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FOREWCRD

In accordance with ECLA resolutions 81 (VI) and 1 and 8 (VIII), the
Secretariat of the Commission is in the course of preparing a study of
inflation in Latin America and of its relation to economic growth.

Inflation is a highly controversial subject, For one thing, it is
complex and has many facets: movements in prices are associated in various
ways with changes in wages, in exchange rates, in the output of various
sectors, in investment, in foreign trade, in the supply of money, and so
on, In this profusion of cross~correlations, it is easy to interpret
any one as a complete explanation, and such over-simplified views are
widespread, Even at the professional level there are sharp differences
of opinion, -

Secondly, the matter is far from being a merely academic one., It
affects the daily lives of everyone in each country concerned, The question
of what causes inflation is inseparably linked with another question, how it
should be cured, and the policies of stabilization which have been adopted
in many countries are hotly debated, because they raise far-reaching social
and political issues,

When a subjéct is simultaneously complicated and political, debates
over policy tend to be strident and somewhat unfruitful. Partisans of
different viewpoints lose sight of the historical background and of the
experience in other countries, It may therefore be useful to take stock
of the whole problem, and look for the antecedents of tcday's difficulties
in the statistical evidence, such as it is, on what has happened in a number
of Latin American countries over the past two or three decades. The aforesaid
study .attempts to assess some of the main forces at work, to examine their
interaction and to make a critical appraisal of the policies followed by
the authorities, Thus the basis is provided for indicating the principles
on which policy should be based,

The study deals with the relevant features of Latin Americals economic
structure with external and internal trends since 1929, and with exrerience
in various fields of policy; and it also includes more detailed analyses of
four of the countries in the region. This will be published later this year.
In the meantime, for the benefit of delegations attending the ninth session of
the Commission, some of the interim results are summarized in this paper,

/1, FRELIMINARY
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I, PRELIMINARY CONCEFTS

1, The definition of "inflation"

The confused discussion of the subject is partly due to the fact that
there is no widely agreed definition of the term "inflation®, In everyday
language "inflation" means a rapid rise in the general level of prices., It
is, however, also used in senses rather different from this, For example,
ninflation" is sometimes said to exist when demand tends to exceed supply,
even though prices are not actually rising, for example because of controls,
Again, some people use “inflation" to describe an increase in the amount of
money in circulation, or even simply as the printing of money, and this
too may not be closely assoclated with rising prices.

These last meanings each imply a view about the proximate cause of
price increases, and it will therefore be more objecti&e as well as simpler
to keep to the common usage, namely that "inflation® means a rapid and
general rise in prices, whatever the reason for it, But this usasge is a
little imprecise and a price rise will only be termed an "inflatiocn" for the
purposes of this study, provided it centinues for some years and continues
at a significant pace, | ‘ ‘ '

But what constitutes a significant pace? The answer given to this
refleects national'experience. Those who have lived in countries where
violent inflation has been the rule might consider that a price rise averaging
10 per cent per annum for some years would amount almost to stability., On
the other hand, in a country which has experienced little price change for
& long time, an increase of 2 or 3 per cent a year may appear inflztionary.
Partly because of this inevitably subjective approach, and partly because
the price indices available lack both 2 full coverage and also acquracy,
no attempt will be made here to say that some particular percentage rise
in prices would constitute the borderline between relztive stability and
inflation. The essential characteristic of inflation is, in any case,
not so much the quantitative rise in prices, as its chronic and recurrent

nature,

/2. Failures -
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2. Failures in the process of growth

The repeated waves of price rises in a number of Latin American
countries are significative of economic and flnanclal maled justments,
" In order to see the likely nature of these'maladgustments, the most
“important economlc problems of 2 Latin Amerlcan economy and the nature
- of the process of growth, should be brlexly examined,
" the distribution of income is very unequal, as between different areas

and different social classes; thet the level of activity depends on a few

| export cbmmbdities; and that many godds, including most forms of equipment,
have to be imported, There are three reasons why these problems have
become much more dangercus in the past few years, '~ Firstly, the increase
in the population, alréady fast, is accelerating in nearly eiery country,
'Secondly; people in Latin fmerica are growing more aware of the contrast
between conditions in their ewn countries and those overseas, and also of
the contrasts within each country in the region, and they are becoming
incréasingly unwilling to tolerate living in, or on the brink of, acute
poverty. Thirdly, the markets for the major exports of the region are
showing not merely their customary instability, but also severe over-
supply, despite the general prosperity in the industrial countries; even
in "boom" years, commcdity markets are far from buoyant. | .

The general liﬁé of development that the region needs is obviouss
economies have to be diversified so that they can continue to grov,
regardless of trends or fluctuations in world cemmodity markets, But
while this is obvious, it is far from simple, The time factor is crucial,
and rapid industrializatibn'impOSes grest strzins, not merely economic
strains but also tensions in the social structure and the administrative
system, The socio~economic system and the bureaucracy of many'éountries
have défects which are exposed undér these pressur eé, and the process
of adgustment may fail to be carried through successfullya

This failure can take various forms, One p0531b111tyl15 that no
progress is made with the work of diversification, so that growth' continues
to depend very heavily on the performance of traditional exports, If

these are sluggish, the consequence is econcmic stagnation, in the sense of

/constant or
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constant or falling per capita incomes, accempanied by increasing
unemployment and perhaps political instability. The results of failing to
‘diversify the economy are not apparent so long as exports are rising rapidly.
It is in fact tempting to forget the need for economic reform under these
circumstances., But commodity booms, however vigorous they seem, do not

last for ever, When they .end, the threat of stagnation materializes,

- perhaps all the more dangerously if a high proportion of supplies is still
imported,

The progress of growth cannot be considered succesful - even though
it is both rapid and esccompanied by industrialization -~ if it is achieved
without a definite improvement in the conditions of the pacrest sections of
the community, The burden of eccnomic transformation has at times been
thrown on them by suppressing increases, or even inducing declines, in their
real income, It may be possible by such means to release resources for
investment and to keep prices steady, even despite the shortages.of one type
or another that inevitably appear in the course of growth, But relief
is only obtained at the cost of aggravating distortions in the income
structure, Sooner or later the political eppposition mounts, so this way
forward cannot be followed indefinitely. Besides, the growing inequality
- of income distribution would inhibit the appearance of mass productien
industries, an essential step in the process of growth.

Then again, as demand grows, it may outstrip the rise in output in some
or all of the sectors of the economy., The pattern of investment may not be
right, or technical progress may be uneven, or management in some industries
may be unenlightened. (These possibilities are not of course mutually
exclusive), Agriculture is an obvioeus illustration in a region where the
size of the productive unit and the identity of its controller are determined
by inheritance more often than by the play of economic forces, One
possibility is to ease the consequent shortages by increasing imports.

But the normal supply of foreign exchange, i.e, export earnings and receipts
of long-term capital, may not be rising fast enough for this. ~Then special
methods of financing the deficit have to be used: for instance, running
down reserves of foreign exchange or accumulating short-term debts, Thése

devices cannot of course be used indefinitely, and persistent recourse to

/them is



E/CN. 12/563
Page 6

them is a sign that the économy is failing to carry out its adjustment
satisfactorily.

Inflation is another such sign, This may be atiributable to monetary
or fiscal policies that raise demand too quickly, It may be due to wage
increases greater. than the economy can bear, Or the problem.may not be
so much one of general excess demand or genéral rises in costs as one of
particular bottlemecks in supply. Perhaps some shertages, e.g., of food,
cannot be relieved by imports because of transport and marketing difficulties,
or because of a lack of foreign exchange, Alternatively, or concurrently,
the pressure of demand for imports may, if it is not being met by sufficiently
rapid production of local substitutes, lead to devaluation, which also
lifts the level of costs, These upward pressures on prices may arise
in the course of industrialization, or alternatively, they may be associated
. with economic stagnation and the failure to develop key sectors of the
economy, |

The process of growth could of course, at least in principle, teke
place without these deficiencies, OQutput could grow sufficiently fast
in all sectors so that, despite the population increase, average incomes
rose without a deterioration in income distribution or a chronic paymerts
deficit or inflation. One would describe this as a process of dynamic
equilibrium, Inflation is best seen as one possible lapse.

3, Monetary and real factors

Inflatlon is invariably accompanied by some increase in the supply of
money, so the former can always be imputed to the latter, It is therefore
temptlng to say that bad monetary policy is "responsible” for inflation and
that there is no need to look further than this, This simple chain ef
deductlon is all the more attractive because it dispenses with the need
for analysis of economic trends,

But it is essential to probe deeper, The question necessarily arises
during the exaﬁination of any particﬁlar situation: why did the supply of
money increase? Was there a budget deficit? - Did-the Central Bank expard
its loans to the commercial banks? But these questions in turn immediately

suggest others, What influences were causing tax receipts to lag, or

/public expenditure
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public expenditures to climb? What forces in the private sector were
raising costs and increasing the demand for bank credit? And a look at
regional experience reveals that some questions are continually recurrings:
why are the pressures so great on Goﬁernments to.increase social services
and to start public works projects? Why has credit restriction so often
threatened to bring with it heavy unemployment?

To answer these questions, account must be taken of the rate of
poptflation growth, trends and fluctuations in the supply of foreign exchange,
the movement in real wages, and so on. It is hard to explain what has
happened in the monetary sphere, without invoking the fundamental economic
factors. Changes in the supply of money are,‘generally speaking the
expression of real forces acting in the economy. Conversely, monetary
_ developments are important to the extent that. they influence ~ as they
certainly do - real economic developments, such as the level and composition
of investment; and monetary analysis is a useful adjunct to economic analysis,
But it is no substitute, The problem of inflation cannot be examined in

isolation from the central economic problems,

Le The aims jof economic policy

This approach guards against framing the question of policy in the
wrong terms, To ask: what should a policy of stabilization consist of?
would be to assume that stability is something that can be pursued in isolation
from the main economic objectives. Such a formulation could lead to policies
which were seriously wrong, The fundamental aims of economic policy, outlined
above, can be phrased as follows: +to make the national income grow as quickly
as possible; to distribute it more equally; and to dampen its short—period
fluctuations, At times of course there may be conflicts between these three
aims, but in the long run they are not inconsistent, indeed it is difficult
to imagine how economies could grow rapidly for a long peried without their
inequality and vulnerability being reduced, _

In the last resort, nearly all objectives can be expressed in these
terms, Econcmic objectives as they appear to politicians - for example, the
need to provide sufficient employment or to improve living conditions ~ are
really in essence the same, for only if these central aims are achleved is

there hope of eliminating unemployment and poverty,
: /There are
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There are other important‘objectives,'buf on careful scrutiny one sees
they are not really ends in themselves but rather the means of achiéving ‘
one or more of the ends already listed, For example, diversification of
the economy, through industrialization, is pursued not so much for its own
sake, but because it appears to be the only.way in which the ecohomy caﬁ
be developed to a stage at which it would be able to continue to grow without
a chronic tendency to deficit in international paymentss or because a
diversified economy is better able to withstand fluctuations in commedity
markets; or because industrialization will break down rigid social barriérs‘

that cannot be destroyed in any other way,

5. The draﬂbacks of inflation

Price stabilization is also in the category of means rather than ends,
The first reason for avoiding a persistent price rise is that inflation
hampers growth., Uncertainties sbout price movements greatly complicate
rational anticipation and planning, for the Goverrment and private citizen
alike; and inflation also discourages saving and distorts the pattern of
investment, Secondly, it inhibits policies designed to compensate for
fluctuations in exports, ”Tﬁirdly;'it is associated with a shift to profits
in the distribution of income, N | :

Unfortunately, the word “inflation" has acquired, over the long years of
' controversy, certain non-objective connotations, It is no longer used
simply to describe a movement in eccnomic indicators. Weaknesses are often
ascribed to inflation, although they are in fact due to more fundamental
defects in the socio~economic structure, Thus although economic stagnation
has been associated with inflation in much of the 1950ts in Chile, it has
also been the lot of countries with stable price levels, such as Cuba'and ,
Haiti, Similarl& low rates of personal savihgs, heavy investment in lwmury
flats or high profit margins which are typical symptoms of an inflaticn.
lasting for a decade or more, can be found in economies which have never
known a serious degree of inflation, ' . '

In any case, price movements cannot all be condemned out of hand. - Except
in the most strictly regimented economy, prices of varidﬁs'QOst move from time
to time upward or downward, The main ultimate justificatién put forward

/for the
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for the price system is that it is intended to achieve the necessary shifts
in the factors of production by variations in prices, A process of growth,
when substitutes are being developed for jmports, inﬁolves factor movements
on a massive scale, In some types of economy, these movements are achieved
by administrative decree or political pressure, In countries of lLatin
America, however, an important role in transforming the economy must

“under present circumstances be played by price changes, Yet because of
rigidities in various prices, reflecting a widespread reluctance to acquiesce
in falling incomes, and because of supply inelﬁsticities in the region, due
to factor immobilities which will be discussed below, the working of the
price mechanism may well produce more rises than.falls, lifting the average
level of prices, Indeed, rising prices have traditionally accompanied
processes of rapid industrialization., Thus, in Japan prices rose by more
than 80 per cent during the decade and a half of intensive growth from
1888/92 to 1903/07, despite near stability in world prices at that time,lj
But inflation has, of course, not normally been of the speed experienced

in Latin America in the past decade.

It is always necessary to go back to the basic aims of policy; a policy
that avoided inflation but did not convey a firm expectation of growth, or
of a more equal income distribution, or of reduced vulnerability to export
fluctuations, could hardly be considered well conceived, On the other hard,
it is a mistake to go to the other extreme and conclude that inflation does
not matter, Fulfilment of the main objectives, particularly economic growth,
is easier if chronie¢ inflation can be avoided.

6. The alleged conflict between growth and stability

Putting the matter in this way shows that it is misleading to ask
questions such as; are price stability and growth incompatible objectives?
And it is still more misleading to ask: which is preferable?

Posing a choice between growth and stability is to £all into a logical
fallacy, The choice is only between various objectives, not between an
objective and something which, though it helps achieve a number of objectives,
is itself a means rather than an end, The damage done by inflation has to

be judged in terms of its effects on growth, equality and vulnerability;

1/ K, Ohkawa and H, Rosovsky, "Role of agriculture in Japanese Economic
Development", (Economic Development and Cultural Change , Vol,IX, No,1l).

/this has
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this has to be worked out throﬁgh ebonoﬁic‘analysis.) The qﬁestion for
. policy~makers is whether thevtotal effects_éf @ﬁg pélicy on the level,
distribution and variability of income are bettér than those of another
policy ~. allowing for the prospect, inter 'iia, that inflation ﬁay be
involved in one case but not in the other, or in one more than the other,
In the longer run, the antithesis is even more cbviocusly fallacious.*‘
Only through economic deveiopment can the economy ks made more flexible and
strengthened, so that it becomes less prone to inflaﬁioﬁ. If growth were
slowed down in the attempt to avoid inflation, the day would be postponed
when the economy could be developed with less strain and thus less danger
cf -inflation. A country that pursues stability at the expense of growth,
may find it ends up with neither, B
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II. THE PROCESS OF INFLATION IN LATIN AMERICA:
THEORETICAL CONSIDERATIONS

1, The conditions for dynamic equilibrium

There is no simple and self-evident causal nexus betweenrgrowth, on the
one hand, and inflation,.on the other, in either direction. Yet they are
obviously not completely unconnected phenomena either, An undénfdeveloped
country that attempts to'change and to grow rapidly faces certain tensions
which may result in inflation. Whether this happens or not depends on
the following factors:

(a) the pace at which economic change occurs;

(b) whether external developments are favourable or otherwise;

(c) the flexibility of the internal economy (reflecting not merely

the productive structure but also a wide range of institutionél,
social and cultural characteristics);

(d) the extent to which the‘policies followed by Govermments ease or.

aggravate the process of transformation.

