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I. INTRODUCTIOW

The relatively slucgish and unsatisfactory growth of the Latin American
economy in 1978 continued the trend waich set in the mid-1970s when, after a
very dynamic period, it began to feel the effects of the international 7
economic recession. Thus, durins 1978 productive activity once again increased
at toc low a rate to cause a significant rise in per capita income, while at
the same time in many countries the recent high indexes of inflation persistec
and the foreign trade deficit increased. As in previous years, however, this
last factor was more than offset by the net inflow of non-compensatory capital,
so that the balance of payments actually showed a record surplus and the
region's international reserves reached an all-time high peak.

According to the available preliminary es{imates, the fross domestic
product of Latin America increased by 4.6% in 13978.1/ Although this rate is
higher than the 3.5% recorded in the industrialized countries in that year,
and also slightly higher than the rate achieved by the region in the three
preceding years, it was nevertheless much lower than the growth rates of the
five;year period 1970-1974, when the region's total output grew at a very
high annual rate and the per capita product rose by 4.4% per year (see table 1).

Progress waé also minimal in 1978 on the inflation front. In Latin
America as a whole consumer prices rose by an average of avound 40%, which
was similar to that recorded in 1977.2/ The relative lack
of success of the efforts made to bring down inflation was also reflected in
the fact that while half the countries of the area managed to reduce the rates
of inflation they recorded in 1977, in the other half price increadses were

higher in 1978 than in the previous year. The persistence and intensity of

¢

1/ Due to the lack of data on real changes in the product in the English-
speaking Caribbean countries and Suriname and methodological differences
in the calculation of the product in Cuba, this analysis of economic
growth in the region only considers the 19 countries which appear in
table 2.

2/ Thesevaverages were calculated on the basis of changes in the consumer
price indexes of the 23 countries which appear in table 10, weighted
by the share of each country in the total population of Latin America.

/Table 1
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LATIN AMERICA: MAIN ECONOMIC INDICATOR

Table 1

af

Basic economic indicators

Gross domestic product at factor cost
(billions of US dollars at 1970 prices)
Population (millions)

Per capita gross domestic product

(US dollars at 1970 prices)

Short~run economic indicators

Gross domestic product

Per capita gross domestic product
GSE income 2/

Terms of trade

Current value of exports of goods and
services

Caveitt value of lmousts of guods and

semrians

External sector

Trede balance (goods snd services}
Oileoxporting countries
Nonmoilegxporting comniries

Balance on ocurrent account
Oil=exporting countries
Honwoil-exporting countries

Balance of payments position
Oil~exporting countries
Non~oil~exporting countries

-

1970 1971 1972 1973 1974 1975 1976 1977 1978b/
172 183 156 213 213 235 245 255 267
265 292 280 287 295 303 312 321 3%0
648 672' 700 739 70 7 76h Yeli 810

Srovth rates
6.9 6.7 6.9 8.5 7ol 552 ho2 4.3 4.6
4.0 3.8 4.1 5.6 he3 Oolt 1.k 1.5 1.8
| B Dot i0.2 ol Lod 53 o wou
303 2.7 5.0 AR ided =12a1 3.7 Zod ~Ga7
8.3 h.b 15.7 8.6 Sh.3 5.6 b 16.5 6.7
13.8 0.2 138 28,2 5.1 Hal 2.8 14a4 2.7
2.2 13.3 21.2 37,0 80,7 59.7 63.6 bi.6 39.9
[Millions of US dollars

«255 -1 468 =1 292 890 -2 197 -8 435 -3 4o -2 101 -6 108
k78 611 480 1 4905 7 349 2 633, 2 079 1 784 =4 553
=333 -2 078 -1 680 -1 214 =0 545 =11 066 -5 524 =317 =1 557
=% 105 =l 409 4 315 w3 375 «& 980 ~14 0h6 =10 057 <10 %61 =1y 622
=273 ~2h8 ~-517 723 6139 2 047 1 480 -2 362 ~5 034
-2 832 «k 160 -3 998 4 104 -13% 129 «16 093 ~11 537 -7 999 -4 588
1 558 596 2 B29 4 oAy 3 704 965 2 662 4 33% 6 96l
86 430 05 664 5 031 3 088 572 423 -1 466

1 472 67 2 524 3 36% -1 328 -2 123 2 090 % 500 8 427

Source: Product, income, prices end external sector: CEPAL; population: CELADE.

a/ The figures for the product, populaztion and income relate to the group of 19 ¢ountries included im table 2; the
pmces relate to the seme group of countries plus Barbados, Guyana, Jamaica end Trinidad and Tobagop.

bf Preliminary figures.

T/ Gross domestic product plus terms-of-trade effect.

'&f Variation from December to December.

figures for the external sector and
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inflation are alsc visible in the fact than in six countries accounting for
54% of the total population of Latin America, prices rose at a rate of over
30%, while risinc by less than 10% in only 9 countries, in which barely 13%
of the Latin American population live,

The trend towards greater equilibrium in the foreign trade of Latin
America, observed over the two previous years, was interrupted in 1978. In
1976 and 1977 the growth rate of the region's exports, and particularly those
of the non-oil-exporting countries, was well above the growth rate of imports.
In 1878, on the other hand, the rate of growth of the value of exports dropped
sharply, although their volume increased at a much higher rate than in any
of the eight previous years. At the same time, the value of imports continued
to rise by about 13% for the second year running as a result of roughly equal
increases in their volume and unit value. As a result of the rise in the
latter.and the simultaneous drop in average export prices, the terms of trade
of Latin America declined by almost 10%, which more than wiped out the
improvement registered during the two previous years.

The main result of the difference in the performance of external sales
and external purchases of the region was naturally a larger foreign trade
deficit. After reaching a record of over 8,400 million dollars in 1975, the
deficit shrank over the following two years to only 2,100 million in 1977,
but in 1978 it climbed once again to a level almost three times that of the
previous year (see table 1}.

This change in the trend of the balance of trade in goods and services
caused a similar reversal in the current account of the balance of payments,
where the deficit in 1978 was over 14,800 million dollars, more than 40% higher
than in 1977 and even greater than the deficit in 1975 when the world recession
was at its height.

However, as pointed out above, the net inflow of non-compensatory
capital reached the extraordinary volume of almost 21,600 million dollars,
thus amply offsetting the deficit on current account and permitting the region
as a whole to cobtain a balance-of-payments surplus of nearly 7,000 million
dollars, a figure much higher than any in the past. What is more, the great

majority of the countries of the area contributed to the generation of this

/overall surplus



overall surplus since all of them, with the exception of Bolivia, Hicaragua
and Venezuela, had a balance-of-paymen”s surplus. However, since most of

the net inflow of capital to the area consis—ed of loans, this also implied
that external indebtedness continued to increase very rapidly for most of the
countries,

In short, then, the basic conclusions presented in the previous CLPAL
Economic Survey remained valid In 1978.3/ The Latin American economy,
although partly recovered from the impact of the long and intensive recession
in the industrialized count»ies and the exceptional rise in oil prices,
continuved to suffer the effects of thoss changes on Its evolution., Thus,
the rate of economic growth, though higher than in 1975-1977, was distinctly
lower than that attained in the first five years of the decade: the average
rate of inflation was more ihan twice that normally occurring before the rise
in the price of 0il; and the deficit on current account, after dropping in
1976 and levelling out in 1977, rose sharply in 1978 to reach a record amount

almost four times the averare for the period 1970-1973.

3/ See CEPAL, Economic Survey of Latin America, 1977, Santiago,
Octcober 1978, p. 25.

/II. ECONOMIC



IT1. ECOMOMIG GROWTH

As noted earliesr, in 1978 Latin America maintained a moderate rate of
economic growth for the third consecutive year. The gross domestie product
of the region rose by 4.6%, a rate which was somewhat higher than in the two
previous years and a good deal higher than in 1975, but much lower than the
7.2% achieved on average during the five-vear period 1970-1974., Consequently.
the average growth rate of the per capita product during the period 1976-1978
was only 1.6%, or only slightly over one-third of the very high rate achieved
in the first five years of the present decade {see table 2).

In addition, since in 1978 the terms of trade declined by about 10%.
gross income rose less than the product, thus reversing the situation
prevailing in the two previous years,

As is usually the case, these regional averages were the outcome of
uneven trends in the different countries of the region. Thus, while the
rate of growth for the regional product tended tc rise above all because
of greater growth in 1978 in the economies of Brazil, Colombia and Mexico,
it was negatively affected by the sharp fall in economic activity'in Argentina
and Nicaragua and by the reduction in Peru (see table 2).

Among the major economies of the region, the rise in the growth rate
was particularly marked in Mexico and Colombia.

