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3. COLOMBIA 

A. INTRODUCTORY NOTE.  

This study covers the period from 1971 to 1973 inclusive. 
The period starts in 1971 because that year marked a spurt in the 

inflationary process, after several years in which price movements had 

been moderate. For the same reason, from that date onwards the governmen‘ 

authorities attached increasing priority to the implementation of a 

large group of stabilization measures. 

In 1972 and 1973 inflation accelerated owing to the effects on 

demand and prices of the rapid expansion of the external sector, which 

necessitated the adoption of new measures aimed at mitigating the 

growing inflationary presstiree_that:Were making themselves felt. 

It was not considered, advisable to extend'thecoverage of the study 

to include 1974, becauseAhe.change in the administration which took' 

place in. the middle of the yearand a significant modification of the 

country's external situation led- to the introduction of important 

changes in the anti-inflationary., policy in force. Thus,, the inclusion 

of developments in 1974 would,,have affected the unified approach to the 

study and. it'would have been-necessary to rectify the analytical method 

used. 

13. MAIN FEATURES OF THE TREND OF THE0OLOMBIAN ECONOMY 

During the period 1971-1973, Colombia's economy was marked by the 

simultaneous appearance of a number of significant external and internal 

factors of a general nature, which were largely responsible for the 

development described below. 

In the first place, and particularly in 1972 and 1973, the country 
was strongly affected by the demand and price levels deriving from the 

rapid and persistent expansion of the economy and of world trade. 

/At the 
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At the same time, and for a number of reasons that will be analysed 

below, the country's productive system demonstrated a fair degree of 

flexibility in its reaction to external incentives. 

Secondly, the combination of two mutually complementary factors 

was particularly important from the domestic standpoint. On the one 

hand, the management of government functions throughout the period 

under consideration was in the hands of the same political administration. 

On the other, a National Development Plan — generally know as The four 

Strategies"32/ — was introduced which defined and gave consistency to 

the economic policy measures applied during the three—year period. 

The significance of these external and internal factors cannot 

be underestimated since it was they that gave the economic policy of 

the period its relative unity, consistency and homogeneity. 

•1. Growth trends  

In the early 1970s, the Colombian economy grew more rapidly 

than during the period 1965-1970 and during the 1950s and 1960s in 

general. The average growth rate of the gross domestic product, for 

example, was 6.5 per cent in 1970-1973 — and over 7 per cent in 
1972-1973 — compared with 5.8 per cent 'in 1965-1970 (see table 1). 

ECLA estimates indicate that, between 1970 and 1973, Colombia's 
per capita gross domestic product rose from about 509 dollars to 
559 dollars (at constant 1970 prices).33/ This growth rate 

(3.2 per cent per year) is about 30 per cent higher than that of the 

period 1965-1970 and twice that of the 1960s; it therefore represents 

a substantial change in the country's rate of economic expansion. 

32/ These four strategies relate to: (a) urban development and housing; 
(b) rural incomes and agricultural productivity; (c) exports; 
(d) distribution of income. 

33/ During the same period, the average per capita gross domestic 
product for Latin America as a whole (19 countries) is estimated 
to have risen from 639 to 717 dollars at 1970 prices. 

/Table 1 
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Table 1 

COLOMBIA: TOTAL SUPPLY AND DEflAND 

(Millions of,pesos at 1970 prioes) 

1970 

Annual growth rate 
(percentages) 

1965- 
1970 

1970- 

1973 
1970 1971 	, 1972 1973 

Total supply 151 230.4 6.3 ' 5.6' 8.2 5.5 4.6 6.8 

Grass domestic product 
(at market prices) 130 590.8 , .5.8 6.5,  6.'6 - 	5.5 	. ' 6.8 7.3 
Imports ' 20 639.6 10.6 

.••4,  
 .0.1 18.7 5.4 -8.6 30 

Total demand 151 230.4 6.3 5.6 8.2.. 5,5 4.6 6.8 

Exports 18 515.8 5.2  9.3 -2.5 5.1 13.4 9.5  
Gross  domestics: 
investment 28 130.3 8.1 6.1 15.2 - 9.7 -0.9.  10.0 
Gross fixed investment 25 850.3 9.0  6.2 13.1  6.9 1..8 . 10.0 

Total•consumption 104 584.3 ' 	6.1' .'4.8:-  8.6 4.4 4.6 5.5 
.General government 9 961.6. 6.9 • 	.3.8 14.0 23.6,. -  -14.6 5.8 
Private 94 622.7 6.0 4.9 8.0 2.4 7.0 5.4 

Source: ECLA, on the, basis of official statistioS. 

/At the 
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At the same time, the growth of the population has shown little change, 

remaining at about 3.2 per cent annually since the 1950s, - a fairly 

high figure in Latin American terms.34/ At the end of 1973, the total 

population of the country was about 24 million. 

(a) 	Overall supply and demand  

The table illustrating overall supply and demand shows that this 

somewhat faster growth rate coincides with a fairly rapid expansion of 

exports which, at constant prices, ,registered an annual average increase 

of 9.3 per cent during the period 1970-1973, as opposed to 5.2 per cent 

in 1965-1970: AS' will be seen below, the expCit figures expressed in 

dollars at current prices show more clearly the fundamental change that 

took place from 1970 onwards. 

Another' striking feature of global demand was the increase in the 

rate of investment from 1970 onwards. In terms of the gross domestic 

productl .the fixed gross investment coefficient rose from'17 per cent 

in. 1965 to-19.6 per cent in 1971-1973; capital formation, however, 

continued to be below the level of the first part of the 1960s, when 

the coefficient was close to 20 per cent (see table 2).35/ Moreover, 

this increase bears no relation to the increase in total public 

investment during the same period; according to the calculations of 

the World Bank, the coefficient for the latter rose from under 7 per cent 

of the gross domestic product in 1965 to approximately 12 per cent 

during the three years 1971-1973.36/ 

34: It should be noted that the targets set in the International 
Dovelopmcnt Strategy for the variables referred to are: about 
3.5 per cent annually for the gross per capita product and at 
least 6 per cent annually for the overall product, allowing for 
an annual demographic growth rate of 2.5 per cent. Consequently, 
the figures for Colombia during the period 1971-1973 are close to 
the established targets,'save in respect of the increase in 
population.- 

3,5/ See ECLA, Tendenciasy estructuras de la economia de Colombia en  
el filtimo decenio (E/CN.12/915), 8 September 1971, pp. 21 and 22. 

IBRD, Economic position and prospects of Colombia, Report No. 
138-CO (15 May 1973), page 17. 

/Table 2 
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Table 2 

COLCEBIA: STRUCTURE OF TOTAL SUPPLY AND DEMAND 

(Percentages)  

1965 
Average 
1969- 
1370 

1970 1973 
Average 
1771- 
1973 

Total supply 112.6 115.0 115.8 113.0 114.0 

Gross domestic product 
(at market prices) 100.0 100.0 ' 100.0 100.0 100.0 

Imports 12.6.  15.0 15.8 13.0 14.0 

Total demand 112.6 115.0 115.8 113.0 	., 114.0 

Exports 14.6, 14.8 .14.2-  15.3 14.8 
Gross domestic investment 19.2 20.8 21.5 21.3 21.5 
Gross fiked investment ' 	17.0 19.3 19.3 19.6 19.6 

Total consumption 	, /8.8 79,4  : 80.1 ' 76.4 774 
General government 7.2 7.4 7.6 7.1 7.7 
Private 71.6 72.0 72.5 69.3 70.0 

Source: ECLAT  on the basis of official statistics. 

/Tot al consumption 
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Total consumption and its components fluctuated during the period 

1971-1973, as a result of which their average growth rates, and 

especially that of consumption of the, general government, were lower 

than in 1965-1970. 

(b) 	The sectoral structure of the product and employment 
0...W.■■■■■•■■••••••■ 

An analysis of the sectoral structure of the gross domestic 

product during 1971-1973 shows that the acceleration of the overall 

growth rate coincided with, and was a consequence of, the fairly balanced 

development of the various productive sectors, with the sole exception 

of mining and quarrying whose share of the product declined. 

Consequently, although sectoral growth rates varied, given the increase 

in the overall product they were for the most part more or less 

consistent with the development requirements of a country such as 

Colombia (see tables 3 and 4). 
The contribution of the agricultural- sector to the gross domestic 

product increased somewhat more slowly in 1970-1973 than in 1965-1970. 

Nevertheless, the average growth rate for the last three years 

(4.3 per cent) was greater than the target set in the International 

Development Strategy and even compared favourably with the sector's 

usual rate of development in Latin American countries. Although it 

declined, the share of agriculture in the gross domestic product in 

1971-1973 was still fairly high (27.8 per cent). 