(a) Suppose, for example, that the national product is growing quickly,
as itlmay have to if the rate of increase of the population is high, This
implies a fast expansion in demand, especially for some types of goods and
services, because,inter alié; growth will be accompanied by urbanization,
Examples of items of consumption which typically expand quickly in a growing
economy are consumer durables, househoid electricity and passéuger transport,

{b) For an under~developed economy such as those in Latin America, these
rises in demand may create problems. Of course they can be accommodated,if
exports are rising fast enough., Foreign exchange supplies will then permit
imports of durables - to continue with the previous examples -~ to increase,
and also allow equipment for electricity generation and for transport services
to be purchased overseas, It will similarly be possible to ease other
shortages that arise during the inevitably somewhat uneven process of growth,

But imports will have to grow at least as quickly as income if this
room to manoeuvre is to be maintained., If, however, export markets are
weak, the domestic economy will itself have to satisfy these tjpes of
expanding demand, Some sectors, such as the engineering industry will have

/to grow
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to grow particularly fast. - The agricultdrél‘sector'ﬁill also have to
expand its outpﬁt becaﬁse of she increasing need for food to feed city
populations, HNot only 1ndust ies produclng tfinalt products will be
affected but also - and more especlally '~ those producing 'intermediate?
goods and services, such as steel, energy of various klnds, and freight
transport, . ' s o N

(c) Those brought up in the classical tradition of economics might
expect that declines in the sales of export products would induce labour
and éapital to shift readily'into'Secondary inﬂustriés of their own accord,’
because of the more attractive wages and profits to be found there, For
this to happen, two conditions mustfbe'fulfiliéd. In the first place, prices
must act as signals to show- what ecdndmicrdhanges are necessary, Secondly,
factors of production must move readlly-and ea511y in response to such
31gnals. . ‘
"' The £irst conditions willi be met if monopolistlc elements are not so
severe that they affect the: levels of wages or of profits in particular
industries, or trends of prices, Mofe'important,.prices need to be such
that profits reflect the full yisgld to the e conomy of acts of investment,
a The second condition is that labour must be mobile enough in all
senses (geographlcally, 1ndustr1ally and occupationally) to flow in repsonse
to wage movements, and that capital should also move into the most profitable
openi ngs irrespective of where it arises, ('Profltablef hers refers of course
to the long term.)  This mobility is greatest if the export sector can sell
its surplus output in the home market, or if 1ts resources can be used where
they are, without much.adaptation) to produce other gocds. In addition,
and‘ﬁéphaps_more crucially, entrepreneurs must emerge to take advantage
of the possibilities of profits and to combine labour and capital efficiently,

iThere.are certain financial corollaries of this physical transformation,
The flow of saving has to be high enough to finance the capital requirements,
and has to increase when a rising yieldisignéls that import substitution
has'ﬁo'bg accelerated, . This problem is easler to solve to the extent that
capital ip available from overseas, and conversely more difficult to the
extent that éépital is absorbed in the purchase of foreign securities, United
States dollars, or gold, . .- )

/Apart from
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Apart from the physical and finsncial conditions for dynamic
equilibrium, there are also social ones, The purpose of economic growth
is, in the final analysis, to sokve social problems by providing better
nourishment, housing, et¢c. This implies that it is more successful to
the extent that inequalities of income are reduced, Indeed, since the
manufacturing industries mostly require large markets, increasing equality

could in any case hardly be avoided in the long run,
(d) Merely to state these conditions indicates that economic

transformation may not come about automatically, through the normal
interplay of economic forces, Yet dynamic equilibrium can still be
achieved if Government policy is far-sighted and firm enough to ensure
that the necessary substitutes for imports are produced and also to
curb inessential consumption and investment by fiscal and monetary
policy. This in turn implies the need for efficient and honest public
servants,

These last two conditions - (6) and {d) - are of course themselves
interrelated, Structural obstacles to growth also affect  the distribu-
tion of political power and the context within which it is wielded.

The question of whether inflation is inevitable in the process of
rapid growth therefore resolves itself into three subsidiary questions:
are markets for the country's exports bucyant?; is the internal economy
flexible?; and is Government policy efficient?

If exports rise rapidly enough, as they did in Venezuela for many
years, the economy can grow quickly without serious danger of inflation,
even though labour and capital are immobile, enterprise is deficient,
and the Government lacks an adequate development policy., In that case,
however, the economy will grow rather than develop: it will not achieve
enough import substitution to enable it to weather comfortably a
subsequent weakening of export markets. On the other hand, if exports
are stagnant, or even more if they fall back, then the pace of price
rises will depend on structural factors and on Government policy, The
greater is the weakness in exports‘andlthe more intractable are structural
obstacles to growth, the less easy is it for a govermnment to avoid
inflation and still to maintain a satisfactory essencial growth.

/2. The
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L2, The mechanisms-of the infiatibng;y;grocess

This brlef review of ideal conditions p01nts to the- ways in which
1nflat10n can emerge and propagate 1tself - the plural is used because
there are, 1n theory at least, several p0551ble processes of inflation,
For the sake of exposition, let us suppose that an economy has been growing
in dynamic‘equilibrium, 8s.has been defined above, and that something
happens to divert it from this path, _ |

A convenient first hypothesis is that the rise in exports slows
down or stops. If growth is to contlnue undlmlnlshed,-thls must mean
an acceleratlon of the rate of import substitution, i.e. of industriali—
zation, Some local industries will have to expand particularly qulckly.
Imports of capital equipment, and of matprlals unavailable locally,
will not fall, They will increase, because of the very need for
industrialization, so imports of consumer goods will be reduced,
probably sharply.

This need to expand certain industries rapidly will have a direct
impact on the price level, because goods prodtced for the first time
domestically will almost certainly be more expensive than the imports
they replace., Otherwise they would have been produced before., The
new substitutes will be produced under the protection of tariffs or
import controls; they will be marketed in monopolistic conditions;
they will usually bé manufactured in rather small quantities because
of the limited size of local markets, and in any case the techniques
used may be relatively inefficient,

Biut what is of greater significance for the economy is that the
expansion of thése industries means a big'increase in the demand for
certain inputs, To:attract workers imto the new industries, for
example =~ espéciélly skilled workers ~ higher wages have to be offered,
This creates shortages of certain types of workers elsewhere, raising
costs in other industpies, and it affects the general wage level. The
increased demand for electrlczi.ty aggravates any energy problem that

exists, and- the 1ncreaseo ‘need. -for frelght facilities will add to the

/strain on
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strain on the transport system. The accelerated p&ce of urbanigation
associated with this economic development implies that passenger trans-
port facilities, urban social services and food supplies will have to
grow more quickly.

Import substitution thus changes consumption functions throughout
the economy. It requires from the productive sectors a flexible response
which is difficult to achieve in en economy where the markets for labour
and capital are imperfect, Failure to make the needed spurt in ocutput
meané rising prices, Moreover, to the extent that the economic transfor-
mation is not complete enough, the pressure of demand for imports will not
be relieved, and the exchange rate will be devalued, which will also
raise costs, Once prices rise, for whatever reason, this threatens the
levels of living of various sections of the community, and leads to
attempts to raise wages and other forms of income - attempts which are
more or less successful according to the power of the sections concerned,
Then, in time, thrift is discouraged, and capital is diverted away
from the types of long~term investment which are needed, So inflation
gains momentum, Moreover, as prices rise deficits appear in government
accounts because of the inflexibility of taxes,

An alternative possibility is that the growth rate of population
may accelerate, making it necessary for that of national income to
accelerate too, The rate of growth of exports, although previously
satisfactory, will then prove too slow, and the same problem of an
import "bottleneck" will arise,

So far it has been assumed that the pressure of excess demand
appears because imports of some types cannot keep climbing fast enough.
It may also make itself felt if supply lags for different reasons,

For example, agricultural output may cease to expand at a satisfactory
pace, This will mean rising food prices, or, alternatively, increasing
imports of food, a state of affairs which aggravates any foreign
exchange problem, And, moreover, it immediately stimulates pressure
for wage increases, A failure of the output of steel or of petroleum
to grow in line with local demand will create the need for rapid import
substitution in other sectors, even if exporis are rising reasonably
fast,

/The acceleration
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The acceleration of demand for particular poods will pose formally
similar problems, This might happen as the result of "autonomous™
changes in the pace of urbanization, or in the distribution of income,
or in the coverage of consumer credit, or in taste (for example, as a
result of the "demonstration effect"). In any of these ways .a priece
inflation ean develop, and, once it starts, it develops cumulative
features,

Apart from long~term models, such as have been cutlingd here,
inflation might emerge because of fluctuations in exports, even if
these fluctuations were to take place around a rising trend. Over the
short run, capacity to produce substitutes for imports cannot be in-
creased, so there is an immediate danger of devaluaticn if .the growth
of income (and the demand for imports) continues while exports fall
back., This is especially likely to occur if there is a chronic
long~term tendency to inflation,

Moreover, when exports recover, the process is not necessarily
reversed, By that time, rises in internal prices and incomes will have
occurred,and it will seem unrealistic to consider going.back to the
old exchange rate, Incomes will also be rising in the export sector,
and so will prices of imported mamufactures (if the recovery of the
country's exports is part of & world boom). So both in a slump and
in a boom prices tend to move upward, and the long-term. pace of
inflation depends in part on the violence and frequency of short-term
fluctuations in commodity markets. '

Similarly, a budget deficit might grow because of the decline in
revenue from exports, or indeed for any other reason, such as quite
irresponsible increases in public outlays. Then again, demand may
rise because an expansion of monetary policy causes privats investment
to outrun private savings. Whatever the cause, an excess of total
demand means rising prices. This discourages exports, while it
stimulates imports, thus inducing devaluation, and causing a shortage
of foreign exchange for certain types of imports,

Again, wage rises may he greater than productivity increases. This

at once results in rising prices, especially if the orgsnization of -

/industry is
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industry is monopolistic, It alsc unbalances the budget, and increases
the costs of basic activities such as electricity production and trans-
port. Either their prices will be adjusted, in which case the upward
trend in prices is strengthened, or they will be held constant, in
which case the enterprises will lack the finance for investment. Since
consumption will be stimulated, familiar problems of shortage of
capacity. will appear. _ '.

While, therefore, there are many ways in which the procéss may
begin, it will in time, however it started, show certain predictable
symptoms, including a strained foreign balance, and shortages of
particular types of goods.

It should be noted that a different theory is required to explain
inflation in semi~industrialized countries like Brazil or Chile and in
fully developed countries. In the former case, the model has to allow
for the changing patterns of demand, due to urbanization, for the high
share of food in workers! expenditure, for hindrances to the mobility
of labour and of capital, for the general impossibility of selling
frustrated exports in the home markets, for the chronic shortage of
capacity, for the lack of bertain industries (notably those producing
capital equipment), for the inflexibility of the fiscal mechanism and
so on, These are features which do not have to be given the same
weight (or, in some cases, any weight at all) in the analysis of inflation
in developed economies.

Besides, a general theoretical explanation of Latin American
experience has to take account of dynamic factors such as population
growth., This compels government initiative in providing soecial and
eccnomic capital, and in creating employment opportunities if these do
not emerge, Analysis of trends in this region also has to allow for
adverse secular trends in markets for primary cormodities, and an
income-elasticity of demand for imports greater than unity.

The process which has been described cannot be classified as one
of "cosi" inflation or of "demand" inflation, in the manner customary
in professional discussion in Western Europe and North America. It
has elements of both, but also structural features and trends which are
peculiar to less developed societies,

/The importance
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The importance of various aspects of this process varies from
country to country, according to the rate at which each grows, its
experience with foreign trade, its economic and social structure, and
the policies which its Government puts into effect, In some cases the
external and internal obstacles to growth make it difficult for Govern-
ments intent on economic development to avoid inflation, at least in
the short run (i.e, until they can make structural improvements), In
others, due advantage may not be taken of a favourable structural
situation and possibilities of expanding trade., Perhaps the need to
develop basic sectors is ignored, or export markets are lost because
of ill-conceived policies in the spheres of publie investment, or
irresponsible fiscal, monetary or wages policy. Developments in Argentina
in the years after the last war illustrate these points,-

In the remainder of the present paper the experience of Latin
tmerica in the past three decades is summarized with special attention
to these questions. First the situation in 1929 is described, with
some reference to the inherited obstagles to structural adaptation;
then the same section III deals with the decline in exports during the
depression, the wartime shortages, the postwar boom and the problems
raised by the attempts to pursue development policies in the 1950's,
despite recurrent weaknesses in commodity markets., Section IV discusses
some features of the policies which have been followed in the attempt
to cope with these problems, '

JIIT. A
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III, A SUMMARY OF THE RELATION BETWEEN GROWTH
' AND INFLATION, 1929 TO 1959
1. The-position in 19292/

During the nineteenth century, the economy of every country in
the region had become organized very largely around its export industries,
By the time of the First World War, the main features of economic
structure could be summarized as follows, A éubstantial part of the
proceeds of exports was earned by plantations, large cattle ferms or
mines, IMich of this income flowed straight out'again. Some of it
was remitted as profits to‘foreign companies or absentee 1andowners;
the .rent and profits received by local property owners were mostly |
spent on imports., The remainder entered the local economy by two
main channels, namely, taxes on forelgn trade and profits of export
and import merchants, These sustained civil service bureaucracies
and commercial life in the large cities, where some manufacturing
activities could be found, such as food processing and the cloth;ng
industry. A con51derable fraction of the pOpulatlon, often those of
Indian or negro stock, worked on estates, or on smallholdlngs, or on
communal land, for very little remuneration, so they hardly counted
as part of the consumer market, They were also cut off ffom the eity
labour markets, not merely by distance and bad transport, but also by
illiteracy, lack of technical skill, and quasi—feudai obligations to
their employers and landlords. _ _ o

It must not be inferred from these generaiizations that all econcmies
were at the same level in the early decades of this century. The scale
of manufacturing, the extent of commercial agriculture, and the degree
of urbanization varied greatly, Broadlj speaking, they'were all much
more in evidence in the Southern Zone of the region, where the original

2/ The reader should bear in mind that because not a great deal of
research has been done on the economic development of Latin Amerlca,
not enough is known of the structure of most countries, even in a
period as recent as the 1920's,

/pattern of
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pattern of colonization had been modified by the extensive immigration
of artisans, entrepreneurs and working farmers, In Argentina, par-
ticularly, the economy had become quite highly unified geographically
and socially, at least by comparison with that of other countries in
the region,

Where the process of industrialization had already got under way,
it received a vigorous impulse from the war of 1914~18, Imports becanme
hard to get., Shipping grew scarce; blockades were maintained by the
belligerent powers; and both European and, eventually, North American
industries were diverted to the manufacture of munitions. By the "720's,
Chile, Mexico, Uruguay and (especially) the south of Brazil, were well
on the same raod that had been taken earlier by Argentina. Substantial
proportions of the population were living in urban areas, and local
industries could by now satisfy a significant fraction of local demand. The
same signs of progress were also appearing in Colombia, Cuba, Peru and
Verczuela, although the degree of self-sufficiency they showed was lower,
and typical of an earlier stage of development, Mearwhile, Argentine industry
was expanding into new fields, such as engineering,

Yet all the Latin American economies were still vulner=ble to
fluctuations in foreign trade, Their exports, which provided a high
proportion of income, were few in number, perhaps only bne, and sold
to a limited number of buyer countries, The sectors producing for
export had, except in the cases of Argentina and Uruguay, very limited
possibilities of selling their output inside the economy, Even those
countries which were becoming industrialized, and thus growing less
dependent on the income generated by exports, were vulnerable to the
vicissitudes of external trade, though in a different way, Certain types of
gonis, not only advanced consumer goods, but also nearly all capital goods
and intermediate products had to be imported, The more advanced economies
were coming to rely heavily on receipts of foreign exchange to provide
the materials and equipment for their industrial sectors,

Despite the progress that had been made, internal developments
continued to be hampered by the lack of economic integration, Some
improvement had been made in the cultivation of export crops, but

/1little technical
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little ftechnical progress could be seen in agricultural production for
the home market, While owners of large estates still used the major
part of their land, even when arable, as unorganized cattle runs, the
peasants on smallholdings or communal land were employing techniques
which were decades or even centuries out-of-date. Industrial firms,
lacking the domestic hinterland they needed for large-scale production,
were often inefficient and/or monopolistic. | _

Nevertheless, as long as world trade was buoyant, as it was in
most of the 1920's, economies did continue to grow. Exports expanded,
private investment by foreigners was héavy, and Governments could raise
considerable finance overseas for public works. Incomes rose, and with
them consumption and tax revenues, The cities were able to absorb a
continuous flow of migrants from the country districts; attracted not
merely by higher incomes, but alsc by amenities and services such as
electricity, water supplies and schools, and in some cases by greater
safety.,

These physical changes in Latin American economies had been
accompanied by others of a financial nature, In the ninefeenth century,
a number of countries had still used dollars for local currency, while
those with their own money had kept it tied to gold; and foreign banks
had provided most of the financial services. The countries of the
Southern Zone which had made most progress economically had begun to
show greater financial independence. They devaiued their currencies,
on occasion, and suspended convertibility into gold; this was done
usually to alleviate the consequences of slumps in world trade. In
addition, locally-owned commercial banks played a growing part in the
financial life of the more industrialized countries, and during the
1920's several central banks were established.