In Colombia, the gross domestic product rose by 8.2%, thus almost
doubling the growth rate of the three precedinz years. This advance - without
precedent since Colombia began preparing nationzl accounts in 1950 - reflected
the significant progress made in almost all economic activities in 1878.
Arricultural output rose by 9% after growing at a lower rate than the
population for two years. The growth of the manufacturing product was even
greater {9.5%), while the surface area of residential construction begun in
the seven main cities of the country increased by around 18% for the second
consecutive year. This vigorous growth of the goods-producing sectors was
combined with a strong growth of basic services and continued expansion of
financial and commercial activities, the latter being stimulated not only by
the great dynamism in the production of zoods and the sharp rise in rural
income generated by a three-year coffee boom, but also by the extraordirnary
and lasting rise in imports of goods, the value of which in 1978 was almost

double the level of three years before.
/Table 2
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Table 2

LATIN AMERICA: EVOLUTION OF GROSS DCMESTIC PRODUCT

Total Per capita

Dollars at 1970

Country Annual growth rates \ dnnval growth rates
. prices —

g;i" 1975 1976 1577 1978a/ 1970 19788/ g:i’" 3975 1% _wm oy
Argentina 5.2 =1.3 =2.9 b7 ~4.1 1 208 1277 3.8 w26 k2 3.3 5.3
Bolivia 5.8 £s5 6,5 3.6 3.1 296 Z6h 2.5 3.0 3.8 0.9 0.5
Brrawil 11.5 5o7 9.0 k.7 6.3 50 728 8.4 2.7 5.9 1.7 3.3
Colombia 6.9 ko3 b2 b7 B.2 524 705 Goh 3.9 1.7 202 5.6
Costa Riga 7e1 2.1 5.5 7a? 5.9 658 871 bk 0u% 3.0 5.2 Bodi
Chile 2.6 ~11.3 k1 B.5 7o 850 875 0.8 =12.8 2.3 £.8 5.5
Ecuador 8.1 7.5 8.1 5.3 bl 268 520 5.0 b4 4.9 2.2 3.2
Fl. Salvaslor 5.0 b2 h,3 kg i.h 330 435 1.8 1.2 13 1. 1.5
Cugbenele Golt 1.9 7ol Bob 5:3 410 16 3.1 =12 Lo Sal 2.
Haiti ‘ 4.7 2.2 5.3 1.3 3.6 iz 125 ook ~0el 2.9 1.3 1a2
Honduras 3.3 ~0a1 5.9 10,2 6.8 2 306 Ja2 w3oki 2.3 Ga5 5.1
Maxico 6.2 bl 1.5 2.7 .0 893 1 004 2.8 0.6 ~1.8 w0o'f Bel
Nicaragua 50% 2.2 5.8 6.0 =503 3904 . 432 2.0 -1.1 24 2.5 =803
* Panama 5.6 0.6 -0.3 0.9 b0 868 913 2.7 =2s1 ~2a8 <1.6 L5
Paraguay 6.k 5.0 7.5 11.8 10.0 353 501, T 2.1 4.4 8.6 6.8
Pery 6.6 3.3 3.0 «1o2 -1.8 527 551 3.7 C.5 0.2 ~528 a5
Dominican Republic 10.1 - 5.2 6ol kb 3.6 351 478 6.9 2.3 3.0 1.8 1.0
Uruguay 0.8 boly 2.6 3ok 2:5 ok7 1 046 0.6 bo2 2.2 2.8 1.9
Venezuela 5.2 5.2 7.8 6.8 Golt 1163 1379 1.7 1.7 L] 3.3 3e0
Total 22 z2 k2 k3 4 s B kb 0k b L5 L8

- N ——

Source: CEPAL, on the basis of official data.

8/ Preliminary figures.



The rise in the growth rate was likewise notable in Mexico, where the
gross domestic product increased by 6.6% after crowing very sluggishly over
three years, in two of which the per capita product actually declined. This
higher growth rate was principaliy due to the strong crowth of oil production
{which rose by 23%, as in 1977), the satisfactory rise in industrial output
(almost 9%, after three years of scant growth) and the upturn in the
construction sector (whose product rose by over 12%, after having declined
steadily during the three previous years). The lexican economy's recovery of
its traditional dynamism was accompanied by a pronounced rise (16.5%) In
gross fixed investment - which had alse declined in absolute terms in 1876
and 1977 - and by an equally strong growth of the volume of exports of goods
and services. The latter largely stemmed from the extraordinary rise in oil
sales, whose value increased by about 80% for the second year running, becoming
the main export product.

Although slightly lower than in Mexico, the rise in the growth rate was
also significant in Brazil. Although much smaller than in the five-year
reriod 1970-2974, whén overall economic activity grew at the extraordinery
annual rate of 11.5%, the 6.3% increase in the gross domestic product in 1978
was well above the 4.7% increase in the previous year. This higher growth
was mainly due to faster growth in manufacturing - whose product rose by
about 7.5% in 1978, more than three times the growth rate in 1977 - and the
steady growtn of the construction sector, which once again grew by nearly 10%.
This stronger growth of the total economy was achieved despite a 2% drop in
agricultural production in 1978, mainly due to bad weather conditions.

Although lower than in 1977, ‘the growth rate of the preoduct was once
again very hirch in Paraguay (10.0%) and in Chile (7.3%). However, the reason
for the increases was different in the two countries.

In Paraguay, whose economy for the second year running achieved the
hichest growth rate of the entire repgion, the expansion recorded in 1978 was
the continuation of a steady crowth process which set in in the early 1970s
and tock off steeply in 1976, primarily as a result of the direct and indirect
effects of the construction of the huge Itaipd hydroelectricity dam. Due
to this steady growth, the per capita product in 1978 was 40% higher than
in 1970.

/In Chile,



In Chile, on the other hand, the rise “n the preduct in 1978 - due to
large increaszes in industrial output. 2onstruction ané commerce and the
steady growth of non-traditional exports - essentially represented a return
to the levels of activity acaievad at ths berinning of the decade. 4s a
result of the fall in the gross domestic product in 1972 and 1973 and above
all the enormous drop of over (1% in 13575, the per capita product in 1978
only marked the recovery of the average level. for the period 1970-197%L.

The per capita product also rose at a satisfaciory rate in Venezuela
and Ecuador - two of the "tradlitional ocil-exporting economies 4/ and in
Costa Rica and Honduras - ths only two countries of the Central American
Common Market which managzed to increasge the wvalue of their exports in 1978.

In Venezuela the economic zrowth rate dropped slightly in 1978, as in
the previous year. Nevertheless, the annual crowth rate of the gross domestic
product durins the three-year period 1376-1878 was 7% and thus - unlike almost
all the other economies of the ragion - it was well above the rate {a little
over 5%) achieved in the period 1970-1375. 4s in previous years, economic
growth in 1978 was due to the sharp expansion of the sectors oriented towards
satisfying domestic demand, whewvzas oil sxtraction declined for the four:
year running in accordance with the rovernment’s policy of conserving
petroleum resources. Thus in 1978 there was a rise of around 7% in agriculture,
manufacturing and construction, while elzctricity, gas and water services
increased by over 11% and trensport, storage and communications by 8%. At
the same time gross fixed capital investrent rose by 4%, which was less than
in previous years but which repra2sented a further rise in the already very
high investment coefficient.

In Ecuador, on the other hand, althosugh the economic crowth rate was
higher in 1978 than in the previous year it “ell short of the level attained
in the period 1970-1976, when the gross domestic product rose at the unusually
high annual vate of 8% thanks to the powsrfuyl boost given initially by the
creation of the petroleum incdustry and zfterwards by the pise in the world

price of oil fixed by OPEC at th2 end of 1973.

4/ The other two 'traditicnzl’ oil-exooriing economies of the region are
Bolivia and Trinidad and Tobagc. In recent years, and particularly im
1978, Mexico has become a major il exporter, while Peru has also
become an exporter on & much smallzr scale.

/In Costa Rica



In Costa Rica overall economic growth, while smaller than in the previous
year or during the phase of accelerated growth in the period 1970-1974, caused
the per capita product to rise by 3.4% in 1978. The rise of almost 6% in
overall economic activity was primarily the result of the marked expansion
of manufacturing, construction and basic services - all of which expanded
rapidly for the third year running - and the upturn in the agriculturzl
sector, whose product rose by 5% after two years of extremely feable growth.
As in the previous two years, the growth rate of fixed capital investment
was well above that of the product and consequently the investment coefficient
rose once again, amounting to almost 28% of the domestic product -~ one of
the highest figures in all Latin America.

