words, there was a dispnarity between internal
and external prices and costs which was precisely the opposite of what
would occur if this were at the root of the external disequilibria, The
exchange rate wes far from being a hindrance to exports; on the contrary

it tended to strengthen their competitive position, which confirms the
| hypothgses formulated in the previous sections on the deciining terms of
trade for both commodities and for the tourist industries.

The undervaluation trend was so intense and sustained that, during
the nineteen years, only one short period of overvaluation occurred in
relation to the 1937 varity rate, This was at the end of the war and
during the two first post-war years, i.e, the period of acute inflation
within the country »nd sxceptionel import difficulties,

But the clearest indication of the index's decidedly downward trend

was the fixing of officilal parity at increasingly lower levels (see the

/lires for
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lines for 1941, 1949 and 1954 in figure I-%XV)., This suggests a causal
relation between the increasing undervazluation and the devaluations which
is difficult to detect at first glance, but may be clarified by an analysis
of the index fluctuations and their comparison with the successive
devaluations,

Althoueh the ups and downe of the curve are its most striking feature,
the fact that its fluctuatiors, as well as occurring more frequently,
became less marked as thev dronped to successively lower levels, is of
far greater importance, The 1941 nparity - ohviougly fixwed at 2 very low
level as a result of the economic and political difficulties in 1938-40 -
was retained for seven years., As mentioned previously, the only period of
genuine overvaluation was during that time. This overvaluation reached
its peak in 1946 bhut was almost completely corrected during the following
year, owing to the acute inflation in the United States following the
abolition of price controls, which coincided with the stability achieved
by Mexico., The 1948 and 1949 devaluations thus did little to correct a
state of overvaluations, which had in any case almost entirely disanpeared,
but merely aggravated the dowrnward trend, reducing parity 25.6 per cent
below the 1937 level and even 10,9 below that of 1941.

The parity rate fixed in 1949 lasted for five vears and the tendency
to uvndervalue continued, in a moderate form, up to 1950, ALfter the
Korean war this trend was reversed, although it cannot be said that over-
valuation actually took place but rather that parity tended to re-establish
itself at the 1941 level, exceeding it by a slight margin in 1952, 1In
1953 the curve had already hegun to drop again, the decline beine sharply
accentuated by the 1954 devaluation which reduced the purchasing power of
the exchange rate to the lowest level recorded during the ninetesen years
under review (30.1, 14.3 and é per cent lower than in 1937, 1941 and 19L9
resvectively).

It is clear from the above figures that the devaluations did not take
place during periods of overvaluation, but merely proionged trends that were

/2lrsady in
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already in existence, The origin of the constant tendency towards external
disequilibrium should therefore be looted for elscewhere, At this juncture
it would perhaps be relevant to recall the observations made in the general
introduction to this study on structural disequilibria resultines from the
economic development process and thelr influence on the balance of pavments.
In order to explain them more thorourhly, it is advisahle te begin with

an analysis of the import function.

2. The import function

(8) Analysis

In order to determine the ratio betwsen economic development and
import trends, the latter's annual rates of »srrowth were compared with
those of the gross product, the develuation years (1948, 1949 and 1954)
being excluded, as well as 1944 which was obviously unrepresentative in
that the import requirements accumulated during the war were finally
satisfied during that year., 4 correlation was made on the basis of t
remaining data, and aovpears in tabhle 1—21;——/In,spite of the limits of
the dat- .mplowad, this estimat. of tho import function -oes a lon~ woy
towards explaining the instability of lMexico's economic development, For
instance, the factor that, for lack of a more accurate term, mav be loosely
called "income-clasticity of import demand", was not coustant but fluctuzted
according to the growth of the product. In other words, elasticity wms not
a paramcter of the impnort function but a variable depending upon the
internal growth of the economy., The second observation that can be made
is that elasticity was not below unity except at very low rates of growth
and tended to reach 1,79 when the annual rate of product growth increased.
It is important to note that elasticity varied considerzhly when the
product recordsd increments of bhetween 1 and L per cent, almost doubling
between these two extremes. ™ien the rate of sgrovth was more intensive,
elasticity showed almost no chenge.,

It may be inferred from this that the import function was more
conducive to instahility when rates of esrowth were fairly low, or, rather,
when an attempt was made to accelerate development from virtual stagnation
point. If this can be proved, it will hieln to ewxplain some reactions
characteristic of the lexican economy that were connected with the

devaluations.

16/ The correlation coefficient is 0.73. This will rise to 0,95, if the
year 1951 is omitted which was strongl influenced by speculative importing.

/Table I-21
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Table I=-21

MEXICO: CORRELATION OF RATES OF INCREASE OF THE PRODUCT AND OF IMPORTSE/
(Import function)

Rate of in- Rate of in= ifgggg;ity
crease of crease of of import
the product imports demand
(Percentage)
1 0.79 C.79
2 2,593 1.29
3 Lo 37 1.46
L 6.16 1.54
5 - 7.95 1.59
6 9.74 1.62
7 11.53 1.65
8 13.32 1.67
9 15.11 1.68
10 16,9 1.59

g/ Correlation based on the rates of increase of the product
and of imports during 1945-55, excluding 1946, 1948, 1949
and 1954,

/Assuming that
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Assuming that an improvement in the terms of trade initiated a phase
of'gfbwth for the product, the consequent increment in imports would be
supported by the greater capacity to import. Again, assuming that the
trend of the external sector moved in the oprosite direction, a deterioration
in this sector would be reflected, althourh helatedly, in privatc investment
and, eventually, in the income level, But as imports can continue to
increase in spite of a decline in the capacity to import, the fisecal
authorities, when faced by lowered foresign exciiange reserves, would reduce
the volume of public expenditure and introduce credit restrictions. The
general contraction of all the cdynamic elements in the economy would lead

0

to a lower rate of gréwth and inadenvate demord, which would again he counter-
acted by the fiscal aiithorities' raisins the leval of puhlic expenditure and
extending credit facilities to the nrivate sector, The stimulus provided

by the recovery of the external sector and by the fiscal and credit policy
would also result in a re-establishment of private investment.

Even when development is accelerated as a result of the revived
capacity to import, the latter may lag behind import expansion owing
to the sudden change in import-elasticity following upon an intensification
of development, This finally produces disecullibrium in the bhalance of
payments, which rapidly increases to such a degree that normal methods of
control are unavailing and foreign exchange reserves are soon exhausted,
which may eventually lead to devaluation.,

Since the way in which devaluation restored equilibrium is dealt with
extensively in subsecuent pages, it will be sufficient to point out here
that the chinges in the exchange rate led to readjustments in the imnort
structure rather than a reduction in total imports. These chanres will
enable a more penetrating analysis to be mads of the way in which the
trends towards external diseculilibrium operats and they should therefore
be studied in some detail,

(b) Import trends and their contrioution to argresate suoply

The movement of the imvort cuantur and its cortributions to agsregate
supply should first be observed. The quantum increased 69 per cent durine
the decade, if purchases by YMexican residents in United States communities
along the border ars included, and &/ per cent if border traffic is

excluded (see table I-22). .
/Table I-22
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MEXICO: QUANTUM AND STRUCTURE OF IMPORTS, 1945-55

(Millions of 1950 pesos)

Imports for consumption (direct
or indirect)

Imports for investment

Total imports Raw
Year igzlug ?ﬁngé Nog— Du= RaW  puels gg:f;_ ﬁgﬁ%p’
border border Total rabie méte- and Tetal %ﬁgr%wt and
' traffic traffic e o poad® Lubri- terials ma-

con= sumer for . o for chinery

sumer goods  con= build-

goods sumer ing

goods
1945  L,646 4,064 1,596 672 150 679 95 1,606 631 975
1946 6,260 5,725 2,187 8l2 446 801 128 2,335 848 1,487
1947  6,L45 4,975 2,497 806 629 07 155 2,610 1,044 1,566
1948 5,426 4,747 1,989 642 340 842 165 2,099 766 1,333
1949  L,686 4,259 1,872 504 298 872 198 1,852 737 1,115
1950 5,469 4,807 2,232 638 351 1,033 210 2,059 787 1,272
1951 7,047 6,335 2,804 875 485 1,243 201 2,831 1,069 1,762
1952 7,191 6,392 2,893 975 L2L 1,225 269 2,704 996 1,708
1953 7,536 6,529 3,335 1,311 456 1,238 330 2,459 785 1,674
1954 7,474 6,209 2,993 749  LOC 1,377  L67 2,350 658 1,692
1955 7,852 6,664 2,963 392 485 1,544 543 2,6l1 770 1,871
(Percentage increase)

1945-55 69,0 64,0 85.6  =41.7 223.3 127.4 LT71.6 6holy 22,0 91.9
1945-50 17.7 18.3 39.8 ~-5.1 134.0 52,1 121.0 28.2 2L.7 30.5
1950~55 43,6 3B.6 13.3 =-38.6 38.2 L9.5 158.6 28.3 =2.2 4741

Source: Chapter I, appendix B.

Note: The sum of the components is not equal
only samples.

to the total, because the former are

/There is
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There is a marked discrepancy in import trends between the two
periods: 1945-51 and 1951-55 (see figure I-XVI), During the first
period, they fluctuated very noticeably, while, during the second, they were
very steady, During the first period, there was an initisl upward phase
reaching its peak in 1947. This upward movement was connected with the
accumulation of import requirements in the early post-war years. The
second phase, in 1948 and 1949, was characterized by a heavy drop in the
import quantum, caused, to a great exteht, by the devaluations in those
same years., During the third phase, in 1950 and 1951, there was a further
upward movement, which coincided with increases in apggregate demand, the
gross product and the product-carital ratio, and which was connected with
the Korean war boom and its effect on external demand, Imports nevertheless
increased more intensively than the other factors, expanding more than 50
per cent during 1949-51, whereas the gross product and capacity to import
increased 22 and 25 per cent respectively.

From 1951 to 1955, the expansion of imports was very steady and the
interruption caused by the 1954 devaluation had no appreciable effect upon
it. It should be noted that the rate of growth for the import quantum was
less than that of the population during the second period, and that, as a
result the greatest volume for per capita imports up to the present was
attained in 1951.

The factors determining import trends may be perceived more clearly
if the behaviour of their different components is examined. They were
divided into two groups for this purpose, the first consisting of imports
destined directly or indirectly for consumption, and the second of imports
for investment. v

- In the first group, the wide fluctuations of end consumer roods, both
durable and non-durable were very noticeahle. The latter had two clearly
defined cycles, one from 1945 to 1949 and the other fram 1949 to 1955 (see
figure I-XVII), both showing an initial risine phase followed by a decline.
This decline was eswecially marked in the second cycle, when in 1955,
imports fell 70 per cent below the 1953 level. This had an unfavourable
effect on the over-all trend for the decade, resulting in a deterioration

of 42 per cent between the first and last years (see table I-22).
/Figure I~XVI
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Durable consumer pgoods, on the other hand, showed more extrcme
fluctuations at the beginnine of the decade (see figure I-XVII), which
reached their peak levels in 1946 and 1947, since durine those vears, as
has so often been pointed out, demand accumulated during the war was
finally satisfied. This was followed by a decline, reaching its radir in
1949, and by a subsequent recovery until 1951, From that year onwards,
the fluctuations were less marked, and the general trend of the last five
years was toward stzgnation. Qver the whole decade, the cuantum of durable
consumer roods increased 3.2 times, evidently becruse of the abnormally low
level in 1945 - the bass-year chosen. If the averags for 19,5-46 is taken
instead, the increment durins the decede would amount to no more than 60
per cent.

In contrast to the two procedd groups, imports of raw materials for

jd

fluctations, but a steady upward trend

consumer goods showad no sneci
(increasing 2.3 times durins the decads). Imports of fuels nnd lubricants

were characterized by an analogous, thoush lower rate of growth, since
nhey increased 5.7 times in the ten vears under roview,

1

rts destined for investmeni are of two kindas: machinery and

£
a3
O

equipment, and rew materials for canital goods, building materials,
improved livestock, etc. The trends of both groups were unusually
rarallel between 1945 and 1951, their fluctustlions being very similar,
rising rapidly until 1947, drovping to their lowest points in 1949 and
recovering during the two following vears (sse fisure I-XVII), The rate
of growth was fairly rapid for boih sroups during those six vears,
amountine to 81 ver cent for machinery and ecuipment, and 70 per cent
for other capital goods, From 1951 orwards, however, both groups showe
increasirsly dissimilar trends, ecuivment imports remainins almost

stationary until 1355, whereas those of the other capital poods fell
sharply. In 1954, thewr had almost drovped to their level at the
beginning of the decade, and thelr recoverv in 1955 amounted to scarcely
70 per cent of the volume attained in 1951. Owlng to these divergent
rends in the last four vears, the data for the rate of growth during the
decade differ considerably Trom one grop to the other, imports of
machinery and equipment havine increased 92 per cent and these of the

other capital goods orly 22 ner cent (see table I-22),
/A much
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A much more logical explanation of these tendencies emerges if +
various import groups are compared with apgregate supply and its
components, In the first place, the cortritution of imnorts to aggregate
supplv should be studied, In takle I-23, this contribution shows 2 slight
downward trend, which is scarcely visible il 1955 is compared with 1945,
but hocomes clearer if the sverages for the two five-veirr perinds are
compared with each other,

This slight dowrward trend also a2d eyelical movements which were

particularly notice

th» first five-vear psriod, when the
lowest and hichest points for- thie Fole decade were ragistered., The
maximum figure of 15.4 per cent wa:o reached in 1944 and 1947, and the

minimum of 10.8 per cent in 13 Cmue Sienre ISMVIIIY,

A more detailad examination car be mode by anzlysing the share of

imports in consumption (swe table I-24 and firure T-XIX). The contribution

made by total imports for consunetlion, including raw materials

g Wi e

1 fusis,
revealecd no clear upward or dowrward movements but well-defined cyvelical
Fluctuations which reached their peaks in 1#27 and 1953, and thelr lowest
levels in 1945, 1949 and 1955,

The abserce of any definite trend was due to the combination of
divergent movements in consumer poods immorts, in thz strict sensc, and
raw materials, Within the grcup of consursr goods, those of a non-durable
nature showed a wmarked dowrwsrd trend, fluctuating in sccordance with the

cycle indicated in preceding paragranhs. Durable consumer ccods, however,
remained fairly stable after the three first vears which were admitbtedly
abnormal. Nevertheless, table I1-25 shows that the share of imports in the
supply of durable consumer roods very clearly deteriorated, this aroparoent
disparity arising from the fact that consumption of the latter increascd

much more than avgrepats consumnition.

The share of raw materials and frels in areregate consumntion showed
a clear upward trend, avparsntiv unaffected by the 1248 and 19.9 devaluations,

althourh that of 1954, maradoxically o it. The

housrh, anpes

,‘

.

ufficizibly intersstine to warrant more

0

import trend of raw materials is
prolonged study and a comparison with menufscturing tre .

/be le I-23
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Table I-23

MEXTCO: SHARE OF IMPORTS IN AGGREGATE SUPPLY, 1945-55

Year Percentage
1945 12.6
1946 15.4
1947 - : 15.4
1948 12.7
1949 10.8
1950 . 11.2
1951 4.7
1952 . 13.2
1953 _ 13.3
1954 12.2
1955 12.0

Source: Chapter I, appendix B.

/Table I-24
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MEXTCO: SHARE OF IMPORTS IN GEOGRAPHICAL CONSUMPTION, 1945=55

Table I-=24

(Percentage)

Imports of Imports of Imports of Grand

non-durable durable Total r?w‘mate- total
Year conzggzz cogizgzr (4) + (B) r?i;fsand © + (1)
(4) (B) () (D) (B)

1945 243 0.5 28 2.7 5¢5
1946 2.6 1.4 440 3.0 7.0
1947 265 1.9 Lel 3.3 7.7
1948 L.G 1.0 2.9 3.0 5.9
1949 1.5 C.9 2ol 3.1 5.5
1950 1.7 0.9 2.6 3.2 5.8
1951 2.0 1.1 3.1 3.4 645
1952 243 1.0 3.3 3.5 6.8
1953 2.9 1.0 3.9 3.5 Tk
1954 1.5 0.8 2.3 3.8 6.1
1955 0.8 1.0 1.8 Lol 5.9

Source; Chapter I, appendix‘B.

/FIGURE I - XVIII
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Table I=25

MEXTCO: SHARE OF IMPORTS IN THE SUPPLY OF DURABLE METAL
CONSUMER GOODS, 1945=55

(Percentage)

Ratio of
Year imports/

supply
1945 Lol
1946 92.9
1947 : .3
1948 ' 82.8
1949 779
1950 80.6
1951 740
1952 70 oy
1953 | 6.6
1954 72.8
1955 76.0

Source; Chapter I, appendix B.

/A comparison
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A& comparison of total imports of raw materials, excluding fuels
and buildins materials, for producinq'both consumer and capital eoods
with total manufactures shows thatAﬁeither side had any special
tendency (sce table I-26). ZEven the effect of the devaluations was
barely perceptible, 1If, however, raw materials for consumer goods and
capital roods are ?onsidered separately and then compared with respective
domestic production, some very interesting facts would emerge,

Imports of raw materials revealed a marked tendéncj to increase their
contribution t; consumer soods industries, apparently interrupted by the
1948 devaluation, althourh, strictly speakine, the 1947 figure was abnormally
high owing to the need tc regain the customary level of reserves after the
wartime shortarges. The capital =zoods industries, on the contrary,
revealed a tendency towards the import substitution of raw materials, which
seems to have been accentuated by the devaluations.