In 1970-1973, the manufacturing sector was more dynamic and stable 

than in the period 1965-1970 (an annual growth rate of 9.2 per cent 

in the former period compared with 6.4 per cent in the latter). As a 
result, the industrial growth rate in the last three years was higher 

than the 8 per cent minimum target set in the Strategy.37/ 

37/ Unfortunately, no industrial production indexes providing greater 
details regarding the growth of Colombia's manufacturing sector, 
particularly construction, are available in the country. However, 
some partial indicators show that, between 1970 and 1973, the 
consumption of electrical energy for industrial purposes rose by 
15 per cent annually while the production of cement went up by 
5 per cent annually and that of sugar by 7 per cent. (Source: DANE). 

/Table 3 
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Table 3 

COLOMBIA: GROSS DOMESTIC PRODUCT BY SECTOR OF ECONOMIC ACTIVITY 

(Millions of pesos at 1970 prices) 

1970 

Annual growth rats kprroentagesj 

1965- 
1970  

1970- 
1973 

1970 1971 1972 1973 

Agriculture 34 880.5 4.8 4.3 5.3 2.5 5.5 4.8 

Mining 2 457.7 1.5 -4.9 -2.5 -4.6 -6.0 -4.2 

Manufacturing 20 976.7 6.4 9.2 8.7 7.9 10.0 9.8 

Construction 6 281.1 12.3 6.6 3.9 7.1 1.8 11.1 

Subtotal goods 64 596.0 511 5.41 iti 4.4 6.2 L2. 

Electricity, gas and water 1 787.9 8.5 12.5 10.1 10.0 13.7 13.9 

Transport and communications 8 881.1 6.6 6.7 10.8 6.4 7.3 6.5 

Subtotal basic services 10 669.0.  Li 7 10.7 211 8.4 

Commerce and finance 20 521.2 6.6 8.7 7.1 7.3 9.1 9.6 

Ownership of dwellings 6 886.9 5.8 6.3 5.3 7.1 5.9 6.0 

Government 8 283.5 4.9 5.6 9.5 6.8 4.2 5.8 

Other services 9 069.7 4.7 7.3 6,0 7.4 7.9 6.7 

Subtotal other services 44 761.3 511 Z1.5. 7.12 z.•2_ 2...2 Z. 

Total 120 026.2  _. 5.42. 6.5 6.6 1.5. 6.8 2•2 

Source: ECLAT  on the basis of official statistics. 

/Table 4 
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_Table 4 

COLOMBIA: STRUCTURE OF THE GROSS DOMESTIC PRODUCT BY SECTOR OP ECONOMIC ACTIVITY 

(Percentages)  

1965 
Average 
1966- 
1970 

1970 1973 
Average 
1971 - 
1973 

AgriOulture -30.4-  --29'.7 29.1 27.2 27.8 
Mining 2.5 2.2 2.0 1.5 . 1.6 
Manufacturing 16.9 17.2 17.5 18.8 18.4 
Construction 3.9 5.1 5.2 5.2 5.2 
Subtotal goods 5112 .V.4 5348 5.221 5.1:22 

Electricity, gas and water 1.3 1.4 	. 1.5 1.8 1.7 
Transport and communications 7.1 7.2 7.4 7.4 7.5 
Subtotal basic services 8.4 8.6-  

Commerce and finance 16.4 16.8 ' 17.1 

8 
18.1 17.8 

Ownership of dwellings 5.7 5.8:"' 5.7 5.7 - 	5.8 
Government 7.2 6.9- 6.9 6.7 6.8 
Other services - 	8.0 7.7 ' 7.6 7.7 7.7 
Subtotal other services '37.12. ta li.ti 32L2 ILI.. 
Total 100.0 100.0 .. 100.0 . 100.0 100.0 

Source: ECLA on-thellasit of official 'statistics.- 

/As already 
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As already pointed out, a notable feature of the trend of the 

other sectors producing goods and basic services during the period 

/970-1973 was the absolute decline in the contribution of mining and 

quarrying to the gross domestic product, owing mainly to a drop in the 

production of crude petroleum from 1971 onwards.  Moreover, the growth 

rate of construction was unsatisfactory compared with that of 1965-1970;, 

especially considering the emphasis placed on its promotion in the 

National Development Plan. Only in 1973 was there any real signs of 

revival. Finally, the two basic services sectors (electricity, gas, 

water and sanitary services, and transport and communications) expanded 

more rapidly in 1970-1973 than in 1965-1970. 

With regard to the services sectors, the rate of expansion was in 

every case greater in 1970-7.1973,than,inthe  previous period. Altogether;  

their share.of the gross domestio product rose from 37.2 per cent in 

1966-1970 to 38.1. per cent in.1971.,1973. 

Seen from the standpoint.of.employment of the labour force, there 

are other structural characteristics of.the sectoral composition of 

the product that should be taken into account. 

In the first place, although more: or less recent information on 

the country's employment situation is fairly scarcel.unemployment would 

seem to be a serious problem.. It should beOporne-iu mind that the 

average., rate of visible urban unemployment at the end of the -1960s was 

reckoned to be around 10 per.cent, and in general even higher in,the 

larger cities of Colombia, excluding Bogota. This situation would.  

not appear to,have :improvedT or changed to any great extent during the 

period 1971-1973.38/ The fundamental reason for this trend towards 
unemployment is that the urban labour force is increasing by. over 

5 per cent annually, and'iS'obviously not all being absorbed 'into new 

employment opportunities in the cities. 

:Secondly, and related to the previo4s point, the proportion of the 

population employed in,agriculture continued to decline fairly 

xapidlY.-(from 42 per cent of the total in 1969 to about 38 per cent in 

See ILO, Hacia el pleno empleo, un programa para Colombia (Geneva 
1970); ECLA, opocit., pp. 29-32; and World Bank, Opocit., p.5. 

/1973); 
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1973);9/ in fact, the absolute number of agricultural workers 

remained at virtually the same level or increased only very slightly. 

At the same time, considering the moderate increase in their share of 

the gross domestic product and certain figures for their capacity to 

absorb employment during the 19608,40/ the industrial sectors and 

sectors providing basic services are unlikely to have increased their 

relative share of total employment to any extent.41/ The combination 

of these two factors led, on the one hand, to the appearance of serious 

employment problems in ourban areas, and, on the'other, to an increasing 

need for new employment opportunities in the.services sectors, thereby 

emphasizing a trend which was already very much apparent in the 1960s. 

2. The external sector  

The main features of the external sector during the period 

1971-1973 were as follows. In the first place, the,combined effect of 

internal and external factors, including the constant use of policy 

measures, brought about a substantial expansion and diversification 

of exports of goods; although there was in any case an increase in the 

unit value of exports (as much as 39 per cent between 1971 and 1973) 
there was also a substantial increase in the volume exported. 

Secondly, the value of imports at current prices was on average 

43 per cent higher during the three-year period than in 1966-1970, 

owing mainly to the application of rather liberal importation policies 

in 1971 and 1973. Because of the constant and increasing upward trend 

o the unit value of imports, however, the,comparable increase at constant 

prices was 20 per cent. 

39/ Estimates based on information supplied by DANE. 

421 See ECLA, oacit., pp. 12-16 

!.{71/ According to the Plan of the Four Strategies, the generation of 
new employment opportunities should result from the rapid growth of 
construction and minor (non-traditional) exports. In the first 
case, the point has already been made that there was only any real 
increase in the sector's activity in 1973; as regards exports, 
the development of this sector will be examined below, although 
no data are available on its impact on employment. 

/Third, the 
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Third, the considerable improvement between 1971 and 1973 in the 

goods trade balance was mainly responsible for'the reduction in the 

balance-of-payment deficit on current account, which dropped from 

449 million dollars to 57 million dollars. 

Fourth, together with this sharp drop in the deficit on current 

account 	and for accounting purposes, therefore, the lesser need for 

transfers.of external savings to the country - the country's external 

financing policy enabled about 360 million dollars per year of medium 

and long-term non-compentatory external loans to be used during the 

three-year period under consideration. 

Finally, the combination of this trend in the deficit.on current 

account and of the use of external loans'enabled the country's gross 

foreign exchange reserves to rise from about 200 million dollars at the 

'end of 1971 to over 530 million dollars at the end of 1973 (see table 
5, 6 and 7). 

A further factor of a general nature that affected the external 

sector was the exchange system that was applied during the period. 