Economic growth was also fairly high in Honduras, where after stagnation
in 1974 and 1975, the gross domestic product rose by almost 25% in the
following three years. As in the previous two years, the growth in the
economy in 1978 was basically due to the sustained strong increase in
industrial output - which rose by almost 10% for the third year running -
and an appreciable increase of almost 8% in the agricultural product as a
result of a recovery in banana output and rises of 10% in the output of
coffee and sugar. Rapid growth of the output of goods was also stimulated
by the rapid expansion in construction, which as in 1977 contributed to a
substantial increase in fixed capital investment.

In the other countries of the Central American Common Market the rate
of growth was rather lower. In Guatemala - where the economy grew vigorously
in the period 1970-197u4, and above all in 1976 and 1977 ~ the per capita
product rose by only 2.2% in 1978. This was the lowest rate recorded in the
decade, with the exception of 1975, which marked the peak of the international
recession. The El Salvador economy in 1978 experienced a drop in its already
low rate of growth of previocus years, while the cross domestic product fell
by over 5% in Nicaragua, where the economic situation suffered a decline
unprecedented in the country's modern history, largely as a result of the
acute political tension which exploded in September.

/Economic activity
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Economic activity also increased at welatively low rates of between
2.5% and 4% in Uruguay, Bolivia, Hait:, the Dominican Republic and Panama.
Hevertheless, the very differen® ratss of population growth in these countrie.
led to guite varied rates of iIncreass in the per capita preoduct.

Thus the per capita prodﬁct grew fastest in Uruguay (1.9%), even though
this was the country with the slowest (2.5%) increase in general economic
activity among the five countries cona’dered. This latter rate, although
lower than that achieved in each of the four preceding years, meant a
continuation of the process of moderz:e growth in per capita income which
began in 1975, after virtual stagnation of the previous fifteen years.

The small increase of 1.5% in the per capita product in Panama in 1878
represented an interruption of the cen=inuous downward trend observed since
1974, and despite this increase the per capita product barely recovered
in 1978 the level of seven years previously.

The situation was relatively similar, though somewhat more favourable,
in Haiti, where the 1978 rise in the per capita product merely offset its
drop in 1977, so that the 1978 level barely exceeded that of 1974.

In contrast, in Bolivia and above 2all in the Dominican Republic the
small increases in the per capita product recorded in 1978 marked a
continuation of the relative stagnation which had begun the previous year,
interrupting the very vigorcus growth which both economies had achieved
between 1970 and 1976.

Finally, general economic activity declined in both Peru and Argeptina,
the two countries which alsc recorded the highest inflation in Latin
America in 1978.

In Peru the gross domestic product fell for the second year running.,
so that the per capita product fell belcw the 1972 level. An important
factor in the drop in generzl economic ectivity was the restrictive policy
applied by the povernment in order 1o reduce the external imbalance and cut
back the strong inflationary process. In order to achieve these objectives,
the economic authorities reduced resl consumption by the general government
by about 16% and cut public investment even more drastically, so that in
real terms it fell by 25% in 1978, zs it had done in the previous year.

/Private investment
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Private investment also dropped for the second consecutive year by more
than 12%, while personal consumption - which had recorded a slight fall
in 1977 - declined by nearly 5%. As was to be expected, the reduction of
domestic demand was reflected in a further drop in output from the
manufacturing sector - which declined by more than 3% after a fall of
about 7% in 1977 - and in a sharp fall of more than 19% in construction
activity. On the other hand, fishing and mining, both basically outward-
oriented sectors, registered substantial real increases of 23% and 15%
respectively. As a result, the volume of exports of goods increased
appreciably, while drops in domestic income and output helped to produce
a fall of about 30% in the volume of imports. The effect of these divergent
trends was a sharp turn-around in the trade balance, which, after showing
a deficit of more than US$ 550 million in 1977, recorded a surplus of

US$ 135 million in 1978,

The decline in economic activity was even greater in Argentina, where
the gross domestic product fell for the third time in the past four years
(see table 2), Consequently, the per capita product in 1978 was almost
9% lower than in 1974, and bavely higher than the figure for 1972. As in
Peru, the decline in the level of general economic activity was accompanied
by a sharp drop in investment, a fall in industrial output, a reductien in
the volume of imports of goods, an appreciable improvement in the external

financial balance and a rise in the rate of inflation.

/IIT. THE
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III. THE EXTERHIAL SECTOR

1, External =rade

The year 1978 saw a continuaticn of the strong expansion of Latin
Americé's external trade which bagan in 1976, when it recovered partially
from the contraction it suffered in 1975 as a result of the international
economic recession.

Nevertheless, the regicn's externzl trade evolved rather differently
in 1978 from the two previous years. In those years - and particularly
in 1976 - the rate of growth in the valuz of exports was not only very high,
but amply exceeded that of imports. As a result, the deficit on trade in
goods and services, which had reached the unprecedented level of more than
US$ 8,400 million in 1875, droppesd sharply to only US$ 2,100 millien
in 1977. At the same time the terms of trade improved, especially for
the non-oil-exporting countries.

In 1978, in contrast, the rate of increase in the value of exports
dropped abruptly, despite an ewxcepticnal rise in volume of more than 10%.
The increase in the value of exports was also much lower than the increase
in imports, which continued their inteazive prowth for the second year
running. As a result, the trade deficit increased once again, reaching
US$ 6,100 million. WHoreover, the drcp in the international prices of.
various Latin American export products, particularly coffee, together with
the continuocus rise in the average price of imports, largely due to inflation
in the industrialized countries, led o a worsening in the terms of trade
which more than offset the rise in the terms of trade recorded in the two
previous years.

(a) Exports of goods
As already noted, the rate of growth in the value of exports dropped

appreciably in 1978. After wo years when the rezion's external sales
increased at the very high rate of nearly 17%, these sales intreased by

only 6% in 1978 (see table 3).

/Table 3
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Table 3

LATIK AMERICA: VARIATIONS IN EXPORTS AND IMPORIS OF GOODS

(Growth rates)

Exports Imports Purchasing
Year P : pover of
Value Volume v:;.lz: Value Volune 'v:;:‘; exports
Latin Americe
1970 9.0 1.3 7.7 13.5 8.8 ho3 b5
1971 2.9 0.7 2.2 109 5.6 5.0 «2:.0
1972 16.3 6.8 8.9 14,3 8.1 5.7 10.0
1973 42,7 8.4 71.6 30.5 11.4 17.1 21.9
1974 60,3 -0.8 61.5 73,2 22,3 41.6 13.2
1975 “7.6 =4,3 3ok 507 ~3.7 9.8 -15.9
1976 16.3 6,6 9.0 2.0 -3.1 5 o2 10,6
w7 17,3 5.2 11.6 12.9 4.7 7.9 8.7
1978 gf 3.9 10.3 -4,0 134 6.7 6.3 ~0a3
Oil-axporting countries
1970 5e2 2.4 2.7 €05 0.6 b6 0.5
1971 141 ~3.4 18.1 13.7 7.4 5.8 78
1972 5.8 2.0 3.7 14.0 7.3 6.2 ~0.4
1973 46.8 6.7 7.6 16.9 0.7 16.0 26.5
1974 140,2 ~8.0 161.0 774 7.2 39,5 72.2
1975 ~19.0 ~21.1 2.6 19.0 7.h 10.8 «26:9
1976 11.9 Sob 6.2 19,2 9.7 8.8 2.9
1977 3.8 %) 10.6 31,3 2.1 8.5 alio3
1978 af =540 -2.5 ~27 13,7 5.4 7.9 -12.0
Non~oil exporting countries
1970 10.2 0.7 R A 15,3 10.5 b3 5.7
1971 ~0.6 2.0 «2.6 10.2 5ol o8 =52
1972 20.1 8.3 11.0 14,3 8.3 5e5 13.8
1973 4.3 8.9 2.8 33,7 13.9 17.4 20.4
1974 33.7 1.2 32.0 72.3 21.3 42,0 5.9
1975 =0.7 - ~0,7 2.9 ~6.1 9.6 Ol
1976 18.4 6.9 10.8 203 6.2 41 13.6
1977 23.6 7oh 15.1 7.3 -0.1 7ok 15.2
1978 af 10.1 12.5 =2.1 13.2 7.1 5.7 ho2

Source: CEPAL, on the basis of official dmta.

&f Preliminary figures.

/This reduction
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This reduction occurred despite a simultaneous appreciable increase
of more than 10% in the volumec of exper:s - an unprecedented rate in the
¢ecade and even higher than the vary high rates recorded in 1972 and 1973,
tefore the international crisis. when the world economy and world trade
frew very rapidly. _ |

The sole cause of the slower rate of increase in the value of exports
in 1978 was thus the drop in the international prices of many Latin American
export products, which was especially marked in the cases of coffee and
cocoa.