The latter comparison leads to an examination of the behaviour of
capital goods imports in relation to the aggregate supply of these goods
and to gross investmsnt., In tahle I-27 it may be seen that the share of
canital goods imports in aggregate supply showed a persistent deterioration,
whereas the ratio between production value in the mechanical industry and
imports of equipment fose steadily. o -

On the other hand, table I-22 shows that ﬁhé contribuvtion of capitalr
goods imports to gross investment declined very little, as in the case of
equipment imports. It mav be asked whether these facts are consistent
with those whiech have just been studied. The discrepancy between them
was actually due to the fact that construction showed the lowest
increment of any gross investment component and, thus, although national
production of equipment and other capital roods increased more than their
imported counterparts, the latter continued to expand proportionately to
total investment,

The phenomena examined up to now lead to a number of conclusions,

On the one hand, the share of certain import items in internal supply
tended to increase, raw materials being typical of this group. Another
group consisted of durable consumer goods, in which domestic demand
in terms of income had such high elasticity that, notwithstanding the

/ Table I~26
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Table I-26

MEXTCO: RATIO BETWEEN IMPORTS OF RAW MATERIALS AND THE GROSS
VALUE OF MANUFACTURES, 1945-55

(Percentage)

Total Consumer Capital
Year industry gﬁgﬁ:igg- , gggi:tries
1945 6.3 5,6 12.2
1946 7.3 | 643 15.0
1947 8.2 7.1 15.5
1oL8 6.8 6ol 12.3
L1 6.7 . e 9.8
195 . 6.9 - 645 9eb
1951 7.2 6.6 10,6
1952 7.3 7.0 942
1953 6.9 6.8 Teb
1954, 7.2 7.3 6.5
1955 7.3 7.5 642

Source: Chapter I, appendix Be.

/Table I=27
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Table I=27

MEXICO: SHARE OF IMPORTS IN THE SUPPLY OF CAPITAL GOODS, 1945-55

- (Percentage)

ol

© capital ‘ gross
Year ‘ goods o Sadue of
lmports to production
their in the ere
..supply e gineering
industry to
equipment
imports
19&5 52.0 ' LLs3
o LA ’ 33,5
1914’7 * @ol 30.7
o s 3.3
1949 Liy.7 57.9
1930, - 462 522
192 AN | 52,7
1953 ’ : L"8.l ’ Az.é
1954 L o L2.8 T | 51.7
1955‘ L1.1 : 57.5

Source: Chapter I, appendix B

/Table I-28
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MEXTCO: SHARE OF IMPORTS IN GROSS INVESTMENT, 1945=55

(Percentage)

Imports Imports
Year of capital ©of
goods equipment
1945 3446 2L.0
1946 39.9 2544
1947 Liody 26.7
1948 39.2 2449
1949 35.9 2243
1950 3L.7 2l.4
1951 37.8 235
1952 34.9 22.0
1953 34,9 23.7
1954 3245 3.4
1955 32.7 23.2

Source; Chapter I, appendix B.

/increased proportion
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increased proportion of national production in their supply, imports
tended to increase more intensively than the gross product and capacity
to import., In yet another group, that of capital goods the share of
domestic production tended to increase, bhut imports fluétudted.widely
according to the level of activity in the country, Finzlly, imports of
non~durable consumer goods displayed a clear downward trend, not only
in relation to domestic supply but in absolute tefmsqas well,

3. . The structural oriein of disequili“»rium and
.. . tne devaluations as a corrective measure

The imporﬁlfunction showed that Mexico's téndehcy towards external
disequilibrium arose from structural causes. In the general introduction
to this study it was stated that disecuilibrium was a common phenomenon
in under-developed countries passing through a period of rapid growth,
and resulted .from nn imbalance between the forces of supply and demand
that originated in the development process itself., At the same time,
some characteristics of such imbalances were described, which appeared
unmistakably in.the successive balance-of-pavments crises undergone by
the Mexican economy. '

First of "all, it should be pointed out that external disequilibria
were aggravated when development was accompanied by a concentration of
income, owing.to the fact that import demdnd for consumer goods
originated primarily in the medium~ and high-income brackets. This was
associated with the high income-elasticity of demand for durable consumef
goods,

In the second place, the increasing dependency on imports of
intermediate goods which is tvpical of the initial phases of industriali-
zation also characterized the case of Mexico, or so it may be inferred from
the disproportionate expansion of imports of raw materials and semi- -

/
processed imports in relation to aggregate consumption.;z’

17/ An analysis of the import function in Mexico emphasizes the fact that
the trend referred to did not appear in the case of raw materials
for capital goods., This was partl: due to the comparative homogeneity
of this group and the absence of highly-complicated manufacturing
procedures, and partly to the establishment of the iron and steel and
cement industries at a very early date with a sufficiently large

national market to make it worthwhile for them to expand. This
is perhaps the main explanation of the phenomenon,

/Finally, demand
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Fipally, demand for capital goods also grew disproportionately once
the merinds of contraction or starsnation werc superseded by moderate
develornert, This characteristic festure of the economic development
process is also illustrated bv the change in import-elasticity.

As the externnl disequilibris confrontin~s the Mexican economy were
producaed v structural causes, some fvrther attemnt should be made to
find a more effective s~lution to thoem., The general introduction hns
alrendv indicated the limitations to the devaluations, so that only their
main drawback need be rocalled hesre, This was their frilure to have any
far-re~chine effcet on the tendency of imnorts Lo inereasc more rapidly
than income., It must be admitted, thoush, thet in specific cases, the
devalustions of the last decade -id play an efficacions part in
adivsting the balacco betwoen supplw and demand.,

On the one hand, ther stimulated certain export items, such as
cotton, which had verv creat opportunities to expand its production, and,
on the othar, thev fostered the import substitution of goods that were
f~irly essy to produce domestically and offered =sn smple margin for
substitution. Un the whole, howecver, export prospects were very restricted,
and 1t is wnroblamaticsl whether cven commodities whose export trends show
a sharo upword trond will be 2bhle o imitate the excentionally rapid
development of cotton which finrlly reached an inflexion poirt when the

foreign cotton nolicy ~f the United States underwent a change in 1956,

S5}
=3

or these rensons, there anrmears to be little like ihood that

future dsvalustions will serve to attenuate ths disequilibria produced by
a cortraction of demend and intonsified income concentration, In contrast
to the effect o adiusting the exchange rate, 2 re-direction of productive
resources according to the development treands in demand and capacity to
import would ennble structural changes in surply to talle place more
rradually, and thus reduce -the nossibility of a diseguilibrium in the
halance of vrvments, In other words, if investment were so planned that
the rosuisite rate of import substitution wns obtnined, this would
largely nelp to slindrate or reduce the trend towards external
disequilibrium, without imperilling the free exchange regime preveailing

in ¥exico,
/Eppendix A
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Appencéix A
DEFINMITION OF THY CONCEPTS USLD

The purpose of this appendix is to define the concepts used in the
preceding-chapter. All magnitudes are expressed in monetary units of
constant purchasing power (pesos at 1950 prices), as required by the
method of analysis adopted, which is designed to determine the changes
that have taken place in the real availability of goods and services
(aggregate supply) and in the various sectors competing for their use

(aggregate demand).
T. ATGREGATE DEMAND

Aggregate demand is considered here to be the sum of the following
income from extermal sources (equivalent to the capacity to import), gross

invesument, current Governmant expenditure and private consumption.

1. Inccme from external sources

Income from external sources is constituted by the total aggregate
resources, accruing from sales of goods and services abroad, that can be
ﬁtilized for imports. In view of the use to which they are to be put, .
such resources must be expressed in terms of their purchasing power,
which is the relationship between the prices of exports of goods and
services and the prices of impcrts, or, in other words, the terms of
trade. Consequently, income from external sources is equivalent to the
capacity to import and represents the product ¢f the quantum of exports
of goods and services and the terms of trade.

In the special case of Mexico it was deemed necessary to make
separate estimates.of the capacity to import generated by commodity
exports and that deriving from foreign tourist expenditure within the
country. Coneequently, the sum of these two elements gives the total
capacity to import.

As the definitions of "quantum" and the "terms of trade" are well-
known, all that is indicated here is the way in which they have been
extended to the tourist industry.

/The capacity
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The capacity to import generated by the tourist industry consists
of total foreign exchange income under this head, expressed in terms of
purchasing power. It can therefore be defined as total income in dollars,
deflated by impert prices, alsc in dollars. The following formula will
give a clearer idea of this concept:

Total income (in doliars) A
Index of import prices (in dolilars)

(1) Capacity to import =

The quantum of the tourist industry is constituted by the amount of
goods and services, in real terms, purchased within the national territory
by persons domiciled abrcad. It can be calculated by converting dollar
income into local currency at each year's exchange rate and deflating the
amounts thus obtained by the index of wholesale prices. The appropriate

formula is as follows:

Total income (in dollars) x exchange rabe
(2) Quantum = = ( L D 2
Index of wheleosale prices

From the usual definition of the terms of trade, it can be deduced
that, so far as the tourist industry is concerned, the terms of trade are
represented by the quotient of the index of wholesale prices in Mexico and
the index of import prices in pesos, viz:

Capacity to impnrt _
Quantum -

(3) Terms of trade ==

Total incoms (in dollars) + Tobal income (in dollars) x exchange rate
Index of import prices Index of wholesale prizes {in pesos)

‘ (in dcllars) :
= Index of wholesale prices (in pesos) =
= e e bint
Index of import prices {in dollais)

X exchange rate

Index of wholesale prices (in pesos)
Index of import prices (in pssos)

2. Gross investment

The term "investment" in its broadest sense includes all expenditure
effected by the community with a view to accumulating additional wealth
and replacing that proportion of the capital previously accumulated which
has been consumed in the process of production. Consequently, this
definition embraces all types of construction, the purchase and installation
of machinery and equipment and the accumulation of inventories of consumer

and intermediate goods. However, owing to the lack of data on this last

/last item,
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last item, the concept of gross investment adepted here relates only
to fixed capital, that is, to expenditure on consvruction, machinery

and equipment.

3. Public invrsstment

The concept of public investment is taken to include investment
outlays by the Federal Government; the State, territorial, Federal
District and municipal authorities; the decentralized or autonomous
organizations; and the publicly-cwned enterprises. Many of the sources

utilized very probably included maintenance costs in investment statistics.

L. Private invesumant

This is simply the difference betweern gross investment and public

investment.

5. Current pubiic expenditure

This item comprises all expenditure, with the exception of invesiment
and transfers, by the Federal Government; the State, territorial, Federal
District and municipal authorities; the Mexican Secial Security Institute

(Institvte Mexicano de Seguro Social); and the Pensions Department

{Direccidn General de Pensiones Civiles y de Retiro).

6. Private consumer expenditure

Under this heading all personal expenditure on goods and services is
considered in the aggregate. As, however, this item is obtained residually,
it really comprises all errors and omissions in the other components of
demand. Among these constituents may be mentioned inventory accumulation,

which could not be included under gross investment.
II. AGGEECATE SUPPLY

Aggregate suppiy is understood here to represent the sum of
production and imports. More exactly, it is the sum of the gross product
and the quantum of imports. It differs from aggregate demand only to the
extent of the positive or negative terms~cf-trade effect. Thus it can be

deduced from the definition of aggregate demand already given, i.e., the

/sum of
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sum of internal demand (consumption and investment by the public and
private sectors) and external demard (measured by the capacity to import

deriving from exports of goods and services).

1. Internal supply

A concept frequently used in ECLA's and other studies is that of
available goods and services, or internal supply. Although 1t has not
been used in the present analysis, an indication of its relationship to
aggregate supply may be useful.

Internal supply may be interpreted in three ways, namely: (a) as
aggregate supply minus the quartum of exports; (b) as the sum of the
gross product and the excess of imperts over exports, which, in turn,
is equivalent to the amount whereby investment exceeds geographical
saving; and (c) as the counterpart, in terms of supply, of the sum of
the internal components of aggregate demand - namely, investment and

consunption -~ both in the public ard in the private sector.

2. Gross product

The definition of the gross product used here is that adopted in
previous ECLA studies, i.e. the value at market prices of all goods and

services produced within the national territory in the course of one year.
3. Imports

For the analysis of imports it was considered appropriate to use
two concepts of the quantum. The narrower - whercby the term is under-
stood to mean the real amount of commodities imported into the national
territory - is also the more commonly used. When the guantum is
calculated in this way, imports into the free-trade zones are included.lﬁ/
The broader concept of the quantum of imports includes expenditure
by Mexicans in United States border towns. This item, considered as a

rule as part of the outlay of Mexican tourists abrcad, was added to the

18/ In Mexico the term "perimetros libres" (free-trade zones) is applied
to certain border areas where imports are exempt from customs duties.
The most important of these areas is the State of Baja California Korte.

/concept of
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concept of quantum in the stricter sense, because it was felt that the
greater part of such expenditure consists in purchases of goods for
consumption within the national territory, which are comparable to
comnodity imports and can be ircluded in the estimate of aggregate
supply. Other Mexican tourist expenditure abroad, however, was excluded
from the calculation of the quantum in this wider sense, since such
outlays cannot be regarded as part of the supply of goods and services
within the country. To express‘data on border trade in terms of
constant purchasing power, they were deflated by the index of import

prices.

/hppendix B
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Appendix B
SOURCES AND :ETHODS FOR STATISTICAL SERIES
Before a detailed description_is embarked upon of the method by which
each series was prepared a general observation should be made. In each
series reference is made to the corresponding table in the text and to the

supplementary tables included in the present appendix, into which they
were incorporated because of the useful light they shed on the main text.

I. ACGGREGATE DEMAND

1. Qapacity to impard (table I-2)

(a) Exports (tables I-3 and I-4)
To construct the export guantum and terms of trade series estimated

by £CLA on the basis of the Anuerios estailsticos del Comercio Exterior
(Yearbocoks of Foreign Trade statistics) were multiplied togethsr.
(b) Tourist industry (table I-2)

Appendix A iﬁcluded a description of the method followed for

estimating the quantum and terms of trade in the case of the tourist
industry, as well as the capacity to import generated by this activity.
It only remains to indicate here the sources of the basic series used for

this computation. These were as follows:

Fereign ezchange income from tourist jindustry and borcer trade:
Banco de lMéxizo, Department of Economic Studies (Departamento de
BEstudios Econdmicos).

Index oi import prices: ECLA.

Bate of exchange: Banco ds Mdxico, Department of Economic Studies.
Index of whclesale prices: Banco de México, Department of Eccnomic
Studies.

2. Total investment in fixed capital (tables I-5 and I-29)

This series was prepared on the basis of the gross investment figure
calculated by the Cimbinsd Mexican Working Party Y corresponding *o 1950,
extended forwards and backwards by means of a special index, consisting in

turn of three sub-indices, namely, those of construction, the mechanical

1/ The sconcmic develcpment of Mewizo (Baltimore, Jchn Hopkins University,
1953) s ' o

/industry and
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industry and imports of equipment.
(a) Weishting of sub-indices

(1) Construction. The value of private conmstruction was added

to 50 per cent of private investment in electric energy, plus the public
sector's investments in public works and construction.. To obtain this
last itém, the following were deducted from total public investment:
‘the investments effected by Petrdleos Mexicanos and by Guanos y

Fertilizantes, S.A., investment in rolling stock, 50 per cent of the

National Railways' investment in tracks and maintenance of equipment,

and 50 per cent of the investments of the Comisién Federal de Electricidad

and of the Compafila Eléctrica de Chapala. -.

(i1) Mechkanical industry. To the gross value of the production of

the mechanical industry, as given in the 1950 industrial census, 40 per .
cent was.added for costs of installation, freight, ete., of domestically
produced equipment.

(1i1) Imports of equipment. The c.i.f. value of imports of equipment

and machinery was used. For this purpose, groups 21 to 24 in the ECLA
import classification were added together, with the exception of some
items for railways included under imports of rolled products for the
mechanical industry. The c.i.f. value of imports was raised by 50 per
cent to allow for customs duties, freight, insurance, installation
costs, ete. '

(b) Preparation of the sub-indices

(1) Construction. The sub-index for construction was prepared

on the.basis of apparent consumption of cement, plate glass, structural

shapes and rod. These commodities were weighted by their gfbss values,

to obtain which wholesale prices in 1950 were multiplied by annual apparent

consumption in tons (or in square metres, in the case of plate glass).

The following were the sources used: . ,
Cement: Cdmara Nacional del Cemento, and yearbooks of foreign trade
statistics.
Plate Glass: Banco de México, S.A., (Department of Fconomic Studies.)
Rod and shapes: Compzfiia Sundidora de Hierro y Acero de Monterrey,S.A.;
Altos Hormos de iiéxico, 3.A., and yearbocks of foreign trade statistics.
It should be noted that the imports of bars appearing in the yearbooks
were included under imports of rod. 1In addition, for imports both of
rods and of shapes, three-year moving averages were calculated for

/purposes of
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purposes of estimating apparent consumption, as its year-by-
year fluctuations were so wide.

(ii) Mechanical industry. The method of building up this sub-

index will be explained later, in the section dealing with the construction

of the index for the manufacturing industry.2 _
(iii) Imports of ecuipmen®t. This sub-index was obtained by adding

together the values (at constant 1950 prices) of groups 21 to 24 in the

BCLA import classification, with the exclusion of the items mentioned in

the discussion of weighting.