Following the policy introduced in 1967, a principal or unified exchange 

rate valid for fhe various foreign trade operations was applied 

throughout the period 1971-1973.* At the same time, the unified rate 

of exchange was subject to moderate and periodic devaluations (Mini-

devaluations) which made it possible to keep the real value of the dollar 

fairly constant in terms of Colombian pesos, allowance being made of 

course for domestic inflation in the United States. Table 8 shows 
that, between 1969 and 1973, the real value of the dollar in pesos did 
not vary by more than 5 per cent. 

An exception to this general rule was the existence of two 

special rates. One of these was used for exports of coffee and the 

other for the payment of purchases of crude petroleum for refining in 

the country. 

The rate of exchange for coffee was also subject to 

mini-devaluations but throughout the period it stood at 80 per cent of 

the principal rate in peso terms. In other words, exports of coffee 

were subject to a proportional tax of 20 per cent. 
/Ta7)10/5 
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Table 5 

COLONS IA: TREND CF EXPORTS AND IMPORTS OF GOODS 

Average 

1966- 

1970  
1970 1971 1972 	1973 

Average 

1971- 
1973 

1. Exports of goods (PCB, in 
millions of dollars) 	 632.2 788.0 755.0 958.6 	1 334.1 1 015.9 

2. Exports of goods (in millions of 
dollars, 1970=100) 	 80.2 100.0 95.8 121.6 	169.3 128.9 

3. Unit value index of exports of 
goods (1970=100) 	 85.8 100.0 90.0 98.0 	125.0 104.3 

4. Constant value index of exports 
of goods (2:3x100) (1970=100) 	93.5 100.0 106.4 124.1 	135.4 122.0 

5. Imports of goods (FOB, in 
millions of dollars) 	 633.6 802.0 878.0 813.1 	1 022.9 904.7 

6. Imports of goods (in millions of 
dollars, 1970=100) 	 79.0  100.0 109.5 101,4 	127.5 112.8 

7. Unit value index of imports of 
goods (1970=100) 	 96.0 100.0 104.0 110.0 	130.0 114.7 

8. Constant value index of imports 

of goods (6:7x100) (1970=100) 	82.3 100.0 105.3 92.2 	98.1 98.5 

Source: ECLAT  on the basis of offioial statistics. 

/Table 6 
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Table 6 

COLOKBIA: BALANCE OF PAYIENTS 

(P1illions of dollars) 

Average  
'1966.:-.  
1970 

1 	O 
1971.

' 1972 

Current account 
Exports of goods and services 8o6.6 1 moo 984.0 1 198.4 

Goods FOB 632.2 788.o 755.0 958.6 
Services 174.4 212.0 229.0 239.8 

Imports of goods and services 903.4 1 149.0 1 260.0 1 216.8 
Goods FOB 633.6 802.0 878.0 813.1 
Services 269.8 347.0 382.o 403.7 

Net external investment income -125.6 -180.0 -176.0 -197.7 
Profits -55.6  -91.o -71.o -69.5 
Interests -70.0 -89.o -105.0 -128.2 

Net private transfer payment 1.0 -1.0 3.o 10.9 
Balance on current account -221.4 -330.0 -449.0 -205.2 

Capital account 
Net 'eXternal finanaing (a+b4S+d+e) 

capital 
a) Net oxternal non-oompensatory  

-221.4' 

266.8 

' 336.0- 
 

405.0 

449.0 

383.0 

265.2 

281.2 
Direct investment 45.8 43.0 43.0 18.4 
Long- and medium-term loans 225.4 3080 420.2 
Amortization payments -90.6 -121.0 -::00 -165.0 
Short-term liabilities 59.8 138.0 163.0 -16.3 
Ofioial transfer payments 

b) Domestic non-compensatory 
capital or assets 

26.4 

-9.6 

37.0 

-36.0 

31.0 

-12.0  

23.9 

-23.9 
c) Errors and omissions -5.4 -18.0 55.0 83.6 
d) Allocation of SDRs 4.2 21.0 17.0 18.5 
0 Net compensatory financing 

(increase -) -34.6 -42.0 6.o -154.2 

Average 

	

1973 	1971- 
1973.  

	

1 626.0 	1 269.5 

	

1 334.1 	1 015.9 

	

291.9 	253.6 

	

1 487.1 	1 321.3 

	

1 022.9 	904.7 

	

464.2 	416. 

	

-207.4 	-193.7 

	

-67.5 	-69.3 

	

-139.9 	-124.4 

	

12.0 	8.6 

	

-56.5 	-236.9 

	

56.5 	236.9 

-1 

285.9 
29.3 

359.3 
-157.1 

	

-67.3 	26.5 

	

27.6 	27.5 

	

-39.7 	-25.2 

	

38.5 	59.0 

	

0.0 	11.8 

	

-135.8 	-94.7 

Source: ECLAT  on the basis of official statistics. 
• 

/Table 7 
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Table 7 

COLOMBIA: FOREIGN EXCHANGE RESERVES 

(iillions of dollars at current prices) 

1) Total foreign exchange 

reserves at the end 

of the period 

2) Lnports of goods and 

services. 

3) Imports of goods and 

services (monthly 

average) 

4) Number of months of 

imports financed out 

of foreign exchange 

reserves 

1965 1966 1967 1968 1969 1970 1971 1972 1973 

96 

653 

54.4 

1.8 

77 

867 

72.3 

1.1 

83 

696 

58.0 

1.4 

173 

866 

72.2 

2.4 

221 

939 

78.3 

2.8 

206 

1 149 

95.8 

2.2 

203 

1 260 

105.0 

1.9 

1 

325 

206.3 

100.5 

3.2 

1 

534 

541.6 

123.5 

4.2 

Source: WY, International Financial Statistics, September 1972 and August  1974. 

a 

/Table 3 
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Table 8 

COLOMBIA: TREND OF THE "REAL" VALUE OF THE PRINCIPAL =HANCE RATE 

Year 

(2) 

	

(1) 	 Implicit 

	

Principal 	deflator 

exchange 	of the 

	

rate 	 gross 
(pesos 	domestic 

	

per 	 product 

	

dollar - 	of Colour 

annual 

	

average) 	(1970 = 
100) 

(3) 
IMplicit 

. deflator 

of the 

gross 

national 
product 

Of the 

United 

States 

(1370 = 
100) 

(5) 
(4)- 	(1):(4)x100 

	

(2):(3)xi00 	Trend of 

Ratio 	the "real" 

between 	value of 

the 	 the prin 

implioit 	oipal 

	

deflators. 	exchange 

of Colozi- 	rate 

bia and 	(base 

	

the United 	year,1970) 

States 	(pesos per 

(1970 = 	dollar - 

	

100) ' 	• annual 

average) 

1969 17.37 90.7 914.8 95.7 18.15 

1970 18.50 100.0 100.0 100.0 18.50 

1971 20.02 111.6 104.7 106.5 18.95 

1972 21.94 126.0 107.9 116.8 18.78 

1973 23.69 155.1 118.7 130.7 18.13 

Source: Banco de la RePdblitta of Colombia and Department of Commerce of the United States, 

Statistical Abstraot 1973. 

/In the 
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In the case of petroleum, a fixed rate of exchange was applied 

which was not subject to moderate and periodic devaluations. In the 

middle of 1971, the rate was raised from 9 to 20 pesos per dollar 

- similar to the principal rate - and remained at this level up to 

and including 1974. Consequently, the gap between the rate of 20 pesos 

per dollar and the principal rate of eXchange came progressively greater. 
(a) 	Exports of goods  

With regard to exports, the policy measures applied allowed for 

separate treatment of coffee sales and minor or non-traditional exports. 

In the case of coffee, the policy throughout the period under 

consideration was designed to control the quantity of the product 

produced and exported in view of its important role in the national 

economy, the large share of Colombian exports in the international 

coffee market, the movement of prices and the terms of the International 

Coffee Agreement. In addition, the coffee-producing.countries signed 

an international agreement in 1973 which led to the retention of 10 per 

cent of the volume of their sales in order to reduce world supply. 

The volume of coffee exported by Colombia between 1968 and 1973 

was fairly.stable, fluctuating around 6,500,000 60-kilo bags. As regards 

prices, on the other hand, the situation was reversed: the average 

annual price per pound in New York, which had not varied greatly from 

45 United States cents from 1965 to 1969, fluctuated widely in 1970, 

1971, 1972 and 1973, in which latter year it reached a peak of 72.4 cents. 

Naturally, this fluctuation was reflected in the value of exports in 

current prices (see table 9). 