As in the three precediig yszars, the trend in exports was rather more
favourable in the non-oil-exporting ccustries than in the four traditional
c¢il economies.5/ Thus, while the value of the external sales of the latter
dropped by 5%, the value of tae exports of the 19 remaining countries rose
Ly 10%. Thanks to this increase and ths even greater increases in the two
Frevious years, the total value of these countries' exports in 1978 was
more than 60% higher than the figure cf only three years previously.

In contrast to events in 1976 and 1977, the increase in the value of
external sales by the non-cil-exporting countries was exclusively due in
1978 to the greater volume exported. Thes volume was 12.5% higher than the
previous year - a rate of growth never achieved in the seven preceding
years, Moreover, this growth in the volume of exports was observed in the
vast majority of the countries considered. In fact, the only exception was
the Dominican Republic, whersz the volume of exports remained stable.
Furthermore, in many countriss the increzse in volume was considerable.
Thus, in nine of them the volume of expcrts rose by at least 10%, and in

Barbados, Colombia and Mexico the incresse was more than 25% (see table u).

5/ In order to maintain continuity ir the statistical series, Mexico
has not been included ia the group of oil-exporting countries, even
though in 1978 petroleum became the principal Mexican export product.

/Table b
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Table &

LATIN AMERICA: VARIATIONS IN EXPORIS OF GOODS

(Growth rates)

Latin Ameriea
—— arC8

Oil-exporting
countries
Bolivia
Feuador
Trinided and Tobago
Venezuela

lion-oil~exporting
countries

Argentina
Barbados
Brazii
Colombia
Costa Rica
Chile

El Salvador
Guatemala
Guyana
Haiti
Honduras
Jamsica
Mexico
Nicaragua
Panama
Paraguay
Peru
Dominicen Republic
Uruguay

Value Volume Unit value Purchasing power
1976 1977 1978af 1976 1977 1978a/ 1976 1977 1978a/ 1976 1977 1g78a/
22.8 14.3 =0.9 14,7 =2.8 =9.9 7.1 17.6 100 18,0 2.9 ~8.9
27.9 6.9  14.5 7.9 -8 24,5  18.6 12,3 8.0 0.7 =28 1l.2
a8 4.2 9.7 17.7 <17 =9.7 6.0 6.0 - 18,8  =2.5 -14.8
6.7 2.7 6.9 0.6 =83 =69 6.0  11.9 - =21 =67 =15.5
18.4 23,6  10.1 89 7oh 125 10,8 151 -2l 13.6 152 4.2
315 U45.6 12,2 39.8  52.7 4,0 5.9  -4.8 7.8  27.5 29.9 9.3
=21.3  22.3 3.9 3l.2  22.5 256 k0.0 0.2 5.0 =23.6  1ha3  2hod
17.3 20.6 5.0 <04 “he3 130 17,7 26.0 7.0 12,9 12,7  -l.8
369  17:0 160  -B.8  ~26.2  F7.0  50.1  58.5 =150  30.4 ok 6.6
19.4 3.5  10.0 20 26 160 17,0 348§ =50 12,7  23.5 o2
32,3 5.1 10.7 0.8 5.6 8.0 9.5  =0.5 2.5 29,6  =h.5 2.5
4049 2.4 -12.9 2ok ol 2.9 37.6 35,0  =15.0 Lok 15.5 =~17.D
23,9 500l =27 6.8 1l.2 08 16,0 34O  ~3.5  15.6  37.4 =92
«22.5 =1,9 243 -16.7  «12.3 11.8 ~7.0 © Bk 11.2 ~24.0 <=10.3 18.4
9.5  2h.3 134 0.2 «2h5  10.4 38,9 641 2.1 30.2 1.8 6.3
3l 2G4 16.3  11.9 5.5 18,8 17,1 25,0 =21 2.3 16,6 10.9
~18B.4  15.2 7.0 9.2 Bo7 7.0  =10.1 6.0 - -20.7 8.7 0.1
19 2.7 N2 1.6 9.8 28,6 130 9.9 2.0 10,5 17.3 24,3
44,5 316l -l.3 Bl 6.6 2.8 36,3 2h3 4.9 39,6 9.3  -10.3
«19.2 7.3~k -21.0 b2 2,7 2.4 3.0 =50  =23.7 | 2.2 -5
2.8 8.7  -7.9 .l 327 1.0 -0.4 348 -8.9 7.4 674 10,6
5.5  26.8 6.4 702 28,9 109 1.6 -lob  «b0 3,2 1941 -1.5
-19.8 B:G  ~10.4  13.8  ol.2 - -29.6 10,2 =104 23,7 2.8  «17.1
46.8 8.3 9.5  45.0 1.9 2.8 1.2 0.4 0.3 385 -l.b u*

Source: CEPAL, on the basis of officisl datsa.

2/ Prelininary figures.
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Nevertheless, this consideraﬁlereffort was partly frustrated by the
drop in the wnit values of exports. Tiesc values, whose sharp rise in 1977
had benefited 15 of the 19 nor~-oil-expcriing countries, underwent substantial
declines in 1978 which affected eleven of these couniries, and especially
the coffee-exporting countries such as Brazil, Colombia and El Salvador
and Paraguay and the Dominicar Renublic.

Developments were different in the oil-exporting countries. On the
one hand, the wolume exported fell sharply in all of them, except Ecuador,
but on the other, the unit value of their exports either remained stable
- as occurred in Trinidad and Tobagzo and Venezuela - or rose significantly,
as happened for the third year in succession in Bolivia. Ecuador, where
coffee and cocoa make up a relatively hizh proportion of exports, was an
exception in this respect too. since the unit value of its exports dropped
by 8% {see table 4).

(b) Imports of goods

In contrast to exports, the rate of growth in the value of imports of
goods slightly accelerated in 1978. Imsorts of goods rose by about 13% for
the second year running because of similar rises in unit value and volume
(see table 3). .

The volume of imports =rose by aboat 7% and thus exceeded the hipgh level
~cf 1974 for the first time in the past taree years. MNevertheless, this
situation was due solely to tie grouwp of oil-exporting countries, where the
volume of imports has grown a: Fluctuatizg but very high rates since 1974,
with the result that their volume of irports in 1978 was almost double the
1973 level.

In the non-oil-exporting countriez in contrast, the rise of 7% in the
volume of imports in 1978 was the first increase since 1974, and did not
succeed in offsetting the effect of the drops in the three years 1975-1977.
As a result, the volume of imports to this group of countries was still about
€% lower in 1978 than in 1974.

The break with the dowywrard trend which had been recorded since 1974 in
the volume of imports of the non-ocil-exaorting countries was largely due to
the reversal in 1978 of the performance of real imports into Brazil and

Yexrico.
/Because of



Because of the higher rate of'growth of the Mexican economy and the
radical improvement in the situation and prospects of its extermal sector as
a result of rapid growth in sales of petroleum and the discovery of enormous
reserves of hydrocarbons, the volume of Mexico'’s imports rose by 30% in
1978, thus reversing the downward trend of the previous three years (see
table 5).

The reversal of the trend was also evident, although less marked. in
Brazil, where the volume of imports rose 6% in 1978 following a decline of
over 20% in the period 1975-1977. The fact that this substantial drop in
the quantum of Imports of goods coincided with & real increase of 20% in the
domestic product over the same period reflected the size of Brazil's effort
to stabilize its trade balance by means of import substitution. The very
intensity of that effori, however, which resulted in a drop of over one-third
in the import coefficient in only three years, meant that it would be
increasingly difficult to reconcile the maintenance of a positive rate of
economic growth with a declining or even a stable level of imports. It is
not surprising, therefore, that imports increased in volume in 1978.

In other countries like Colombia, Costa Rica, Honduras and Paraguay,
which in 1978 were still enjoying a favourable external situation deriving
from the high price obtained for their main export products in recent years,
the volume of imports continued to increase at a rapid pace for the third year
in succession, '

The same situation arose in Chile where, as had already happened in 1977,
the demand for imports increased with the dual stimulus of the recovery of
domestic economic activity and the policy of a systematic and generalized
reduction in tariffs put into practice by the Government.

In contrast, as was only to be expected, the import quantum dvopped
sharply in Nicaragua, Peru and, to a lesser extent, Argentina, in all of
which countries there were substantial decreases in the gross domestic
product (see table 5).