3. Public inveshtment (tebles I-5, I-6, I-7, T-30 and I-31)

To obtain this series, a special price index was used to deflate the
data on the toctal investment expenditure of the public sector supplied by

the Investments Commission (Comisi¢n_de Inversiones). This price index

was computed from the sub~indices for building materials and metals in

the wholesale price index (comprisirig 210 articles) of the Banco de
México, and from the index of import prices for equipment and machinery
(ECLA groups 21 to 24). The weighting of each sub-index is the result of
an approximate estimate of the structﬁre of public investment, and differs
from the weighting of the quantum index for total investment in that
greater importance is given to construction, as can be seen from the-

following table.

Wi IGHTIRG OF SUB-INDICES

(Percenages

Quantum incdex for Price index for

total investment public investment
Construction 48.2 60.0
Mechanical industry - 17.0 10.0
Inports of equipment ' 34.8 _30.0
' 100. 100.0

2/ See section II, point 2, of this appendix.

/b Private



BE/CN.12/k28
Page 86

L. Private investment (tables I-5, I-6 and I-7)

This series is the difference betwcen total and public investment.

5. Current puhlic expenditure (table I-1)

The series under this head was prepared on the basis of the total
expenditure of the public sector 2/ in 1950. To extend the data to the
whole of the decade 1945-55 the following procedure was adopted. k

In the first place, the Federal Government's current expenditure
was deflated and expressed in terms of 1950 prices. In the process of
defiaticn, payments to personnel were treabted differently from other
expenditures. The former were deflated by means of the index of salaries
and wages (remunerations) used for estimeting the product generated by the
Government; the latter, by the wholesale price index of the Banco de
México.

The second step consisted in e:ilending the federal expenditure series
to the whole of the public sector, for which purpose a constant relation-
ship of 60 per cent between federal and total expenditure was assumed,
since this corresponded approximately to that recorded over the meriod
1945-51, for which data are available.

The following were the sources used for the total expenditure of
the public sector:

Federal Government: from 1945 to 1949, Ramén Beteta, Tresg afios

de peiftica hacendaria, Mswico, 1951; from 1950 to 1955, Department
of Financial Studies (gg_j“_;§” 42 Estudios Hacenderios). (The
figure for 1955 is tentative.
States, Territories, Federal Tietrict and Municipalities: Combined
Mexican Working Party, table 113.

Mexican Sociel Secuvity Institute (Instituto lexicano del Seguro
9031ﬁ1) and Pensions Debu*upﬁnL (“1re"c431 General de Ponulones)'

Gombined Mexiczn Jorking Fart Ty, wavae 1o3.

6. Private consumption (table I-1)

This series was obtained by eliminating the other components of

aggregate demand.

3/ See the definition of this concept in appendix A.
L/ See below, section II, point 9, of this appendix.

Table I-29
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Table I-29 a/
MEXICO: I.DEX OF FIXED INVESTMENT
(1950 _= 100)
Cons~ A e d Imports Ov 1
Year truc~ Mechanical of equip~ iig;i;L
tion industry ment ’
1945 8l.1 ' 65.0 76.6 78.2
1946 93.5 75.0 117.0 98,5
1947 0.8 72.3 123.2 98.9
1948 87.5 68.8 104.8 0.3
1949 82.8 97.2 87.7 87.7
1950 100.0 100,0 100.0 100,0
1951 117.5 126.1 133.5 126.3
1952 126.2 135.5 134.3 130.6
1953 113.7 107.3 131.6 118.8
1954 110.3 13L.8 133.1 121.9
1955 118.6 162.1 147.1 135.9

Weighting of sub=indices by 1950 prices

(Percentages)

Construction
Mechanical industry

Imports of equipment

48.2
17.0
34.8

100.0

Source; See accompanying text.

a/ Supplementary to table I-5.

/Table I-30
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Table I-30 a/
MEXICO: DEFLATOR OF PUBLIC INVESTMENT
(1950 = 100)
Sub=indices Overw—all

Year Construc Mechanical 1mP01‘t:S .

tion industry of equip index

mend

1945 5602 46,9 53655 494
1946 65.2 53,0 L5.5 , 58.0
1947 66,4 64,.0 53.6 62.3
1948 75.6 _ 75.6 66.8 73.0
1949 101.0 93.6 89.7 96.9
1950 100.0 100.0 100,0 100.0
1951 117.5 109.9 111.9 . 115.1
1952 138.3 117.5 108.0 127.1
1953 142.8 118.0 116.6 136.7
1954 163.9 127.2 150.6 1562
1955 176.7 136.5 168.3 170.2

Weighting of sub-indices

(Bercentages)
Construction £0.0
Mechanical industry - 10.0
Imports of egquipment 30.0

100.0

Source:; See accompanying text,

a/ Supplementary to table I-5,

/Table I-31
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Table I-31 2/
MEXTCO: INDEX OF CONSTRUCTION
(1950 = 100)
Plate Over-all

Year Cement Shapes Rod glass index
1945 66.9 8l.1 100,8 132.4 _ 8L.1
1946 755 129.5 107.9 6.4 93.5
1947 78.2 118.7 100.2 71.3 0.8
1948 76.6 109.8 X.3 97.2 87.5
1949 85.6 70,6 87.6 69.7 82.8
1950 100.0 1060.0 10G.0 100.0 100.0
1951 112.2 122.4 122.8 119,0 117.5
1952 119.9 160.3 119.8 120.1 126.3
1953 122.2 112.2 101.1 117.1 113.8
1954 129.0 115.5 71.0 146.9 110.3
1955 148.7 113.0 68, 151.5 118.6

Weighting Unit prices

(Percentages) in 1950

(Pesos per
__ton)

Cement L6.7 120.00
Shapes 15.7 1,070.00
Rod 0.7 1,150.00
Plate glass 6.9 | 8.41 (por m2)
Sum total 100.0

Source: See accompanying text.
3/ Supplementary to table I-5,

/II. AGGREGATE
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II. AGGREGATE SUPPLY

Gross product (tables I-&, T-32 and I-23)

The gross geographical product at market prices was estimated on the
basis of the 1950 figure in table 1 cf ths Combined Mexican Working Party.,
A special index was used to obtain the product generated by each activity
in other years. The combination of the various indices in a single over-
all index was based, in principle, on the weiéhtings used in table 2 of
the Combined Mexdican Working Party; these, however, required two types of
adjustment. The first was necessary because, in this latter table, product:
data were expressed in terms of factor cost and not of market prices. A
second adjustment had to be made because it proved impossible to construct
separate indices for certain services which accounted for 11.4 per cent of
the gfoss product at factor cost in 1G50. Instead, an index of "Other

5/

services" was prepared,< the weighting of which, in terms of gross income
of thé services included, represented 3.2 per cent of the gross product at
market prices in 1950. The difference between these two percentages stood
for thg services not directly estimated in this study, and was apportioned

among the other activities.

1. Over-all index of agricultural and livestock production (table‘I-lO)

This index comprises two sub-indices, for égricultural and for live-
stock production respectively. These were weighted in accordance with the
figures for the gross procduct generated by both activities as worked out by
the Combined Mexican Working Party (table 2), and their cénstruction is
described below.

(a) Index of agricultural production (tables I-10, I-11, I-12 and I-13)

Data supplied by the Department of Rural Economy of the Ministry of

Agriculture (Dircccién de Economie Rual, Secretaria de Agricultura y
Ganaderia) and by the Banco de idéxico were used for the preparation of the
index of agricultural production. Twenty-four products -~ to be indicated’
below - were taken into account, weighted by their gross vaiues in 1950.

To obtain these vélues, physical production was multiplied by rural prices.
For purposes of the analysis contained in section II of the present chapter,

‘the index was divided into two sub-indices, one of production for the domestic

market and the other of production for export. The following are the items
included in each:

5/ See section 11 of this appendix.

/Table I-32
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‘Production for exoort

Rice Chick~peas
laize Coffee
Wheat Cacao
Beans Tomatoes
Potatoes Henequen
Alfalfa Cotton
Sas.ome Cottonseed
Copra Linseed
Coguito (for oil) Peanuts

Sugar-cane

Bananas

Tobacco Pineapples
Lemons
Oranges

The index of the area hervested ‘table I-11) was based on data for
the crops included in the productior index. It is not a weighted index,
but measures the variations in the total number of hectares harvested.
Azain the bhasic data were supplied by the Department of Rural Economy.

The index of yields (tables I-11 and I-12) was prepared by weighting
unit yields for every crop (production in kilogrammgs over area in hectares)
by the corresponding production values in 1950. ‘ R 1M
‘ ‘The obJect of the 1nuex of chunges in the .structure of production
 (table L—ll) was to:assess the effects of the replacement of certain crops
by others of a more remunerative rature. It was obtained by means of the
following formula: ' ' -

"~ Index of oroduction
Index of area x Index of yields

Index of changes ir structure =

(b) Index of livestock production (tables I-10 and I-Lk)

This index was built up on the data for -cattle, pigs and sheep

slaughtered for consumption within the country, according to the Department

of Statistics (Direcpién Génora de Eatad i a\ The physical data were

weighted by 1950 prices. As from 1953 a wider ranve of sources was utilized
by the Department of Statistics. To preserve the homogeneity of the serles,
the index for the years before that date was linked with another relating

only to the Federal District, where no additional sources were used.

/2. Over-all
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2. Over-all index of manufacturing vroduction (table I-15)

This index was prepared by combining three sub-indices of production,
namely those of non~durasble corsumer zoods, capital gocds - including
durable consumer goods produced by the meclhianical industry - and chemical
manufacturers. These were weighted by the value added in the industry
concérned, in accordance with the 1950 industrial census.

(a) Index of production of non-durable consumer goods (table I-45)

The following groups of industries are covered by this index:
textiles (cotton, woollen and synthetic fibres), rubber goods, foodstuffs
and beverazes (beer, vegetable oils, tinned foodstuffs, milled wheat
products and‘sugar), tobacco and matches, pulp and paper, soap and
pharmaceutical mdnufactures

The sources and methods used were as follows:

Textiles: For cotton and woollen yarns and textiles, Banco de HexXico
(index with 1945 as base year). For symthetic fibres an index of
apparent consumption was const:ucted by adding domestic production
to imports.

Rubber goods: Banco de México.

Foodstuffs and beverages: The indices for beer, vegetable oils,
tinned foodstuffs and milled wheat products were combined with one
for sugar production based on data supplied by the Unién Nacional
de Productores de Azidcar, S.A. All these indices were weighted by
the corresponding 1950 production values.

Tobesco and matches: Banco de iéxico (the weighting was adjusted,
that of the value added in 1950, according to the census, being
utilized, as in all other cases)

Pulp and paver: For paper, Banco de México. For pulp, ECLA (data
obtained by direct inquiry). SN ,

Soap: Banco de México.

. Pharmaceutical manufactures: The production of the pharmaceutical
industry was estimated indirectly, on the basis of imports and of
exports of its manufactures. This procedure was adopted because
the Mexican laboratories producing for the domestic market consume
almost exclusively imported raw materials, and because at the same
time Mexico is the principal exporter of synthetic hormones and
cortisone. As the unit prices of hormones drovped in consequence

“of radical technical developments, the usual method of deflation
by base~year prices would not show the trend of income really
generated by the industry. To overcome this difficulty, the value
of exports was converted into dollars, and was then turned back
into pesos at the 1950 exchange rate, which was taken as constant
prices,

/(b) Index
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(b) Index of production of capital goods (tables ‘I-16 and I=4L6) ~

This is made up of three sub-indices: for rolled produéts, cement
and goods manufactured by the mechanical industries. The first covers
the total output of steel rolled products. The sources utilized weré

the Annual Reports of the Compafiia Fundidora de Hierro y Acero de

Monterrev, S.A., and an unpublished survey carried out by Altos Hornos

de Mexico, S.A.

As regards cement, production data were supplied by the Cdmara

Nacional de la Industria del Cemento.

The production of the mechanical industry was estimated indirectly
on the basis of apparent consumption of flat steel products (excluding
tinplate). The figures for galvanized sheet, whic¢h ought strictly to
have been excluded as well, could not be isolated. Td obtain consumption
of flat products the following items were excluded from production and
imports of rclled products: structural steel, rod, tinplate, rails
sleepers, wire and cable, tubing and containers. For these deductions
to be made, it was esgential to determine apparent consumpticn of each of
the items excluded. With this end in view were added to the relevant

import statistics production data obtained as indicated below.

Rails_and structural stecl: Compafifa Fundidora de Hierro y Acero
de Monterrey, S.A.

Rod: Flom 1946 to 1950, Penco de iéxico, Departamento de
Invesiigaciones Industriales (flgures raised by 10 per cent to
allow for enterprises nol included in the sample). From 1951
to 1955, Department of Statistics. The two series were linked
in accordance with the construction index prepared by the
Banco de iérico.

Tinplate: Altos Hornos de México, S.A.

Wire and cable: La Consolidada, S.A., and Compafifa Fundidora
de Hierro y Acero de Monterrey, S.A.

/(¢) Chemicals
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(c) Chemicals industry (table T-47)

This index was prepared on the basis of data for production of
sulphuric acid, alkalis {(expressed in terms of soda ash), ammonium
sulphate and superphosphates.

The sources utilized in estimsting production were the following:

Amior’m sulphate and superphosphates: Guanos y Fertilizantes de
Méxica, S.A.

Suiphuzic acid and alkalis: Banco de México, Departamento de
investigaciones Industriaies.

i7ﬂ??8 for the value added in the production of the components of
the index co1ld not be ascertained. They were therefore weighted by the
gross valueo. To compute these, the volumes of each article produced
were multiplied by the corresponding prices. For this purpose, 'wholesale
prices were used, obtalned from the following sources: sulphurlc acid,
United Natjons, Monthly Bulletin of wtatletlcs, ammonium sulphate and

soda ash, Anuarlo Estadistico del Comercio Exterior de los Estados Unldos

Mex1canoq, superphospihates, information supplied directly by Guanos v
Fertllizan'besJ S.A. '

3. Index of mining production (table I-17)

This index was based on data for the production of metals and other
minerals, including sulphur, but excluding petroleum and natural gas.

These data were obtained from the Boletin de Minas;y Petrdleo issued by

the Ministry of Bconomy, except for those on sulphur, which were ascertained
by ECLA in the course of first~hand inquiry. For weightings the gross

production values at 1950 prices were utilized.

L. Index of production of crude petroleum and
derivatives (table I-18)

In the preparation of this index, production figures for crude pe“roleun
and derivatives were weighted by the relevant 1950 values, to obtain which
the volume produced was multiplied by the corresponding prices. The source

for tie basic data was Petréleos lMexicanos, S.A.

/5. Index
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5. Index of the production of electric energy (table Ifl9)

The amount of cnergy generated in teri:s of kilbwatt—hqurs is

measured in this index. The data werc supplied by the Comisidn Federal

N

de rlectricidad,
6. Index of construction (tatles I-29, I-32 and I-33)
The same inde:r was used here as for estimating gross investment.

- 7. Over-all transport index (table I-34)

The four sub-indices comprised in this index are those for freight
traffic, passconger traffic, urban transport and telccommunicotions.

To obtain the weighting of the sub-indices for freight and passengers,
sverage p.olces per ton/kilometre and ner passengcr/kilometre in the base
vear (1950) wvere multiplied by the corresponding volume of transport in
the year in cuestion., In the case of urban transport an average bus
(first and sccond cleoss) and trem fare for 195C wae estimated and was
multiplied by the total number of passengers. For tclephones, the
weighting corresoonds to gross income, estimoted in terms of the .
average rate 2nd the number of installations.

(a) Freight tronsport (table i-34)

This index measures the volume of rail, road =nc air traffic in

terms' of tons/lkilometre.

(1) Railwey traffic. DUa=ta supplied by the Department of Statistics,

(ii) FRoed troffic. .n indirect procedure wes followed in estimating
the volurc of vo2d treffic. In the first ploce, the number of lorries
in service was ceterisined from the statistice prepared by the Iederal
Traffic Department of the iinistry of Communications anc ublic works

(Departamento ce Trénsito Federal de 12 Secretaris de Comuniccciones y

Ubras Pdblicas). From the resulting figurs 25 per cent wis deducted,

as this was coisidered resresentativs of the proportion of vehicles
normally undevgoing repairs,
The next stecp wes to estimste the 2verage distence per working-do

and to multi ly this by the average number of actusl working-days in

6/ See above, section I, point 2, of this appendix. v
/the year,
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the year, so as to obtain the average distance covered by each lorry
in g year. Avercge capacity per lorry was thcn calculated, together

with the degree of utilization of such capacity on outward and return

trips. The averege freight tiansported per lorry per year was thus
computed, and multiplication of this by the zverage distance run gave
the volume of treffic (in ton/kilometres) per vehicle/year. Finally,
this last figure wes multiplied by the number of vehiclés in service in
order to obtain the total volume of traffic.
The vholc of this process, as well as the data used for the

. calculation 2n¢ the sources from which they were obtained, is shown
in table I-35,

On the besis of the volume of traffic in the base year (1952) and
the total number of lorries imn circulation, on index was constructed
for other years, as annual dat. on lerries 3ctually‘in service were
not available, k

(iii) Civil cviation. The series for ton/kilometres of air freight

was obtained by using 1951 as a base year and linking the sefies _
estimated by the International Civil ..viation Organization with an
earlier series in tons prepared by the Departmént of Statistics., It
was therefore assued that th average distance_éo&ered in 1945-50
was the same 2s.in the year linking the two series, -

(b) Passenger tronsport (table I-34)

This index mcesures the volume of rail, road and air traffic in
terms of passci:er/kilometres.,

(i) Railwey treffic. Data supplied by the Department of statistics,

(ii) Road traffic. The same prbcedure was used as for estimating

freight traffic, The basic data utilized and the soﬁrces drawn upon are
given in table 1-36,

The volume of traffic in the base yeer (1953) and the total number
of buses in circulation were uscd to construct an index for other years,
since annual dots on buses actuaslly in service were not available.