The promotion of minor or non-traditional exports was one of the 

four strategies of the National Development Plan; what happened in 

practice was that a policy which had been applied since 1967 was 

maintained and strengthened. Briefly speaking, non-traditional exports 

were stimulated mainly by the following measures: (i) maintenance of 

a rate of exchange with a constant "real" value, as mentioned above; 

/Table 9 
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Table .9 

COLD IA: EXPORTS OF C0144.4 

Average 	 Average 

1965- 	1970 	1971 	1972 	1973 	1971 - 

1969 	 1973 

1) Exports of 60-kilo 

bags 	 6 071 347 	6 506 278 	'6 569 291 	.6 528 000 	6 769 000 	6 622 097 

2) Price per pound 

in New York 

(US cents) 

3) Value of exports of 

unroasted coffee 

(millions of dollars) 

45.09 	56.42 
	

49.27 	56.70 
	

72.35 	59.44 

338.o 	466.7 	399.7 	430.4 	600.02/ 	476.7 

Source: Banco de la Repu'blioa of Colombia and FEDECAFE. 

Esti-ate. 

/(ii) issue 
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(ii) issue of certificates of drawback (CAT) which, in several 

cases, represented as much as 15 per cent of the value exported;42: 

(iii) the L.,referential ngranting of fairlYcheap bank credit (with 

negative real rates of interest); and (iv) the possibility of 

importing equipment and intermediate goods-required for the production 

of minor exports without import control or customs duties. A study 

conducted by the International Monetary Fund calculated that the 

exchange subsidy on exports of manufactures resulting from the 

combined application of measures (ii), (iii) and (iv) represented 

30 per cent.4.31 

It is not easy to make an accurate estimate of the real effect 

of the policy measures referred to above 44/ and of the generally 
favourable climate of recent years for all minor exports, but there 

can be no doubt that they expanded very rapidly and that they were 

further encouraged by the development of the Andean Common Market and, 

in general, by the large demand and high prices in the world markets. 

In the case of several export lines, particularly manufactures, the 

existence of production capacity which was not being utilized owing 

to the inadequacy of domestic demand was also an important factor. 

For certain exports of food products, the substantial increase 

in international prices, which established a price differential in 

favour of exports as opposed to domestic sales, was decisive. Typical 

examples were meat, leather and cotton. This situation also led to an 

increase in the domestic price of these products, to temporary 

shortages on the national market and to the adoption of provisional 

measures forbidding their export. This aspect is dealt with in 

greater detail below. 

42/ During the three-year pediod, this percentage changed and, 
moreover, showed some tendency to vary according to the 
characteristics of the merchandise exported. There was also 
SOLIO fluctuation in the redemption period of the GAT. 

43/ 	See, IBRD, op.cit., p. 27. 

1-14/ An analysis of this kind has been carried out by Carlos F. Diaz 
Alejandro in Las exportaciones menores colombianas, FEDESARLCLLG, 
January 1973. 

/A look 
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A look at the composition of exports of goods shows that, between 

1966-1970 and 1971-1973, the combined share of coffee and crude 

petroleum dropped from 71.6, per cent to 53 per cent while that of 

non-traditional products .rose from:23,4 per cent to 47 per cent 

(see table 10). This sharp increase was attributable to certain major 

products,. particularly cotton, sugar, meat, emeralds,yams and 

textiles, metal manufactures and machinery, electrical' equipment, furs 

and leather, and chemical and pharmaceutical products. 

(b). ImportsofLpods  

The policy measures implemented during the.three-year period had 

a decisive influence on imports: Basically,,they-  involved the use of 

exchange and tariff instruments, lists of permitted or prohibited-

imports, prior deposits and monthly foreign exchange budgets. 

By and large, the import policy was.more.or less liberal - in its 

application of the various instruments - according to the trend of 

exports, the country's import capacity. and the level of foreign exchange 

reserves. Logically enough, it was found that the _Measures adopted 

took some time to affect the values and volumes imported. This delay 

was about six.months and, in certain cases, close to a year. 

The.growth in imports of goods between 1970 and 1971'thus 

responded to a gradual liberalization of the policy applied as a result 

of the favourable trend of the foreign currency inflow.between 1960 

and 1970. Similarly, the drop in exports in 1971 led to the adoption

of more restrictive measures which, the following year, caused a 

reduction in the volume imported. Finally, the improvement' in the. 

foreign exchange situation which began to .take place at the beginning 

of 1972 brought about a progressive liberalization of import controls,45/ 

which made possible a substantial increase in the value. imported in 

1973 and, to a lesser extent, in. the corresponding volume owing to 

the effect of the higher unit value of imports-that-year (see table 5). 

.Li..5/ 	The provisions adopted were... (a) progressive increase in the 
monthly volume of import registration accepted by the iionetary 
Board (from 75 million to a 120 million dollars); (b) increase in 
the number of kinds of merchandise whose importation was permitted; 
(c) reduction of customs tariff; (d) reduction of prior deposits 
for import purposes. 

/Between 1965 
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Between 1965 and 1969, there had been similar variations in the import 

policy and in the value of imports brought into the country. 

As regards the structure of imports of goods, between 1966-1970 

and 1971-1973 there was a considerable increase in the relative share 

of imports of consumer goods and to lesser degree, of raw materials. 

By contrast, there was a marked reduction in the share of capital goods 

in the total (see table 11). 

(c) 	Other aspects of the trend of the external sector 

In view of the aforementioned reduction in the deficit on current 

account between 1971 and 1973, the generation of balance-of-payments 

surpluses in 1972 and 1973 - 154 million dollars and 136 million dollars, 

respectively - was largely attributable to the net inflow of resources 

deriving from the use of medium- and long-term foreign loans in greater 

volume than in previous years (see table 6). 

Colombia has managed to device an external financing strategy 

based on the permanent operation of an ad hoc consultant group, headed 

by the World Bank, and on the continuous and satisfactory formulation 

of investment projects which the international financial institutions 

and industrialized countries are keen to finance with loans granted on 

softer terms than private credits. This factor has also helped to 

improve the external debt-servicing situation - owing to the more 

favourable composition of the debt - with the result that the increase 

in the resources needed for the payment of amortization and.interest 

on the debt has been moderate and compatible with the trend of 

exports.46/ 

The balance-of-payments figures show that 420 million dollars in 

medium- and long-term loans were utilized in 1972, the corresponding 

estimate for 1973 being 370 million dollars. It was also found that 

about 70 per cent of these amounts was used to finance the total 

investment of the public sector.47/ 

46/ 	See. IBRD, Annual Report, 1974, table 6. 

47/ Including•the national government and decentralized institutions, 
as well as direct and indirect investment. See CIAP, op.cit., 
table IV-VI. 

/TaUo 10 
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Table 10 

COLCLBIA: COMPOSITION OF W.PORTS OF GOODS 

(Percentages)  

Average .•,. Average 

1966- 1970 1971 1972 1973 1971- 
1970 1973 

1. Coffee 61.9 62.7 54.9 47.5 47.4 49.3 

2. Crude petroleum 9.7 8.0 7.0 3.4 2.0 3.7 

3. Non-traditional exports 28.4 29.3 38.1 49.1 50.6 47.0 

Source: ECLAT  op the basis of official statistics. 

Table 11 

COLOMBIA: COMPOSITION OF IMPORTS OF GOODS 

(Percentages).  

Average 
1966- 
1970 

1970 1971 1972 	' 1973 

Average 
1971.- 
.1973 

1. ConsUmer goods 8.8 10.7 10.4 ' 12.4 14.1 12.3 

Non-durable 4.0 5.6 4.9 5.8  6.6 . 	5.8 

Durable 4.7 5.1 5.5 6.6 7.5 6.5 

2. Raw materials a/ 45.2 44.7 48.9 4:S..7 48.4 48.0 

3. Capital goods 45.3 43.9 40.0 39.5 36.1 38.5 

4. Miscellaneous h/ 0.6 0.7 0.7 1.4 1.4 1.2 

Source: ECLAT  on the basis of official statistics. 

a/ Including construction material. 
1.1noluding fuels. 

/C. TlIZ 
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C. THE RECENT INFLATIONARY PROCESS 

1. Background  

Following the four-year period 1967 to 1970 during 'which domestic 

price increases in the Colombian economy were below 9 per cent per 
year, the rate of inflation-rose to approximately 14 per cent in 

1971 and 1972, and to around 25 per cent in 1973.40/ This acceleration 

in the rate at which priced increased contrasts with the pattern of 

the previous two decades, which shows a "current" rate of inflation 

of less than 10 per cent per year, upward variations in this trend 

taking place only in a few of the years (1957, 1963, 1965 and 1966) 

and being linked with substantial devaluations of the peso following 

fairly long periods with a pegged rate of exchange. In other words, 

the inflationary "tradition" of the country was relatively limited, 

in contrast with the turn inflation tool: in other countries of the 

region, while furthermore, the occasional upward variations which 

took place in the past seem to, have_ had causes different from those 

of recent years, particularly as regards the problem of the exchange 

rate. 