These moves towards monetary independence had, however, met with
setbacks from time to time., There had already been bouts of inflation,
especially in Chile, and on occasion local banks had been forced to
close their doors. OSometimes devaluation could be ascribed to plain
mismanagement of national finance. After the severe financial crises
~of 1921, when commodity marketé had collapsed, there was a general attempt
to return to the gold standard. Latin America was in this matter follow-

ing the example of EurOpean countries which were trying to re-establish
/the international
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the irternationial mwonctary system that had broken down in the first
world wargg/

One of the consequencgs Wés that economic policy, &s it is known to-<day,
hardly existed in 1929 in any part of the region., Observance of the rules
of the gold standard meant that certain probiems never arose, A shortage of
foreign reserves could hardly occur, and any incipient price inflaticn would
be braked by shoftage of money before it could gather momentum., Among the
virtues of the gold standard was that it achieved these ends almost automa-
tically, and the agenda for political decision and administrative action
was therefore light,

FPew instruments for policy had as yet been created, . Taxation was rela-
tively low, being based mainly on import duties, and since a chronic budget
deficit would have been hard to finance, expenditure wes alsb limited,
Despite the moves towards financial independence, monetary systems were still
hardly developed enough to give much scope for deliberate policy, Exchange
controls and multiple rates were as yst unknown. In any case, the material
basis for a more active and independent policy hardly existed in most
countries, at least in the short run, if the lack of local capacity for
producing manufactures is taken into account. Monetary expansion wculd have
led guickly to an increase in imports and an unacceptable loss of foreign
reserves, Furthermore, the political pressurss for such policies were
limited, since power was effectively in the hands of those not entirely
dissatisfied with developments, and even the discontented could still find
somz scope for the improvement of their_conditions so long as natiocnal pro~
ducts were rising and it was possible for them to move out of backward
sectors of the economy.

But the almost complete absence of conscious economic strategy proved
a serious handicap in the years that followed., Administrations were not
gaining experience in formulating policy and carrying it out; statistics
were not being demanded because they were not needed, so they remained

almost non-existent; and political leaders had become accustomed to thinking

3/ In one respect most Latin American countries departed from strict gold
standard conventions; holdings of the currencies of the industrial
countries were treated as if they were gold for the purposes of cur-
rency regulations and conventions. It was convenient to hold the
currencies of trading partners, and, since they were in fact fully con-
vertible into gold, a "gold exchange standard", as it has been called,
was for countries of the region a natural departure from practices
followed overseas, /that economic
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that econcmic developments were, broadly speaking, outside their

control and therefore not their responsibility.

2. The consecuence of the depression: policy confliclts emerge

Great though its merits were, in retrospect it is hard to believe
that this time the largereconomies of the region would have been
prepared, or indeed able, Lo maintain the rules of the gold standard
indefinitely, even if fluctuations in trade had been avoided. These
rules implied an overriding priority for balancing foreign payments and
for stabilizing the price level, Income and employment could grow and
recessions could be avoided, but only if foreign trade continued to
expand. Thus the rate of expansion depended in the last resort on the
pace at which national products were growing in the leading industrial
countries of North America.and Western Europe, a pace which might prove
too slow for an area with low per capita incomes and a fast rate of
population increass.

However, the question was never put to the test., The depression
which started in 1929 was so harsh that the gold standard was discarded
as unworkable by the whole world, including the industrial countries
themselves. World trade plunged sharply and speculative movements of
capital were heavy. The leading industrial countries abandoned
convertibility into gold one after another and devalued their currencies.
Those that retained the gold standard, as France did, found their exports
more and mere difficult to market; they had to bring imports down by
inducing a fall in activity, and therefore in employment, of a magnitude
that in the end proved to be intolerable, The abandomment of the gold
standard was the necessary condition for the adoption of sccial relief
schemes, such as public work programmes, which became increasingly necessary,

The slump came as a particularly severe shock to Latin America.
Public.revenues depended heavily on the taxation of foreign trade; and
investment was being largely financed by foreign companies in export
industries or in sectors which were linked with them., So the decline in
exports, which was in any case relatively much sharper than in the industrial

countries, meant reductions in income throughout the economy. At the same

/time, the
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timz, the foreign exchange shoitage was aggravazied by the drying-up
of the inflow of short-term capital, even in some cases by its
reversal, Counbtries which were accustomed to relying on foreign
sources for much of their supplies ‘found it hard to make the necessary
cut in their imports, |

Governments revoked con&ertibility, not only into gold, but also
into foreign currencies, This led ‘to the appearance of free msrkets
in which exchange rates were at a discount compared with official
quotations and fluctuated from day to day. These were not the only
breaches that occurred in the old economic order, Like many other
countries, industrial or primary producer, those in Latin America
introduced gquotas in an attempt to correct the deficit in foreign
paymehts and increased duties on imperts, (The United Stztes had raised
its tariff walls in 1930, under the Smoot-~Hawley Act.) Meny of them
also defaulted on fereign debts, as a number of BEuropsan countries were
doing. Furthermore, several attempts were made; not very successfully,
to stabilize commodity prices by international measures to control output.

Apart from these steps, which were common to almost the whole
region, one group of countries took additional measures, whereas the
remainder did not, and there has been & clear distinction between these
two groups ever since., The additional messures can be summed up 2s
sutonomous meonetary expansion, autonocmous in the sense that it was much
greéter than would have been Justified by movements in reserves. - This
was accompanied by legal and institutional changes such as the establishment
of new central banks, or an increase in the power of those that already
existed, |

The countriez which did take such autonomous action were, broadiy
speaking, the largést and those alrcady partially industrialized - Argentina,
Brazil, Chile, Colomwbia and Mexdice, They had the greatest incentive to
abtempt some form of compensation. Unemployment was a severe problem
for their large city populations, which were not by any means powerless

politically, and domestic bankers were threatened by the insbility to mset

Jcurrent obligations,
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current- obligations. These combtriss had, meorsover, the greatest
scope for action: they had industries which could supply some ai
lesst of the needs of the local consumer and absorb some of the’
uwnemployment (see table 1).

It must not be thought thet compensabtory action was in all cases
deliberately chosen &s an economic strategy and thal exchange control
was imposed to stop the consequent loss cf reserves, The crisis
developed so quickly that administrations improvised as best they
could, Budget deficits appeared because revenues were falling fast,
and the expansion of credit was often decided on at a few hours! noiice
to save banks from having to closge their doors,

Although it was some time before the gold staadard was conscicusly
and finally rejected, each step represented a furthsr break with menetary
conventiona, DBacking for the currency fell; further devaluation
occurred vis-3-vis not merely gold, but alsc the United States dollar;
and more controls were imposed ¢n purchases of foreign exchange, But
the depression was gradually changing attitudes as to what constituted
permisgible policy, Cverseas, both professicnal and political opinion
was swinging round in favour of the conscious use of fiscal and monetary
policy, backed where necessary by direct controls, to prevent or cure
cyclical depressions, The practical exemple of the "New Deal" in the
United States was a particularly powerful stimulus to those Latin Americans
who were urging a different 2nd more autonomous approach.

Aithough a number of Latin American economies had already been in
some degree diversified by the end of the previous decade, the depression
demonstrated how far this process was from being complete by revealing
how muich they still depended on imports, Because of the shortage of
foreign exchange, the imports of Argentina, Brazil snd Mexico shrank in
volume by more than one half between 1929 and 1932, and those of Chile
fell by more than three guarters, Indeed, according to the League of
Nations World Fconomic Report, 1932-33, Chilean exports and imports fell

more than any other of the thirty-nine countries covered., The problem

/Table 1
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Table 1
LATIN AMERYCA: INDICATORS CF HCOROMIC SIZE AND STRUCTURAT, CHARACTERISTICS
(4verage 1950-1952)

s A

Approximatle gross Cityﬁ/population Manufacturing Exports

- e

Country domestic product as & of total output as % as % of
($US millions) population b/ of G.D.P. G.D.Pe/
. . (1) () - (3) (&)
roup U

Countries which have
experienced rapid

inflation

{n) Semi industrial

eeonomies
Brazil 11 000 13 _ 21 12
Argentina 10 000 37 23 9
Mexico 6 000 15 21 14 E/
Colombia 3 000 15 18 14
Chile 2 C00 29 17 11
Peru ) 8 4/ 16 16
Uruguay ) 1 000 33 g/ . 18

(b) Non—industrialized

economigg
Bolivia )} Under ' 11 .es 18
Paraguay ) 500 15 cee -9

Group total 33 000 ‘ 18 21 £/ 12

Group O

Countries which have

experienced only mode—

rate infiaticn
Venezuela L 000 17 8 35
Cuba 2 000 22 o 32
Costa Rica . 18 aoe 17
Dominican Republic 9 ces ‘ 26
Ecuador 15 14 13
El Salvador Under g 12 20
Guatemals 500 10 - 18
Haiti L ens 15
Honduras - 9
Nicaragus 10 sas 18
Panama : 16 11 34 ¢f

Group total 10_000 13 S 29

(1) (3) and (4), ECLA, on the basis of national statistics,

(2) Demographic Aspects of Urbanizatiocn (Population Branch, United Nations,

E/CN.12/URB.18),

a/ "City" population is defined as the population in urban centres of more than 1C0
thousand, It should be borne in mind that the definition of an "urban centre"
varies from country to country.

b/ The year is 1950 or the nearest census,

¢/ Exports of goods, except for Mexico and Panama (goods and services),

d/ 1940.

E? Estimated by Kingsley Davis and Hilda Hertz, (Bulletin of International Statisbti-
ca2l Institute, Vol, XXXIII, Part IV, page 237, since no census has been taken

since 1908, . ) .
I/ Average of countries for which data are available,

Sources:
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of maintaining living standards and limiting unemployment was in part one
of adapting financial policy teo the new circumstances, but in real terms
it was a question of replacing imports with domestic products on a big
scale and at short notice - particularly imports of manufacture.

A strong impetus was given to industrialization by the measures
taken to protect reserves of foreign exchange. Devaluation, import
quotas, higher tariffs - all these had the incidental effect of opening
up new markets for the domestic producer, or strengthening his position
against foreign competition. The sudden expansion of mamufacturing was
not, however, easy., One obstacle was the difficdify of financing it.
Investment by foreigners was now small; private savings had been de-
pressed by the decline incomes; and equipment had become expensive to
import, because of devaluaticn. There were also more deeply~rooted
handicaps to be overcome. The labour force lacked the range of skills
needed; the land-owning class was often unwilling to invest time and
energy in tasks to which, whatever their economic rationale little
prestige attached; and these in trade and commerce usually preferred
to follow in their customary family business, rather than undertake the
risky and exacting work of founding industirial enterprises.

As regards physical inputs, the new industries’ needs in respect
of fuel, materials and semi-manufactures were heavy. Moreover, indus-
trialization induced an increased flow of foodstuffs from the farming
areas to the cities, What was required, and what was indeed imposed by
the circumstances, was a wholesale transformation of the economy. This
placed novel demands on a transport system which had been designed
mainly as an ancillary to foreign trade.,

The official bureaucracy was also hardly capable of meeting the
administrative requirements of the new situation. There was, as in many
other parts of the world, a severe shortage of public servants capable
of framing economic strategy and administering import controls in such
a way as to minimize the tensions of the process. Statistics were still,
in any case, of such a low quality that policy was inevitably based on
"hunches" or biased information.

Although the industrial sector did, in general, grow in response to

this stimulus, the products of the new industries were usually expensive,

/Vew factories,
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Hew factories, lilte the old, were often very small and inefficient and
competition was still far from perfect, The response of agricultura
was even more inadecuste to the demands of the new situation, If
allowance is made for the imported fuel and equipment needed by the
new industries and for heavy consumer demand, in part stimalated by
excessively eipansionist policies, it is not surprising that the
demand for foreign exchange did not abate; exchange rates were under
continuous pressure,

In Brazil, Chile and Mexico, price levels tended to rise after
1932 {see figure I), This was not true of Argentina and Uruguay. One
reason was that the failure of their export markets released foodstuffs
which could be consumed at home, Secondly, Argentina had made most
progress in industrialization previously: a sizable industrial sector
was already in existence at the start of the slump, with some surplus
capacity, so substitution for imports involved a less radical departure
from previous econemic patterns. Thirdly, in both countries, facilities
like transport and electricity were at hand for new industries; and
the social environment made it easier than elsewhere to find entre-
preneurs and suitable workers., Fourthly, Argentina's fiscal and
monetary policy was managed in such a way as to offset the effects of
fluctuations in foreign trade; and, finally, industrialization there
was relatively well balanced.

This experience is an interesting illustration of the relative
significance of monetary and real factors, which was discussed above.
It is possible to atiribute currency devaluation and price rises to the
laxness of the authorities, who expanded the supply of money, both by
permitting Government deficits to occur and also by extending more credit
to the private sector. If this monetary expansion had not occurred,
prices and exchange rates would probably have changed but little on
balance over this decade, But we must take account of the context of
monetary policy. Faced with a catastrophic fall in exports, which was
the original cause of the trouble, those responsible for policy had
Yo make a series of choices between unpleasant alternatives. When ‘

revenue fell off, for example, Governments were presented with a dilemna,

./On the
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f the one hanl., bhey covld moke equally drastie reducilons in
expenditure and face the social implications of this, at a time
wnen unemployment was already rising to dangerous levels, Allernatively,
they could resort to deficit finance. Similarly, the monebtary authorities
had to decide whether to contract credit, when their foreign reserves
declined, and they had to make this decision at a time when commercial
banks and business houses were already under severe financial stress,
Tn many cases, the strain on the balance of payments and price infla-
tion would have been much less if policy had been carefully framed,
but the authorities ran risks either way, whether their policy was
expansionist or restrictive. In several large economies, they chose
rising prices and devaluation rather than falling incomes and unemployment.

In view of the political circumstances of the times in these
countries, which included spasmodic violence, it is doubtful whether
any other choice was possible. Authoritieé who tried to adhere to
orthodox.policies were usually removed from office.,

Most of the remaining countries of the region either refrained
from carrying out autonomous monetary policies, or at any rate did less
in this direction and stopped the practice sooner, Both the need and the
opportunity in the small econcmies of Central America and the Caribbean
were limited. For one thing, urban proletarials were relatively smaller.
While the depression meant severe hardship, as it did elsewhere, rural
workers in the tropics could usually find some food; they did not, in
general, have to face fixed payments for rent and facilities such as
electricity; and they could often obtain help from better-off relatives
or neighbours., In fact a great part of the population worked in sub-
sistence sectors only remotely affected by fluctuations in the com-
mercial part of the econony. Pol}tical pressure from this quarter to
maintain incomes was therefore not very strong. The banking systems
were, moreover, largely in foreign hands and there was opposition to
measures which might lead to devaluation of the currency.