(1ii) Civil aviation, (table I-34). Lata supplied by the Department
of Statistics and the Internation Civil Aviation Crganization,

/{c) Urban
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(c) Urban traasport (table I1-37)

This index measures the number of passengers carried by trams,

trolley-buses ana omnibuses in the I:dersl lidistrict. Data for trams
and trolley-buses were obtr-irud directly from the Department of

Statistics. Thosc for omnibuses came from the 4Llianza de Camioneros

de México, which supplied only the figure for the number of passengers
transported in 1953. .n estimate for the remaining yecrs was prepared
by multiplying the number of buses in service by the average number of
passengers per bus in the year cited.
(d) Telecommunications (table I-34)

Telephones arec only referred to here, as the telegraph and postal

services are covered by the public soctor index. The telecommunications
index was calculcted on the basis of the number of telephones installed
in the country, as given by thc Department of Statistics and Teléfonos

de I‘Léxico S. ire

8, Index ¢ trade (table I-40)

To measure the trend of commercial activity an index of commodity

movements was constructad, For this purpose the indices of agricultural
and livestock prouuctiovn, manufccturing output and imports were combined.
The first two were weighted by means of the data for the product generated
in 1950 by the activities concerned, as given in tcble II of the Joint
Mexican Working Party; for the weighting of 1mports the figure in the

Foreign Trade Yearbook for 1950 (anuario de Comercio Exterior de 1950)

was used.

/Table I-34
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Table I-34 E/

MEXTCO: OVER=-ALL TRINSPORT INDEX
(1950 = 100)
Freight' Passenger Urban Telecomu Over=all
Year traffic traffic transport nications index
b/

1945 70.8 79.6 5842 75+9 72.7
1946 75.5 78.7 73.5 78.8 76.2
L1947 8l.7 BLe6 8C.0 Bl 82.3
1948 87.3 0.2 99.5 89.2 89.1
1949 91.7 8042 98.2 957 92.0
1950 100.0 1C0,L0 100,0 100.0 100.0
1951 106.8 108.7 116.9 107.2 101.3
1952 119:4 1104 134.4 111.2 118.4
1953 124.6 111.9 - 135.1 117.8 122.5
1954 135.7 115.3 148.9 123.8 124.0
1955 140.3 128.5 151.0 126.9 138.0

Weishting o° sub-indices (revenues)

Freight
Passenger

Urban

i

f

Telephones=

6L.2 per cent

Q5
8.9
bols

100.0

"

1t

1"

12442 million

397.7 "
172.4 ¢
12443 M

1,938.6 0

Source: See accompanying text,
3/ Supplementary to table I-8,

b/ Telephones only (telegraph and

index for the public sector),
of the number of telephones in existence,

postal services are included in the

The index is calculated on the basis

/Table I-35
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Table I-35 3/

MELICO: ESTIMATE OF VOLUME OF ROAD FREIGHT TRAFFIC,; 1952

26

3a

Lo

Number of lorries in service ;

On the road‘g/r : 30,800
Less 25 per cent undergoing repairs 757C0
Number actually in service 23,100

Average distance covered per lorry
Per working day c/ 300 km

Working days in the year ¢/ 300

Annual average distance per lorry (300 days x 300
kilometres) ’ 30,000 km

Average capacity per lorry c/

Average utilization of capacity:
on outward trips (50 per cent of the time)

110 per cent, i.e, ) 3.58 tons
on rebiun trips (50 per cent of the time)

50 per cent, i.c. 1.62 tons
Average load per lorry 5,20 tons

Average annual volume of traffic per lorry

5,2 tons x 90,000 kilometres = 468,000 tons/km

Total volume of traffic 23,100 x 468,000 = 10,810.8 millions
. of tons/
kilome=-

tres

Source: See accompanying texts

&/
b/

'

Supplarentary to table I-8,

According to the Federal Traffic Department of the Ministry of Communi-
cations and Public Works.

Estimate prepared by ECLA on the basis of direct information supplied by
road transport. -entcrorisesa

/Table I-36
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Table I-36 a/
MEXTCO: ESTIUATE OF VCLUME OF ROAD PASSENGER TRAFFIC, 1953

1. Number of huses in_ servyice:

On the road b/ 5,680
Less 33,3 per cent undergoing repairs 1,893
Number actuslly in service 3,787

20 Average distance govered:

Per working day ¢/ 300

Working days in the year ¢/ , 300

Annual average distance per bus 300 x 300 = 90,000 kilometres
3. Average capacity per bus ./ 30 passengers

Average utilization of capacity (70 per cent) 2

L« Average gnnual volume of traffic per bus:

90,000 kilometres x 21 passengers = 1,89 millions of
passenger/kilometres

Total volume of traffic 3,787 x 1.89 million = 7,057.4 million
passenger/kilometres

Source: See accompanying text,
a/ Supplementary to table 1-8,

b/ Federal Traffic Department of the Ministry of Communications and
Public Works.

¢/ Estimate prepared by ZCLA on the basis of direct information supplied
by road transport enterprises,

/Table I-37
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- . Table I-37a/
" MEZICO: URBAN TRANSPORT, 194555

(1illicns of passengers, and indices; 1950 = 100)

PassgngeES' Passgnéegs In?ax
carilie Y o carriea 0.
trolley-bus , District . o a/

1945 304;9 114.6 521 60.4 68.2
1946 291 04 109.8 581 674 73.5
1947 300,4 113.2 642 The5 80,0
1948 292.6 110.3 842 97.7 99.5
1949 268;9 i01.4 8L2 97.7 ' 98,2
1950 253 100.0 g2 - 1000 1000
:1951 ‘ 283;0 ©106.7 1,022' 118.6 116.9
1952  283.0 89.8 1,223 141.9 Sl
;1953 208.3 78,5 1,246 1h4.5 135.1
1954 211..8 : 79.8 1,383 160.4 143.,9
~1955 213.4 | 80,4 1,403 162.8 151,0

- Source: See. accompanying text,
3/ Supplementary to table I-8,
b/ Weighted by the number of passengers carried by tram and bus in 1953,

/Table I-38
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MEXICO: INDEX OF PAYMENTS TO PERSONNEL ({FEDERAL GOVERMMENT ), 1945-55

Table

I-38 o/

a Payments

-g?déﬁé Average - to Index
Payments - : payments  personnel of pay

" to ;oziir ﬁverage lgvel to ~  (absolute ments

Year personnel u;f eﬁﬁnq; o ri: personnel numbers per—
(millions _ o0 (oo On) i at 1950  at 1950  sonnel

of pesos) ¥ pesos ?1028= prices prices) (1950=

: 160) (Fesos) (#illions  100)
of pesos)

1945 L73.2 100,323 L,716.3 68,04 6,895.7 69243 3245
1946 53964 116,097 L, 6L6-1 88,5 5,258.6 609.2 726
19)4'7 595 03 119, 517 A, 980u9 8805 5’626)8 . 672.1 80.1
1948 659.1 126,294 5,218.8 88.7  5,883.1 TL2.6 8845
1949 796,3 128,295 6,206,8 100.0 64209 .9 7963 9449
1950 839.1 130,934 6,408.6 lOOcO ' 6,408.6 839.1 10040
1951 92049 132,351 6,958,0 10G,.0 659597 921.3 109.8
1952 1,055.7 138,113 7,643 .7 113.4 6,741 8 931.4 111.0
1953 1,232.1 1394531 8?83093 124.6 7,087.9 939.3 117.9
1954 1,501 146,653  10,510.5 137.8 17,6262 1,118.5 133.3
1955 1,617.2 148,758 10,871.3 150.0 7,248 1,078,2 128.5

Source: See accompanying text.

g/ Supplementary to table I-8,

/Table I-~39
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MEXTCO: INDEX OF STOCK OF HOUSING AND RENTS, 1945-55

s Dl Mt s g
Year ﬁiﬁzigg housing ment rents (l;gg;;iig;)
(Millions of vesos at 1950 prices)
1945 894, 241 653 24,568 86,9
1946 1,109 248 861 25,221 89,2
1947 1,218 257 961 25,082 92.3
1948 899 267 632 27,043 9547
1949 860 273 587 27,675 97:9
1950 862b/ 279 583 28,262¢/ 100,0
1951 1,363 283 1,080 29,342 103,8
1952 1,464 293 1,171 .30,513 108,0
1953 1,319 305 1,014 31,527 11,5
1954 1,279 315 964 32,491 115.0
1955 1,376 325 1,051 33,542 118,7

Source: See accompanying text.
a/ Supplementary to table I~8.

2/4From'l950 onwards, the index for construction was applied to the

gross investment statistics,

¢/ Stock of residential buildings, as estimated for 1950.

/Table I-40
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Table I-40 &/
MEXICO: INDEX OF MOVEMENTS OF COMMODITIES, 1945-55
(1950 = 100)
Agricul-
Year t:zz; M:agii;— ’ Imports Cofizgity
livestock output
production

1945 » 67.7 7459 8Le5 74.6
1946 71;2 79.6 119.1 86}a
1947 T34 7942 124,3 88.5
1948 , 82.4 85,0 98,7 87.5
1949 87¢5 90.5 - 88.6 85.9
1950 : 100,0 lOdoO 100,0 lOdQO
1951 102,0 118.6 131.8 115,7
1952 : 98.0 | 114.0 133.0 112.8
1953 _ 107.5 114;8 135;8 117;h
1954 . 125.7 120.9 12§.2 th;8
1955 135.5 133.9 138.6 135.6
Agricultural and livestock production & 7,184.8 millions 37;9 %
Industrial production 6,964.9 " 36,7 %
Tmports _L8O71 v 25 %

18,956.8 100.0

Source: See accompanying text.
a/ Supplementary to table I-8,

b/ Combined Commission of the Government of Mexico and the International
Bank for Reconstruction and Development, The economic development of
Mexico (Baltimore, Johns Hopkins University - 1953), table 2.

/9. Index of
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9. Index of the product generated by the public sector (table I-38)

The purpose of this index is to measure annual changes in the real
volume of services provided by the publlc administration. - It was
prvoared on tie wasﬁs of the fo;low1ng assumptions as to the product1V1ty
of labour, adopted for the sake of simplicity: (a) this productivity
does not vary within a given category of activities; (b) it is
proportionate to the remuneration received in each category, and
(c) consequently, it is a function of the number of employees and of
their distribution by categories.

4s it was impossible to outzin a break-down by categories of the
personnel emoloyed in public zdministration, an indirect procedure
was followed in wreparing the index in order to determine the h
" variations concerned. The first step consisted in working out an
index of average per capita payments at each year's prices (total
salary payments being uivided by the number of posts for paroonnel
in the employ of the Federal Government).

as the incresse in average per capita payments is 2 function of
increments in cash salaries and of changes in structure, and as it is
these latter that need to be ascertained, the forier must be
eliminated by the use of an appropriate deflator. For this purpose
an index of mouthly salaries by categories was constructed. The
weighting assizted to each category was based on a break-down of
the personnel of the Ministry of Agriculture in 1950, as deota for all
the personnel employed by the Federal Government were hot available.

after the index of average per capita payme:rts had been deflated,
it was multiplied by the average base-year payment, so that a series
for average per capita payments at 1950 prices was obtained. This
series was multiplied by the total number of posts in order to
determine total paymerts to personnel. In accordance with the

assumptions postutated, these p:yments are e(ulv lent to the proauct

generated by the public sector.

/The following
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The fdllowing were the sources used:

Payments to personnel: Department of Financial Studies of the
Ministry of Finance,

_ Number of posts for personnel employed by the Federal Government:
Federal expenditure budgets, 1945 to 1955.

Break—down1 of the personnel of the liinistry of adgriculture:
Federal expenciture budget, 195G,

10. Index of rents (table I-39)

To measure the trend of paid and implicit building rents it was

assumed that thcy would vary in proportion to the country's stock of
buildings. s is shown in appendix C, to estimate the 1950 figure for
this stock, th: corresponding figure for 1945-50 had also to be determinsd,
Data for 1951-55 were estimsted by applying the index of construction to
the value of gross investment in construction in 1950.2/ The annual
depreciation of stocks was calculated as explained in appendix C and was
deducted from gross investment year by year to obtain net investment. The
successive figures for net investment were added to each year's stock in
order to estimate that of the following year.

11. Index of other services (tables I-41l, I-42 and I-43)

This ince:: comprises two sub-indices, one for public entertainments

and the other for income from foreign tourist expenditure. To combine
these, they were weighted by the corresponding gross values in millions
of pesos at 1950 prices.

The index oi public entertainments was calculated from the series
for tickets sola for cinemas, theatres, sports and bullfights, expressed
in terms of 1950 prices. These series were prepared by the Department of
Statistics. The data for 1955 are provisional.

The index ifor income from foreign tourist expenditure corresponds
to the tourist industry cuantum index.8 However, only 50 per cent of
this cquantum wes taken into account, as it was considered that the other
half of tourist ex.enditure was represented by payments for transport and
purchases of goods, and had already been allowed for in the indices
concerned.

7/ See above, section II, point 6, of this appendix.
8/ See above, section I, point 1 (b), of this appendix.

/Table I-41
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MEXICO: INDEX OF OTHER SERVICES, 1945-55

Public

Income
enter=
. from
‘galnments foreign (A) (R) Index
Year {receipts . + -
from number tou{}ft ’ (1950 = 100)
of tickets expenaiture
sold, Y
(Millions of pesos at 1950 prices)
(4) (B) (c) (D)
1945 16949 421 2 62141 L8 +0
1946 20302 K997 70249 5Lyl
l9l;8 216.3 - 66850 881-}03 68014-
1949 23840 £15.6 1,05346 81 .5
1950 260.3 1,032.4 1,292.7 100.0
1951 28C.0 938.5 1,21845 G9Le3
1952 29546 924.0 1,219.5 9 o3
1953 29547 1,070.6 1,366.3 1057
1954 31341 1,40645 1,719.5 13340
1G55 34k 01 1,453.6 1,7977 139.1

Source: See acconpanying texts

a/ Supplementary to table I-8.

b/ On the assumption that an equal proportion is used to cover transport

and purchases of goodse

/Table I-42
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(Millions of tickets, and millions of pesos at 1950 prices)

 Table I-42 8/

MEXICOs PUBLIC ENTERTAINMENTS, 1945=~55

Cinemas Theatres Sports  Bullfights rg:g;%ts OYeg-alL
Year Tjs.giits Pesos ’I:.cc)ifgts Pesos‘ z%cs}-{-fésos z]ézli Pesos tgi}zet e
sold sold
1945 108.9 165.5 2.5 9.2 42 13.3 1.6 11.9 199.9  76.8
1946 108.1 164.3 2.4 8.8 4o 13.0 2.3 170  203.2  78.1
1947 106,5 1.9 1.9 7.0 4.8 15,2 2.0 14.9 199.0  76.5
1948 116.5 177.0 2.5 9.2 4.8 15.2 2.0 1lh.9 216.3  83.1
1949 127.6 194.0 2.6 9.6 5.2 16,5 2.4 17.9 238.0  9l.4
195 142.3 215.7 ke 162 5.2 16.5 1.6 11.9 260.3 100.0
1951 153.3 233.0 4.2 15.5 5.5 17.4 1.9 1k 280.0 107.6
1952 163.3  248.2 4.2 15,5 6.1 19.3 1.7 12,6  295.6 113.6
1953 16he5 250.0 3.7 13.6 6.6 20.9 1.5 11.2 295,7 113.7
1954 173.9  264.3 4.0 147 7.0 22.2 1.6 11.9 3l3.1 120.3
1955 190,3 5,1 18.8 7.6 241 1.6 11.9 3441 132.2

289.3

Sources See accompanying text.
3/ Supplementary to table I-8,

/Table I-43
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Table I-43 8/
MEXTICO: INCOME FROM FOREIGN TCURIST EXPENDITURE AND BORDER TRADE,1945-55

Rate = Index of wholesale Income
- of Income . prices according = b/ .
(Béjripme exchange (Millions Index to Banco de Mexico (Millions :(['Eldex
Year Of:l_ons (Pesos of S_Jlggc)) (210 articles) _ of pesos \igggp
dollars) PO pesos) (1939 = (1950 = at 1950
dollar) - .. 100) 100}  prices)

1945 110,7 4,855 537 26,0 198.7  63.6  L2l.2  40.8
1946 . 151.6 4,855  736.0  35.6 228.7  73.5  L99.7  L8.k
VL7 147.3 4,859 TIS.T Bha7 2423 77.9 459k hheS
1948 1947 5,725 1,114.7 540 260.0  83.5  668,0 64,7
1949 186.ch 8,011 1,493.3 72.3 28L.8 91..,5 815.6 79,0 .
1950 238.9 8,643 2,064,8 100,0 311.2 100.0 1,032.4 100.0
1951 2716 8,647 2,318.5 113.7 586.0 124.0  938.5  90.9
1952 275;1 8,629 . 2,373.8 115‘..0 L00,0 128,5 924.,0 89,5
1953 31344 8,615 2,699.9 130.8 392.5 126.1 1,070.6 103.7 -
1954 33608 11,527 - 3,882,2 188,0 L29.4 138,0 1,1.1,06,5 136.2
1955 36L.8 12,490 L;.,556<,l+ 2201.7 L87.9 156.8 1,453n6 140.,8

Source: See accompanying text,
a/ Supplementary to table I-8,

b/ Fifty per cent of expenditure, in accordance with the calculation in

/Table I-4l
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Table I-ik 3/
MEXICO: CATTLE SLAUGHTERHD 'FOR CONbUMPmION WLTHIN
THE COUWIRY, 1945-55 -
© Qattle " Pigs Sheep - Total Inde

Y . L I o . value -(.195é§_

€4T  Yolume Value Volume Valwe Volume Value o/ : 160)—

DT - A A

1945 120.9 27409 U51.2 18503 4l 12.8 - 473.0 80.3
1946 1348 b5 = 56.2 2034 L+0 12.4 5223 88.6
1914-7_ 133n7 . I)LL.O : 59.6 215-8 LI—QO 12.14. 532.2 %03
1948 137.0  3ll.5 56,3  203.8 5.3 16,5 53L.8 0.2
1949 130.6 296.9 57,5  208.2 7.5  23.3  528.4  89.7
1950 143.9 = 326.7 67.2:  243.0 6.3 19.64  589,3 - 100,0
1950 147.6  335,6 - 55.6  201.3 6.0 18.7  555.6 943
1952 1540  350.1  55.0  199.1 6.5 202 5691 96.6
1953 162.%4 368.6  77.37 279.8 7.6 23.6 672.0 114.0
1954 176.0 .. 399.5 7 8Le2. - 3048 - 8s3 - 25,8  730.1 - 123.9
1955  168.8  383.2 945 3421 - 8.1  25.2 750.5  127.4 -
Source: See accompanying bext,

3/ Supplementary to table I=10,
b/ Thousands of tons.
¢/ Millions of pesos-at 1950 prices.