/Table 5



- 18 -

Table 3
LATIN AMERICA: YARIATIORS I¥ INPCHTS OF GOODS

(Growth retes)

Valusz Volume Unit value

1976 1977 19783/ 1976 1977 1978a/ 1976 1977 1978a/

— e

Latin Azerica 2.0 12,9 13.4 -3l b7 6.7 5.2 7.9 63
Oil-exporting countries 19.2 2.3 13.7 97 2.1 5.4 8.8 825 7.9
Bolivia 9.2 1.5 250 4.9 2.2 12.0 4.1 1.0 10.0
Ecuadar Sl 236l LN 0.6 11.9 0.4 6.0 10.0 3.0
Trinidad and Tobago 30.5 7.8 =349 24.3 0.8 «9.4 5.0 6.9 6.0
Yenezuela 19.8 0.7 18,4 9.9 27.7 7.6 9.0 10.2 10.0
Non-oil -exporting ecountries -2.3 7.3 13.2 6.2 0.1 71 41 2=4 57
Argentinz 2067 27.8 =51 231 20.0 =74 31 12.0 2.5
Barbados =10 z8al 16.0 ~3.9 12.0 9.6 3.0 7.0 6.0
Brazil 1.9 «2a3 14,0 2.0 =8.7 6.0 4.0 7.0 70
Colombia 17.7 221 30.0 12.2 n.0 . 190 4,9  10.1 9.0
Costa Rica 11:0 20.6 18.0 L4o7 16.5 11.0 6.0 121 6.0
Chile «10.5 28,2 273 «12.% 25.6 17.9 2.0 10.1 8.0
El Salvador 17.4 2z.1 3,5 16.9 18.9 =lah 0.5 12.0 5.0
Guatemala 34,5 26.1 10.3 * 2543 15.4 3.0 7.3 9.3 rest
Guyana 8.0 =13a1 4.5 5.9 =18.0 =500 2.0 6.0 5.0
Haiti 20.6 2.3 To3 22.0 19.8 0.3 7.0 8.0 760
Honduras 13.1 28.8 21.1 4.6 16.1 15.4 8.l 10.9 4.G
Jamalca -18.4 <15.7 23.1 =~20.7 2065 15.0 2.9 6:0 7.C
Mexico -6.9 =107 36.8 =104 =13.3 29.7 4.0 2.0 5.5
Nicaragua 3.2 1.5 -22.4 0ol 33,1 «29.5 Z.h 6.3 10.0
Panama -7 1.0 3.5 «1042 ~5.8 0.5 6.l 5.0 3.C
Paraguay 1.2 56,5 25.0 5.8 56,5 21.5 4.4 6.9 2.9
Peru =12.1 3.1 w2e2 ~13.8 =3.3 =-28.0 2.0 6.5 B.0
Dominican Republie ~1.2 11.1 6.1 =59 48 «1.8 5.0 6.0 8.0
Urugusy 8.2 26.7 0.6 21 15.2 2.3 6.0 10.0 3.0

Sourdes CEPAL, on the basis of official date.

&f Prelininary figures.

/(c} The
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(e} The purchasing power of exports and the terms of trade

After two years in which the purchasing power of exports rose rapidly,
it decreased slightly in 1978 {see table 3)}.

This drop was due mainly to the situation of the oil-exporting countries,
where the purchasing power of their exports fell 12% as a result of the
decrease in the volume exported and, above all, the deterioration of nearly
10% in their terms of trade. In spite of this substantial drop and the
somewhat smaller decreases in 1975 and 1976, however, the terms-of-trace
index of the oil countries was still double the figure recorded at the
beginning of the decade (see table 6).

The evolution of the group comprising the remaining 19 countries of
the region was quite different. On the one hand, the purchasing power of
their exports rose by slightly over 4% in 1978, because the vigorous increase
in the volume exported (13%) more than offset the decline of a little over 7%
in the terms of trade. On the other hand, however, this decline - although
not so marked as in the case of the oil-exporting countries - meant that in
1978 the terms~of-trade index of the group of non-oil-exporting countries
fell slightly below the 1970 level (see table 6). Of course, this index for
the non-oil-exporting countries as a whole only partially reflects the
individual situvation of each. Thus, for example, in 1978 the terms-~of-trade
index (base 1970 = 100) was 147 in Colombia, wmainly owing to the high price
still obtained for coffee despite the drop recorded that year, while in
Chile it was only 5% as a result of the exceptionally low price at which
copper continued to be quoted on the world markets.

The drop in the terms of trade for the grouw of non-oil-exporting
countries in 1978 with respect to 1977 did largely reflect the trend
prevailing in the majority.of these countries, however. Although the fall
was more marked in the coffee-exporting economies, it affected all the

other countries of the group with the exception of Argentina and Guyana.

/Table 6
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Table 6
LATTH AMERICA: IERNS CF TRADE

(1970 = 1¢0)
. . ngzgﬁporting Non=oil=exporting
Latin Americs . .
eountries countries
Year pny
Index Varistinn Index Variation Index Variation

1970 100,0 L] 1000 =17 100.0 4.9
1971 97.3 -2a? 111.6 11.6 93.0 w70
1972 100¢3 51:0 108u9 “20“ 97@? 591
1973 112.7 12.4 129.1 18.6 108.0 10.6
1674 128.5 14,0 241 .6 87,1 100.4 ~7.1
1975 113.0 ~12.1 223.8 ~7odi 91,0 =94
1976 117.2 347 21805 2.4 96.8 Bols
1977 121.2 B 2228 2.0 103.7 7l
1978 af 1095 “9e7 201.1 ~9.7 96,1 =73

Source: CEPAL, on the basis of official data.

8/ Preliminary figures.
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2. The balance of payments

{(a) The trade and current account balances ‘
The much faster increase in the value of imports of goods (13.4%) than

in that of exports of goods {(5.9%) led to a sharp deterioration in Latin
America's merchandise trade balance in 1978, thus feversing the trend observed
in the two preceding years. During that time, trade in goods showed a
tendency to generate increasing positive balances, the deficit of owver

USS 5,000 million recorded in 1975 being converted into a small surplus

of just under USS 200 million in 1976, and one of over US$ 2,100 million

the fellowing year. In 1978, in contrast, the uneven expansion of

exports and imports re’ecrred to above resulted in a negative balance of
nearly US$S 1,400 million (see table 7).

This reversal, besides being substantial, was generalized. The
deterioration in the merchandise trade balances took place in all the
countries of the region with the following exceptions: Argentina, in which
the increase in exports far exceeded the rise in imports for the third
consecutive year, thus giving a surplus of over US$ 2,700 million,

Guyana and Peru, which converted their 1977 deficits into surpluses in

1978 as a result of the continued implementation of policies aimed at
reducing the disequilibrium in their external accounts; Nicaragua, where a
similar change tock place owing to the drastic drop in imports caused by the
severe contraction of domestic economic activity; and Haiti, which marginally
reduced the previous year's deficit.

The detericration in the merchandise trade balance was, in contrast,
very marked in Veanziwela, thus continuing the trend of the three preceding
years. During thot period the exceptional surplus of nearly USS 7,000
million recorded in 1974 declined rapidly, largely owning to the extraordinary
increase in imports. As a result, the surplus was only USS 460 millioa -
in 1977, and in 1978 it turned into a substantial defiecit of USS 1,950
million, dus to a further increase of about 20% in imports and a 7% drop

in exports.
/Table 7
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Table 7

LATIN AMERICA: TRADE BALANCE

(Millions of dollars)

Exports of goods FOB

Tmports of goads FOB

Merchandise trade

Net non-factor

Trade balance

balance services

1976 1977 197q§/ 1976 1977 197521 1976 1977 19?Q§f 1976 1977 19?§3f 1976 1977 l9?§3f