Similarly, as in other developing nations with a per capita 

income similar to that of Colombia, the item "food" exercises a very 

strong influence on the evolution of domestic prices, and this is 

reflected in the high weighting given to this item in the price 

indexes.42/ Moreover, the'variations in food prices - particularly 

those of staple foods - are those that have the clearest and most. 

immediate effect on consumers as a Whole.' 

48/ The figures refer to changes from December to December in the 
consumer price index. This index, which is considered to be a 
good indicator of inflationary trends, treats the situations of 
salaried employees and wage-earners separately, the calculations 
being made for seven cities (Bogota, Medellin, Cali, Barranquilla, 
Bucaramanga, Manizales and Pasto) (see table 12). 

49/ In the national consumer price index for the country,the weighting 
of the item "food" is approximately 40 per cent for salaried 
employees and approximately 50 per cent for wage-earners. 

/Table 12 
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Table 12 

COM:11131A: TREND OF CONSUEER PRICES 

Average 

1. National consumer 

1965- 	. 
1969 

1970 1971 1972 1973 

Index (December to December, percentage 
variations)) 
a) Salaried employees - total 10.2k/ 7.2 12.6 14.1 22.1 
b) Wage-earners - total 
o) Salaried employees - foodstuffs 

9.82/ 
9.6 

6.3 
5.0 

14.7 	, 
15.0 

14.0 
16.2 

25.1 
30.6 

.d) Wage-earners - foodstuffs 10.2 3.6• 17.1 16.0 31.5 

2. National consumer 
Index (average to average, 1970 = 100) 
a) Salaried employees - total 
b) Wage7earners - total 

93.2a( 
:93.71 

100.0 
' 	100.0 

110.;,  
111.8' 

125.5 
127.3 

150.2 
155.2 

o) Salaried employees - foodstuffs 94.W 100.0 112.6 129.0 164.3 
d) Wage-earners - foodstuffs 94.7A/ - 100.0 112.6 130.0 167.5 

Source: Departamento Administrativo National de Estadistiod -(DANE) and the National Planning 
Department. 

Inoludes the following cities weighted differently: Bogoti, Medellin, Cali, Barranquilla, 
Buoarenanga, Manizales and Pasto. 

12/ Variations were 7.6% in 1967, 6.7% in 1968 and 8.5% in 1969. 
cf Variations were 7.0% in 1967, 6.4% in 1968 and 8.7% in 1969. 
5.11 'Index value in 1969. 

/Over the 



-226- 

Over the three-year period 1971-1973 it was observed that food 

prices increased more rapidly than those for other goods and services. 

Thus, between 1970 and 1973 the relative consumer prices of foodstuffs 
increased by approximately 20 per cent compared with other items in 

the index (housing, clothing and miscellaneous items) ..a/ A similar 

trend can be seen in respect of wholesale prices, if agricultural 

prices are compared with those tbr manufacturing industry and mining 

(see table 13). 

Other notable relative price changes occurred between 1970 and 
1973. With the exception of coffee,21/ domestic wholesale prices for 

export products showed a marked upward trend, which coincided with 

that recorded by the unit values for exports mentioned earlier. On 

the other hand, the price indexes for capital goods and building 

materials-showed relatively marked downturns; in both cases the drop 

was approximately 20 per cent with 'respect to agricultural prices, 
and 13 per cent with respect to the general index.EY 

In the light of the foregoing it can be seen, put briefly, that 

in the period under study the acceleration in the growth rate of prices 

coincided with significant changes in the pricing system which, on the 

one hand, favoured agricultural and exporting activities, with the 

exception of coffee, and on the other operated to the detriment of 

manufacturing industry, especially of some branches of production such 

as building materials. 

See table 12 and figures for items for the consumer index 
published by DANE and the Bank of the Republic. 

21/ This upward trend was particularly strong in 1973, when the 
item in question showed an increase of 39 per cent, while the 
variation in the total wholesale price index amounted to 28 per 
cent. 

22/ See table 13. 

/Table 13 
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Table 13 

COLOMBIA: TREND OF. OTHER PRICE INDIDES 

1969 1970 1971 1972 1973 

1. Index of general wholesale prices 
(average to average, 1970 = 100) 

a) Total 

ID) According to economic end use 

100.0. 111.5 131.9 168.7 

i. Capital goods 
ii. Raw materials and intermediate 

products 	 - 

100.0 

100.0 	- 

74.8 

108.1 

124.8. 

127.6 

1460 

170.8 
iii. Consumer goods 

o) By branch of economic activity 
i. AgricultUre, forestry, hunting 

and fishing 

100.0 

100.0 

.117.2 

110.4 

139.8 

136.4 . 

173.9 

182.0 
ii. Mining 
iii. Manufacturing industry 	 - 

100.0 
100.0 

112.3,  
109.5 

126.9 
126.0 

148.9 
155.2 

2. Index of general wholesale priCes 
(average to average 1970 = 100) 

a) Total 	 - 

b) By origin of article 
i. Products consumed 	 - 

10M 

100.0 

111.5. 

112.6 

131.9 

134.1: 

168.7 

170.6 
ii. Imports 	 - 100.0 109.8 128.4 164.1 
iii. Exports 100.0 102.6 126.1 171.7 
iv. Exports (excluding coffee) 100.0 111.0 133.8 	. 186.1 

3. Index of prioes for building materials 
in Bogoti (average to average 
1970 74 100) 	 90.0 100.0 109.4 1220 147.7 

4. Coffee 

a) Average price in pesos in the 
country (1970 = 100) 	 75.3 

b) Average price for conversion of 
d011ars earned on exports 
(1970 a 100) 	 72.5 

100.0 95.5 

92.7 

115.0 

126.7 

, 148.6 

. 	162.0 

Source: Banco de la 	Repu'blioa and the National Planning Department. 

/2. 	Factors 
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2. Factors which influenced the acceleration of the 
inflationary process 

In examining the intensity of annual price movements, two stages 

in the inflationary process stand out: 1971 and 1972 on the one hand, 

and 1973 on the other. However, examination of the elements which 

intervened in the process leads to a further subdivision: thus, the 

origins of price trends in 1971 seem to differ from those in 1972 and 

1973. This makes it desirable to examine what occurred in the first 

year separately from that which occurred in the last two. 

(a) 	The 1971 experience 

Consumer food prices, which had increased by less than 5 per 

cent during 1970 in terms of the average for both salaried employees 

and wage earners, rose by more than 15 per cent in 1971. This 

substantial change in the rate of growth exercised a decisive influence 

on the overall acceleration of inflation, which rose from 7 per cent 

in the first year to approximately 14 per cent in the second.53/ 

Information available on the performance of the agricultural 

sector during the year shows that prevailing climatic conditions 

- particularly the extremely heavy rainfall in the early part of 1971 -

caused a considerable drop in agricultural production, especially in 

some crop-farming items. Official figures put the loss of potential 

production at approximately 100 million dollars, so that the overall 

growth of the contribution of agriculture to the gross domestic product 

was only 2.5 per cent, or alpproximately half the rate recorded in the 

previous 5 years. Apart from coffee, the agricultural products which 

suffered most in the first half of 1971 were cotton, non-irrigated rice, 

beans, potatoes and soya, the shortfalls compared with a similar period 

for the previous year being between 10 and 30 per cent.J.11/ 

53/ See table 12. The approximate variations for both salaried 
employees and wage earners for the period December to December 
are taken together. 

54/ See, CIAP, op. cit., CIAP/591, p. 21 EL Ema., and table AE-l. 

/A month 
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A month by month analysis of the consumer price index shows 

that the change in the rate of inflation took place in the early part 

of the year and that, moreover, the rises in the prices of agricultural 

products which were in extremely short supply exercised considerable. 

influence on the process.55/ Other foods and other components of 

the index (clothing and miscellaneous items) continued to increase at 

a pace similar to that of the previous year. 

In addition, the unexpectedness and the unprecedented size of 

shortfalls in certain products prevented the timely application of 

import and domestic policy measures to control, even partially, the 

supply and prices of the articles in short supply. 

Another factor which had a considerable impact on the price 

increases was the exchange rate, in spite of the fact that, as already 

stated, a mini-devaluation policy had been followed since 1967. This 

impact was caused by the fixing in June 1971 of a new rate of exchange 

of 20 pesos to the dollar, applicable to nurchases of crude petroleum 

for domestic refining. 