In any event, the scope for expansionist policies was quite limited
in economies which were still heavily dependent on exports and with

relatively small manufacturing sectors, A country which has experienced

Jonly a



oniy a little industrialization is particularly deficient in ihe
gconomic, social and political conditions for further progress in
this direction, | . ) |

Three such. countries did attempt unorthodox f{inancial pblicies at
this time and in each tase pfiCes rose sharply during the 1930's though
the evidence of this 1s partly the indirect one of exchange aevaluation
(see table 2), Bolivia suffered from a severe decline in tin exports,
which immediately unbalanéed‘the budget, and on tdp of this came the
Chaco war, fought in the midst of the depression. The consequence could
enly be an unmanageable demand for imports, leading to successive
devaluations and internal price rises.ﬂj In Ecuador and Nicaragua,
also, monetary expansion led to steep price rises, without alleviating
internal conditions appreciably. |

The region had by now become divided into two groups. Exchange
rates of countries in the Caribbean area and Central America which had
suffered de facto devaluation nearly all regained the former parity with
the United States dcllar, or something close to it, as the depression
came to an end and made their currenciés once more convertible into
dollars. They were in effect now on a dollar standard and they con-
tinued to maintain orthodox financial practices in the 1940's and
1950's as well., These countries experienced only moderate price
rises over these three decades, Nicaragua has reverted to more con-
servative practices in the past.decade and price rises have slowed
down there; Ecuador Ean also be consideréd & member of the same
group, taking the period as a whole.

Venezuela falls into this class too. Lt possessed in petroleum
an export which has proved eésy'to market until quite recently, and
earnings of foreign exchaﬁge have climbed very rapidly. Even in the
depression, the upward treﬁd was halted, rather than reversed, The

need for compensatory policy did not therefore arise in the 1930's énd_

4/ Paraguay, Bolivia's protagonist in the war, financed its military
expenditures by means which were financially more orthodox and
did not, at this time, experience inflation.

/Table 2
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Table 2
53/ an?/
LATIN AMERICA: CURRENCY UNIT PER UNITED STATES DOLLAR~,1929 TO 1959

1929 1940 1945 1951 1959
(ave.) (end) (end) (end) (end)

Group U

(a) |
Brazil (Cr.) 9 20 20 20 202
Argentina (Peso) 2 4 5 14 83
Mexico (Peso) 2 5 5 9 12
Colombia (Peso) 1 2 2 3 7
Chile (Peso) 8 34 32 93 1 052
Peru (Sol) 2 7 7 15 28
Uruguay (Peso) 1 3 2 2 11
(b)

Bolivia (Bol.) 3 61 64 247 ¢f 11 885
Paraguay (Guarani) veo 4 3 3 128

Group O
Venezuela (Bol,) 5 3 3 3 3
Cuba (Peso) 1 1 1 1 1
Costa Rica {Colén) I 6 6 7 7
Dominican Republic (Peso)g/l -1 1 1 1
Ecuador {Sucre) 15 14 17 17
El Salvador (Colén) 2 3 3 3 3
Guatemala (Quetzal) 1 1 1 1 1
Haiti (Gourde) 5 5 5 5 5
Honduras (Lempira) coe 2 2 2 2
Nicaragua (Cond.) ‘on 6 6 7 7
Panama (Balboa) e/ 1 1 1 1 1

Sources: League of Nations Statistical Yearbook, and International Monetary Fund
International Financial Statistics.

3/ Free market rates, where applicable and available, This table is only designed
to give a general indication of movements in exchange rates., For details refer to
sources,

b/ It should be noted that the dollar was itself devalued by 41 per cent in terms of
its gold parity in January 1934,

¢/ August 1952,

d/ Prior to October 1947, the dollar was legal currency.

_/ Currency consists of United States notes and currency together with the balboa
and subsidiary coins.

/the Venezuelan
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the Venezuelan bolfvar was so strong that.kt éppréciated vis-a-vis
the United States dollar. (see.again Table 2).

There are therefore eleven countrles, whlch have followed, in
general, orthqdox pol;c;gﬁ,ln the matter of reserves (sce table 3)
for most>5f>the past thirty years and which have, on the whole, exper-
ienced only moderate increases in prices (see figure IT)s These _
countries will be known as Group O. Théy are mostly small economies,' '
unindustrialized and heavily dependent on foreign trade (see table 1).
Even Cubza and Venezuela, although much larger, had in 1950 only narrow-
manufacturing sectors by comparison with their export industries, This -
type of economic structure tended to be preserved; as in certain other
countries, by reciprocal trade agreements with the United States;'
ﬁhich offered special marketing advantages for sugar and petroleﬁm
respectively, in return for undertakings to restrict the protection of
lo¢al industries, _

The other nine countries of latin America havé_mostly followed less
orthodox financial policies and have experienced, particularly in the
past decade, steadysto—fast price inflation and a series of devaluaﬁions.
Seven of these are the more industrialiged economies of the region,l
most of which are also large and highly urbani zed. As a general rule,
exports account for a smaller proportion of output (see again table 1). 5/
BOllVla and Paraguay are the other two countries which have followed
‘.unorthodox financial policies. Paraguay began to ‘do so after the war.
Structurally and in size they belong to the former group. Butl precisely
because they lacked the industrial capac1ty needed for an expan31onlst
_“pollc they experlenced partlcularly violent bouts of inflation. So
they form a speclal class.

3. The common problems of the ﬁar_years

The fundamental contrast betweén_thgéé tyées of economy was for
a time not very obvious. When the world pulled ocut of the depression,

5/ The figures shown for Brazil in table 1 may be slightly misleading,
since the country includes a large, backward, rural area in the
North-East, Thus about 20 per cent of the population in the Centre
and South lived in cities,

Table 3
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Table 3
LATIN AMERICA: BACKING FOR LOCAL CURRENCIZS, 1937, 1940, 1945, 1950 AND 1958
(Central Bank foreign assets as percentage of currency issue a/ end~year)

f v

Country 1937 1940 1945 1950 1958
Group U
(a) - '
Brazil 23¢/ 240/ 89¢/ .5 9
Argentina b/ 158 134 220 23 -8
Mexico 37¢/ L2e/ 95¢/ 87 70
Colombia 54 - 55 12 L2 29
Chile 25 ‘15 55 .. 28 7
Peru 62 ' 41 35 55 12
Uruguay ‘ ces . 131 261 124 : 27
(b) |
Bolivia 60 62 .98 60 33
Paraguay cor 18 133 124/ AN
Group. O
Venezuela 1lée 112e 8Le lhh 239
Cuba 31é 32& 139? 123 83
Costa Rica 29 : 61 22 : 61
Dominican Republie 122 21Q§/ 259 59 .89
Ecuador - 8l ' 120 139 118 67
El Salvador - 113 115 w7 134 95
Guatemala 90 126 | 152 96 88
Haiti b/ e/ ‘e 9% =17
Honduras . . 70e/ 49e/ 129¢/ 108 Li
Nicaragua _ 25 9l Th < 43
Panama g/ . von ‘oo sue .e-

Source: International Monetary Fund, International Financial Statistics,

&/ Gross foreign assets of Central Bank except where otherwise indicated, and cur-
rency in circulation, as shown 1n the "monetary survey" sectlon of In+ernat10nal
Financial Statistics.

b/ Net assevs. -

¢f For 1937, 1940 and 1945 Banco do Brasil only for both foreign asaets and currency
liabilities, Subsequently the foreign assets of other "other monetary authorities'
were included, and the currency was the net total as for other countries,

df 1952, The central bark was formed that year, and the fignces for 1952 and 1958
refer tc its reserves and currency liabilities. For 1937, 1940 and 1945 foreign
assets are those of the Banco del Paraguay but currency is the net total in
circulation. .

e/ Reserves of the whole banking system.

£/ 1938,

g/ Currency consists of United States coins and notes, and a limited number of
silver balboas. There are also substantial holdings of dollar assets by the
Government, banks and private individuals, So the backing is much more than
100 per cent.

/Latin American
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Latin American impofts rose and local price inflations slowed down to
a halt. Accordingly, by the end of the 1930's movements in prices
appeared to be once more in step. During the war they accelerated
again in almost every country.

This even occurred in economies of Group O, Their exports rose
in nearly every case. The entire crops of the sugar~producing countries
were purchased, usually by the United States; and firm contracts were
offered by the same country for supplies of certain minerals, cereals and
agricultural materials. OSome countries, for example Haiti, were pro-
vided with financial and technical assistance for the development of
new products. Even non-essentials like cacao and coffee profited from
high prices., An exception was banana exports, which fell to very low
levels; because of the need for special shipping facilities, bananas
did not have much priority in the supply progranmes of belligerant
countries,

But imports were prevented from rising in step with exports,
Goods from Western Europe became increasingly difficult to obtain,
These could largely be replaced by purchases from the United States up
to the time of the attack on Pearl Harbour; thenceforward the conver-
sion of industry to war purposes in the United States, the shortage of
shipping space, and submarine warfare in the Caribbean area severely
limited supplies to Latin America. In some cases, the landed cost of
imports rose, but the rise was limited because of price controls in
the United States. 7

The expansion of incomes in export industries was therefore much
bigger than the rise in the value of imports, and the automatic brake
on inflation in dollar-standard countries ceased to function. Increases
in foreign reserves induced an expansion of credit and thus stimulated
investment in other sectors, so that the total expansion in demand was
big; But these economies were guite unable to satisfy certain types
of demands themselves, The net result was a moderate-to-fast rise in
prices. Figure IT shows the price increases in these countries during
this period, -

The situation was not, in broad outline, very different in the

countries which had been following more expansive monetary policies in

/the 1930' Se
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the 1930's, Heavy exports were expanding demand, and internal activity
was not only stimulated by an export surplus but also by a great in-
crease in the liquidity of the banking systems of several countries
owing to the arrival of foreign capital seeking refuge from the war,

In some cases, the authorities tried to dampen the effect on credit

of the growth of reserves, In Colombia, increases in deposits had to

be invested in non-negotiable bonds, which businesses were also compelled
to buy, and in Mexico the authorities sold gold to absorb currency, as
well as taking measures to limit credit, Authorities in other countries,
however, followed less strict policies: now that the rules of the gold
standard had been abandoned, there were no generally accepted set of
principles for policy.

A further fillip was given to import substitution, although the
reason was no longer the shortage of foreign exchange. The nine countries
of Group U were beset not merely by the same supply problems as the
other group, but also, excepting Mexico and Colombia, with the additional
difficulty of long hauls from the United States to their ports. Yet
the very circumstances that made it difficult to import finished products,
although not the same difficulties as in the 1930's, once again also
discouraged purchases of the machinery, materials and fuel which were
needed to manufacture them domestically,

Demand for the products of local seceondary industry was so high
that it stretched capacity to the limit. The war revealed weazknesses
in other sectors too. In Peru, for example, food imports were cut by
five sixths between 1940 and 1942; and while local producticn was
stimilated, areas of chronic shortage emerged, because of the poor
communications inside the country. In Brazil, fuel was a serious problem.
Wood and coffee were widely used as sources of energy; c¢oal and
gasoline were rationed; petrol was increasingly adulterated with
alcohol, and by 1942 cars and lorries were running on gas generated
from alcohol and lignite. In Argentina, too, there was an acute
shortage of energy supplies. In 1943 alone, 1.7 million tons of wheat,

1.5 million tons 6f flax and linseed and 0.1 million tons of maize were

/burned as
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burned as ﬁ;el.é/ Another general weakness in the region was in
basic metals; big efforts were made to develop local resources of =
iron ore, and such furnaces that existed were used intensively., The
shortage of equipment was possibly most severe in transport. The
railway from S3o Paulo to Rie, for example, was at times only allowed
to carry foodstuffs and fueISmZ/ :

These structural weaknesses did not check the rate of growth.
Despite difficulties, important acts of investment were carried out,
For example, construction Bf the Volta Hedonda steel plant was started
in Brazil, and industries for making simple types of capital goods were
established there. The consequence for many countries was a tendency
for prices to rise, rather than stagnation, In the effort to avoid
the dangers of inflation, Goverrnments once more followed the example
of the industrial countries. Although some excess demand was considered
inevitable in the United Kingdom and the United States because of the
_heavy burden of war finance, a big attempt was made to control prices.
in both these countries on-the grounds that inflation would hamper the -
war effort, Price control plans were alsc drawn up in Latin America,
in some cases with the :assistance of United States experts, In a number
of countries, these were highly detailed: 1local price committees were
set up in every Paraguayan town, for example: the Peruvian Government
controlled food distribution; and in Brazil and Colombia, price con-
trols were backed by elaborate systems of checking inventories and
licensing production and imports, In practice, Latin American schemss
seem to have had very much less success, judging by index nunkers of

prices, than those of the developed countries,

6/ ECLA, Economic Survey of Latin America, 1949 (E/CN.12/164/Rev.l),
citing the Comité Argentino de Energla,

7/ One effect of the shortages of supplies was a v1gorous increase
in trade among Latin American countries, This more than doubled
between 1939 and 1943. The industries of Argentina, Brazil and
Mexico were in the best position to meet this challenge and their
exports of semi-manufactures and manufactures rose to several
times the pre-war levels. : : :

/The smallest
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The smallest price increases for this group occurred in Argentina,
Rents were frozen there, but the main explanation, as in the depression,
was a better fit between the patterns of supply and demand than in
other countries, Supplies of foodstuffs that could not be delivered
to overseas customers were diverted into the home market. Government
controls were actually used at times to prevent food prices falling
severely, although, when transport conditions improved in the Atlantic,
policy was reversed and prices were not allowed to rise to international
levels. Manufacturing industry was better placed to cope with the
situation. It was able, for example, to keep much of the existing
equipment in service by repairing or reconditioning it locally,

The degree of inflation in various countries could again be ex-
plained by referring to changes in the means of payment, But this is
not particularly enlightening, The origin of the problem was that
imports were being reduced while eprrts were rising. It was this
that led to a general expansion of credit and incomes in the countries
where special steps were not taken to prevent it, Moreover, the shortage
of imports was simultaneously creating. supply bottlenecks which could
not be relieved until more food, fuel, materials and equipment could
be ordered from overseas. Consequently, price increases in particular
commodities, notably food, led to wage demands. A purely monetary
approach might lead to the conclusion that financial policy would have
dealt with the whole problem successfully; certainly a firmer fiscal
and monetary policy by the authorities in many countries would have
checked the general excess demand and reduced the pace of inflation,

But supply problems in certain sectors could hardly be eased by global

policies,

L. The immediate post-war period: the re-emergence

of policy choices

The years following the armistice were, like the middle of the
1920's, a period of prosperity in primary-producing countries, Reserves

were high and exports rose rapidly as transport difficulties were_eased.gf

8/ Trade in manufactures within the region fell back however to very
low levels, once normal channels were reopened,

/The industrial
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The industriel countries required big increases in supplies of primary
commodities to enable them to reconvert their industries to peace-time
needs and to build uvp their inventories at all stages from goods-in-
transit to final products in the shops,

Banking systems in.Latin America were very liquid and sections of
the public held big bank deposits, so demand was buoyant. All types of
imports rose rapidly. The rise in imports of fuel and materials eased
the restraints on domestiec production. It took, however, a certain time
to make up for the years in which no equipment had been bought for
transport and power and to re-equip local industries, for one reason
because there were long delays before orders for capital goods could
be filled, So certain shortages still lingered on,

Price structures were quite distorted by the time the war came
to an end. As international trade was resuméd,‘it became clear that
many Latin American currencies were now overvalued, and shortages and
controls hiad produced internal price relationships which were not
likely to endure, It is theoretically possible for such distortions
to be corrected by rises in some prices and falls in others, But
under the booming conditions of trade, with rising export and import
prices and some persistent shortages, the general movement was upwards.,

In different parts of the region experience once again started to
diverge, In the countries of Group 0, currencies remained fully con-
vertible, and these became known, together with Canada and the United
States, as the "dollar area", or the "hard currency area".g/ Here the
rise in prices was limited, As imports climbed and reserves were run
down - if not in absolute terms, at least relative to the national
product -, the mechanism of a conventional monetary system, which equi-
librates the balance of payments and checks price inflation, gradually
took charge once more., The price rises which did occur in these countries
after the war were mainly the reflection of developments abroad, Many of
them import not merely manufactures bhut also staple foods, materials and

fuels, so increases in import prices spread throughout the whole economy.

9/ Bolivia, Colombia and Mexico were also usually considered members
of this area,

/Moreover, since
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Moreover, since export prices were also climbing and volumes increasing,
the money supply could be expanded sufficiently to accommodate a general
rise in the price level. This was a pure case of "imported inflation".