Latin America 43 267 50 770 53 757 43 082 48 630 55130 185 2140 -1 373 -3 634k -4 24 -4 735 -3 449 -2 101 <6 108
Qil-exporting countries ‘ 13655 14 172 15 458 10 009 13 146 14952 3 644 1 026 ~1 434 -1 565 -2 810 =3Q57 2079 -1 78% =4 35
Bolivia 568 ohs 642 562 bhb 792 6 4 ~150 =57 =111 =147 ~81 -107 ~297
Ecuador 1296 1385 1586 1060 13205 1 350 236 80 256 -182 =268 =270 54 -188 -4
PTrinidad and Tobagn 230 2680 22% 1R 1 GR 1 910 577 42 20 =727 3 20 500 has RO
Venezuela 9419 &9 IGO0 OS54 9 I W0 YU 2 Erb 486G -1 90C -1 209 -2 434 =2 000 1 W06 -1 974 -4 5L0
ton-oil-enpoitiiig comtolcs 22 081h 35503 ko200 33093 35 M8t Ao17a 3 Ase 1 Mk 12 20680 -1 A3 ) 678 -5 528 ~317 =1 557
Argentina 3895 5662 6£35 2783 38% 3635 1112 1827 271 =69 1% 62 104% L8l 2773
Harbados iz 9 120 935 250 S0 =12 -135 A% 35 0% b -£3 5% -3
srazil G Y88 Lz ke L2 600 L2 202 12000 13 633 -2 I3k %8 .c82 1780 -1 453 -1 735 SR 074 1 M5 -2 7RG
Col.ombia 23% 2796 3250 1676 2047 2060 714 745 500 =140 ~7G -110 574 570 LlZe)
Costa Rica 589 815 SO0 696 809 1 070 =107 -4 ~170 34 -6 =82 =143 =160 «252
Chile 2077 2182 246 142 1952 2h85 665 2%0 69 ~2¢8 =553 =339 87 w123 ~408
El Salvador 751 972 a7 646 860 890 103 12 43 -7z =117 -119 33 -5  -162
Guatemala 79% 1192 1160 905 11 1 258 =111 51 =98 ~35 =142 =177 =146 =Gl =275
Guyana 72 259 322 320 287 300 =58 =28 22 =56 ~h4 45 =114 =72 =23
Haiti 111 128 157 158 25 220 ~b7 =67 -63 =25 =33 =36 =72 =300 9%
Hondures bo3 522 €07 el 550 666 ~2h -28 =58 ~h2 =53 =62 -66 ~81 =121
Jamaica 660 760 814 791 667 821 -131 93 -7 =61 ~43 A %0 ~hg
Mexico 3978 L8035 6300 585 5232 7157 -1 88l =429 ~B857 404 714 619 1 387 283 =238
Nicaragua sk 629 621 498 70k shb b =75 75 =47 =5 -ly =3 =129 28
Panama 267 287 280 784 792 820 =517 =305 «ShQ0 359 ko2 409 =158 «10% =151
Paraguay 181 324 298 250 360 450 ~hg =36  -152 -38 =12 <24 -87 -kg 176
Peru 13%1 1726 18% 2100 2165 1 683 =749 ~b3g 154 142 =114 =20 =881 -55% 134
Dominican Republic 716 780 700 764 848 a0 =48 =58 ~200 =1z1 -3 24 =93 ~169 =192 -293
Uruguay 565 612 G0 557 680 o84 28 ~68 =14 -37 37 32 -9 =37 e

Sourcet CFEPAL, on the basis of official datas

8/ Preliminary figeves.
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The turnaround in the balance on the merchardise account was less
marked but still considerable in Brazil, where instead of the small surplus
of USS 50 million obtained in. 1977, a deficit of nearly US$ 1,000 million
was recorded in 1978. Even so, this deficit was only equal to slightly over
one-fifth of the huge merchandise trade deficit (around US$ 4,800 million)
recorded in 1974,

The trend towards more stability in trade in goods was also interrupted
in Mexico, where the merchandise acgount deficit, after being sharply reduced
from US$ 2,300 million in 1975 to-only US$ 430 million in 1977,
doubled in 1978. This was due to the exceptional expansion of imports, whose
value rose by nearly 37%, thus exceeding the marked increase (31%) in exports.

The complete reversal of the balance on the region's merchandise
account in 1978 and the increase of US$ 500 million in net non-factor
payments in that year contributed to a trade deficit of US$ 6,100 million,
which was three times the deficit recorded in thé previous year (see table 7).

In 1978, in contrast, there was a significant change in the rate of
increase in net payments of profits and interest. These, which in the three
preceding years had increased at an annual rate of over 20%, rose by only
6% in 1978. This slower growth was decisively influenced by the absclute
drop recorded for the first time in Brazil's remittances of profits and
interest. For the region as a whole, however, the total amount of thase
remittances reached the unprecedented level of cver USS 9,000 million
(see table 8).

Added to the negative trade balance, this helped to generate a deficit
of US$ 14,600 million on Latin America's current account. This was rot
only 40% more than the 1977 deficit, but also slightly exceeded the previous
peak deficit of slightly over US$ 14,000 million recorded in 1975,

The marked incre.se in the current account deficit also meant that
in 1978 the declining trand it had followed since 1975 as a percentage of
exports of goods and services was inverted. This proportion was 23% in 1978,
and although much less than the 31% recorded in 1975, was distinctly higher
than the 1976 and 1977 proportions (19% and 17%, respectively).

/Table 8
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Table 8

LATIN AMERICA: BALANCE OF PAYMENIS

(Millions of dollars)

Latin Amerieca

Oil-exporting scountries

Bolivia

Ecuador

Trinidad and Tobago
Venezuela

Eggfoil-exporting courtries

Argentina
Barbados
Bragil
Coloubia
Costa Rica
Chile

El Sal-~ader
Guatenala
Guyana
Haiti
Honduras
Jamaica
Mexico
Nicnregua
Panama
Paraguay
Peru
Dominican Republic
Uruguey

Trade balance Net paymentsof profits Balance on current Movement of Balancg-pr payments
and interest account af capital b/ pﬁﬁ;;éﬂga‘@ieggm
1976 1977 1976¢/ 1976 1977 1978¢/ 1976 1377 1978 e/ 1976 1977 1978 e/ 1976 1977 1978 e/
3k -Zi0l 6108 -6 963 <8 517 - .0k2 10 057 10 361 14 600 19 719 1k 6ok A S5 2 i h T d 961
2079 478k AL AL 3% 26 1480 -2362 -50% 908 2795 3568 572 433 -1 A6
~B1 =107 =297 ~50 -73 =115 -129 178 ~398 185 252 274 56 THh 2k
54 -188 ~3h =200 =231 =246 4133 =409 -260 319 505 201 186 96 31
o 485 340 =266 =245 =180 223 227 148 58 0% 176 261 1hels 324
I E0b -1 97hF -4 560 105 223 285 1519 -2002 =4 524 -1 450 1 836 2827 6 166 -1 697
=558  -37 -1557 -6 554 -819L -8 786 41 537 -7 999 -9 588 13 627 11 899 18 0V5 2000 3900 8 Loy
Loks 1880 2773 450 <579 -7k €16 1 28k 2078 495 279 1142 121 1573 3220
~£6 =53 ~49 -4 ~10 =10 =58 -4 =42 4 555 61 ~-18 6 19
=& 074 =1 415 -2 Y14 2248 -3 547 -3 k22 -6 37 -4 O60 -5048 8629 5535 9096 2 32 573 3 04s
574 670 480  -293 =298 318 331 422 209 278 g0 426 €09 502 635
~1h1 <180 -252 ~76 ~74 =Gz 206 -25% =530 DD 296 %24 56 75 4
27 -12% -hos 257 -358 -hEs 24 ~hig <843 155 S5ek 1 430 180 1D o1
33 -5 w162 il 43 =45 19 =14 =175 62 52 233 81 38 58
=146 51 =275 -66 -53 -62 -5 ~60 223 216 188 292 211 128 Go
=114 ~72 ~25 =20 =21 =21 -1% =96 =h5 33 75 77 =103 =23 32
=72 -100 ~49 -7 -11 -12 =48 82 =78 60 92 g4 12 10 16
66 -8l =121 -56 -63 <73 =118 =145 178 157 202 207 %9 57
=192 0 -hg =115 =137 -16hk <307 72 -196 47 &9 201 =280 =3 5
-1 387 285  -238 -2173 =2 217 -2 423 -3 403 .1 781 -2 B2 2 437 2 347 2 685 986 66 223
=3 AR 28 -73 =77 ~69 =72 =205 -3l 95 213 -£9 23 8 =100
-158 =103 Al3l =33 -56 -68 =203 . -170  -215 =70 164 295 17 -6 80
~87 =48 <176 -12 -16 =20 =08 -64 194 128 161 392 40 9?7 198
-8s1 -55% 13 =371 =423 550 -} 233 w057 -369 g12 954 514 =322 -3 145
163 =192 293 -87 12k <188 -1 =267 -301 210 209 365 -11 32 -26
=9 =37 18 =72 -3 ~-80 =82 =103 =55 150 256 210 108 153 15%

Sorreer 1976-1977: Internationsl Monetary Fundj

E/ Including net privete transfer paymentss
E/ Including errors and omissionse

&/ Preliminary figures.

1976: CEPAL, on the basis of officisl data.
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As in 1977, the increase in Latin America's deficit on current accownt
was mainly dve to the higher negative balances recorded in the oil-exnorting
countries, particularly Venezuela. In this country the current account deficit
rose to over USS 4,500 million in 1978 (125% higher than in 1977}).