Since September 1965 the rates had been fixed at 9 pesos per 
dollar, so this big difference rapidly had an effect on the prices of 

fuels and lubricants, and this was transferred, with varying intensity, 

to a range of goods and services whose inputs consisted to a significant 

proportion of petroleut products.56/ 

Examination of the trends of other variables which are of 

significance for the inflationary process suggests that dUring 1971, 

or in the immediately preceding months, no other factors were present 

which could have had an important impact on the evolution ot. prites. 

This general impression can be confirmed by examining the different 

indicators shown in table 14. 

For example, between September 1970 and September 1971 the prices 
of beans rose by 70 per cent and those of vegetable fat by 
70 per cent 	See DANE,•Doletin Mensual 	de Estadistica, 
November 1971, p. 72. 

This even had an important impact on the cost of dwellings as 
calculated in the consumer price index, because of the weighting 
of fuels and services in this group. See DANE, Boletin Mensual 
de Estadistica, November 1971, p. 63. 

/Table 14 
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Table 14 

COLCEBIA: RELATIONSHIP BETWEEN PRICE CHANGES AND SOME 1112ORTANT VARIABLES 

(Percentage variation) 

1. National consumer price index (Deoenber to 

1969 1970 1971 1972 1973 

December) 
a) Salaried employees - total 8.5 7.2 12.6 14.1 22.1 
b) ?:'age-earners - total 8.7 6.3 14.7 14.o 

2. Index of unit value for imports of goods 
(average to average) 2.1 3.o 4.0 5.8 18.2 

3. Index of unit value for exports of goods 
(average to average) -1.2 23.4 -10.0 8.9 27.5 

4. Main exchange rate (average to average) 6.o 6.5 3.2 9.6 8.0 
5a.Unit value of imports by rate of 

exchange (2x4)(average to average) 8.2 9.7 12.5 16.0 27.7 
5b.Unit value of exports by rate of 

exchange (3x4) (average to average) 4.7 31.4 -2.6 19.4 37.7 
6. Money-total means of payment 

(at year-end) 22.3 15.5 11.9 27.1 30.7 
7. Total Central Government expenditure 1 18.7 25.8 19.6 26.3 13.6 
8. Total Central Government expenditure 

(as percentage of GDP at market prices) 9.4 10.0 10.2 10.7 9.2 
8a.Central Government investment (as 

percentage of GDP at market prices) 3.9 4.2 3.9 4.5 3.5 
9. Current Income of Central Government 16.9 24.7 20.6 11.6 24.8 
10. Current Income of Central Government 

(as percentage of GDP at market prices) 8.6 9.2 9.4 8.7 8.2 
11. Central Government Deficit (as 

percentage of GDP at market prices) 0.7 0.9. 0.8 2.0 1.0 
12. Investment and current expenditure of 

whole public sector 15.9 22.1 27.3 19.2 16.92/ 
13. Investment and current expenditure of whole 

public sector (as percentage of GDP at 
market prices) 24.0 24.8 26.9 26.6 23.52/ 

13a•Investment of whole public sector (as 
percentage of GDP at market prices) 9.8 11.5 12.7 12.3 10.92/ 

14. Nominal wages 
a) Einimum wages 30.0A( 
b) Industrial wages 14.8 15.o 
c) Weighted nominal wage 3.4 9.9 6.6 10.6 

Source: Items to 5: EC:A, on the basis of official statistics; 6, 7, 9, 11; fliP, IFS August 1974; 
12 and 13a: World Bank, op.cit., Report N° 138-CO, Table II.2; 8, 10, 11, 13: GDP at current 
market prices, see Table 16; 14a: CIAP op.cit., CIAP/591, Table AE-3; 14b: FEDESARROLLO, 
Coyuntura Ecson6mica April 1973 and 1974; and 14c: DANE, Boletin Mensual, April 1974, p. 118. 

ei As defined by IMP. 
11/ Current expenditure plus investment. 
2/ Estimates. 

2/ About 30% from April; not adjusted since 1969, when it was adjusted by approximately 20% after 
remaining unchanged for 6 years. 

As regards 
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As regards the external sector, there was a drop-:of 10 per cent 

in the unit value of exports of goods, mainly as a result of the 

reduction in coffee prices, and there were no substantial increases 

on the international markets for any of the main products exported 

by the country. 

The unit value of imports of goods increased by 4:-per,cent, 

compared with an increase in the principal.rate of exchange. of 3.2 per 

cent. The average increase in .the cost of imports, expressed in 

terms cf national currency, was therefore 12.5 per cent. This figure, 

although somewhat higher than that for previous years, is relatively 

moderate and does not seem to provide an explanation for variations 

of real importance, from the cost side, in the rate of increase of 

prices. 

Although the available information on the evolution of wages is 

both limited and incomplete, the data-are not indicative of any 

significant inflationary pressures coming from this area. The weighted 

nominal' wage 22/ increased by 6.6 per cent, which would imply a drop, 
compared with 1970, of approximately 4 per cent in real wages..Furthermore 
the minimum urban and rural wages .52/ were not adjusted during 1971, 

in spite of the fact that the last increase had been awarded in 

August 1969• 

From the point of view of other possible inflationary pressures, 

particularly those stemming from changes in a few of the principal 

financial variables, these did'not seem to have any further relations 

with the change of the rate of price increases. 

2 Calculated by DANA on the basis of data provided by the 
Instituto Colombiano de Seguros Sociales (ICSS). In June 1973 
this institution had a membership of 1,173,000. 

sa/ These wages are fixed by decrees passed by the Government on 
the basis of studies prepared by the National Wages Council. 
There is no legal obligation to change them every year, and the 
•records,showthat since 1950 they have been adjusted at intervals 
varying between one and six years; 

/Thus, during 
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Thus, during 1971 the quantity of money increased by 11.9 per 

cent whereas in the previous year the increase was 15.5 per cent:12/ 

these moderate and decreasing figures may be.contrasted, for example, 

with the increase of 22.3 per cent recorded in 1969. 

Nor were treasury operations one of the causes of inflation, 

since the rate of expansion of the national government's current 

income was faster than that of total expenditure, with the result 

that the Government deficit 62/ fell from 0.9 per cent of the gross 

domestic product in 1970 to 0.3 per cent in 1971. In addition, it 

was observed that the whole of this deficit was covered by using 

foreing loans, which did not have the effect of expanding the monetary 

mass owing to the overall situation of the balance of payments. 

As a result of this, there was a drop in the country's internationa:1  

reserves between the end of 1970 and 1971.61/ 
It may be noted, it is true, that the anti-inflationary trend 

of fiscal policy coincided with a considerable expansion in central 

government expenditure - particularly current expenditure - and also 

• in consolidated public sector expenditure, so that between 1970 and 

1971 the share of these two variables 6g/ in the GDP increased and 

thus maintained a trend that had been observed since the end of the 

1960s. Notwithstanding, however, the simultaneous presence of the 

factors referred. to - among which the deficit on current account in 

the balance of payments played a leading part - helped to offset to 

some extent the possible disequilibria that could have been generated 

by public sector monetary operations. 

22./ The 1970 increase in the means of payment is also taken into 
account because in some interpretations of the variations in 
prices it is recognized that delays of up to six months could 
take place before the effect of the increase in the quantity of 
money on prices is felt. 

60/ Defined as the difference between total expenditure and current 
income. See table 14. 

61/ See tables 14, 15, and 16, and also tables 6 and 7. 
62/ See table 14. The government investment coefficient fell from 

4.2 per cent in 1970 to 3.9 per cent in 1971, whereas that of 
public sector investment rose from 11.5 per cent at the end of 
the first year to 12.7 per cent in the second. 

/Table 15-  
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(b) 	Trends in 1972 and 1973  
The elements identified earlier which excercised some influence 

on the acceleration of prices in 1971 ceased, to a great extent, to 

have any effect either on the rate of inflation in 1972, or on the 

stepping up of the rate in 1973. During those two years, as has 

been pointed . out, there was a tendency towards relatively balanced 

development in the various productive activities and, more specifically 

in agriculture, which grew at a satisfactory average rate of more 

than 5 per cent.6j./ In general, normal conditions prevailed as regards 

production and supply, and there was a marked improvement in the growth 

rate of the GDP. 

The basic explanation of the inflationary trend in the two-year 

period 1972-1973 rested on developments in the external sector and 

the various impacts this had on some basic variables and situations. 