/Table I-~L5



Table I-45 &/
MEXTCO: INDEX OF MANUFACTURZS OF NON~DURABLE

CONSUMER GOODS, 19L45-55

(1950 = 109)
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1945 1946 1947 1948 1949 1950 1951

1952 1953 1954 1955

I. Non durable

88,8 100.0 117.2 106.,6 113.1 1153 12349

consumer goods 79,0 82,5 8l.3 88.4
1.Textiles 102.6 102.8 93.5 100.0 90.4 100.0 97.7 96.0 89.6 102.4 1140
Cotton yarns )
and textiles 111.0 109.6 100.0 105.0 94.4 100.0 94.3 91.8 89.2 104.4 115.1
Woollen yarns
and textiles 115.9 110.7 96.7 89.0 95.56 100.0 115.5 100,3 84.7 80.6 71l..4
Synthetic
fibres 43.1 57.0 53.6 82.6 63.1 100.0 100.0 115.4 96.2 111.6 147.7
2.Rubber goods L8.7 T4.8 89.3 104.4 90.6 100.0 125.0 122.9 115.5 130.9 150.8
3.Foodstuffs and , '
beverages 70.0 72.7 73.3 8l.4 85.9 100.0 119.5 109.7 113.5 120.6 127.6
Beer 68.5 79.2 0.2 62.4 Th.7 100.0 127.0°117.2 115.7 135.0 134.7
Vegetable oil 60.2 50.8 72.1 69.7 82.0 100,0 103.,7 87.0 98.6 89.9.135.3
Tinned food=-
stuffs 63.2 74.2 7T71.1 78.0 AL.9 100.0 137.4 96.9 78.8 76.0 72.8
Milled wheat
products 114.2 92.2 86.0 86.4 87.9 100.0 101.4 96.4 121.3 115.9 112.8
Sugar 63.1 64.9 8L.6 105.4 111,/ 100.0 112.7 117.1 132.0 140.5 152.9
L.Tobacco and ’
matches 87.5 95.4 88.9 92,1 97.8 100.6 110.4 113.4 103.9 110.1 101.0
cigarrettes and
cigars 86.2 97.9 8&8.6 91.0 98.5 100.0 111.8 116.9 107.2 113.0 103.6
Wax and wooden
matches 94.5 81.8 90.5 98.5 94,0 100.0 102.% 9h.h 86.0 9Gi.h4 86.6
5.Pulp and paper 82.8 79.3 83.7 87.1 89.9 100.C 109,9 107.8 120.4 117.8 147.9
Paper 87.9 84,1 85. 88.0 9.4 100,0 110.5 107,5 122,44 118.1 149.5
Pulp 22.7 22.7 63.6 76.2 84.8 100,0 102.5 111.3 96.4 114.0 129.3
6o S0ap 68.9 69.6 66.4 75.3 84.5100.0 85.6 772 83.4 91.2 98.5
7.Pharmaceutical
mamufactures  67.2 8L.0 92.5 96.2 97.0 100.0 110.8 118.2 124.3 128.7 127.4

Source: See accompanying text.

3/ Supplementary to table I-15.

/Table I-46
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Table I-46 a/

MEXICO: INDEX OF DOMESTIC PRODUCTION OF CAPITAL GOODS

(1950 = 100)
".Xear } iiZZIa?illed Cement Mi;ﬁiziiil Over-all
products b/ index
. 1945 . 56.8 58.3 65.0 61.8
1946 67.0 63.3 75.0 71.2
197 73.0 72.0 7243 72.4
1948 73.0 77.8 68.8 71.2
1949 9643 84.9 97.2 95.3
T 19% . 100,0 100,0 100,0 100.0
1951 121.3 110.7 126.1 122.7
. 1952 137.4 118.2 135.5 133.7
1953 112.5 120.5 107.3 110.5
© 1954 . 131.3 127.3 131.8 131.0

- 1955 153.1 150.3 162,1 158.0

Weighting of sub-indices ¢/

Rolled products 28.43
Cement 13.14
Mechanical industry 58.41

Source: “ee accompanying test.
a/ Supplementary to tabple I-15.
b/ Including durable consumer goods.

g/ Weighting is based on the value added in the corresponding iﬁdustries,
~according to the 1950 industrial census,

/Table I-47
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Table I~h7~é/
MEXICO: INDEX OF PRODUCTION OF THE CHEMICALS INDUSTRY, 1945-55

(1950 = 100)
Aikalis in terms
Sulphuric acid of soda ash b/ Ammonium sulphate Superphosphates OZ;{-,
Year Precdus~ Produg Produc Produe index
tion Index tion Incex tion Index tion Index c/

(Tons) (Tons) (Tons) ' (Tons)
1945 21,991 50,7 1,908 8.3 3,000 100,0 4,500 29.1 27.6
1946 21,991 50.7 3,543 15.5 3,000 100,0 4,100 26,5 30.8
1947 33,365 76,0 5,521 2.1 3,000 100,0 13,690 88.5 53.7
1948 36,167 83.4 24,178 105,6 3,000 100,0 11,415 73.8 92.6
1949 38,Cl1 87.6 32,166 104.4 2,300 93.3 16,429 106.3 117.3
1950 43,374 100,0 22,903 100.0 3;000 100,0 15,462 1C0.0 100,0
1951 56,667 130.6 13,641 59.6 33,813 1,127.0 19,154, 123.9 138,2
1952 92,208 212.,6 22,636 98.8 60,000 1,999.9 56,000 362.2 2064,7
1953 102,503 236.3 27,591 120.5 64,223 2,140.7 62,977 LO7.3 296.7
1954 109,962  253,5 39,452 172.3 59,687 1,989.5 61,132 395.4 318.0
1955 124,887 287,9  53,70L 2345 64,903 2,163.4 74,919 L8L.5 382,7

Source: See accompanying text,
a/ Supplementary to table I-15,

b/ Including caustic soda, sodium bicerbonate and scda ash.

¢/ Weighted by the following prices, in terms of pesos (at 1950 prices) per ton:
sulphuric acid, 170 pesos; alkalis, 580 pesos; ammonium sulphate, 380 pesos;
and superphosphates, 340 pesos per ton.

/hpperdix C
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Appendix C
ESTIL.TE OF REPRODUCIBLE CaFITAL
I. Definitzon

This appendix presents a preliminary estimate of Mexico's
geographical assets L in 1950, in the restricted sense of "tangible
reproducible wealth”.g/ This means that, for practical and theoretical
purposes, the concept of geographical assets is limited to assets of an
economic nature vhich are produced or constructed by man.

The above definition thus excludes assets of the soil and sub-soil;
natural resources, such as forest. wealth in its unprocessed state as well
as mineral ana other deposits; durable consumer goods, such as private
‘cars, refrigerators, radio and televiéion sets, etc.; non-durable
“consumer goods and tengible assets of a military nature, except for
constructions,

On the other hand, it includes the following fixed assets: equipment,
machinery, buildings and work tools,g/ as well as land 1mprovements,
permanent crops and large- and small-scale irrigation projects; buildings,
vehicles and transport ecuipment; roads and telecommunications; public
‘and residentizl buildings; buildings, installations and equipment for
;trade énd services; producers' and middlemen's inventories; and, finally,

gold reserves,

1/ No distinction is mede between the nationality of the various assets
within the country, and kFexican assets abroad are not considered.

2/ See Raymord W. Goldsmith, "The Growth of heproducible Wealth of the
United Stotes of America from 1805 to 1950", Income and Wealth,
Series II, Bowes & Bowes, Cambridge, 1952, pp. 249 and 250, and
"A perpetual inventory of national wealth", Studies in Income and Weal pg,
Vol., XIV, lational Bureau of Lconomic Research, New York, 1951, pp.lO=ol,
also Simon Kuznets, "The Measurement of hational Jealth“, Studies in
Income anc iealth, Vol. II, Naticnal Bureau of Lconomic Research,
New York, 1938.

3/ The value of the fixed assets as given in the Industrial Census forms
the basis of the estimate and is ecuivalent to their estimated cost
of replacement at the 1950 level,

/Table I48
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Tangible reproducible capital

I.

11,
I1T.
IV.
Ve

VI.
VII.
ViiT.
IX.
Xe

LI.
X171,
{I1I.
LIV,
XV.
XVI,
XVII.
XVI1I,

Agriculture

l. Livestock, poultry and beehives
2. Permanent crops

3. Inventories

Forestry
Fishing industry
Mining .
Manufacturing industries
l. Non~durabie consuner goods
(a) Textiles
(b) Foodstuffs
(c) Paper and pulp
(d) Rubber goods
(e) Pharmaceutical products
(f) Clothing and toilet articles
(g) Footwear and leather goods
(h) Tobacco and matches
(i) Printing and lithography
2. Durable consumer goods
(a) Cars

(b) Furniture and similar articles

(c) Ceramics and glasswear
(d) Household articles
(e) Jewellery and ornaments
3. Capital goods
(a) Metallurgical
(b) Building materials
(¢) Mechanical
(d) Chemical
Petroleum
Electricity
Building industry
Transport
Communications
1. Roads
2e Public telephones.
Trade and services
Private credit agencies
Public entertainments
Residential buildings
Public property
National credit agencies
Gold reserves
Unclassified

Fixed

Inventories Total
assets

93, 508.38
64020465 6,065.09 12,085.74

' Ly 326414

969,02
104.11 18.32 122.43
23.88 1.8, 25.72
76L.9L 507.91 1,269,82
5,326.99  3,107.06 &,434.05
3,216.77 2,088.45 5,305.22
780.37 727.17  1,507.54
1,766.63 691.23 - 2,457.86
200,20 70.19 27039
67.58 49.88 117.46
59.30 108.40 167.70
93,11 144.96 238.07
50.33 Thel3 124.76
101.95 178.22 280.17
97.30 43.97 141.27
342,22 256.92 599.14
- 121.65 61,.03 185.%28
8L.51 72.58 157.09
31.82 21.37 53.19
97.38 G2.03 189.41
6.86 6.91 13.77
1,768.00 761.69 2,529.69
391 .04 146.9.4 537.98
565084 151.83 717.67
238.31 219.80 458.11
572.81 243.12 815.93
25309.57 391.95 2,701.52
2,278.81 111.99 2,3%90.80
291.22 119.05 410,27
6,,50.13 19.70 6,469.83
- - 9,955.98
- - 8,977.70
- | - 978.28
35 370.27 2,988.73 6, 359.00
- - lLP7o 35
- 656476 27.18 683.94
- - 28,261L.%0
- - 11,988.30
- - 115.21
- 1,788.50 1,788.50
134e55 163.87 208,42

/II. METHODOLOGY
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II. MBTHODCLCGY AKD SCURCES
The estimate of reproducible capitil was based on data supplied by
the different censuses for 1950. Indiféct estimates were only prepared
in some isolztea cases when.census data were unavailable,

1. Estimate of agricultural capital

This was besed on the 1950 agricultural and livestock census (holdiigs
of more than end less than 5 hectares) and the 1950 land census (ggggg'
ejidal). It includes the value of constructions, roads and railways,
machinery, tools and vehicles, private hydraulic projects, utensils,
goods and chattcls, livestock,; poultry and bechives, considered as a
separate group, and the value of inventories, obtained from the
difference betieen total production value and sales as of 31 December 1950,

| 2, [Permanent crops

“This was estimated on the basis of the 1950 agricultural and livestock
census (holdings of more than ecnd less than 5 hectares) and 1950 land
census (censo ejidal). It comprises the value of plantations of coffee,
coconut palm, cacao, vanilla, henequen, and agaves producing 'pulque', -
"tequila" and "mezcal', as well as that of perennial fruit-trees, but
excludes land value. For practical purposes, it was assumed that the
value of plents in current;production was the same as current production
from them in 1950.

3. large- and small-scale irrigation projects

The estimate was bzsed on the reports and yearbooks of the PFinistry

of Water Resources (Secretaria de fecursos Hidrdulicos;, which supplied

the figures for annual investment from 1926 to 195C. It included
investment in the large- and small-scale irrigation projects under
construction by the kEinistry, and in the Valle de léxico, Papaloapin
and Tepalcatepec projects, as well as in sanitary engineering works.
For lack of a more adequate index, the annual investmert series was
adjuéted to 195Q prices according to the wholesale price index of the
Banco de México for 1926 to 1938, and its index of buildiug prices for
1939 to 1950, The sum of this scries, at 1950 prices, was taken as

representing totcl capital investment in irrigation works. as the average

life-span of these projecté is at least 4O years, no adjustiment was made

for depreciation, /L. Forestry
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L, Forestry
This group comprises investments’(includihg inventories,; in the
extraction and wreparation of raw chicle, charcozl, gums, resins and
candelilla wax, for which the data were obtained from the 1950
industrial census. The figures were adjusted by subtracting investment
in land, cash assects, bank assets, receivables, aebts, etc.&/ from the
total,

5. Fishing industry

The estimete of tongible capital in the fishing industry was also
derived from the 1950 industrial census, and includes investments by
co-operatives ond license-holders. he total fisure wes adjusted by
deductions similar to those in the preceding paragraph,

6. Mining

The summary of the 1950 industrial census was uscd as the source for
investment, adjusted as before, in the exploitation of quarries and
building clays (tepetates}, as well as in the extraction of stone of all
types for building purpcses, sand, gravel, clsy and salt, the mining of
limestone, kaolin, fluorspar and silicss and other non-metallic minersls,
and in smelting plents.,

7. Manufacturing industries

The cestimate oi this ctegory wos based on the industrial census
for 1950. 4s in the preceding cnse, the investment tot2l was adjusted by
means of the corresponding deductions for land, cash, bank deposits,
receivables, etc., with figures taken from the census returns for each
industrial el=ss provicded by the Statistics Uepartment. The classification
into non-durable »1nd durable corswser goods and cavital goods avpears in the
general table of estimctes of tangible reprocucible wealth (see table I-4G).

&. Petroleum

This was cstimated on the basig of investment in oil refineries,
pipelines, gas pipclines, oil tields, oil wells, ilosting ecuipment,
rolling stock, urbin construction, the "Depsrtient of Domcstic 3ales”

(Lepartamento Ge Veitas Inturiores), "Navy bepartment" (Departamento de Morina)

&/ The relevant figures were obtzincd directly fror the returns for cach
Icuctri-d crt.gory kepbt by the Stotistice Deprrtment (Jirseeidn Gonerel
dc Bstadisticn ). :

/and "Miscellaneous™
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and "Miscellancous" (1938-50) as given by_ths Combined Mexican working
Party of the hexican Government and the International Bank for Reconstruction

and Development in The economic development of Mexico (tableiéh). The

figures for investment in the above items up to and inclusive of rolling
stock were adjusted to 1950 prices by means of the United States wholesale
price index for "minerzls ond mining products".# Investments in urban
construction, the "Department of Uomestic Sales", "havy Department! and
"viscellaneous!, were estimated at 1950 prices, employing the index of

building prices prepered by the Banco de Mxico. The figures thus

obtained were 2dded to the "inventories" included in the 1950 industrial
census under the hecding: "kxtraction of petroleum and natural gas,
refining of crude oil =znd extraction of their by-products'.
9. flectricity

The capitel estimste for this group was based on the 1950 industrial
census. Investuent in "electric generating plants for public service
and private generating plants" was adjusted by meking the usual
deductions (l2nd, cash, etc.) from the totzl.

10. Building industry

The estinietc was derived from the 1950 industrisl census, and the
necessary adjustuicnts were made to the total figure by subtracting
investments in land, czsh assets, bank asscts, etc.