The countries in this group, which had experienced the biggest price
rise during the war, ended it with their banking system rather‘legs
liquid and with exchange rates which were more obviously overvalued.
So the operation of the dollar standard mechanism was quicker and more
drastie, Thus in Nicaragua, where prices trebled between 1940 and 1945,
they now fell back to a lower level and in Cuba, the not-quite-so=-fast
rise went on until 1948, before.being reversed, For most members of the
group, the trend in pricgs was always upwards but it slowed down after
the middle of 1948, This reflected tﬁe déceleration of price increases
in the United Staies, which went through a brief recession in 1949,

In the group of countries which were following more flexible monetary
policies, developments were different. The exchange positidn at the
end of the war gave a rather illusory impression of strength, since
part of the reserves represented capital'which had fled from the
ficissitudes of war and which was now due for repatriation. Moreover,
the rise in world prices was steadily feducing the real value of these
reserves, Nevertheless, for some yéars, the foreign balance did not
appear a very urgent matter in most of these countries. Consequently,
there was some room for choice in policy. The growing acceptance of
Keynesian doctrines overseas was having an impression on Latin American
authorities after being improperly used to justify inflation. So were
measures in Western Burope to redistribute income, such as the "welfare
State® in the United Kingdom., In the generally expansionist atmosphere,
budgzt deficits and rapidly rising imports were common; while the
poseihilities of expanding export industries and secking new ones were
not widely explored. | |

The most vivid example of this was the case of Argentina. We have
seen that since this country exports staple foods, it can absorb what it
cannot sell abroad, For the same reason, the level of exports depends
to a considerable degree on how much is left over from domestic con-

sumption. Price and wage policies after 1945 had the effect of raising

/the purchasing
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the purchasing power of wages in terms df traditional export products.
Real wages in Argentina rose by 50 per cent between 1944 and 1947,
vhile domestic prices of traditional exports (though not other farm
products) were prevented from.following the ﬁpward trends in overseas
prices. Argentina therefore never fully recovered its pre-war markets. .
for agricultural commodities, especially grains. Imports, on the other
hand, rose to a high level, and there was a swift decline in foreign
reserves (from 1,700 million dollars at the end of 1946 to 700 million
at the end of 1949). 0/ This increase in 1mports relieved the wartime
shortages mentioned above, but nevertheless the increases in wages were
greater than those in productivity, so the costs of production rose,
Moreover, other forces were at work promoting inflation. A good deal
of equipment was worn out and much economic and social capital was
below the levels appropriate to post-war incomes, Public investment
was heavy but, being badly planned, it widened the budget deficit
without curing these shortages. Despite the import surplus and the

use of controls from 1947 onwards, price rises averaged over 20 per
cent a year in the period 1945-50,

Chile was a different case again. Foreign reserves had not been
built up so much during the war; exports fell slightly in volume after
~ it ended; and the terms of trade only improved moderately. Consequently,
the volume of imports could hdrdly'ﬁe expanded at all and supply problems
continued to hem in the Government's room to manoeuvre, Investment was
only moderate and the increase in the national product was slow, Although
imported foods were subsidized, prices continued to rise at much the
same rale as in the war years.. In the cases of Bolivia and Paraguay,
too, near-stagnation was associated with inflation, Apart from supply
problems, cumulative forces had now emerged in these three countries
because of the duration and pace of inflation and these forces in turn
propelled it further forward, Savings propensities were low, budgets
were difficult to balance and investment tended to be directed to
projects ylelding high and quick returns rather than to developing the

10/ The imports came mainly from Western Europe after 1947 through the
use of blocked sterling and prices there were generally higher

than in the United States.
& /basic industries
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basic industries and services which were needed.,

Some other countries in this group did much better. In the first
place, their exports expanded more quickly; and, secondly, they made
use of the opportunity thus provided., Investment was high in Brazil,
_Mexico and Uruguay, and better balanced; and national products grew _
at about 5 or 6 per cent a year. In these cases, now that imports
could be obtained in sufficient quantities and. ihiernal supply problems
were eased, price rises became more moderate (5 per cent to 1l per
cent a year), | -

Still, in retrospect, it seems that the région failed to profit .. . .
fully by the opportunity presented by the export boom of 1945-50. A
large fraction of reserves was spent on consumer durables, such as
motor vehlcles, instead of being used to strengthen economies against
the lean period that obviously lay ahead in the not-so-distant future
after the reconstruction period, when the industrial countries would

have built up their inventories to normal péace-time levels,

5., The position at the start of the 1950's

Despite the developments of the 1930's and the 1940's, the structure
of Latin American economies still showed many of the shortcomings of the
pre~depression period. Capital was lacking in basic sectors of the
economy (see table 4), The inadequacies 6£Ithe educational system are o
shown by the low number of teachers relative to the children of school
age (see table 5), and their consequences in one sector can be inferred
from the very low figures, particularly in certain countries, for
professionally trained personnel in agriculture (alsc shown in'tablé’B)
The quality of the labour force is inditated by the low level of llteracy,
especially in the rural areas, {see table 6),

The distribution of income continued to be highly unequal, because
of concentration of property in a few hands, as well as monopolistic -+ .
profit margins and the incomplete provision of educational opportunlty.

A large proportion of personal income still accrued to those with “'5i*

1/

habits of heavy personal spending on foreign travel or 1mported“luxuries.

11/ 1In 1950, the richest 5 per cent of Mexican families receivid LO per cent
of the total income, whereas the correcponding families in the United
States received 21 per cent (La Distribucién del Ing~eso y el Desar-
rollo Econdmico de México by Ifigenia M, de Navarrete),. If taxation
were taken into account, the contrast would be even more striking, °

/Table L
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Table 4

LATIN AMERICA: INDICATORS OF ADEQUACY OF CAPITAL IN VARIOUS FIELDS

FOR ECONOMIC DEVELOPMENT

Improved roads Electric Primary school Farm trao-
and railways power enrolment tors (per
(kilometres per capacity (a8 percentage 10 000 ha
Country 10 000 ha of ara ({(wabtts per °§gggpg{i2§°n Oflarg?le
"ble'land) af capita 1953, 1954 or an
1954 or 1955/ To58 955 %.g%;s
(1) (2) (3 (4)
Group U '
“T;TE“‘ :
Brazil 67 63 32 15
Argentina 33 118 70 10
Mexico Ly 79 42 26
Colombia L3 L 35 26
Chile 1137 142 69 36
Peru 165 &4 Ll 24
Uruguay - 61 124 57 76
(b)
Bolivia 34 3k 3Llb/ 21
Paraguay . 14 40 €0 3
Group U _
Venezuela 38 9L Ly 15
Cuba L1 115 49 48
Costa Rica 61 105 59 .13
Dominican Republic W2 - 51 42 9
Ecuador 25 2L 45 3
El Salvador 68 3L 41 9
Guatemala . 80 16 26 6¢/
Haiti 72 12 23 1
Honduras 35 15 33 3¢/
Nicaragua 16 3L 35 32
Panama Al L7 58 9
United States - 207 920 9 222

Sources; Columns (1), (2) and (4): International Bank, Comparative Data on Latin
American countries based on United States Department of Commerce, Comw

parative Statistics on the American Republics, where original sources

are listed in full,
Column (3): United Nations, Report on World Social Situation Appendix A.
Middle of range taken for populations

BEstimate for arable land is closest avazilable year.

gurfaced but graded and drained.
b/ 1952, Public schools only,
8/ A1l -types of tractors.

Railways exclude light railways,

/Table 5
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Table 5

LATIN AMERICA: SOME INDICATORS OF ADEQUACY OF PROFESSIONAL PERSONNEL
IN VARIOUS FIELDS FOR ECONOMIC DEVELOPMENT

Elementary school Graduates of
teachers higher education
(per thousand of in agriculture
those aged 5+-14) {per millions
1953, 1954 or 1955 inhabitants)
1957
) (2)
Group O
(a)
Brazil 11 75
Argentina 30 130
Mexico 11 115
Colombia Q 54
Chile ves 248
Peru 12 52
Uruguay 17 228
(v) -
Bolivia 12 52
Paraguay 19 3
Group U
Venezuela 12 50 .
Cuba 16 112
Costa Rica 24, 567
Dominican Republic i 1
Ecuador 11 28 L
El Salvador 12 6
Guatemala 10 - : 3
Haiti 5 L 66
Honduras 12 S 7
Nicaragua | 13 L a
Panama. ‘ 18 T 26

United States 20 5 e

Sources: Column (1) Calculated from United Nations, Report on World Social
Situation.
Column (2) Un Estudio de la Educacibn Agricola en América Latina
by Alvaro Chaparro.

/Table 6
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Table 6
LITERACY: URBAN AND RURAL, a/ 1950 OR NEAREST CENSUS
(Percentage of those aged 15 and over b/)
Urban - Rural
Group;U ‘
Brazil ' 80 42
T rArgertina D 93 _ 80
Mexico ' _ 82 49
Colombia 80 51
Chile 92 71
Peru ' : 89 35
Paraguay 86 62
Group 0
Venezuela 76 10
Cuba 90 72
Costa Rica 93 76
Damninican Republic 76 39
- Rouador - 86 49
ElL Salvador 77 34
Guatemala 75 22
Haiti 57 : 8
Honduras 8 34
Nicaragua 7 3L

Panama } 95 65 -

Source: Derived from United Natlons, Demographic Aspects of Urbanlzatlon'
in Latin America, Table 23.

a/ "Urban" is defined as those living in centres with more than 20 thou-
sand inhabitants, "Rural" is the remainder, Sometimes the definition
is slightly differenty see original source.

2/ Lower age limit is 20 for Cuba, 14 for Arzentina, 10 for anduras and
Panama,. 7. for Colombia and Guatemala, 6 for Mexico.

R L DO ' /The:market
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The market for domestic industries was correspondingly limited and it
was broken up because different qualities were demanded by the various
social groups. Mass~production techniques which are needed, especially.
in the metal-using industries, could therefore hardly be established,

The same contrast can be looked at on another plane, as the dif-
ference between urban and rural incomes., In the cities incomes were
still very much higher and consumption patterns were distinctly
different.lg/ City dwellers ate different fqodslg/, were more accus-—
tomed to wearing shoeslé/, and used far more electricity-lé/

Apart from the inflexibility of an economy fissured in this way,
the consequence was that pattern of demand would change rapidly during
the coming wave of migration to the cities,

Despite the degree of industrialization already achieved, economic
structures were still unable to cope with various forms of rising demand.

Conspicious gaps could be found in even the more developed countries,

__/ Data are only avallable for later years, but the p051t10n did not
change greatly., In Mexico City in 1956, average family incomes were
nearly 2,000 pesos a month; in the utate of Oaxaca they were just
over 500 (Ingresos v Egresos de la Poblacidn de México, ‘Sample Survey
Dept, Mexico, 1958), In Venezuela, income in the capital averaged
ten times as much as rural income in 1957 (The Fiscal Svstem of '
Venezuela, p. 32).

i3/ In Oaxaca, more than half of the income was devoted in-1956 to maize
and maize products; in Mexico City, the proportion was small, less
in fact than what was spent on other cerecals (Ingresos y Egresos de
la Poblacidn México, op.cit.).

14/ 1In rural areas of Mexico, the proportion of the population in 1950 -
wearing no footwear of any kind ran as high as 60 per cent; in cities
it was 2 or 3 percent (Bl Nivel de la Vida en México by M, Huerta
Maldonado, based on.the 1950 census of population), o

15/ Per capita consumption of electricity in 1950 (excluding: manufacm- -
turing industry) was about.ten times as high in the larger cities -
of Latin America as in the remainder of each country ECLA Energx )
in Latin America, E/CN, 12/38L/Rev.l) .

/sudh as
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such as industries for making equipment and heavy bhemicéls.lé/ ‘Markets
were hlghly imperfect, as was shown by a ‘wide range of different prices ‘
in various dlstrlcts.—z/ Mining sectors, usually dominated by forelgn
capital, formed what amounted to separate enclaves within the economies
concerned. ' o | |

Table 7 indicates the degree of fragmentation in the region's
economies in the 1950's. If mobility were perfect in labour and cap1tal
markets, one would expect marginal productivities and thus average
productivities in various sectors to be more or less equal, (as they
are in industrialised countries), Table 7 shows that for Latin America
as a whole, there were still great differences between output per head,
and data for individual countries would show even more striking contrasts.

Socio~economic structures of this type were obv1ously not well
suited to cope with the strains of‘further'import'substitutidn, in some
cases rapid, that lay ahead, R

6. The stagnation of exports in the 1950tas

« the acute policy dilemma.:

This period was, however, postpon36 s6ﬁewhét; The post;waf conmmo~
dity boom continued into the opening months of the 1950's, The United
States economy rebounded from the recession of l9h9, ‘and the recovery
in the Federal Republic of Germany was. gatherlng speed + Then the Korean
hostilities led to the adoption of armament programmes in the industrial
countries and bad a more immediate 1mpap$“9p,gommgg;ty prices, But in
1951, as fears of a general war diminished prices of primary commodities
" fell back. In some .cases they recovered again for a while later, There
was a boom in non~ferrous metals in- 1955 and 1956 and petroleum and

16/ 1In 1948, finished consumer goods accouﬁted for over 50 per cent of
. secondary industry in Argentina, BraZII and Chile, In Canada, how=
ever, the corresponding figure was 28 per cent, less than the output
of either the capital goods sector or the group of industries manu~
facturing intermediate products {United Nations Processes and problems of
industrialisation, App. A, Table 6),

17/ Thus in Valdivia, Chile, the same items of clothing cost in 1950
L5 per cent more than in Santiago, while food products cost considerably
less (Estadistica Chilena).

/Table 7
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Table 7
LATIN AMERICA: QUTPUT PER WORKER BY SECTOR IN 1955

Dollars at 1950
Sector .

prices
Agriculture . - = 382
Mining - T 3 667
Manufacturing ‘ 1 057
Building ‘ : - -+ 955
Services o 1 313

All sectors 816

Sources: United States, Department of Commerce,
Co gg;gtlve Statistics on _the American Re—
- publics, based on ECLA, Economic Survey of

Latin America 1956 and United Nations,. Bstu-
dio sobre ls mano de obra en América Latina.

/free-market sugar
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free~market sugiar prices rose during the Suez crisis, -Coffee-prices
rose to a peak in 1954 and remained relatively high until 1957, But,
broadly speaking, there was no further sustained rise in commodity
prices after early 1951. Volumes'of exports-did usually continue to
expand, though in most cases the rise was only moderate, ' On the other
hand, although the upward trend in import prices slowed down, réflecting
an increased emphasis on prlce stabilization overseas and the slow1ng~
down in the rate of growth of the world economy, it did not stop. So
the terms of trade of latin America started to deterioraté.

In the countries of Group O (i.e. the countries of the Caribbean
area and Central America followlng conservatlve flnanc1al practlces),
price rises levelled off almdst completely, 1n the sense that any
further rises Were in.the margin of statlstlcal error,. owing to the
unreliability of prlce indices, This can be seen f;om figure IIl.
Figure III brings.out more clearly.the,cldséﬁess_with which price
changes followed those in the United States, the main customer and
supplier of these countries, It does this by comparing the movement
of consumer prices in the United States with the median consumer price
rise each year for this group. After the war-time'discrepancy, at-
tributable to the reasons explained above, both series moved almost in
step and both virtually ceased rising from 1951 on, Inflation has con-
tinued to be discussed as a problem in the United States, but it has in
fact been insignificant in the past decade,

Appreciation of the success enjoyed by these economies in holding
inflation in check and then eliminating it must be tempered by the con-
sideration that the cleser the adherence te the dollar standard, the
more do not only pricé movements, but also economic growth, depend on
external developments. An upward trend in the valve of exports raises
incomes and reserves, increases the demand for locally-produced goods
and also leads to rising imports., The whole set of variables can keep
moving upward. But, because of the attractiveness of manufactures, the
income-elasticity of demand for imports tends to be greater than unity,
despite attempts to protect local industries., So the rate of expansion
of the value of exports tends to limit the rate of growth, Account must

/also be
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also be taken of 1mport prices, since, if they rise, this will tend
to depress the rate of growth by absorblng foreign exchangf.-—/ Thus,
‘the purchasing power of exports!, 1.e. the valug_of exports deflated
by an index of import prices, is likely to be the main determinant of
changes in the domestic product of a dollar-standard country.