The:impact impinged, on the one hand, on the government monetary position, 

as well as on the liquid resources in the hands of exporters and, on 

the other, on the extent of the influence of increased unit values 

for imports and exports on domestic costs and prices. To these two 

combined forces, which acted in the same direction, other supplementary 

factors were added, a notable one being the drop in imports in 1972. 

(i) Financial over-expansion. The evolution of the means of 

payment showed clear signs of over-expansion, for they increased by 

27.1 per cent in 1972 and by 30.7 per cent in 1973 (see table 14). 

These figures are much higher than those recorded in 1970-1971. 

The behaviour of the public finances was the main factor which 

affected developments in the monetary field, as a result. of the deficit 

financing by the national government (and by the public sector), the 

measures taken to cover it and the balance-of-payments situation 

during these years. 

Ly Orly some temporary problems in connexion with shortfalls in 
the production of certain foods were obr:ved. In this respect, 
the most noteworthy case was that of potatoes, during the 
first half of 1973. 

/In 1972, 
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In 1972, a substantial increase in government expenditure 

(particularly in investment), which was not accompanied by similar 

growth in current income, resulted in a deficit of approximately 

3,700 million pesos (2 per cent of the GDP) - three times the figUre 

for 1971. In 1973, there was a sharp drop in the relative increase 

in government expenditure - in current values, investment remained 

practically at a standstill - and in spite of the fact that current 

income grew at a lower rate than the nominal GDP, the deficit was 

reduced to 2,400 million pesos (1 per cent of the GDP). 

These deficits were financed through the use of net external 

credits, no use being made of domestic borrowing in the two-year 

period as a whole. Thus, in 1972 the national government used external 

loans in the amount of some 150 million dollars, whereas in the following 

year the figure for comparable operations was approximately 130 million. 

These figures may be compared with those for the period 1970-1971, 

when the average amount used was in the region of 70 millien dollarth 

per year (see table 15). 

In addition, estimates for the whole nublic sector indicate that 

net foreign resources used also doubled between 1970-1971 and 1972-1973 

(from an annual average of approximately 140 million dollars to one of 

some 300 million). 

While the national government and the public sector were increasing 

their dependence on external credit, the balance-of-payments situation 

changed significantly, as reflected in the drop referred to in the 

deficit on current account. The result of this was, roughly, that 

foreign credit in 1972-1973 - which was more than 300 million dollars 

coMpared with the 140 million dollars for 1970-1971 - was put to better 

use by the public sector, and went in its entirety to swell the 

international reserves of the country (see table 7). 

The monetary figures show that this increase in international 

reserves was the main factor behind the accelerated expansion of the 

quantity of money, and they also show that in 1972 and 1973 total 

domestic credit increased at a rate almost idenzical,to that recorded 

in 1969-1971. As regards the components of domestic credit, only the 

loans granted to public institutions showed a higher average rate of 

growth (see table 16). 
/Another factor 
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Another factor which exercised some. influence on the evolution 

of the quantity of money was ,the development shown by the monetary 

absorption factors, as they are usually•callech Thus, a moderating 

influence was exercised by the rapid increase of quasi-money resulting 

from the introduction of the system of readjustable savings and loans 

for housing.64/ 

Another aspect of the phenomenon of- financial over-expansion 

to be taken into account is the rapid and substantial increase. experience 

in those years in the spending power of the exporting sectors. In 

this respect, a special feature of Colombian exports_is.that they 

are supplied by a large number of small national enterprises or 

economic units which pay a relatively low rate of taxation. A substantia: 

portion of non-traditional exports and,, to a lesser extent, coffee 

exports share this feature. Should exports increase, such a situation 

could lead to an increase in domestic demand 	particularly for consumer 

goods - which may be more intense and.sudden in Colombia than in those 

countries where the export sector is cornered by, a small group of 

enterprises which are subject to higher rates'of taxation and have to 

exercise a greater degree of restraint-in their-outlay, and/or in 

cases of total.or partial government ownership. of a major' proportion 

of exporting enterprises. 

Such a' situation, together with the substantial. increases in 

exports of goods which tool; place in 1972 Anda973 (27 and 39'per cent 

in dollars at current prices, respectively, and 39 and 50 per cent in 

their equivalent in Colombian pesos), leads to:the assumption that 

demand pressures. stemmingfrOm.the increased capacity of exporting 

14 	The system, introduced in Hay 1972, operates on the basisof 
units of constant purchasing power (UPAC), which are subject 
to daily readjustment in accordance. with the estimated change 
in consumer prices. Towards the end of 1973, UPAC deposits. 
amounted to the equiValent of 4,500 million.pesoS (this figure 
corresponded to 11 per cent of the quantity of money). However, 
by that date 3,400 million had already been-Spent on the 
construction of houses, so the netabsorption effect of the system 
must have-been a good deal. smaller. 

/houses to 
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houses to incur greater expenditure may have had a considerable impact 

on the acceleration of the inflationary process under study. 

(ii) External ressures on domestic nrices. The most direct 

effects of external inflation (or "imported" inflation, as it is 

frequently called) on domestic prices were more marked in 1973, and 

were of special importance in the acceleration of inflation in that 

year, adding yet another dimension to the problem of financial over-

expansion already examined. In 1972, the impact of these factors 

was not as strong. 

It has also been observed that the increases in the international 

prices of commodities in the world market spread to the domestic 

economy through imports and, moreover, through their effects on the 

national prices of goods exported by Colombia. 

As regards imports and exports, the price increases which had 

the greatest relative impact were related to the trade in agricultural 

products, more particularly foodstuffs. This is so for two main 

reasons. First, because these were the commodities which experienced 

comparatively higher increases in international prices.65/ Secondly, 

because - as already stated - foodstuffs have the highest weighting 

in Colombian price indexes, and particularly in the consumer price 

indexes. 

This relatively faster rate of growth of prices for agricultural 

products was also noted in the Colombian price structure in 1973, 

maintaining a trend which had begun in 1970. Thus, this feature was 

present both in consumer prices (foodstuffs) and in wholesale prices 

(agricultural commodities and others) (see tables 12 and 13). 

In addition, one of the qualities of the Colombian economy which 

ought to be borne in mind when studying the impact of imported inflation 

62/ In this connexion, it should be remembered that, on average, 
between 1972 and 1973 the international prices in dollars for 
agricultural food and non-food products on the world market 
increased by approximately 50 per cent, whereas the comparable 
rise for all commodities traded internationally was 20 per cent. 
See United Nations, lath17  Bulletin of Statistics, September 1974, 
pp. XIV and XV. 

/on the 
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on the economy is its relative openness and flexibility in foreign 

trade operations.66/ In practice, this means that the,  government 

lays down general guidelines for the operation of the external sector 

but, save in exceptional cases, participates only to a limited extent 

in fixing quantities, and particularly prices, for the various goods 

which are imported and exported. 

Therefore, the effects of external inflation tended to be imported 

with some ease and speed, and in very few instances was any attempt 

made to isolate to any significant extent the domestic price situation 

from that prevailing in international markets. This was so in spite 

of the fact that, there were certain important elements which could 

have helped in any attempt to ensure such isolation: first, the 

favourable balance-of-payments situation which existed from 1972 onwards 

and its further improvement in 1973, secondly, the fact that the 

country is self-sufficient in the majority of foodstuffs consumed, 

and thirdly, the relatively, balanced and satisfactory growth of the 

GDP recorded in 1973 and in the previous year. 

- The  jaaatkaaar:zj. hi.....:Inayts.  First 

evidence of the greater inflationary impact which the import trade 

had in 1973 is provider.: by the average variation in the-dollar unit 

value of imports, which increased in that year by 18 per cent, or, 

in other words, more than three times as much-as in 1972. However, 

the lower relative growth in the 'rate of exchange in 1973 caused 

the unit value' of imports in national currency to rise by 28 per 

cent, or less than twice as much as in 1972 (see table 14). In any 

event, this higher rate of increase in the unit value of imports, in 

terms of national currency, may have meant an additional inflationary 

impact in 1973 of up to three percentage points over, the-1972'figure.6`'/ 

66/ To this should be added a factor of no small importance, namely, 
the possibility, often put into practice, of indulging in 
contraband trade with neighbouring countries, particularly over 
the extensive frontiers which this country shares with Venezuela 
and Ecuador. 

6 This calculation is based on 1972 estimates prepared by FEDESARROLLO. 
See Coyuntura Econ6mica, Volume II, NQ 4, pp.2-3. 