11. Hhoads
Capital investrent in the highway systcm wos estimated on the

basis of inforiwtion obtained from the National Roads Department,

(Direcceidn ilncion=l de Caminos) of the idnistry of Communicaticns and
Public tiorks. 1he figures refer to the highwoy nstwork for which the

hational doad uepartment is responsible, and the farm=to-market roads,
at an average cost of 400,000 pesos per kilometre, and 6,000 pesos per
metre for bridges and road embellishmenﬁ, according to the kMinistry of

Communications,

5/ See Statisticsl Absyract 1950-51. -
' /12. TIransport
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12. Transport

The estiintc wos based on the 1950 transport census and includes the
value, at 1950 prices, of land (the estimate was later adjusted by excluding
this item), fixed instellations, vehicles and ecuipment, and other fixed
assets, as well as the book velus of tools and the following inventory
items: buses, lorries, air transport, maritime and constal traffic,
river and lakce traific, railways, traomways end trolley—bﬁses, toxi-ranks
and inter-urban possenger car services (regular or chartered).

15. Public telephones

The estimate of capitel in the public telephone system was based
on the Combincd iexican working tarty's figures for investment in
installations, lines, land, buildings and various types of ecuipment
from 1939 to 1950 (tcble III), as well as the number of telephones and
exchnonges, ana the distrnce covered. Investment in "installations" and
"miscellaneous ecuipment" was adjusted to 1950 prices by means of the
United States price index for metals and metal producte, whereas investment
in lines, l2nd ~ue buildings was adjusted to the index of building prices

(Banco _de México)s The series for land snd builecings was also modified

to exclude investient in the former on the assumption that it absorbed 10
per cent of runucl investment in both, The unit cost per kilometre of line
per telephone and per exchange was obtained iy calculating the increase in
each of the 2beve items. The unit costs werc then multiplied by the
number of telepnones and excnenges in 195C and by the length of line

laid in the sair¢ yezr, which gave the figure for tangible reproducible
wealth invested in this category.

14. Trade and services

The trade census of 1945 provided the data for this estimate, since
more up-to-datc figures are not available. . calculation was made of
investment in buildings, fixed installations, machinery, repairs and tools,
motor vehicles, animal-drawn vehicles and znimals, furniture, utensils
and stocks of merchancise. The trode ceonsus compriscd establishments with
annual sales of rwore than 10,006 pesos, as well 2s public baths,

/bowling-alleys
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bowling-alleys, billiard-rooms, nightclubs, hotels, private clinics and
hospitals, internationnl csble offices, hsirdresscrs, garages and
petrol-stations, restourants, private schools, broadcasting, undertaker
firms, and miscelleneous services. .s 95 per cent of these items were
included in the census, the total figure was adjusted to cover all of
them and modificd to conform with 1950 prices by means of the wholesale
price index for Mexico City. The estimated growth of trade and services
after 1950 was obtained by adjusting the tots1l in accordance with the
index for the geographical real product (trnde) drawn up by the Combined
Mexican Working Farty.

15, Private credit 2gencies

The fixed asscts belonging to private credit cgencies were calculated
from the figures supplicd by the National Bonking Commission (Comisidn

Nacional Bancaria).

16, Public entertainments

This item was estimated from the data provided by the Film Dcpartment

(Direccidén Gener:sl ce Cinematografia) and the 1950 industrial census on

film production., It includes investment in exhibition, production and
distribution, the figure being adjusted by deducting land investment on
the assumntion that this represented 10 per cent. In order to obtain
the total figure for tangible reproducible wealth invested, it was |
assumed that cinemas absorbed 85 per cent.

17. Residentizl builcings

This was estimated by the foilowing method:
(a) Investment in residentinl buildings from 1939 to 1950, as estimated

by the Combincd Mexicen Working Party, was expressed in 1950 prices, with

the use of the index of building prices prepared by the Banco de México.
(b) Total gross investment in building thus obtained was divided by
population growth between 1938-5C to give gross per capita investment for
that period. o
(c) It was assumed thot gross per capita investment during 1939-50,
mltiplied by the 1939 population figure, would ecual the maximum value
of the stock of buildings for 1939.

/(d) On
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(d) On the basis of this stock, and assuming an annual depreciation of

1 per cent, a colculation was mace of the net investment corresponding

to the gross investment series in point (a).

(e) Net investment was divided by popuiation growth and the figure thus .
obtained for pecr capita investment was assumed to be ecqual to the minimum
value of the per cemita stock in 1939.

(f) The aversge for the maximum and minimum stock levels was calculated
and assumed to ecual that of 1939,

(g) Net investment during 1939-50 was re-estimated on the basis of the
new stocks taus obtaining the figure for 1950,

Public property was calculated on tie basis of the 1939-50 gross
investment figures, for each Government departnent, as drawn up by the
Combined Mexican working Party (table 18)., Only investments by the
Federal Governmcnt, autonomous and State enterprises, other institutions,

States and territories, the Federal District Department (Departamento

del Distrito Federcl) and municipalities, were taken into account, always

provided that they had not been estimeted scparately under other items.
The present group comprised investment by the Ministry of ..griculture -
buildings, conscrvation of resources and agricultural development; the
Finistry of Communications - telecommunications, airports and buildings;

binistry of Marine (Sscretarfa de karina) - port facilities, dredgers

and dredging; the idnistry of Public Health and welfare (Secretarla de

Salubridad y ..sistencia) - hospitals and sanitary engineering; the

Iinistry of Defence (Secretaria de la Defensa) and Department of Defence

Industries (Depertamento de Industria Militar) ~ constructions only; free

ports - port facilities, dredgers, dredging, water and drainage, schools,
paving, electric energy, municipal buildings and private roads; the Pensions
Uepartment -~ buildings, hotels, housing and holiday camps; the kKexican
Social Security Institute - hespitals, clinics, buildings, housing,

furniture and ecuipment; the ..dministrative Committce for the Federal

School Building Programme (Comité idministrador del Programa Federal de

Congtruccidn de iiscuelas) - schools and institutes; the Ciudad Universitaria

/ - the university
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= the university buildings, playing fields, roads, bridges, water and
drainage, urbanication, nurseries and reforestation; MNational Maize

Commission (Comisidn Nacioral del kaiz), National Olive Commission

(Comisidn hacioral del Olive), iiational Coffee Commission (Comisidn

Nacionzl del Café), hational Storage iwarehouses (almacenes Nacionales

de Depdsito), Federal hsterials Improvement Boards (Juntas Federalss

de kejoras Matericles), other orgznizations, States and territories, the

PFederal District Department and the municipalities. Investment from 1939
to 1950 was estimrted at 1950 prices accoraing to the building index of

the Banco de México, on the zssumption that the inventory of public

property increascd proportiocnately to that of residential buildings.
19. National credit inshitutions
The data supplied by the lLational Banking Commission were used as
a basis, '

20. Gold reserves

The 1950 figzures for the gold reserves as given in International
Financial Statistics were used as a source.
21. Unclassified

Trkis includes the unclassified groups in the manufacturing industries,
and was baséed on the summary of the 1950 industri2l census. It comprises-

coquito de coyol, the processing of wvanilla, the ginning 2nd packing of-

cotton, copra, unbleached cotton sacks, plugs and other articies of cork,

musical instrunents, the processing of cattle-intestines for castings and

cords, doll and toy repairs, fowircain pens aid pen-sionds, writing axticles of all

kinds, sports goods, articles of tortoise--shell and mother-of-pearl, toys
of all kinds, paintbrushes, brushes and brooms, all types of labels and’

posters, coffins, drinking water, heating and steam power.

- - - /Chapter II
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Chapter II
GENERAL PROJECTIONS OF DEVELOPMENT TRENDS
I. INTRODUCTION

The purpose of this chapter is twofold: firstly to identify as
precisely as possible, within the main variables discussed in the previous
chapter, functional and basic causal relations; secondly, once hypotheses
have been formulated regarding the probable behaviour of the principal
exogenous factors, to project the general growth trands of the system
consistent with such relations.

The technique of projections is being applied more and more
extensively in economic analysis. Given the basi¢ structural relations
and certain hypotheses on the behaviour of specific strategical variables,
the required conditions for successful development and reduction of
instability can be clearly established, and even quantified. These
hypotheses may derive from the desired development policy, or may simply
be based on a study of growth trends of the economy. In the latter case,
projections give advance warning of possible trends towards external
disequilibrium, of the formation of bottlenecks, or of other maladjustment
which may obstruct development in coming years. Through prior identification
of obstructing and disequilibrating factors, the technique of projections
supplies elements for the formulation of both development and stabilization
policies. '

The present study does not claim to make more than a tentative
projection of trends; however, it would be as well to define the limits
implied by this statement. To project trends, it is necessary to identify
from the outset those elements that play a dynamic role in development.
Once these are known, they must be studied from two aspects: that of the
factors which govern them, and that of their effect on the remaining
elements of the economic system.

Without attempting a comnlete explanation of the dynamics of
Mexico's economy and its dewvelopment process, since this is only a

tentative projection of the growth trends, a model of the structural

/relations between
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relations between the principal elements of the Mexican economic system
was prepared, starting from an observation of its behaviour during the
past ten years. This model has only limited usefulness, since development,
by modifying the structure of the economy, itself necessitates changes in
the relations between these elements. It is nevertheless a useful
instrument for the projection of trends.

An analysis of the behaviour of the princival elements of Mexico's
economy emphasizes the basic importance of the growth of the real income
of the export sector during the past decade.l/ On the other hand it was
. found that the level of public spending had an undoubted influence,
directly or indirectly, on the rate of economic activity. Althouszh from
some points of view it may seem to be an oversimplification, the next step
was to attempt a model of inter-relations within the economy in which these
two elements constitute the only exogenous variables.

The preparation of a model of this nature involves certain
simplifications which must be explained in detail. The most important
of them derives from the fact that the plan is based on the observation
of variables for a period which cannot be considered to be typiéal from
all points of view. It was seen, for instance, that the shape of the
consumption function was greatly affected by devaluations, or by the
phenomena which they produced. In fact, in the years of readjustment of
the exchange rate, consumption showed much less elasticity to the dynamic
elements of demand. The apparent hypothesis is that the devaluations
caused a greater concentration of income, which in turn affected the
consumption function. Although for the limited purposes of the analysis
carried out in this chapter, that hypothesis does not need to be proved,
its formulation alone is sufficient to raise the question of the possible
future shape of the consumption function. While admitting that phenomena
arising from the devaluations probably affected this function, any

;/ The real income of the export sector (Ye) is defined as the domestic
. purchasing power of income derived from exports, which is given by
the value of exports in domestic currency and the domestic price level.
Y, is affected by the guantum of exports and their price level in
domestic currency, and the domestic price level.

/hypothesis as
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hypothesis as to its future shape must be based on other hypotheses,
for example, in regard to the following: (a) the possibility of further
devaluations, and (b), should devaluations occur, possible changes in
the distribution of income.g/ ‘

The model used in these pages is based on certain facts suggested
by observation, and proved statistically. It is a fact that the
behaviour of private saving has been basically determined by the course
of the real income of the export sector. It is also a fact that private
investment has been basically induced, and its behaviour may be forecast,
to a certain extent, once there is a hypothesis for forecasting specifie
components ¢f aggregate demand. A further fact is that the behaviour of
private consumption can be predicted, provided that there is a hypothesis
for the probable course of certain dynamic elements of demand, such as
real income of the export sector, public gxpenditure and private investment.
Finally, it was seen that the degree of utilization of productive capacity
has been governed by the level of aggregate demand, and by the extent to
which this capacity was used in previous periods. If it is accepted that
the basic structural relations of the Mexican economy will be maintained
without appreciable change over the coming years, the causal and functional
relations given in the precedin< paragraph could be used to project the
development trends of that economy. That projection is made here, starting
from soundly-based hypotheses regarding the probable behaviour of the real
income of the export sector.

Having defined a hypothecsis for the rate of annual growth of Yg,
the most prcbable rate of growth of private saving is estimated (Sp).
This is a most important datum in an under-developed economy. Starting
from the principle that in Mexico public investment is financed with
fiscal revenues and that private saving is the source of capital for
private investors, it may be assuwmned that the action of these investors

is limited by the availability of savings.

2/ It could be argued that devaluation, followed by adequate fiscal
policy measures, may have very limited effects on the distribution
of income.

/If a working
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If a working hypothesis is accepted that private saving (Sp)yis
totally absorbed by private investors (that is, Ip = Sp), it is possitle
to estimate the rate of growth of aggregate demand less gross investment
(AD (D;:'I) ) 3/ compatible with that increment of private investment, since
it is already known that the latter is induced by D - i.

If the rate of increase of D - I is known, the rate of increase of
consumption may be estimated, since A (D - I) - A Y. =/ C.

The share of public consumption (Cg) in total consumption (C) is
very small, and it may therefore be assumed that - for the limited purposes
of the projection ~ the rate of increase of private consumption is equal

: A Cp =N\ C

to the rate of increase of total consumption (}3;- -E—i).

Since the rate of growth of private conswaption is a function of
the rate of increase of the three dynamic elements of the economy - real
income of the export sector (Y,), public expenditure (G) and private
investment (Yp) -~ if this is known, it is possible to find the
composite rate for these three dynamic elements. Thus, since
Ap—ﬁo<AefAGfAIp '

Y +G+ 1

G

) the implicit value of can also

C Y 1
A,AedAp-
-_ an
| ¢ Ye Ip
The increase of aggregate demand (D) is given by the sum of Y., C

be obtained, since the values of are already known.

p,
Ip and G, and the increase of the product by the difference between

AD and‘[§~Ye. L/

3/ See below, footnote 16.
4/ The increase of the product (/\ P) is not strictly equal to /A D - A Ye,
singe it is possible that Z& Y, may be affected by a mcnetary devaluation,

without any change in /\ D and Zﬁ P. 'Nevertheless, this difficulty will
not arise in the projection, since the assumption is made that no
exchange rate adjustments will occur with effects on the distribution

of income.

/A projection
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A projection made in this way may be used to define the maximum
rate of increase compatible with the structural relations of the eéonomy,
given a certain rate of increase of real income in the export sector.

To define this maximum rate, it was assumed that the variable AG
G

may be of any value. This assumption has a very special signification,
and it is advisable to examine it more closély.
The assumption that Zﬁ G may be of any value implies an admission
: Y G I '
that the joint effect of the dynamic factors & © T At AN
' Ye + G ¢ Ip

which determine private consumption would always be strong enough to

maintain this latter at the maximum level permitted by structural relations.
This level is necessary in order that consumption, together with the
income of the expert sector, may induce private investment to rise to the
potential level of private savings. Now the effectiveness of raising the
rate of growth of G, as explained in this chapter, is dependent upon the
form of financing cf the increased public expenditure. On the other hand,
without predetermining a policy - thereby abandoning the intention to
project trends - it would be impossible to accept the hypothesis that
public expenditure could increase at a higher rate than the remaining
elements of the demand together.

Nevertheless, for projection purposes, there is considerable
practical interest in following the indicated form, for in this way
~ given an assumption on the rate of increase of a variable which may be
studied sufficiently, Y, - the 1limit towards which the development rate
tends may be determined.

Assume a rate of increase of 4 per cent for Y,. In this method of
projecting, it is simple to show thai the maximum walue which the rate

of growth of the product may attain, given the observed structural

Q/ As will be explained later, the increases of private consumption in
a given year, and in the previous year, are those which - together
with the growth of income of the export sector - induce private
investment. But the increase of private investment in the given year
also affects - together with the increase of income of the export
sector and public expenditure - the level of private consumption in
the same year.

/relations, would
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relations, would be 8.4 per cent. Nevertheless, the same structural
relations show that in practice it would be difficult to achieve this
vate, since it presupposes a rate of increase of consumption of 7.4 per
cent, whlch is greater than that of two of the dynamic elements which
govern consumptlon. the income of the export sector (4 per cent) and

ZX G would
<

be approximately 20 per cent, which would be difficult to achieve without

private investment (6.9 per cent). —/ The required value of

lowering the levels of consumption and of private investment. The 8.4

per cent rate of growth of the product could nevertheless be achieved
without a disprbportionate increase of public expenditure if, under the
influence of other factors, the shape of the consumption function were
modified.Z/ A relative decline in the prices of imported consumer goods,
as a résult of an imprcvement in the terms of trade and an abundant supply
of domestically-produced food, caused in turn by excellent harvests, are
two factors among many which could modify the shape of the consumption
function, although only témporarily, in a given year.

The problem has a further and more important aspect. It has been
previously stated that the shape of the consumption function was determined
on the basis of the experience of the past ten years. There are some '
indications that the devaluations, possibly through their effects on the

distribution of income, changed the consumption function, making it less

é/ Assuming the total absorption of p.ivate saving by private investors.
A rate of increase of 4 per cent in Y, implies an increase of 6.9 per

cent in savings. The data referring to this example may be found in
the appendix to this chapter.

Z/ The experience of the past ten years shows that ocassionally very high
rates have been achieved, possibly close to total absorption of potential
saving - and even an excess of jgvestment over planned saving when there
is inflationary pressure - without increasing the share of public
expenditure in aggregate expenditure. These rates have coinciced with
strong increases of demand, arising from intense import substitution
and very good harvests. A bioad import substitution, such as that which
took place immediately after devaluation, implies a more intense
utilization of productive capacity, and leads to an increase in total
wage payments. The combined effect of these two factors, and of a very
favourable external demand, appear to be the reasons for a rate of
increase higher than 8 per cent in 1955.

/elastic to
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elastic to the stimulus of the dynamic elements of demand (see below,
figure II-V). If the effect of this factor is eliminated,lthat is to
say, if the hypothesis that external disequilibrium may be corrected
without affecting the distribution of income is aécepted, a greater
elasticity of the consumption function may be admitted. The extent to
which this function is changed, on the one hand, and the extent to which;
at a givén moment, favourable conditions may exist on the supply side of
consumer goods, will determine the degree of approximation of the rate of
growth of the product to the theoretical limit mentioned above.