. The inflow of capital would also of course stimulate grcﬁtﬁ jdst |
as an outflow would depress it. But, data on capital movements are
particularly weak, so this is difficult to allow for statistically.

In any case, the effect of trends in capital inflows is not comparable
with that of trends in exports, especially if allowance is made for

the rising expenditure of foreign exchange in the form of profits and
interest, associated with growing foreign investment, Moreover, the
progress of exports very much determines the extent of foreign 1nvest—.
ment even in industries producing for the home market, So the purch331ng
power of exports can still be considered the main determinant, _

There are not many reliable statistical aggregates for the countries
of Group O. It is possible to make approximate estimates of changes in
the purchasing power of exports (see table 8), and in some cases it is
also possible to indicate roughly what has happened to domestic income,
However, the estimates of domestiec income refer mainly to changes in
the sectors using money. Since subsistence sectors have mostly-stagnateﬁ
or declined, these indices probably have an upward bias.

There was evidently some association between exports and income in
the 1950's {see table 8 and figure IV), The dispersion around the
diagonal line corresponding to equal changes in both variables shows
that, in so far as this was not due to purely statistical errvors, there
were other influences at'work, though of comparatively limited strength,

For Venezuela, a big rise in domestic income was associated with a
more or less equivalent rise in exports, although, with the heavy invest-

ment in the Venezuelan petroleum industry in 1956 and 1957, a bigger

18/- In Venezuela, where there is competition between imports and domesstic
output over quite a wide range of articles, a relative rise in import
prices may stimulate local productlon.

/Table 8



E/CN.12/563
Page 50

Table 8

LATIN AMERICA: CHANGES IN THE PURCHASING POWER OF EXPORTS
AND IN DOMESTIC INCOME BETWEEN 1950=52 AND 1956-58

(Perdentage changes, at 1950 prices)

- Purchasing Domestic
- Country power of income
exports a/ b/
Grou§ U
a,
Brazil =13 +32
Argentina ~9 +12
Mexico +h6 +40
Chile +21 +20
Colombia +8 +32
Peru +30 +25
Uruguay -36 Moderate rise
(b) _
Bolivia -33 Little change
Paraguay -l Moderate rise
Group total +1 +28
Group 0 |
Venezuela +6l +64
Cuba +2 Moderate rise
Costa Rica +21 +43
Dominican Republiec +25 Large rise
Ecuador . +326 +25
El Salvador +4,6 +4,5
Guatemala +27 Large rise
Haiti =22 Moderate rise
Honduras +11 Mcderate rise
Nicaragua +70 Large rise
Panama +30 +34
Group total +4L0 +1 4,

Source: ECLA, on the basis of national statistics.

a/ Exports relate to goods only, except for Mexico and Panama (goods and ser=
vices), The purchesing power has been obtained by deflating the current

values of exports of individual countries by the totzal unit value index of
imports into the whole of Latin America. This hes been done because in sev=
eral cases national trade statistics do not yield unit value series for im~
ports which can be used, The main underlying assumption is that for each
year the deflation between the national and rezionazl weighting systems is
uncorrelated with price movements. This assumption clearly may lead to
error in individuel cases. Since manufactures heve risen more in price than
primary commodities over this period, the import prices of group O may have
risen more than the regional average, so that the rise in the purchasing
power of exports of this group may be somewhat exaggerated here.

Allowing for changes in the terms of trades These have been estimated by
using the regional price index for the reasons given in the previous foot= .
note, and with similar implications. It shouvld be borne in mind that it is
impossible to exclude, as is theoretically desirable, subsistence production
from the correction made for the terms=of-~trude effect.

/rise in
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rise in the former variable might have been expected, Similarly,

large increases in both income and exports occurred in El.Salvador,
Guatemala, Niceragua and Panama, In other cases, the extent.of

import substitution appears to have caused a faster (or slower) growth
in income than in exports. In Costa Rica and the Dominican Republic, -
the growth in income appears to have subétantially exceeded that in
exports, while the reverse was ﬁrue inhEcuadbr. In Cuba, Haiti and
Honduras, the purchasing power of exports hardly changed and may have
fallen; total real incomes hevertheless rose somewhat in these cases, .
but the substantial reduction in the backing for their currencies

(see table 3) indicates again that thé temptation to reléx monetary
practices is strong when exports stagnate. ﬁeSpite these signs of

some monetary expansion, the increase in the.total product was so

small in these three countries that there was little change, perhaps
even a fall, in per capita terms; Since there was quite a close '
relation between changes in income a2nd in the purchasing power of exports
for the largest economy (Venezuela) and for most countries of the group,
this was also true for the group as a whole,

After the middle of 1957, the exports of several of these countrles
fared badly. Prices of petroleum and free-market sugar fell back from
the peaks attained in the Sues crisié; coffee markets weakened as the
world glut grew and volumes of exports wefe restricted by international
agreement; cotton prices declined; and among tropical commodities
only bananas continued to be moderately strdng. The penalty for falling
to diversify the eccnomy now becaﬁe apparent. in terus of economic
" stagnation and social unrest. It appears from preliminary figures
that, in most of the countries of this group, the rate of growth of
income slowed down considerably.

Its biggest members, Cuba and Venezuela, have'in fact taken auto-
nomous action to stimulate an expansion of internal activity. In these
two cases, political and economic develbpments have been intermixed, and
it cannot be said that it is purely for economic reﬁsons‘that‘the dollar
standard has been relaxed. Moreover, in the case of Venezuela, the

measures taken have not so far been incompatible with the principles of

/this standard.
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this standard, The budget has been unbalanced, but the deficit was
partly attributable to the repayment of debt., Import controls have
been tightened, tariffs raised and exchange control introduced, but
the import surplus, like the budget defiecit, has been covered by
running down reserves and borrowing. Although prices started to rise
in 1958, the rise has been moderate. However, banking legislation
has been reformed to allow a lower ratio of reserves to central bank
liabilities (33 per cent instead of 50 per cent) and to permit lending
by the central bank to the Government,

The experience of Group U was very different., Prices continued
to rise and, in several cases, the pace of inflation accelerated (see
again figure I), There was quite a different relationship between the
growth of income and exports, Industrialization was now a more deliberate
policy, even in the face of difficulties in marketing exports. Govern-
ments refrained from taking steps to reduce internal activity when
exports fell back from their peaks, and cbmpensation occurred by
default, Budgets slipped into deficit, or deficits grew, particularly
in Chile where taxes on profits of export companies form a big source
of revenue, Moreover the basis of the monetary structure was further
attenuated by allowing credit to increase when reserves fell,

The main problem was not however that exports slipped back from
time to time, but rather that the trend was no longer definitely upward.
Taking this group as a whole, the change in the purchasing power of
exports over this period was virtually zero {see table 8), Yet, popula-
tion increases were accelerating, except in Argentina and Uruguay, as
death rates were driven further down by improvements in health services,
The growth of cities, once it is under way, gains a certain momentum
and a check to industrialization soon leads to serious social problems.
Consequently, Governments had little optioh but to promote growth and
further diversification, and import substitution became an increasingly
deliberate aim of policy. Brazil in particular established a programme
of priority targets for the basic sectors of the economy (steel, petroleum,
transport, gtc.)-

The consequence can be seen in figure V; which is strikingly different
from figure IV. It shows that, for most of these countries, the growth

/of income
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of income has borne little relation to exports. Ihdeed, the purchasing
power of exports did not rise greatly for any member of this group,
except Mexico, and in this case it is partly due to the fact that the
tourist industry has been included in exports, In Chile and Peru,
moderate rises in exports were paralleled by similar increases in
income., The exports of other countries showed only small rises or
actually fell, tut experience with income was much better. Brazil and
Colombia, especially the former, achieved the most significant increases
in their domestic incomes, in view of the poor performance of their
exports which actually declined in Brazil, (Note how far the points
for these countries lie from the diagonal line which represents the
same proportionate increases in both variables.) Uruguay would doubtless
show a similar contrast, if data were available, Argentina achieved some
increase in income, and in Bolivia the economy was stagnant, although exports'
fell somewhat in both cases. |
The total product of this group rose about 28 per cent (or over
4 per cent a year), even though the purchasing power of exports was
unchanged., Much of this total economic growth was due to progress in

. Brazil.

7. A _surmary of external and internal treénds in the main

economic _indicators, 1929-59

It was not until after the Second World War that the purchasing
power of Latin American exports recovered the levels at the end of the
1930's; even then it was helped by the improvement in the terms of
trade, and since these swung back against Latin America in the 1950's,
there was no great further increase in the command over imports offered
by the region's foreign sales, In fact, if Venezuela is excluded, there
was little change over the whole thirty years (sece table 9), Some
countries were particularly severely affected. In Argentina, the
purchasing power of exports in 1958 was only half what it had been
thirty years earlier; and in Chile, too, exports - in this sense -
never recovered their pre-depression level (see table la),

Much the same long-term trends are shown by the volume of imports,

since this depends very largely on exports and the terms of trade. The
/Table 9
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Tab_le 9
LATIN AMERICA: PURCHASING PCWER OF EXPORTS, 1928/29-1958
| - (2955 = 100)
Including Venezusla | %géggé?g
- Purchasing power - Quantun of Terms of Tarchasing
Year of exports exports trade prwer of
: ‘ exports

1928-29 71 | @ 86 B
1932 , ‘ 39 64 60 L L6
1940 L5 67 67 : 53
1945 56 _ 82 _ &9 64
1950 97 88 o 169 105
1951 _ 98 g6 - D4 106
1952 s 86 99 88
1953 98 95 103 105
1954 T+ 93 | 108 - 105
1955 100 100 , 100 ' 100
1956 105 109 97 105
1957 107 110 97 | 107
1958 102 111 92 10

Sources: ECLA. Economic Survey of Latin America 1949 and Eccnomic Bulletin for Latin
America, Volume V, N°, 2,

/Table 10
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Table 10

SELECTED LATIN AMERICAN COUNTRIES OF GROUP U: PURCHASING
POWZR OF EXPORTS, 1928-1929 10 1958

(tndex=t955~100)

Year Argentina Brazil =~ Chile Mexico
1928-29 242 A 78 IR T
1932 148 I ﬁ 23 24
1940 w2 L2 - R 39
1945 118 70 78
1950 154 B | o6 ) 81

11951 124 121 S S B/
1952 68 B 9 8
1953 C129 o113 89 M
1954 114 114 B 85
1955 | 100 | . 100 100 . 100
1956 102 109 115 10
1957 o S0 99 87
1958 120 9% 8l 86

Sources; EGLA, Eeonomic Survev of Latin Anmrlca 1949 and Eeonomiec Bulletin for Latin
America, Vol. V, N° 2.

Jtotal of



E/CN,12/563
Page 56

total of imports for the region was in 1958 not very much greater in
quantity than it had been in 1928, if Venezuela is excluded, In
Argentina and Chile, the volume of imports actually fell over the

- three decades, and inBrazil the rise was limited (see table 11),

This weakness of imports must be contrasted with the expansion of
the regionts product, which more than trebled in the same period (see
table 12), This was accompanied by a rapid growth of cities,lg/ and it
meant not merely a fast rise in total demand but a very fast expansion
in the demand for advanced manufactures (especially equipment), for
processad foodstuffs and for professional services,

Table 13 shows that, in the 'open economiest! of Group 0, rising
demand was accomodated by imports ingreasing more quickly than the
domestic output of goods for internal consumption, So imports formed
a growing proportion of total supply though data only permit a compari-
son to be made for the period after'1950-l. No doubt a similar tendency
would have been observed in Group U, if foreign exchange supplies had
permitted, but‘in all members of this group, except Peru which was in
fact an 'open economy! for much of the 1950's, the opposite happened,
The import coefficient, defined in this way, fell almost throughout the
period, altogether by about a half from 1928-29 to 1957-58, Only in
Mexico did the coefficient cease félling after 1938-39,

A big task therefore confronted the domestic producers of this
group., They had to provide substitutes for imports which ecould not be
afforded - at first during the depression, but subsequently too. In
some cases the task was made harder by price controls or subsidies that
stimulated consumption, for example, of energy. Within a stationary
or contracting total of imports, imports of petroleum grew rapidly,
especially in Argentina and Brazil., Import substitution in steel also
lagged in Argentina and Chile, although in the latter case it increased

greatly in the 1950's, Output of capital equipment rose everywhere after

19/ In nearly every country, the city population grew faster than the
rural population, For example, the number living in cities of
more than 100,000 population grew at over L per cent per snnum in
Brazil and Mexico between 1940 and 1950, and the rete was nearly
7 per cent in Venezuela,

/Table 11



E/CN.12/563
Page 57

Table 11

IATIN AMERICA: QUANTUM OF IMPORTS OF GOODS INTO THE RHGION,
TOTAL AND PER CAPTTA, 1928-1958

(Index, 1955 = 1C0)

Tatin America

Year _ Latin America - excluding Venszuela
| " Total . Per capita  Total " Per capitgl"

1928 o2 | 127 &2 : 144
1932 29 a7 33 54
1940 a7 67 52 73
1945 49 61 52 66
1950 B4 95 87 97
1951 104 114 109 - 120
1952 98 106 TS - 109
1953 90 94 90 | 9%
1954 T [0 B 103 | w02 104
1955 100 T " 100 ‘ 100
1956 104 100 103 . a1;
1957  1s2 16 s - 1
1938 , 113 108 ! 11 : - 103

Sources: Figures worked out by ECLA on the basis of data extracted from the
annual statistlical publications of each country,
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Table 12
IATIN AMERICA AND.COUNTRIES OF GROUP U:
DOMESTIC PRODUCTS, 1928-9 TO 1959
(Indices: 1955=100)

Yea latin 8/ 5 a1 4 '

T America = °T® rzentina Mexlco Colombia Chile Peru
19289 38 38 53 21 : .34 45 - vou
1932 35 37 46 21 36 . 34 . eds
1940 50 52 62 36 52 56 es
1945 8l 60 71 55 62 73 81
1950 80 78 80 74 77 B4 75
1951 85 83 93 8l 79 86 B2
1952 86 86 87 80 85 gl 85
1953 89 - 89 92 84 20 95 02
1954 93 96 95 9l 96 96 a7
1955 100 100 10C 1C0O 100 . 100 100
1956 105 105 100 108 103 101 103
1957 111 115 104 111 106 : 104 104
1958 . 116 125 107 116 109 106 107

1959 119 134 101 121 115 108 105

Source: For the years up to 1945, estimates were taken from ECLA Kconomie Survey of
latin Americe, 1949 in the cases of Argentina, Brazii, Chile and Me-
xico (linked to estimates in Producto ¢ Ingreso de la Replblica Argen-
tina, 1935-54 for the first-named country), and from ECLA, Economic
Development of Colombia for this country, For sources or estimstes cf
subsequent years, see ECLA Economie Bulletin for Latin America Vol, V,
Ko, 2, Statistical Appenuix,

a/ Weighted by products of individual countries in 1935 (expressed in
dollars), For 1929 and 1932, the regional index is based on 7 countries,
representing 85 per cent of the total regional output in 1955; for 1940
on 9 countries accounting for B6 per cent; foar 1945 and subsequently on
all countries, '

/Table 13
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Table 13

SELECTED COUNTRIES: PARTICIPATION OF IMPORTS OF GOODS IN TOTAL
SUPPLY, BY VOLUME 1928-¢, 1938-9, 1950-1 AND 1957-8

(Imports as percentage of supply at 1950.024093)5/

.