Contrary to what happened the year before, however, in 1978 the bigger
deficit for the region as a whole was also considerably influenced by the
increases in the current account deficits of Brazil and Mexico. Thus, the

deficit on Brazil's current account, after falling for three consecutive
years from nearly US$ 7,300 million in 1974 to a little less than

US$ 5,000 million in 1977, once again exceeded the US$ 6,000 mitlion mark
in 1978, while the deficit on Mexico's current account rose by nearly L0%
after a drop from US$ 4,070 million in 1975 to US$ 1,780 million

in 1977.

This trend contrasted with that shown by Argentina which, as in 1977,
notably increased its current account surplus. On the other hand, 1978
witnessed sharp reductions in the current account surpluses recorded in the
previous year by Colombia and Trinidad and Tobago. These were the only
countries other than Argentina which obtained a surplus in their current
external operations in 1978.

(b) The capital account

In 1978 the net inflow of non-compensatory capital increased to the
unprecedented sum of nearly US$ 21,600 million, which was 47% higher
than the figure for the previous year. Since the net inflow of capital
comfortably exceeded the deficit on current account, the global balance
of payments reflected a final surplus of nearly US$ 7,000 million (see
table 8).

The increase in capital inflows was particularly marked in the non-
oil-exporting countries, thus interrupting the declining trend they had
shown in the two preceding yéars. As a result, their balance of payments
surplus in 1978 was more than double the previous year's surplus and
fouﬁ times that obtained in 1976.

fAs in
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As in previous years, Hraz: 1l @bscad the lion's share of the capital
entering the region. The investiient ard net loans received by that couvntry
in 1978 amounted to the wnprecedsntly high sum of USS 9,100 million,
which was equal to over 40% of the total net inflow of capital in Latin
America and was 65% higher than <hat recaived by Brazil in 1977. As a
result, and in spite of the #act that in 1978 Brazil's current account deficit
increased, its balance of paymen<s closed with a surplus of over US$S 3,000
million.

The net inflow of loars and invegzent also reached very high figures
in Venezuela (US$ 2,830 million) and Yeiclzo (US$ 2,690 million), but
it failed to offset the substantral def cit on the current account of
Yenezuela's balance of paymer.ts. Thers was zlso a ccnsiderable inflow of
capital to Chile - which received US$ 1,450 million or 150% more than
the net loans and invesiment obtained in 1977 ~ and Argentina, where the
inflow of capital amounted to USS 1,140 nillion and, together with the
surplus obtained in the coumtiwy's current externmal transactions, helped to
generate an exceptionally lerze balanzz of payments surplus of over
Us$ 3,200 million (see table 8).

On the other hand, the net inflow of capital dropped sharply in
Ecuador and Peru, and slightly ir Trinicdad and Tobago and Uruguay.
Hicaragua was the only country whlere tiere was a net outflow of capital
in 1978.

Except, then, for the cases of Nicaragua, Venezuela, Bolivia and2the
Dominican Republic, all the c¢ther count:ies of the fegion registered inflows
of non-compensatory capital which exceaded the current account deficit, so
that in all of them the balarce of pavmen®s finally showed a surplus.

This result was naturally reflected in the evolution of gross
International reserves. In the regioun as a whole, these increased by about
22%, so that at the end of 1978 they stucd at over USS$ 34,000 million
(see table 9).
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Table 9
LALIN AMERICA: EVOLUTICH OF GROSS INTERNATIOMAL RESERVES

(Millions of dollars)

End of Grouth rates

1975 1976 1977 1978 1975 1976 1977 1978

Latin America 18 633 23 511 28 211 %h M5 2.8 26.2 20,0 22:0
Qil-exporting countries 10 054 10 275 10 €05 9 210 35.0 22 3e2 -13.2
Bolivia 156 168 237 1c8 1G4 77 41.1 ~16.5
Ecuadoer 286 515 671 686 “18a4 80.1 0.3 2.5
Trinidad and Tobago , 750 101k 1483 1 807 92.4 35,1 46.3 21.8
Venezuela & 86l 8 578 8 214 6 517 Z6.1 -3.2 =k 2 =20.7
Non-oil-exporting countries B 579 13 226 17 €06 25 205 =20.6 Sko3 33,0 43.2
Argentina hsp 1 608 3 331 5 161 65.6 255.8 1072 54.9
Barbados 4o 28 27 €0 2.6 ~2).0 32,1 62.2
Brazii 4 034 6 541 7 25 1l 197a/ @ @55 62:1 10.9 5403
Colombia 521 1158 1821 245%  16.0 1222 5703 3.9
Costa Rica 51 g8 193 197 14.8 92.2 96.9 2:1
Chile 109 460 4Bl 1 154 7.1 322.0 52 138,14
El Salvador 127 205 233 291 29.0 6lo4 13,7 24.9
Guatemala 04 51l 650 765 50.4 68,1 25,0 10.9
Guyana 100 27 25 28 8.7 =730 =14.8 1.52.2
Heiti 13 2 34 456/ 350 115.4 Ao 32.3
Hondurss 97 i3 180 185 118.5 75.1 7.4 2:8
Jamaica 176 32 48 53 «34.0 =74.6 50.0 10.4
Hexico 1 533 1 253 173 1 75%/ 9.9 -18.3 37.5 1.0
Wicaragua o 147 149 00 16,2 20.5 1o -B6.4
Fanama 34 79 71 150 ~1265 132:4 -10.0 211.3
Paraguay 115 158 el 4eo 31.9 Er 9.6 73,9
Peru 467 320 821 560 ~51.8 -29.3 27.6 Zhati
Dominican Republic 116 127 1835 159 27.9 9.5 45,7 =141
Uruguay 28 31% 459 455 6.0 44,5 45.7 «l.3

Scurce: International Honetary Fund, Internaticnel Financial Statistics, spril 1979.

af Figures at end of November.
_b./ Fipures at end of pugust.
3_/ Figures at end of Cetober.
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In view of the fact that —he gro:s internaticnal reserves declined in
the group of oil-exporting coun:riss, tie share of these countries in Latin
America's total reserves also declined, as in previous years. Accordingly,
this proportion, which in 147% had bzen 34%, dropped to a little less than
27% in 1978.

Among the non-oil-exporting countries, the gross reserves continued
to increese sharply in Argentina and Cnile - where the amounts at the ernd
of 1978 were 10 times highef than those recorded orly three years before -,
in Colombia and Paraguay, vl:ose reser<es at the end of the year were four

times the 1975 figures, and in 3arbacos, Brazil, E1 Sdlvador, Haiti and Peru.

/I¥. INFLATION
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IV, ISFLATIOM

The incidence of inflation in the region during 1978 was similar to
that of the previous year. Although price increases in the last two years
have been significantly lower than those of the years 1975 and 1876, which
together constituted the period of its greatest virulence, inflation cannot
be said to be on the wane, for the indicator used to measure its evolution
in the countries of the region as a whole shows price increases of around
40% in 1978 (see table 10). .

As in previous years, the inflation affected the different countries
of the region with varying intensity. uNine of the 23 countries considered
showed price increases of less than 10%, while six suffered from acute
inflation which was reflected in price increases of more than 30%.

There was also clear heterogeneity from the point of view of the
dynamics of these processes. While half the countries in 1978 showed
highepr rates of inflation than the previous year, it proved possible to
moderate the rate of increase in price levels in the other half, The most
striking cases of speeding up of inflation were to be seen in Peru, Jamaica,
Paraguay and Guyana, whereas inflation in Chile, Colombia and Panama was
moderated to an appreciable extent. In Argentina, hiowever, the rate of
inflation once again remained at an exceptionally high level.

“he differences in performance cbservad in 1978 wean that conclusions
at the regionmal level are of limited validity. Moreover, the classification
of countries according to the degree of intensity of their inflation, which
was very relevant for the period 1370-1977, last year showed some signs of
becoming less applicable, especially because of the very much higher price
increases which tock place in Peru and Jamaica and the considerable drop
in the rate of inflation in Chile (see table 10j.