The determination of the maximum rate of growth to which the
economy tends - given certain assumptions on the behaviour of exogenous
variables - constitutes only one stage in the projection of trends.
Elements of internal and external instability continuously affect an
economy such as that of Mexico. If the product rises at a very high
rate, imports will tend to reach exceptionally high levels, as shown in
this chapter. Excess of outward demand means, on the one hand, insufficient
internal demand - always assuming that there is no monetary expansion -~ and,
on the other, the drawing dowr: of reserves. A broad and effective import
substitution may largely reduce external instability. But, in a country
with free exchange, a substitution policy is not sufficient to avoid the
short-term changes in outward demand initiating strong forces tending to
cause internal instability. It will always be necessary, in addition to
this policy, to take short-term measures in good time, tending to
compensate for sudden changes in the level of outward demand.

Some hypotheses are formulated in the following pages on the possible
variation of the rate of growth of Mexico's economy. That is to say;
certain minimum limits of that rate are assumed in different hypotheses
of the effectiveness of intermal compcnsatory action. On the basis of
these minimum limits, and of the maximum, a rate is determined which may
be considered as the representative average development rate for the next
ten years.

It is important to remember that this is not a forecast of development
in the coming years, but rather a representative rate of growth in the
light of certain well-based assumptions regarding the behaviour of the

/most dymamic



E/CN.12/428
Page 132

most dynamic element of demand. Nor may it be said that this rate will
actualiy occur in one or more future years, since it is an average of a
group of values which are not known individually.

The rate of growth of the produdt referred to in the preceding
paragraph would be 5.4 per cent, that is, not much lower than the average -
for the last ten years (6 per cent). It must not be forgotten, however,
that the increase in external demand #n the last decade was much greater
than the assumption for the coming yeérs. On the other hand, it was
implicitly accepted that the consumption function would be more elastic in
the future than in the recent pas®. Admitting this second assumption

implies starting from the principle that the compensatory policy for

external disequilibrium would no% have the same effects on the consumption

function which it had during the past decade. In other words, this rate
of growth of product (5.4 per cent) - given a rate of L per cent growth
in the export sector - presupposes an active import substitution policy.
Without such a policy, the changes in the consumption function caused by
exchange rate modifications would tend to reduce the maximum rates of
gfowth, and finall , adversely affect the representative rate.

The rate of 5.4 per cent constitutes a simple average of the
projected maximun and minimum values. Starting again from the same
structural reiations model, i% is possible to determine also the probable
values of the remaining variables, compatible with that rate. Given the .
same value of [ﬁ Yo as in the previous case (4 per cent), the increase in
public expenditure would have to be something cver 6 per cent - very
little less than private investment (6.9 per cent) - and therefore greater
than the product. Nevertheless, since it is assumed that the consumption
function will be more elastic in the future, the probability of reaching
an average rate of 5.4 per cent may be admitted without a necessary
increase in the public expenditure share in the product.

‘ The following sections contain an explanation of the details of the
construction of the model of‘inter—relationships, and of the calculation

procedure used in the projections.

/11, UTILIZATION
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II. UTILIZATION OF PRODUCTIVE CAPACITY

Economic development, since its final expression is an increase in
per capita product, basically reflects the expansion of productive
capacity under conditions of equal or improved efficiency in its use.
The increase of productive capacity is in turn a problem of capital
accumulation.g/ Consequently, the question to be examined has three
aspects: first, efficiency in the use of productive capacity; second,
the ability of the system to generate savings; and third, its ability
to transform this saving into productive capacity.

Nevertheless, to increase productive capacity is not all. 1In
addition, it is necessary that the growth of suppiy should allow the
system to satisfy the new needs of consuners and entrepreneurs. The
capacity to import plays a basic role in this process of continuous
adjustment of supply and demand. The more rapid the growth of an under-
developed economy, other things being eqﬁal, the more difficult is the
adjustment, and the greater is the potential pressure on the external
sector. 1In cases such as Mexico's economy, when the attempt is made to
absorb total savings without a sufficiently adequate channelling of
inﬁestments, a strong pressure on the balance of payments may often arise.
On the other hand, to subordinate the volume of investment to balance-of-
payments equilibrium involves the risk of a persistent reduction in the
rate of growth. Both in the former case, external disequilibrium, and
in the latter, internal disequilibrium, the basic problem is the same;
inability of supply to increase spontaneously in accordance with the
requirements of a rapidly changing demard.

The problem of the degree of utilization of productive capacity
has already been discussed in chapter I, when the behaviour of the
product-capital ratio was examined: the higher this ratio, the more
complete will be the utilization of productive capacity as a whole. It

was seen that the increase of this coefficient durinz the past decade is

§/ The expression "capital accumulation" is used in its widest sense,
including both real capital investment and that intended to increase
the worker's capacity to use his equipment, organize production,
introduce new techniques, etc.
/related to
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related to general changes in the investment structure. Newvertheless,
apart from this trend, which characterizes the period as a whole, there
are short-term changes both in the absolute level of the coefficient and
in its rate of annual increase. If these short-term variations of the
product-capital ratio are examined, it is easy to see that they are
accompanied by changes in the rate of increase of aggregate demand. It

- appears that each time the expansion of aggregate demand accelerates,
that is, each time there is a short-term increase of pressure on resources,
the degree of utilization of productive capacity by the system was
intensified. As demand eased, the pressure on productive capacity also
eased. This obviously is not a simple proportional variation, since, as
the level of efficiency in utilization of equipment becomes higher, it
becomes more and more difficult to increase it further. The experience
of the past ten years in Mexico shows that the product-capital ratio is
basically determined by changes in the lewvel of aggregate demand and the
level of the ratio itself during the preceding year (see figure II-I).
Thus, given an annual rate of increase of demand of 5.5 per cent, if the
product-capital ratio for the previous year was 0.49, that of the current
year would also be 0.49; if, however, it was 0.51 in the previous year,

2/ It may be demonstrated empyrically that the value of y defined by

Ohr.l_.-_ 7'. b 1 ~t— i
o n 14;<?>xn—1 l) + E/ in which << n is the product-capital

ratio for a given year, and =<n-l, the ratio for the preceding year

is that which has a greater correlation with the annual rate of increase
of aggregate demand. For this reason it has been used in figure II-I,
where y = 0.013x ¢+ 0.415, where X is the annual rate of increase of
aggregate demand. The coefficient of correlation (r) is 0.91.

/the present
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the present year would tend to be O.SO.lg/
III. CAPITAL ACCUDMULATION

Capital accumulation is the outéome of the combined effect of the
ability of the system to save and of its ability to transform savings
into productive capacity. These two aspects of capital accumulation will
be discussed separately.

It is known that the rate of saving is a relatively stable element
in any economic system. Its range of variation only alters when there
are changes which substantially affect the form of income distribution,
the structure of tax burden, or the general level of development. ZEven
then, the short-term variations within this limited range are usually of
significance.

Variations observed within the past decade in the rate of saving
appear to have been induced basically by changes in the profitability of
the export sector. This fact can be seen from figure II-II, where the
movement of the rate of saviii is compared with the internal terms of
11

trade of the export sector. The correlation between the two variables

is very hizh (0.93), and the only notable discrepancy is in 1951, when

10/ If x = 5.5, the value of y in the two cases will be: 0.013 (5.5) ¢
A
0.415 = 0.49. Substituting the values of <% n-1 and y in the equation

~ \
n Z 2( innff - l) +1 7, the value of ©~ n may be calculated.

y= ot

In the first case: 0.49 = otn =2 +1 ,/ from which it may
/< \0.49 4

be deduced that 2<>Li - 0.49 odn - 0.25 = 0 and therefore ol n = 0.49

for the positive value of the root. 1In the second case:

0;

0.49 = &Xn /‘; (%5_—1—1) t l__/Z where ZOLfl 0.51 o¢n - 0.25

and therefore o<n = 0.50 for the positive value of the root.

11/ The internal terms of trade of the export sector are expressed by the
retio between the export price index in domestic currency and the
demestic price index.

/the rate
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the rate of saving was probably underestimated.lg/ The highest correlation
was obtained between the rate of saving and the awverage of the terms of
trade in a given year and the preceding one, which is quite explicable,
since the repetition of periods of high profits favours an increase in the
rate of saving.

It was seen in chapter I that there was a persistent downward trend
during the last decéde in the external terms of trade. The internal ratio
of the export sector, however, developed differently: it rose strongly in
the first five years, and maintained a relatively high level during the
second (see table I-I). An improvement in the internal terms of trade of
the expori sector, unaccompanied by a similar improvement in the external
ratio, shows that there was a redisﬁribution of income in favour of that
sector. _

This redistribution appears to be that which, when profits increased
in certain large productive sectors, produced the trend towards the
increased rate of saving seen in figure II-II.

If it is a fact that variations in the rate of saving have been
caused basically by changes in the profitability of the export sector,

a working hypothesis could be accepted that the changes in total savings
accompanied the changes in the income, meésured in internal purchasing
power, of the export sector. If the yearly rates of growth of saving
are compared with those of income of the export sector, a fairly high

correlation is obtained.li/

In graph II-III, line A represents the functional relation between

12/ In the calculation of investments, which formed the basis for the
estimate of consumption (and saving), inventory changes were not
included. Since there were heavy speculative imports in 1951, the
ratio of inventories to investment probably increased, which would
mean an overestimation of consumption and an underestimation of
saving.

13/ The coefficient of correlation is 0.77 if the years 1945 and 1946 are
omitted, since these two were greatly influenced by excess liquidity
in the enterprises, due to import difficulties during the war. The
correlation would probably be higher if public savings were omitted.

/the annual




FIGURE 11 - I ‘

MEXICO : COMPARIBON BETWEEN THE BEHAVICUR OF THE RATE OF SAVING AND THE
INTERNAL TERMS OF TRADE OF THE EXPORT SECTOR

NATURAL SCALE

A - INTERNAL TERMS OF TRADE OF THE EXPORT SECTOR
(ARITHMETICAL AVERAGE OF A GIVEN YEAR AND THE PRECEDING YEAR)

B - RATE OF SAVING

120{—

110}

100 j—emm

ol

194 47 48 49 1950 I 52 53 sh 1955






E/CN.12/428
Page 137

the annual growth of savings (S) L/ and that of real income of the export
sector (Y.). The function is very elastic, especially for the lower values
of Yo. The rate of growth of S is more than double the rate for Ye for
values of the latter less than 3.5 per cent, and more than 50 per cent
greater for values up to 5 per cent. In other words, the rate of growth
of S éhanges much less than that of Yg, and is much greater within the
range of more probable values. This latter is easily explicable when it

is remembered that the increases in Y, have been caused not only by
increases in the true volumé of trade, but also by internal transfers of
income srising from the devaluations.

Proce-.iing to the problem of investment,lﬁé/ careful observation of
private invectments seems to show that their behaviour has been induced by
other factors, that is, that they isve not constituted an autonomous factor
during the period under review.lé/ If gross investment {I) is subtracted
from aggrczats demand (D), the belance is made up of consumption (C) and

external demand (De). Changes in the level of private investment (Ip)

l&/ The analysis was based on data for aggregate saving, since it was
statistically impossible to e¢xclude public saving. Nevertheless,
variations in exporters!' in ..me would affect the latter much more
indirec:1y. The inferences are therefore all the more valid for
private saving, which is discussed directly in the succeeding paragiraons.

lha/The investment concept used in making the model of inter-relations
only refers to the accumulation of fixed assets, that is, to invest-~
ments which have an immediate effect on productive capacity.
Investments abroad and those used for inventory accumulation are
excluded, even though they.form part of saving.

;2/ It is not believed that the behaviour of private investments is always
passive. Obviously, part of them have been "autonomous". On the other
hand, as will be seen later, private investments affect the level of
aggregate demand, and thus amplify the stimulus. The statement in the
text refers to the principal. charccteristics of private investments.

/Table II-1
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Table II=l
MEXICO: TERMS OF TRADE OF THE EX"ORT SECTOR

Export Whele= Internal External

price Sale teI‘mS Of tems Of .
Tear  index price trade trade

index

1945 43,0 63.8 67 104
1946 L4946 73.5 68 104
1947 56.9 77.9 73 101
1948 739 835 89 112
1949 86.0 9L.5 9L 96
1650 1000 106.0 100 100
1651 118.9 124.0 06 106
1952 117.4 128.5 9l 107
1953 G9.2 126.1 79 110
1954 141.8 138.0 103 99
1955 151.0 156.8 96 9L
Source: ECLA, on the basis of official statisticses

/therefore appear
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therefore appear to have been caused by variations in the level of C |
and De L&/ o
The correlation obtained by yearly comparison of the two variables
is sufficiently high, —Z/ and emphaolzes the great importance within
private. investment as a whole of that part caused by increased consumer
and externsl demand. Figure II-IV compares the behaviour of the two
variables. The highest correlation is that between the rate of increase,
of private investment and the average of the rates of increase of C ¢+ .Y,
in a given year and the preceding one. This is reasonable, since the
expansion of productive capacity reflects to a great extent the level of
activity during the preceding period.
Lire B of figure II-III shows the shape of the functional relation
observed between the rates of increase of Ip and C 4+ Y,. When the rate
of increas= of C ¢+ Y, is low, investments tend to decrease. A stable
rate of invesiment is achieved with a rate of increase of C ¢ Yo between
L4 and 4.5 per cent. About 7 per cent, both rates are equal, and from this
point Ip increases more than proportionally.
By superimposing the two functions, as in figure II-III, it is
clearly seen that a rate of increase of Yo of about 4.2 per cent cérreSponds
to an incrsase of 7 per cent in private saving.ég/ If private invesiment
is to inciease by 7 per cent, the factors causing this must also increase

Jointly by 7 per cent. Since one of these factors (Ye) would be increasing

_d/ The difTerence between eixternal demand (De) and exporters! real income
(Ye) caomes Ifrom the transfers arising from foreign exchange adjustments.,
If the effects of these adjustments are omitted, aggregate demand less
‘gross investment (D - I) will be equal to consumption plus exporters'
income (C ¢4 Yo). The highest correlation observed in the past was
between the rate of increase of private investment (I,) and those of
(C + Yg) (average of current and preceding years). But since it'is
assumed that in future De is approximately equal to Ye, (¢ 1 Ye) may
be substituted by (D - I) for projection purposes.

' _Z/ The coefficient of correlation is 0.85, and the regr6551on eqpatlon is
¥ =2.92x - 13.45.

18/ See note 14. o

/by 4.2
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by 4.2 per cént, the other (consumption) would have to increase by more
than 7 per cent. It is therefore important to establish which are the
main factors conditioning its behaviour.

The analysis of the consuaption functions involves more difficulties
than the other variables mentioned. The rezson for this, already mentioned
in chapter I, is that the.consumption datum is residual, and involves a
high margin of error. This margin will obviously be greater if the
observation refers to the annual changes in the level of consumption.
Further, since Mexican statistics do not permit an adequate estimate of
public consumption, which is an autonomous element, variations in the
level of private consumption can only be observed through their effects
on the lewvel. of aggregate consumption. | ’

If annual variations of consumption are compared with the dynamic
demand factors (Yg, G and Ip), it is séen that they tend te follow the -
movements of the latter, considered jointly.lg/

Figure IT-V gives two consumption functions. Curve A was calculated
on the basis of values for the whole period 1945-1955, while for curve B
the years most affected by devaluations were omitted (1948, 1949, 1954).
It is clearly seen that these reduced the elasticity of the consurption

function throughout the whole range of most probable true values-—J/

12/ The greatest difficuity lies in the fact that the consumption series
include inventory variations. In 1953, for example, when there were
apparently heavy replacements of agricultural stocks, the series
bghaves in a completely abnormal manner. Eliminating this year, the
correlation between the rate of increass of the two variables is 0.71

gg/ It may be wondered why consumption and savings are treated as inde-
pendent factors, when from the accounting point of view they are
complementary. The reason is that saving was only considered from
the point of view of the strong influence exercised on its movements
by variations in the real income of the export sector. The lewvel of
saving depends more on the yield of that sector than on the general
level of activity. On the other hand, the income of the great majority
of the population, whose saving capacity is almost non-existent, largely
affects private consumption. Since the factors determining the lewel
of this income aré not exactly the same as those which decide the
level of income of the small saving minority, it is essential to
analyse the two factors independently.

/IV PROJECTIONS
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IV. PROJECTIONS FOR THE NEXT DECADE

The functional interrelationships and the causal relations mentioned
in earlier sections may be used asa basis for projecting the development
trend of Mexico's economy. Three basic relationships have been established:
one between the rate of growth of private saving (Sp) and that of real
income of the export sector; another between the rate of increase of
private investment (Ip) and global demand less gross investment (D - I),
and lastly between the rate of increase of private consumption (Cp) 2/
and those of the dynamic demand factors. (Y,, G, and Ip) 22/

There are therefore two exogenous variables, Y, and G. The probable
behaviour of the former during coming years is carefully studied in
chapter III. Three hypotheses are formulated in that chapter for the
development of the capacity to import deriving from Mexican exports;

‘these three give an annual rate of increase of 0.6, 3.3 and 5.3 respectively.
Nevertheless, it may be assumed that the income of the export sector will
probably increase somewhat more than the capacity to impor? deriving from
exports, especially if the increase of the latter is very slow, as occurs

in the first of the three hypotheses. If this should happen, it may be
expected, on the basis of recent years' experience, that there will be

further reductions in export taxes or even that other fiscal measures will

21/ Remembering the small share of public consumption (Cg) in C, the rates
of increase of Cp and C will be considered to be equal for projection
purposes. :

22/ If S,is private saving, Y, the income of the external sector, I
aggregate investment, Ip private investment, D aggregate demand, G publie
expenditure and Cp private consumption, the three functions are:

S Y
1) A P_gum e ts,
Y

S
P e
I (D-1)
() D Po2.900 - 13.45
i D - 1
P
C (Y. +G+I)
(I11) P_ou6 e P 4 2.5
Cp Ye + G ¢+ Ip

/be requested
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be requested in speeial cases. Because of this, it was assumed that the
rate of increase of Yy would not be less than 1 per cent in the most
unfavourable hypothesis, 4 per cent in the intermediate, and 6 per cent
in the best.