Country | 1928-9 - 19389 1950-1 _ 19578
Greup U
Brazil 15 g . 12 8
Argentina 21 14 _ 10 9
Mexico = 17 o 9 10 10
Colombia . 22 14 : 13 10
Chile 28 19 12 12
Peru vea -es 15 17
Group O
Venezuela ces 11 17 L7
Costa Rica .on P 22 .25
Ecuador  eee 10 b/ ' 11 14
11 Salvador dse “ e : 15 - 19
Guatemala e o 0o 15 .18
Honduras ' 15 ¢/ 3 16 20

Spurce: ECLA Ecopomie Bulletin of latin America, Vol V, No,2, and published
and unpublished estimates by ECLA,

8/ 1928-9 and 1938-9 statistics of imports and supoly were obtalned by

linking series at 1955 prices to 1950 estimates,
b/ 1939, ' '
¢/ 1929,

/1939, but
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1939, but the demand also expanded very gquickly, so that imports con-
tinued to climb except in Argentina, Nevertheless, because of shortage
of equipment,'thére wag growing pressure on capacity in several key
industries, especially electric power production,gg/'and the railways.gl/
One consequence of this series of developments was that the heavy :
industries had to be expanded rapidly, Thus, in Mexico the number employed
in metallurgy, machines and vehicles rose from under 10.000 in 1920 to
173,000 in 1955, 22/ The impact was, however, wider than this: industrial
expansion on this scale means changes in many other industries, in fact a
transformation of the whole economy, Another consequence was that the
composition of imports changed greatly, While consumer goods accounted
for almost half of all imports in 1928, by 1957-58 this proportion had
fallen to 7 per cent in Brazil, 10 per cent in Argentina, and only slightly
more in Colombia, Chile and Mexico, 2y On the other hand, capital
equipment, which had accounted for about 20 per cent of imports of 1928
in countries of Group U, constituted more than artﬁird in 195758 (over
40 per cent in Chile and Mexico)e The only exception was Argentina, where
the shortage of foreign exchange was especially acute, The share of pe-
troleum in total imports also grew considerably in Argentina, Brazil and
Chile, though not in the traditional producers such as Colombia, Mexico and
Peru, Finally, there were fast increases in imports of materials — of

20/ The growth of capacity of electric power production slowed down after
1955 in Brazil, Mexico and Chile, although it accelerated in Argentina
and most countries of Group 0. The consequence was that reserve
capacity had fallen to very low levels by 1959 in many ccuntries. (See

Estado actual y evolucidn reciente de la Fnergfa Eléctrica en América
Latina, ECLA),

21/ Argentina is a striking instance, The physical equipment of the rail
system changed little between 1928 and 1954, The number of seats
available for passengers rose by 19 per cent and the freight capacity
grew by 4 per cent in these 26 years., (Effective capacity fell because
of the time lost whilst rolling stock was under repair.) By 1956 the
total of goods awajting shipment amounted to 2 months! loading, (See
Economic Development of Argentina, Vol, V, ECLA),

22/ Industrial Census, 1956.

23/ It was still near 40 per cent in Group O countries such as Ecuador
and El Salvador.

/metals in
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metals in Argentina, because of the need for ore, scrap and steel products,
and of non-metals elsewhere,

This foreed shift in the pattern of imports indicates the strain
caused in several countries by the attempt to grow rapidly in a period of
foreign exchange shortage, especially where, notably in Argentina, the
necessary acceleration in output in key sectors had not been achieved,
Although the deterioration in export markets was less dramatic in the
second half of the 1950's than in the first half of the 1930's, the impact
was nevertheless comparable in some countries, because it came at a time
when it was difficult to make further economies in imports, whereas the
import structure in 1929 had afforded room for economies,

Figure VIindicates there is a close relation between the import
coefficient in various periods and the rate of price increase, One
obvious exception is Argentina, Before 1945, plentiful supplies of food
and a fairly well~equipped economy meant that structural problems were
only of limited importance in Argentina and in the early 1950's price and
wage controls were being used to suppress inflation, But in general it
appears that, in the countries of Group U, an import coefficient of less
than 10 per cent has been associated with inflation, At levels below
this, there is little possibility of using foreign exchange to buy imports

that would relieve internal structural problems,

/IV. THE



L/CN.12/563
Page &%

V. THS SIGNIFICANCE OF POLICY, 1629-59

Any historicai account can impart & somewhat misleading appearance of in-
evitability to economic developments. In order to see the picturs as a whole
account must be teken of the effect of decisions of economic policy. Whether
circumstances have been propitious or otherwise, the whole climate of economic
development and the success with which a country!s problems have been faced
depend in some degree on the way in which decisions of the authorities and of
those with economic power have, perhaps unintentionally, influenced events.
Policies can greatly aggravate or greatly improve the current situation, and
they can make therproblems of future policy-makers either easier or more diffi-
cult to solve. .

Before trying to summarize briefly some of the principal lines of policy
followed in various fields and their relation to inflationary pressures, it
must be emphasized that measures are not adopted in a social vacuum by a group
of men in a position to choose freely from the whole range of alternatives, On
the one hand, given the rapidly changing economic environment of ILatin America,
those who take decisions have been continuously facing new and serious problems
and finding that they lack either previous experience or adequate machinery for
dealing with them. On the other hand, conjunctures of social forces and interests
impose certain boundaries on the scope for policy and may at times inhibit the
adoption of necessary measures, or hamper their execution or cause-other and

inconsistent policies to be put into effect,

1. Wezkness of available instruments

With respect to the first point, sight should not be lost of the qpality’and
the appropriateness of the mechanisms and instruments which have been available
in the region for dealing with the tasks which emerged out of the depression and
out of the subsequent need to transform the traditional economic structure, The
central political task in these decades can be summarized as that of achieving a
rupture with the previous system of externally-oriented growth.,

The situation was far from favourable in maeny important respects, Public
administrators, for example, had to leave a world of limited and conventional
functions for one in which there were heavy responsibilities, of a type unknown

in the old régime of laissez~faire and incompatible with the old organizational

structure and the traditional limited status of the public servant., The intrac-
tability of this problem is evidenced by the widespread attempt to solve it by
the creation one after another of new organizations, autonomous or nearly so,

which could contribute to the solution of particular administrative groblens,
but represente
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bul representcd in_toto a series of makesnifts incte:d of a fundamerntal reform
of the organization and metlods of the public service, such as was needed in the
new situation. Secondly, the key instruments of eccnomic policy could only be
used to a limited extent. Apart from the fact that their efficiency depended
ultimetely on the competence of those who used them, their operation was also
hindered by serious institutional defects and by certain of the characteristics
of the typical economic structure. Monetary policy, for example, faced the
following obstacles:z the lack of scope for open market operations in Government
bonds; the size and independence of the external sector; the importance of cre~
dit arrangements outside the banking system; the relatively small amount of cash
in bank tills; the limited or non—existent experience of the management and
staffs of central banks, which had to face novel situations and to shoulder un-
conventional responsibilities,

An analogous set of defects hampered fiscal policy. Apart from any question
as to the competence and impartiality of those administering policy, the extent
of the increase in their responsibilities is indicated by the great changes which
took place in a mere couple of decades in the structure of Government accounts,
on the sides of both income and expenditure. Treasuries were obliged to turn to
new sources of taxstion and find additional financial resources of a non-
budgetary nature, often in economic conditions which were far from favoureble.
They also had to devise ways of carrying out the social and economic initiatives
appropriate to the circumstances of the new era.

2. The role of political interests

Turning to the second element mentioned above, the most significant point
is that only in a few countries was there a definite and irreversible decision
on the need to follow a new path, Political power groupings which had been
created in the course of the old scheme of development could at times be rele-
gated to a plane of secondﬁry importance, but in most of the countries of the
region they never entirely lost their former power, Accordingly, whenever the
political climate became helpful to them once more or whenever it was possible -
as it was bound to be on occasion - to point the obvious failures in the new
lines of policy, these traditional forces found themselves in a position not
only to affect the details of policy but also to change its orientation. On the
other hand, the appearance on the scene of new interests, such as the growing
groups of mamufacturing entrepreneurs and the associations of their employees,
represented forces which had at times to be conciliated, and the customary ex-
clusion of these interests from decision-making meant that the expression of

their influence was often spasmodic and irresponsible, /In brief,
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In brief, there was in nearly every country a lack of widespread
agreement on what constituted the national infterest and an uvnwillingnsss
to subordinate individual or sectional claims to it, Yet this seems some-
thing of an oversimplification, when individual countries are considered,

In one or two cases, at some point along the road of economic development,

a social and political decision became widely accepted about the main
objectives of policy, and those who were adversely affected by this decision
remained subsequently in an undoubted, even 1f important, minority. In

this respect; the history of such countries reflected what had occurred at
various stages of development in countries already industrialized (for
example, German&, the United Kingdom or the United States), when forces which
favoured a break with the traditional economic way of life imﬁosed their
will, | )

By contrast, in mest countries of the region, either because the new
trends were not powerful enough or because they were diverted by mistaken
decisions, the basic political orientatadion remained essentially unresolved,
In such circumstances, which are characteristic of countries in a period
of transition; what appears as weaknesses in the instruments of policy,
or as incompetence in their use, may really be in great measure an
expression of the incoherent and unstable way in which political pressure
groups affect the formation of policy, each bound and commitied to certain
fundamentally incompatible economic aims, '

This may help to explain the fact that only in a very few countries
has economic policy clearly played a key role in the elimination, or even
the moderation, of the basic economic disequilibria, As a general rule,
the measures adopted have Been, at least in some degree and on some occasions
successful in dealing with chort-term problems, but not in creating a sound

and sufficient basis for the new patterns of economic growth,

3. The change in orientation after the war
Although no clsar distinction can be made between the 15 years that
ended in 1945 and the 15 years that followed, the latter period is more
interesting, as well as more topical, because some of the main features
of the picture have changed considerably, affecting the overall balance of

considerations, As & generalization, the relative importance of policy

' /has increased
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has increased somewhat since the end of the war, Governments have acquired,
albeit in some cases despite themselves, the power to influence events

over a wider range, and there has been a considerable increase in what is
expected of them, The immediate post-war period brought an improvement

in foreign exchange supplies which, apart from stimulating the growth of
incoﬁe, created opportunities for correcting some of the more obvious
existing defects in the economie structure. Moreover, the adjustments
which had been forced on Latin America's economies by the depression had
been at least in some degree completed, These adjustments had been carried
out under extremely unfavourable conditions and had severely strained the
equilibrium of nearly every economy, but they did provide both the physical
basis and the human experience which were necessary preconditions for
further advances towards economic independence, Developments in the.
institutions and instruments of economic policy, although incomplete,

had changed the whole approach as to what it was feasible to expect from
official policy. There was now, for example, factual knowledge about the
effects of policy and the risks involved in its operation. So the new
period involved a challenge which, though by no means simple, was less
overwhelming than had previously faced the Governments of Latin America.

Nevertheless, as has been seen, the symptoms of disequilibrium, such
as inflationary pressures, tended in general to increase rather than diminish
during the.postuwar period, at least in countries attempting a diversified
development of their economies, The analysis of the policies adopted in
this period is therefore of special interest, 24/

An examination of the field of public finance in certain countries
reveals, first, a steady growth of the proportion of public expenditure in
the domestic product, and secondly a persistent imbalance in the public
accounts (see tables 14 and 15), Some countries, it is true, like Mexico,

do not show this relatively fast rise in public expenditure, but the general

24/ Various fields of policy are discussed in more detail in the full
study, Here only some general aspects which are of major significance
will be dealt with and the examples limited to one or two representa-
tive countries for which data are available,

/Table 1)
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Table 14
RELATION BETWEEN PUBLIC EXPENDITURE AND GROSS DUMISTIC PRODUCT

(Qurrent values in percentages)

Country 1o47=18 1952~53 ;1956'57

Group'U

Brazil 18 : 22 27
Argentina 30 28 26
Mexico a/ 7 8 8
Colambia b/ 16 15 17
Chile 23 24 23
Group O

Venezuela ¢/ (12) 26 28 d/
El Salvador 9 - 13 11

Source: ECLA, on the basis of official national statistics,

E/ The figures given are those of the Tederal Government., However, in
the case of public expenditure, the figure obtained for consclidated
expenditure bears the following relation to the gross domestic product:

1947-48 1952-53 1956=57 E 1958
11 ~ 12 12 * 12

In this study, the comperisons are made on the bgsis of the Federal
Government figures, since the consolidated figures for the sector were
not available in every case.

b/ Gross national product.

§7 The fiscal year covers the period 1. July = 30 June in every table,

g/ Expenditure in 1956-57 is undervalued, since capital debts existed
which were paid in 1958 and subsecuent. years.

/Table 15
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Table 15

DEFICIT IN TAX REVENUE WITH RESPECT TO PUBLIC EXPENDITURE

(Percentages)
Group U Group 0
Brazil Argentina Mexico Chile Venezuela Eldgglvg

1947 13 B 0 L
1948 ‘ 1. 105 50 18 17
1949 2 A7 21 L7 5
1950 25 37 p) 67 cil

1951 9 30 +6 53 50 11
1952 16 25 17 64 12 13
1953 25 3R 19 LC 13 8
1954 11 39 25 20 3 0
1955 15 % 3 % 138/ 3
1956 28 11 8 27 g8a/ 8
1957 24 24 19 30 . +23 3/ +
1958 27 %2 8

Source; ECLA., on the basis of offical nationsl statistics,

a/ In Venezuela, debts contracted in earlier years were paid in 1958 under
the head of capital expenditure.

/tendency is
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25

tendency 18 unmistakeable, 25/ The fiscal probvlem was aggravated in
most cases by the performance of exports ~ either by their fluctuations
or by their relatively slow growth, Eé/ Still, even those countries which
were less dependent on foreign tradeqfor revenue, or which had a more
favourable experience with exports, show the same tendency for a deficit
to develop. There has been; throughout the region, a general failvre to
introduce the fiscal reforms which were necessary, especially those which
would impact a greater flexibility to reveme and reduce widespread tax
evasion, In the absence of these reforms, fiscal systems have suffered from
two serious defects: they are regressive 2/ and they increase inflationary
pressures in the economy through their tendency to deficit, 28/ |
The analysis of monetary developments is not more encouraging, Even if
allowance is made for the structural limitations on the operation of
traditional instruments of control, limitations which have already been
mentioned, there was surprisingly little attempt to use them, even on a modest

scale, to control the inflationary pressures arising in foreign trade or

25/ In some cases, such as Venezuela and also Mexico, the budget deficit
was covered wholly or partly by foreign borrowing, but otherwise it
was financed by central bank advances, leading in turn to currency
issue, '

26/ In some countries of Group U — Mexico, Colombia and Chile, for example =
the proportion of revenue obtained from the external sector was
significant (including import duties), In 1956 it was 34 per cent, 15
per cent and 27 per cent respectively for each of these countries. In
Venezuela and El Salvador, the corresponding figures were even higher:
87 per cent and 56 per cent,

27/ In the perioed 195357, the percentage contribution of indirect taxes
to revenue was as follows:

All taxes Execluding taxes paid by big mineral companies
Brazil, 75 Chile Y

Argentina 60 Venezuela 77

Mexico L2

Colombia 57

Chile 57

El Salvador 56

28/ There have also been well-=known cases of political power being used
for personal enrichment,

/those deriving
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theose cderiving from forces abt wourk in the private and publiic ssciors, 29/

In the field of foreign economic policy, a more coherent rationals is
evident, Objectives which were followed included the conservation of
foreign exchange, the reservation of scarce exchange for essential imports,
the protection of existing local industries and the promotion of new ones,
Unfortunately, however. these measures were often adoﬁted without referencs
to their effects in other spheres of economic policy. At times they affected
unfavourably the promotion of exports, especlally new products, and they
caused an explosive upﬁard movement in prices when exchange rates were
adjusted belatedly, after having been held unchanged and overvalued for
years, Table 16 shows how during the war and the immediate post-war years
the domestic value of some currencies became completely divoreced from
international price patterns, as exemplified by those current in the United
States, In Argentina, for example, while the index of wholesale prices
(1939 = 100) rose to 927 in 1953, the exchange rate incrcased in the same
time by only 85 per cent; in Chile, and to a lesser extent .in Brazil,
similar discrepancies can be seen, Some countries, like Mexico, kept their
exchange rates more closely in line with the relative purchasing power of
their currencies, 3%/

With very few exceptions, wage policy does not seem to have had in Latin
America the significance attributed to it in the analysis of inflation in
the industrialized countries of the Northern Hemisphere. The reasons are not
hard to find, Most of the active population is employed in the agricultural
secter; trade unions are not very powerful; employment incomes ars
relatively smzll, as a proportion of national income; and there has been
in most ccuntries little or no official action to promote wage increases;
although there have been conspicuous exceptions to this last generalization,
as will be secn,

Nevertheless, wage movementis eculd still play a significant role in

the development of inflation., There have always been certain groups of

29/ A more comprehensive analysis of monetary factors will be included
in the final version of the study, : :

30/ Naturally the exchange rate policy cannot be appraised independently
of developments in other fields and the special characteristics of
the economy concerned,

/Table 16
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Table 16

(' UNITED STATES PRICES ON THZ BASIS
OF OFFICIAL EXCHANGE RATES

(1939 = 100)

. . R Prices as 2

Price index United . ‘
Wholesale Exchange = percentage of
8% in terms of  States {Inited States

price rate dolliars 1o ices -
index index Iy e pf%ce”
(4) (B) (¢) (D) (E)
Argentina '
1939 - 100 100 : 100 100 100
1950 . 520 133 390 210 186
1953 927 . 185 501 222 226
June 1955 - 110G 196 561 223 252
December 1955 1170 400 293 221, 13l
1958 1 990 756 263 240 109
Brazil
1939 100 100 100 100 1C0
1946 275 109 252 155 163
1950 44O . 111 396 210 189
1953 630 215 293 222 - 152
1955 920 L6l 198 223 89
1956 1 150 L95 232 230 101
1958 1 400 691 215 240 o0
Chile
1939 100 100 100 100 100
1950 522 135 386 210 184
1G53 Q50 285 333 222 150
1956 2 749 2 378 116 230 50
1958 L 618 L 260 108 2L0 L5
1939 100 100 100 100 100
1946 225 oL 239 155 154
1949 261 140 153 199 82
1953 365 160 228 222 103
December 1954 308 241 165 223 74
1958 513 241 213 240 . 89

Soqug: ECLA, on the basis of national price statistics and data from the Intere
national Monetary Fund, International Financiczl Statistics.