In any case, in the three groups of countries there was definite
asynchronism in the evolution of inflation during 1978, resulting in a
very special picture of inflation in the region which differed appreciably
from that of previous yvears., when one of the most significant factors of
inflation was the impetus it was given from abroad. What was termed

imported inflation constituted a new and singular element in compariscn

/Table 10
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Table 10

LATIN AMERICI: VARIATIUNG I COESUMZR PRICES E/

- acm

1970 1971 1972 1673 1974 1975 1976 1977 1578

Countries with hi%%h_

infistion 24,9 34 €25 1.2 1327 3ok 271 1265 1234
Argentina 21.6 3%.1 42 LG C 3.9 234.8 7.1 T 160a4 179.8
Chile 34.9 22.1 MERY Za8:1 375.9 3h0.7 174.3 93.5 3
Urugusay 19.3 35.& Cho? Tiad 107.2 63.8 450 57.3 46,0

Countries with interme-

diate inflation 1z.3 116 10.9 17s2 28.2 25.5 37.0 3.4 52,2
Brazil 17.7 18a1 150 13:7? 3%.8 21.2 b4, 8 43.1 38.1
Colombia 3.5 14,1 14,0 25.0 26.9 17.9 25.9 29.3 17.8
Mexico T8 0.5 5.6 2.3 2.6 11.3 27.2 2067 16.2
Peru 5.7 o7 4.3 15,8 19.2 24,0 L4,7 32,4 737

Countties with moderate

Infiation 28 kg zh Gk Dl Mk 26 Sk 99
Bartedos 9.2 10.1 Dak 26.0 3606 Za5 4.0 9.9 11.3
Bolivia 2.8 5.5 23.6 3he8 39.0 60 5.5 10.5 1%.5
Costa Rica 4.3 1.9 6.9 13:9 .0 2.5 L 5.2 8.2
Ecusdor 8.0 0.8 5.9 206 12 13,2 13.1 9.7 11.7
£1 Zalvador 1.0 0.6 5.2 7.9 21.0 15.0 5.3 14.9 14,6
Guatemals 1.0 0.% 1.1 L7e5 274 G.8 17.4 7ol 9.1
Guyzna 2.4 To4 7ol 15.2 11i.6 5.5 9.2 9.0 20.0
Haiti 0.7 13.5 7.5 0.8 19,5 19.9 0.1 =1.4 1.8
Honcuras - Lok 1.5 6.8 5.1 13.0 7.8 5.6 77 5.2
Jamelca 7.5 5.2 9.5 9.6 20,6 1567 8.1 bl 4g.b
MNicrragua ] 1.9 6.2 10.2 4,.&2/
Panzima 2.5 1.0 6.7 .7 16460 1.8 %5 9.2 5.0
Parzguay 2.3 Ga's 9.5 1,1 22.0 8.7 3oh 9ub 16.9
Dominican Republic =i.3 10.6 8.0 17.2 10.5 16.5 7.0 8.5 1.8
Trinided and Tobago 3.3 Sotd 8.0 2uokt 18.6 13.4 12,0 li.b 8.8
Venoizuela 34 2.0 3.5 Bl 11.6 8.0 6.9 Bal 70

Latin America 12.2 13.3% 2.2 37,0 0.7 59.7 63.6 4.6 25,9

Latin Aperica (excluding
Argentina) 11.3 10.3 17.0 6.3 £0.8 33,3 36,3 30,2 27.4

Source: Internaticnal Monetary Fund, Internacional Fimancizl Statistics, April 1979, and officia] data provided by
the countries.

8/ Decenter o Decenbsrs

b/ tovent o Noverbhere
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with earlier processes, at least in terms of the force with which it
affected the region and the machinery‘through which it managed to penetrate.
Thus, the rising and falling of prices as from 1973 was accompanied by
dearer imports, increases in the prices of exports, and larger volumes of
both.

Developments in 1978 do not seem to give rise to a similar
interpretation. In fact, both for the region as a whole and the three
groups identified, and even for the countries taken individually, the
variations in the levels of domestic prices and those corresponding to
external trade prices do not have the association observed in recent years,
especially as from 1973 (seeltable 11).

It cannot be denied, however, that the region may still be affected
by the imported inflation unleashed in 1973, the delayed effects of which
may continue to be reflected at the present time in the conduct of the
agents of the Latin American economy. This hypothesis is even more
plausible if it is recalled that not all the agitation of world inflation
has yet died down and that the increase in import prices in 1978, although
not as high as the levels of previous years, nevertheless showed appreciable
growth in quite a few cases. ' '

It is, however, evident that aside from the ups and downs of exocgenocus
impulses which earlier constituted quite definite conjunctural movements
but whose persistence now gives them a different nature, local factors
continued to be decisive in a large nurmber of countries.

Thus , despite the progress made in the struggle against inflation in
some cases where stabilization policies of an orthodox nature were followed,
the continued existence of high rates of inflation in many countries of
the region suggests that factors linked to the economic and social structure
continued to act on it.

As may be seen from table 10, the highest indexes of inflation continued
to be recorded in the countries where industrialization is most advanced,
the economic system is most articulated, and the relative weight of the
modern sectors is greatest. Owing to these factors and to the greater
capacity of resistance and pressure of the groups which gc to make up the
most modern strata of the economy, the reproduction and growth of the

/Table 11



Table 11
LATIN AMERICA: PRICES OF IFPCHIS LND EXPURTS OF GCODS

(Grovtt rates)

o=

Linports - Exports

T Jmarccar s arm

1974 SE75 . 1976 1577 1978 1974 1975 1976 1977 1978

Countries with high

Argentina ) N 3.0 17,0 ) 7.8 =51 5,9 ~h.8 78
Chile Ee S 8.9 2o 10,1 B.0 0ol =274 955 0.5 2.5
Uruguay 85.3 705 6.0 13.0 3.0 -2,2  «13.6 1.2 10.4 «0.%
Countries with interme- ‘
diste_infletion B9 B2 29 33 &8 s b 15 27 -5k
Brazil 52.9 3.0 4.0 7.0 7.0 3.0 1.0 17.7 26.0 ~7.0
Colombia 22.6 kol 4.9 1}.1 9.0 19.9 =58 0.1 58,5 ~15.0
Herico ' 0.1 %1 40 5.0 5.5  hz.3 .3 150 9.9 2.0
Peru 2ha1 12.0 2.0 6.5 8.0 6.6 N -l.6 -l.6 b0
Country with mederats
Barbados 2.7 11.9 2.0 7.0 6.0 77s1 39.0  ~40.0 =02 5.0
Bolivia ' 24,3 13,0 4ot 1i.0 10.9 98,4  =10.2 7al 176 1040
Costa Rica 35.9 13,2 6.0 12.1 6.0 o150 14.0 17.9 349 -500
Beuwader 297 5.4 50 13.G 20 L28.3  -12.7 18.6 12.3 -8.0
El Salvador 42,2 10.4 0.5 120 5.0 1 242 2.8 37.6 35,0 -15.0
Guatemala 42,7 13.0 T3 Do 7ol 20.7 il.l 15,0 o3 %5
Guyana 0.0 2.5 2.0 a0 5.0 6.7 L0.0 =70 8.4 11.2
Haiti %0.0 1260 7.0 3.0 Ta0 35.8 19,1 28.9 Hhl Bal
Honduras Z8.1 13.0 8.1 10.9 £,9 1.1 a2 17.1 25.0 -2a1
Jamaica 302 13:0 2.9 HaC 7.0 £0.5 33,7 ~10.1 6.0 -
Hicaragua : 31,7 15.0 Bah 9.3 10.0 26,1 =70 25.3 243 4,0
Panama 52.8 15.0 6.1 ER 3.0 40.5 3.8 2.4 5.0 =50
Paraguay ¥7.4 124 =i b 130 2.9 30.1 0.2 =0oh 34.8 =8,%
Dominican Republic 27.9 13.0 5.0 [EX 8,0 b4.g 8.5 ~29.5 10.2 =104
Trinidad and Tobapo 1219 11.3 560 5.9 G0 198.5 9.5 6.0 6.0 -
Venezuela 2he2 16.0 9.0 10.2 10,0 166.7 6.8 5.0 11.9 -
Ltin Americo M6 %8 52 %3 G2 BL3 Bk %0 L6 -k

Scurcs: CEPAL, on the besis of official date.
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circumstantial inflationary impulses tend to be mors generelized, more
rapid and more intensive here than in economies in which the primitive
strata predominate or carry substantial weight and in which the intersectoral
links are weaker.

Cven so, it is evident that the rates of price increases differed
in the countries of the three groups which have been distinguished not only
because of this greater or lesser structural propensity to inflationary
chain reactions - which indeed can be explained to some extent by the much
greater duration and intensity of inflation in the relatively more
industrialized countries of the region - but also because of the influence
of other factors, connected both with the handling of economic policy and
the wvery different external situations which the different econcmies of the
region had to deal with.

This combination of structural and conjunctural, external and internal
factors, their intervactions and mutual conditioning therefore go to make
up an exceedingly complex picture of inflation in the region at the present
time._ For this veason, and until the interpretation of the new and varied
forms of the inflationavy process is more thoroughly investigated, it will
continue to be difficult to design and apply policies permitting inflation
to be tackled without adversely affecting the other objcctives of

development.