Given a hypothesis on the income of the export sector,gé/ it is
necessary to determine what would be the required rate of increase of G
if the system is to achieve the highest rate of increase compatible with
equality between saving and private investment, that is, the maximum rate
of increase to which the system would tend within the framework of
prevailing structural relations. The lozical stages of the projection are:

(1) Having formulated a hypothesis for the rate of increase of Ye’
the rate of increase of Sp is deduced (equation I);g&/

(2) Equal increases of Sp and Ip are assumed;gé/

(3) From the known rate of increase of Ip, the rate of increase of
(D - I) is deduced (equation II);

(4) If the increase of Y is deducted from the increase of aggregate

demand less investments, the increase of consumption is obtained; 26/

(5) The rate of increase of private consumption being known,—~/ the
rate of increase of the sum Y, t Ip 4+ G is deduced (equation III);

(6) Since the rates of increase of Y, and Ip are known, that of G
is obtained residually from (5), and

(7) Adding the increases of Cp, G and Ip, the growth of the product

is obtained.

23/ Another important implied assumntlon is that total publlc expenditure
" 1is the same as fiscal revenues.

2L/ See footnote 22.

| AT _AS
25/ The implicit equation of equilibrium is: = .
1 -5
p
26/ Equation of definition: (D - I) - ¥, =C
gz/ Another implied assumption is that yearly variations of aggregate
consumption basically reflect those of private consumption. See
footnote 14.

/The appendix
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The appendix to this chapter gives the calculation of a projection
on the basis of these equations, talking as a hypothesis a 4 per cent
annual increase of income in the ekport sector. From this projection it
may be seen that the marimum rate of growth of the product, given the
established assumptions, will be 8.4 per cent.gg/ That rate, because of
the behaviour of the consumption curve, would require a disproportionately
large increase of public expenditure. The interest of that projection lies
in the fact that it indicates the limit of the product's growth-rate trend,
given the indicated hypothesis regarding the income in the export sector.

It should, however, be emphasized that the possibility of raising the
rate by expansion of public expenditure is a simple logical inference of
the model, and its practical interest is limited. The public sector spends
on both consumption and investment. In principle, both types of expenditure
may strengthen demand ih the case of insufficient private expenditure; but,
if public investment is to supplement private investment adequately, it
will have to be financed by that part of private saving not absorbed by
investors. If it is financed through taxes, which reduce consumer spending,
or by credit expansion, the effect might differ greatly from that desired.
On the other hand, in order that public sector consumption may counteract
the insufficiency of private consumption, it would have to be financed by
resources which do not affect the latter, and should supplemeﬁt consumption
in those sectors where there is adequate elasticity of supply. These
comments are sufficient to show that the expansion of'public expenditure is
not in itself a means of achieving higher rates of growth. Furthermore,
malad justment between the composition of demand and the supply structure
may persist and even become greater if an indiscriminate increase of public
expenditure is attempted.

It may be assumed that within five or ten years thé rate of growth
will tend to vary between the maximum point mentioned and different points

representative of situations of under-utilization of the development

g§/ It is possible to admit even higher rates if external resources or
those of the public sector should permit private investment to increase
more than private saving. DNevertheless, the hypothesis of a transfer
of public resources is difficult to accept, for reasons given in the

text. /botential.gz/
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potential.?-?/ Assume that development takes place with stages of
acceleration and reduction of the rate of increése,'with 8.4 per cent

as the average of the highest points and zero as that of the lowest. 1In
that case the average rate of increase would be about 4.2 per cent. It
can be equally assumed, however, that the economic authorities could
maintain an active compensatory policy and that, with each decline in the
rate of increase, they could take steps to raise the level of demand. In
that case, it may be expected that the lowest points would be above zero.
The development cycle would then have closer limits and the average rate
of growth would be higher.

It may be assumed that the economic authorities would establish a
gensral criterion, for example, that if the rate of growth of the economy
falls to the level of the rate of the trend of the capacity to import,
measures should be taken to increase demand. In this case, if the rate
of the trend of the capacity to import were h.7,29/ that of product growth
woﬁld vary between 8.4 and 4.7; its average value would be 6.5 per cent.

The 6.5 per cent hypothesis would cover a situation of permanent
supervision by the economic authorities, with a well-operated compensatory
policy, while that of 4.2 per cent might be considered as a trend if there
were almost no policy of this type.zl/ The average of the two values may

be accepted as a reasonable working hypothesis: 5.4 per cent.

29/ It may also be hoped that in occasional years, characterized by a
greater increase of income in the export sector, the maximum limit
of rate of increase will be raised. If this occurs, this rate may
be assumed to be an average of maximum positions compatible with the
average rate of increase of income of the external sector.

30/ In chapter III, approximately 4.7 per cent is accepted as a moderate
hypothesis of the rate of annual growth of the capacity to import
during the next decade. That hypothesis includes a projection of
tourist income.

31/ In the two cases there is an implied assumption that an import
substitution policy will be followed, for the reasons given in the
introduction to this chapter.

/V. EXTERNAL
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V. EXTERN.LL INST-BILITY

Chapter I showed the development of the share of imports invaggregate
supply, and the analysis of the import function was further explored. While
the product increased 79.5 per cent between 1946 and 1955, imports at
constant prices grew by 6L per cent. The rate of annual growth of the
former was 6 per cent, and of the latter, 5.1 per cent. From these data it
can be seen clearly that there was a reduction in the share of imports in
internal supply. To obtain this reduction, considerable exchange rate
adjustments had to be made. Imports actually made zre less than what would
have been the import demand without the devaluations of the Mexican currency.
Chapter I also attempted to determine the shape of the import function,
excluding from the analysis those years most affected by deﬁaluation.zg/
Line . of figure II-IV shows the shaﬁe of this function.

What are the possibilities of achieving ekternal équilibrium with an
average rate of growth product of 5.)4 per cent anmually? It has already .
been stated tlhat the most probable rate of growth of the capacity to import,
as explained in chapter III, is approximately 4.7 per cent.

Accepting the lmport function mentioned in the preceding section, the
growth'of import demand corresponding to a rate of product growth of 5.4
per cent would be 8,7 per cent.zz/ With the capacity to import increasing
by 4.7 per cent and import demand increasing 8.7 per cent, the tendency to
disequilibrium would of necessity be very strong. |

Increasing the product by 5.4 per cent, its growth in ten years would
be 69 per cent, while the increase in the czpacity to import would reach
58 per cent (4.7 per cent annually). From a comparison of these data it
may be seen that the import coefficient should decline nearly 7 per cent
during the ne:xtt decade, that is slmost thc same as that observed between
1945 and 1955. This

327 See chapter I, section IIT, paragraph 2 (a).

33/ The regression equstion is LM _ L1.79 [P _1

¥o- P
where M is Imports and P the product.

/comparison, however,
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comparison, however, has only a very limited application, since it is
known that to obtrin 2 small reduction of the import coefficient it was
necessary to meke' extensive exchange rate adjustments in the recent

past. To form an idea of the extent of the adjustment which would have

to be made in the future, the growth of potential import demand must be
compared with the capacity to import. Given the import function mentioned,
the former would increase by 130 per cent in the decade, and the latter

58 per cent. In other words, in order to achicve ecuilibrium, it would

be necessary to substitute nearly half the potential import demsnd.

There arc otiwr ecually rclevant factors to which attention should
be drawn.

The import iunction used reilects the extont to which import demand
depends oa varistions in the level of the product. There are, however,
other factors ihich also affect the level of import demand. The most
significant of these are the voristions in the price levels of imported
goods, as related to the domestic price level., If it is remembered that
imports in the lest ten years increased somecwhat less than the product,
although the incomg-elasticity of import dewsnd is much higher than
unity, the grest importance of the nrice effect on import demand can
be clearly seen,

To show the importance of that price effect, the experience of two
typical devalucstion yeors will be examined: 1949 and 1954. Starting
from the import function, it is possible to cdetermine the theoretical
growth of imports in these two years assuming no chaonge in relative
prices. uccorcing to this hypothesis, impo:ts should have increased
6.7 per cent in 1949 and 1l4.4 per cent in 1954. The fact is thot therc
was a reduction of 10.2 per cent during the former year, zna of 4.9 per
cent in the latter.This is an indic:tion of the magnitude of relative
price variation eficct. The extent of this chenge will now be examined.

If the import price index (in vesos) is compared with that of
wholesakc prices (domestip price level), it will be seen that relative
import prices increzsed 28.6 per ceut in 1949 and Z4.L per ceﬁt in 1954
(see table Ii=2)., The decline in imports below the theoretical v.1lue,
corresponding to & stable price situation, was 15.9 and 12 per cent in

/1949 and
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1949 and 1954 resnectively., Thus to obtain a reduction of 1 per cent
in imports, reletive prices had to be increased by 1.8 per cent in
1949 and 1.9 per cent in 1954.25/

Next, the sitvation in 1955, thé‘base,year of the projections will be
examined. Compaping the position of relative prices in that year with
the average of the years used to determine the shape of the import
function - 1947, 1950-53, and 1955 - it is éeen that, in 1955, the
relative prices of imports were 13.8 per cent higner than that average.
If it is reme.wered that the theoretical growth of imports in 1955
should have been 12,8, whilst in fact it was only 7.3 per cent, it may
be deduced that the 13.8 per cenl incresse in the relative price level
caused a reduction of oniy 4.% par cent in import demand. From this
fact it may be inferrvd that the change in the relative price level in
relation to the Lrevious year had a greater effect on import demand
than had the ciange in that level with respect to the average price
level used to deterinine the shape of the function., Thus, while a
reduction of 1 per cent in import demand in 1949 and 1954 recuired an
incresse of 1,6 and 1.9 per cent respectively in relative prices
comparsed to the prececing year, the data for 1955 show that a
considerably grecter increase in the relative price level was recquired
compared to tiw preceding period. In fact, the recuired increase was
2.8 per cent in a yeer of strong development liké 1955.

assuming tiat the 1955 relative price level continues as a future
average, and tnat the price-effect on the level of demsnd vill be the
sarme as in thet yceor, the rate of growth of import demand would fall

from 8.7 to 3,5 per cent.

]
-

é&/ Since the increase of the product was greater in 1954 than ' in
1949, and income-elasticity of import demanc seems to be
greater et higher rates of product growth, the cdifference
between the two values shown in the text is explainable.

/Table II-2
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MEXICO: COMPARISON BETWEEN

Table IT=2

IMPORT AND WHOLESALE PRICE INDICES

Import, Hholes 100 A e
Year ;iég; price B of C
index

- (4) (B) (C) (D)
1945 L €7 62
1946 L8 75 6l -1l.6
1947 56 8l 70 +14.8
1948 66 85 77 +10.0
1949 89 P - 99 +28.6
1950 100 100 100 +1.0
1951 112 121 93 -7.0
1952 109 133 .82 -11.2
1953 107 136 78 =449
1954 144, 148 97 +2ply
1955 166 168 . 99 +2a1

Source; ECLA, on the basis of official statisticse

/The 1955
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The 1955 relotive price levels, however, were exceeded in the first half
of 1956, before fhe relative stability of the second half of the previous
year was achicved, If it is accepted that the relative price level when
that stability was achieved was 10 per cent higher than the average
mentioned - assuming the same pfice;effect as in 1955 - the rate of
growth of import cemand corresponding to a product increzse of 5.4

per cent woulc be 5,2, In that case, it would be even higher than the
4.7 per cent o:i tlie capacity to import., But it can be assumed that the
price-effect oulcé be proporticnately grenter if the average rate of
product growti wers lower than that observed in 1955, If, for example,
the relation is reduced from 2.8 to 2.5, which is reazsonable, the rate
of growth of imvort demind would be 4.7 per cent, that is exactly the
same as the civecity to import (see figure I1-VI, point g).

The above re.uarks show that it 1s theoreticslly possible to achieve
external ecuilibrium under the hypothesis tihiat the product and the
capacity to import iucrease 2t average rates of 5.4 and 4.7 per cent
respectively, snd always assw-ing that ths reletive price position
observed at the beginning of 1956 remsins steble. This possibility is
strictly theoretical, since it rests on a static presentation of the
problem. The efiect of changes in relative prices is not permanent., It
has already becn shoim in chapter I that the parity situztion of the
Mexican peso iwes declined in rezl terms during the past twenty years,
throuzh successive devaluations. If at a given relative price level
lastins ecuilibrium were achieved between the cupacity to import and
import demand, the vroblem would be solved definitely. But the relative
price levels recuired today to mnintain the ecuilibrium will probably not
be the same tomoirow, for the simple reason that the rising trend of the
import coefficieat is intrinsic to the cynawmics of development in the
present stage ol lLexico's economy, as was shorm in the genera
introduction to tiils study.

Furthermors, it should be rerembered that bexico's development,
because of the va:lations in export income 2nd the effect of various
internal factors, deoes not proceed at a steacy pace. The previous
section showed that it is most probable that in the coming years the

/rate of
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rate of growth will vary between roughly-defined limits., It has also been
noted that the high points of these variations may be around a rate of 8.4
per cent. A rate of growth of this order recuires an increase of imports
of about 10 per cent, at 1956 relative prices, (see figure II-VI, point f).
If the increase in the capacity to import is approximately 4.7 per cent,
the resulting external disecuilibrium will of necessity be great. From
this example it can be seen clearly that the accumulated deficit in the
balance of paymaits mey become very considerable during the accelerated
growth stages. Consecuently, the more irregular the rate of growth, the
more necessary will it be to supplewent the import substitutions policy by
short-term compeunsctory measures to protect thc balance of payments.

VI. PRODUCT, COMSULFTION AND INVESTMENT IN 1965

Based on the already formulated hypotlieses and the defined structural
relations, a projection was made of iexico's product for 1965. The 5.4
per cent rate gives ¢n accumulated growth of 69,2 per cent in ton yeers.
Given the rate or growth of aggregate demand and the product-capital ratio
of 1955 (0.51), it may be deduced that the average value of the product-
capital ratio should be close to 0.50.22/

The net investment rate recuired to achieve a product increase of 5.4
per cent - if 0.50 is the product-capital ratio -~ is 10.8 per cent. If the
product-capital ratio is 0,50, assuming a capital depreciation rate of 3
per cent 6, replacement investmcnt would be 6 per cent of the product. The
gross investment rate would consecuently be 16,8 per cent. If consumption
is calculated as the difference between product and investment, the
accumulated annual growth would be 63.2 per cent, corresponding to an
annual rate of 5 wver cent. Table II-3 gives the general data of the
projection of product and consumption. These data are used as a working
hypothesis in chapter IV below, where - given a hypothesis of the development
of the capacity to import - structural adjustments recuired for this rate of

growth are estimated,

557 See footnote 9.

36/ Taking into account the broad renewal of domestic capital during the
past decade, it was considered advisable to reduce the depreciation
rate.

/Table II-3
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Table I1I-3
MEXICO: PROJECTION OF PRODUCT AND CONSUMPTION 2/

1955 1965 Percentage growth

(:illions of pesos at

1950 prices) Tot al fnnual
Product 58,817 99,518 69.2 5.4
Gross investment 8,068 16,719 107.2 7.6

Consumption 50,749 82,799 63.2 5.0

a/ Based on the hypotheses and assumptions given in the text

I
o
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APPENDIX
S S Y Y
A°p A" A e D e
- = 6.9 if. = 0.47 + 5.0 and = 4.0
S S Y Y
P p e e
I
A A At
If 3 =3 ? then 7 = 6.9
p P p
I
" (D-1) Ap
In turn —————— = 7.0 when = 6.9, given that
D-1I Ip
I
p JANLOIER Y
—f—-—2.92 5 T - 13.45.
P
Since the growth of C is equal to that of D - I less the growth of Ye’
C C C
JANRS AP AT
the wvalue of C- may be calculated by making G = In 1955,
P P

Cp = 48,282 million pesos and Ye = 5,972 miliion pesos, both at 1950 prices.
Assuming an increase of 7 per cent for the sum of these two values, since

Y
A e A%
Ye = 4.0, G = 7.4,
P c Y I c
FANRS: ” ACe + G+ 7p) . A p .
Finally since = 0.4 + 2.5, when =7.
Y G
% s TGt %
Y I
L (Cet+Gtp) .
then Ye PR Ip = 10.6. In 1955, the values of Ye’ G and Ip were

5,972, 4,824 and 5,711 million pesos respectively. Since the increases of
Ye and Ip are already known, it is possitle to calculate the increase of
G, which would be 20.4 per cent. Given the increases of Cp, Ip, G and Ye,
the increases of the product and aggregate demand can also be calculated.
Assuming that Y, =D_, then DP=A Cp + A Ip + /\ G, and

DAD=AP+ A Y.