/wage or
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wage or salary-earners quite highly organized, whose achievements in wage
claims have constituted incentives and provided targets for the other
weaker sections, And while wage-earners have at times been powerless to
achieve increases, they have consistently been able to prevent a reduction
in their remuneration, ‘ '

Argentind is the outstanding'case among countries where wages policy
has at various times, among other factors, played a significant role in
the process of inflation, It is true that the increase in the level of
wages, which started in 1943, did not at first affect the cost-of-living
index, One reason was the pressurés which unexported surpluses of food-
stuffs exercised on the price level, But, from 1944 until 1949, the general
salary level was readjusted annually, by substantial amounts, as can be
seen from the following figures: . '

. Percentage annual increase from average of previous year

Wage bill - Cost of living
1944 17 -
1945 : 1 19
1946 ' | 36 19
1947 K2 12
1948 L 3% 13
1949 34 32
11950 20 25
1951 30 37
1952 o 23 39
1953 11 4
1954 15 - A
1955 13 12
1956 19 14
1957 22 25
1958 L5 32
1959 62 \ 114

Source: Central Bank, Producto e ingreso ge‘lg_Repﬁblicg
Argentina, 1935~54 and Boletin EstadIstico,

/4n increase
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An increase in wage rates which merely equalled that in prices could
not be considered an'autonomous source of inflation, Indeed, beeause of
improvements that always occur in prodﬁcﬁivity, it would permit the rise
in prices to slow up. But as the data show, the movements of wages and
prices have been far from parallel in the last fifteen years in Argentina, 3/

This has meant that real wages have fluctuated violently., An increase
in real wages in a sector which paralleled the upward trend in productivity
could be considered in a sense 'meutral'. 32/ So the fluctuation which
occurred in Argentina meant that the 1nf1uence of wage increments, predomin~
antly a result of policy decisions in thls perlod, were far from neutral
in their effect, Figure VII compares the movements in hourly real wages
and in productivity in the manufacturing sector, From 1946 to 1950, real
wages climbed much the quicker of the two, but in 1950 the picture was
reversed, Then after another climb in real wages, climaxing in the
general wage increase. of 1958, there was once more a sharp reversal, and
real wages in this sector finally fell back to about the same relation
vis-a-vis prdductivity as in 1943,

It might therefore be concluded that over the whole period the
influence of wage changes has been neutral, In fact, however, apart from
any other element -~ and certainly there were others of importance in
Argentine experience - this sequence of events militated against the stability
of the economy, Wage policy, particularly in the later years of the 1940's,
pushed up costs of production and helped initiate a chronic inflationary
condition,

The characteristics of policies in various fields which have been out—
lined, apart from the general considerations mentioned at the beginning of
this section, bring out some of the fundamental weaknesses of policies
followad by countries in the region, especially those most affected by
inflationary pressures,

31/ The figures given refer to total wages, but they reflect movements
in wage rates,

32/ If it occurred in all sectors it would imply, ceteris paribus, a
constant share of wages in national income,

/he Failures
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ARGENTINA : COMPARISON BETWEEN REAL WAGES AND PRODUCTIVITY IN
MANUFACTURING, 1943 = 59
(Indices 1943 = 100)
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Lo Failures of cosordination

One is the consistent failure to reiate different types of policy to
each other, Decisions on import controls, exéhange rates, development
projects, rates of taxes, credit, wages, and so on, have been takeh without
consideration of their muitual implications, It seems that individual ministers
often take decisions on the economic issues that face them without consulting
their colleagues. In a tight situation, like that of most lLatin American
countries since the depression, a major decision in any one field changes the
balance of considerations in all the others, Thus the extent of a wage
increase in the economy will affect what tax rates need to be levigé, what
exchange rate will be viable, and so on., This lack of co~ordination has
greatly aggravated inflationary tendencies, Where it has proved impossible
for the proposals of various authorities to be reconciled by one or more of
them agreeing to take action.that would be politically unpopular, the final
result has been that the demands on the economy have exceeded its resources,
A second failing which helps to explain the first, is the lack of overall econ—~
omic development plans, If these had existed, it would have been easier to
see the significance of policies in particular fields, and to have kept to
certain priorities, In particular, import substitution would then have
followed more consistent and more rational lines,

5. Relevance of foreign examples

Another weakness, evident from the history of the past three decades,
is that there have been "fashions" in the objectives of policy. Moreover,
these fashiens have mostly been imported - often with some time-lag ~
from overseas. The "demonstration effect” can be seen in official attitudes
in peripheral countries, as well as in patterns of consumption, The attempt
to ensure stability by keeping the currency on a conventiocnal gold standard
was followed by a period of increasing recourse to deficit finance, In the
war years, efforts were made to suppress inflation by price control, ard
subsequently doctrines of full employment and social welfare had their impact
on the region.

It can hardly be over-emphasized that these ideologies were developed
to solve the problems of industrial countriés, and subsumed the structural
features of such countries. Thus the théoretical case for stimulating an

' /economy by



B/CN,12/563
Page 74 -

economy by deflclt finance rests on the assumption of elastic supply
condltlons throughout the economy, so that expendlture could be increased
w1thout elther ralslng productlon costs or causlng a blg increise in
,1mport3. This is true of highly developed countries at- times when deémand
_in, nearly all sectors is less than would fully employ the labour and capital

p ,u;aVallable. But the same assumptlon is hardly valid for cotuntries like -

those of Latln America' even if there is spare capacity’ locally to satisfy
.1ncreases 1n certaln types of demand, there are limits to’ the expansion of
:;output 1n some sectors, and a wide range of products can only be obtained
from abroad. The consequence, therefore, is inflation and/or a payments
'deflcxt.

Slmllarly, those drawing up schemes for price control seem to have
_ ;1gnored the fact that they would only work if the public service was organized
_Hto administer them, Experience abroad shows that prices have to be fixed
on the basis of careful study and judicious criteria; that they have to be
comprehensive (otherwise excess demand spills over on to uncontrolled
items), that they have to be backed by extensive rationing of supplies;
and that they requiré the full support and co-operation of 2ll sections of
public opinion, especially trade unions and business men,

Raising the levels of 1iving of the masses can naturally go further in
economies which are more “highly developed, and better balanced, A4 condition
for extensive schemes of soeial security is that incomes should exceed

: gonsumer needs by a sufficient margin to provide the means for financing
‘both development and welfare, It is also implied that the fiscal machinery

is effective enough to collect the finance which is needed for all forms

- of government expenditure, and that there are spare resources of administra=-

" "tion available to cope with all individual cases under welfare legislation.,

o 6. General appraisal
Hb“ mich damage did misguided policies do? The first thing to make

, :_clear is that however bad the pOllCleS of Goverrments in the region were,

the originating causes of lLatin Amerlca's problems were the world depression,

.;the Second World War, and the slowingaup in the growth of the indusirial

countries in the 1950's, Really, therefore, the questlon is rather thiss
given the adverse developments 1n world markets, to what extent have the

/dlfficultles undergpne
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difficulties undergone by Latin American economies been due to the failure
of Governments! policies or coherent development plans?

The most obvious possibility would have been to inerease export
earnings, The difficulty was that, in each period, the total sales of
primary products depended on the needs of the industrial countries, All
primary producing areas suffered more or less severely from these develop-
ménts, It would of ecourse have been possible for Latin America to gain
markets from other areas, though the discrimination by France and the United
Kingdom in favour of suppliers in the franc and sterling areas, together
with the heavy subsidies and protection given by the industrial countries
to their own primary producers limited what could be done in this respect,

It would also have been possible for individual countries in the region
to gain ground at the expense of others, In fact, it can be seen from table
4 that the countries of Group O did very mich better than those of Group U
in the 1950ts,

It cammot be concluded, however, that the whole region could have done
as well as Group O, Their performancé was due in part to the strong markets
for two products, petroleum and bananas, Moreover, a small producer can
push higher exports on to the market without drastically affecting the price,
This special advantage is reflected in the international coffee agreements,
Thus, in the first agreement of the current serdies (1958), Brazil accepbed
the responsibility of keeping 40 per cent of its exportable coffee out of
traditional export channels, while the proportion applicable in the case of
Colombja was 15 per cent, and the countries of Central America and the
Caribbean had to retain less than 10 per cent., It is also interesting
to note that even among dollar-standard countries, a large sugar producer
~ Cuba + fared much worse with its exports in the 1950's than small ones, such
as the Dominican Republiec,

Attempts by major exporters to force the paece of exporting, would
probably have brought about & fall in prices for many exports, and
almost certainly a decline in the foreign exchange earnings of competitors,
including those in the region., BSo the total value of Latin America's
-exports would have been more likely to fall than to rise,

/It is
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It is true that policies in Group U countries were often such as to
dlscourage exports, in some cases needlessly 80, To the.extent that price
or exchange policies hampered exports, or 1ndustr1allzatlon reduced
exportable surpluses (as it did for Brazzllan cotton), or income taxes
discouraged the exp101tation of minerals, export stagnation must be
attributed to these policies, But it is dlfficult to believe that with
different policies the export performance of the whole region would have
been so much better that it would have induced by ifself a satisfactory rate
of growths The purchasing power of gll the prlmary product exporters in
the world rose by less than 20 per cent in the 19501s,

Some actien was therefore necessary to enable the income of the
partially'industrielized countries of this greuﬁ to increase at a faster
rate .than their exports, The growing realization of the nature of the
challenge to the region led to the appearance of economic doctrines which-
took as their starting-point the need for development and industrialization,
and which were therefore more specifically Latin American in, their orienta~ '
tions A shift of emphasis was taking place, in favour of Governments' o
accepting the responsibility for economle growth, expressed in programmes £d'f
achieve certain necessary targets, The acceptance of this responsibility -
was not, however, metehed.by the realization that all aspects of policy
had to be judged in the light of their contribution to the end in question,
The neceesity for peliey to be expansionist was on occasion interpreted as —
meaning that it need not be disciplined or guided by strict principles,

In the ¥ast two or three years, trends in opinion overseas have made
their influence felt once more, This time they tended in the opposite
direciion, towards restrictive and deflationafﬁ peliciesq Partly as a
reaction to the sharp inflation that had developed, and partly because of
the rieed for financial assistance, this shift too was reflected in Latin
American policies,

In Western Europe and North Ameriea, the expan51onist and egalltarlan
attitude of the early post-war years was already, in the. early 1950ts
giving ground before the twin targets ‘of prlce stabilit ty and balanced
external paymentu, 1mply1n5 a quite different balance of econumic policy,
Direct controls had fallen out of offieial favour, and the main policy

/instruments used
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instruments used were fiscal and monetary, This was, in fact, the reappear-
ance of the gold standard in a modified form, In some countries of Latin
America,too, stabilization policies were adopted, 3/ Major attempts were
started on the recommendations of foreign missions in Chile and Peru, and

-by the end of the decade, similar programmes were being carried out in
Argentina, Bolivia,'Colombia and Uruguay, In Chile and Peru further stabiliza-
tion programmés were being put into foree,

Once again, it is not clear that the differences between the developed
countries and the countries of Latin America have been fully taken into
account, Monetary policy is only likely to be a successful regulator of
the economy where the following conditions apply: an integrated economy
with competition in the markets for the factors of production and products;
responsiveness of both investment and savings to changes in the rate of
interest; a distribution of income that reflects human needs; full employ-
ment of labour; and exports which can be promoted or discouraged by changes
in home consumption, Merely to list these assumpfions is to indicate that
they are not particularly applicable in the countries of the region, More-
over, the financial systems of Latin America are not at present very
suitable for the administration of policies of financial restraint, As
has been shown, there is not the range of monetary devieces (such as open—
market operations and consumer credit control) which would enable monetary
policy to be both balanced and flexible, and they cannot easily be developed
so long as the habits of inflation prevail,

| The immediate cost of stabilization programmes has generally been a
lowering in the level of economic activity, with declines in both invest-
ment and consumption, The attempt to remove the excess of demand from all
sectors implied a great reduction in its total, leading t¢ inadequate demand
in some of them, At the same time, the removal of price distortions, which
were certainly in many cases severe temporariiy'accelerated'the rise in
prices. ' .

33/ These are discussed in a paper by Radl Prebisch in Economic Bulletin
for Latin America (Vole VI, 1), entitled: "Economic development or
monetary stabilitys the false dilemma",

/Stabilization policies
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Stabilization policies have usually failed to include, as an integral
part of the programme; medsures to stimulate the lagging sectors of the
econemy, and to achieve import substitution of the right type, Indeed,
policies of this sort have not always been put into effect with a careful
assessment ef;their likely effeets on investment in various sectors, and
of whether these effects correspond to the country's needs, There is
therefore no assurance that growth will be resumed in the near future or
that when it is resumed it will be free from further inflation, and
renewed balance~of~-payments pressures,

It seems that opinion is changing again in the industrial countries
themselves, Confidence in monetary policy as the main instrument of
economic strategy has weakened somewhat, Thus, the Staff of the Joint
Economic Committee of the United States Congress point out that prices have

. continued to rise sloﬁly, despite the firm monetary policy followed from
1953 to 1958. "Given rapid shifts in demand, with an excess now in one
sector, now in another, but with total demand not in excess, and the
prevalence of'market power and downward rigidities, monetary policy ecan
stabilize the price level only if used in such drastic measure that a high
level of unemployment is also generated" 3/ Moreover, the ultimate test
of policy in the industrial countries is ‘increasingly whether the rate of
growth is adequate to the country's needs, Although the balance -of
emphasis in policy, and the machinery for carrying it out, would naturally

. have to be very different in Latin America, this criterion is of course
partlculariy apprOprlate for countries beset by poverty and by a rapid rate

;of 1ncrease 1n populatlon. '

.34/ Congress of the United States, Staff of the Joint Economic Committee,
Report on Employment, Growth and Price levels, December 1959, See
also Report of the Committee on the Working of the Monetary System
(Her Majesty's Stationery Office, 1959), for rather similar conclusions
on experience with monetary policy in the United Kingdom,