/In addition 
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In addition to this general trend, the case of wheat and, to 

a lesser extent, that of maize deserve special consideration. As 

can be seen from table 17, during 1973 substantial quantities of 

these two products were imported, particularly wheat.L/ The average 

prices in dollars paid by Colombia for wheat increased by 113 per 

cent while those for maize increased by 95 per cent, representing 

increases of 130 and 110 per cent respectively in terms of national 

currency. At the same time the domestic price of wheat rose by 

approximately 70 per cent and that of maize by 80 per cent, so that, 

in view of the widespread consumption of these products, this may 

have had an inflationary impact - and may have caused .a cutback in 

the basic consumption of the country - not fully reflected in the more 

general calculations presented earlier. 

Similarly, the difference. between the variation in the international 

price of wheat and the domestic price resulted .in losses for the 

Instituto de Mercadeo Agropecuario (IDEMA). 691 This form of subsidy 

- which was intended to be temporary - was financed by loans granted 

to IDEMA by the Dank of the -Republic. It is estimated that these 

funds brought about an additional expansion of the quantity of money 

of approximately 2 per cent.22( 

Lastly, it is worth commenting on events in the field of edible 

oils. Although the country imported a limited quantity of inputs for 

the manufacture of this product in 1973, the sharp rise in the 

international price of soya and other oil seeds was a factor which 

exercised a decisive influence on the increase of approximately 75 per 
cent in its price on the domestic market during the year. 

Li This cereal is the only agricultural product traditionally 
imported by Colombia in significant quantities. 

6...27 	This is a decentralized official institution which markets both 
national and imported agricultural products. 

70/ See table 16. It is thought that in 1973 the cost of the subsidy 
may have exceeded 500 million pesos, notwithstanding the fact 
that domestic reserves of the cereal. built up at the end of 1972 
made it possible for 1973 imports to, be lower than usual (see 
table 17). 

• /Table 17 
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Table 17 

COLOMBIA: PRODUCTION, IMPORTS, AND PRICE FLUCTUATIONS 

OF SELECTED AGRICULTURAL PRODUCTS.  

1971 	 1972 	 1973 

(thousands of tons) (thousands of tons) (thOusands of tons) 
1972/1973 

 

       

Percent 
age 	Esti:late 

prioe • of 

varia 	percent- 
tion in ago varia 

dollars 	tion in 
per ex- domestic 
change 	prices 
rate 

Produo 	 Produe 	 Produo 
Imports 	 Imports 

tion 	 tion 	 tion 
Imports 

Percent 
age 
prioe 
varia 
tion in 
dollars 

1. Barley 112 68 106 12 94 15 

2. Beans 45 6 44 - 46 	• - 

3. Maize 915 47 872 21 824 94 95 110 

4. Sorghum 219 - 238 - 	21 	• 398 37 	. 103 119 	, 

5. Soya 83 23 102 - 99 14 153a/ 200a/ 

6. wheat 49 385 79 416 91 249 113 130 

Source: ECLA, on the 	of DANE and National Planning Department statistics. 

aJ Variation between'
, 
 1971 and 1973. 

Mho. 
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- The effectof the price increases of exhort products. The 

sharp increase in international prices for agricultural products 

also exercises- obvious inflationary pressures on the Colombian economy, 

because of the relative openness and flexibility of the foreign trade 

operations of the country. Thus, when a price differential is 

established in favour of the export sales of a large proportion of 

national production, domestic prices tend to rise on a par with 

international ones, thus countering the attraction of the foreign 

market vis-a-vis the domestic one and avoiding the generation of 
internal problems of short supply. 

This trend was strengthened for two additional reasono. 

since a high proportion of the country's exports consists of products 

of agricultural origin, national exporters are quite familiar with 

the international markets for those products, and the opportunities 

open to them for expanding agricultural exports significaLtly and 

promptly are excellent. Secondly, no important economic policy measures 

were adopted during the year, nor in earlier periods, to reduce the 

price differential which,was building up in favour of foreign sales. 

In 1973 the dollar unit value of exports of goods increased 

by 27.5 per cent which, taken together with the variation in the 

main rate of exchange, gave an increase of 37.7 per cent in the unit 

value expressed in terms of national currency. This latter figure 

was double the increase of the previous year and provides one of the 

first indications of the inflationary pressure stemming from this 

area. 

Furthermore, if coffee is excluded from the cal...ulation of the 

unit value of exports in terms of notional currency, it can be seen 

that in 1973 the increase was approximately 50 per cent in contrast 

to a comparable change of less than 10 per cent in 1972. This sharp 

change of pace had a most powerful impact on the domestic prices of 

certain agricultural products. 

In this connexion, reference may be made to some opposite examples 

of the way prices developed in 1972 and 1973. Firstly, the wholesale 

prices of meat increased by approximately 45 per cent, the increase 

/being even 
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being even higher for quality meats.. SecOndly-, increases in domestic 

prices for other export products such as tobacco,21/ were higher 

than 40 per cent. Lastly, as regards cotton, prices for the inland 

crop increased by 40 per cent during the year, and it was agreed that 

part of the coastal, crop would be purchased at international prices, 

which increased by mpre•than 100 per cent between 1972 and 1973.22/ 

(iii) Salaries and wages. In general, the available information 

does not seem to indicate that the evolution of salaries and wages 

was an important factor in the inflationywhich took place in the 

two-year period 1972-1973, and, in particular, in the acceleration 

which occurred in the second of theseyears., 

In April 1972, minimum urban and rural wage's were adjusted by 

an average of approximately 30 per cent - the first increase since 

August 1969. However, in 1972, the weighted nominal wage increased 

by only 10.6 ner cent, which would mean a further drop in real wages 

of more than 3 per,cent compared with 1971 (see table 14). 

On the other,hand, some data which it was poSsibie to collect 2Y 

on the evolution of industrial wages in 1972 and 1973 show that the 

nominal increases in the manufacturing sector - which is probably one 

of the productive activities where conditions are mOrefavourable to 

wage,  adjustments - amounted to 14.8 per cent in 1972 and 15 'per cent 

in 19734 These_ figures imply that real wages in induStry shOwed 
• 

practically. no change in 1972, whilethey decreaSed by more than 5 per 

cent in 1973. 

LI See DANE, Boletin Mensual de Estadistica, September 1974, 
page 32. 

72/ See :TEDZSA2ROLLO Coyuntura EconOmica, April 1974, page 55. 

22/ Calculated by the Fundaci6n Para la Educaci6n Superior y el 
Desarrollo (FEDESARROLLO) on the basis of direct surveys carried 
out in 50 industrial enterprises. See Coyuntura EconOmica, 
April 1973 and 1974. 

/D. MAIN 
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D. MAIN FEATURES OF ANTI-INFLATIONARY POLICY 

1. General remarks  

The emphasis laid on anti-inflationary policy in the three-year 

period 1971-1973 was of course closely linked to the trends followed 

by price indexes and to the interpretations placed on,  the main factors 

that affected the inflationary process, espedially as the foreign 

trade situation fluctuated. This meant, in practice, that concern 

for the problem of inflation grew steadily throughout the period 

and that an ever-higher priority was accorded to the formulation and 

implementation of stabilization measures. Influence in,this direction 

was also exerted by the fact - to which attention has already been 

drawn - that the acceleration of price movements in 1971 was due, in 

essence, to temporary supply difficulties in respect of certain 

agricultural commodities. 

Accordingly, the analysis, of anti-inflationary policy presented 

in this section relates to what took place in 1972 and 1973, with 

emphasis on the latter year. Nevertheless, when it seems advisable, 

several features of the policy pursued in 1971 or in some of the 

preceding years are taken into consideration. 

It should be noted that the gathering!  momentum of the inflationary 

process and the increasing priority assigned to measures for coping 

with it did not lead to the formulation of a single anti-inflationary 

programme as such, in which the action to be taken in the various 

fields of economic policy was established on a global basis and 

with some degree of precision. Thus, what is observable during the 

period is, in the main, the gradual emergence of several stabilization 

measures which were enacted and co-ordinated as time' went by, 

primarily in the light of the course followed by Colombia's foreign 

trade. 

/What, then, 
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What, then, were the main objectives, explicit or undeclared, 

of the stabilization measures applied? 

The paramount airy was, of course', to keep the rate of inflation 

within "reasonable" limits, which 'implied adhering tairly closely to 

the rate at which prices had risen in 19-67-1970, and, specifically, 

ensuring that ',price increases did:not exceed IO per cent per annum.7!t/ 

Concurrently, steps were taken to make stabilizatiOn,policy 

compatible with the pursuit of other objectives. Outstanding among 

these were the groWth of the domestiC product at an annual rate of not 

less than 7 percent and' a 'gradual improvement in the existing state 
of affairs in respect of urban employment, rural levels of living and 

income distribution. 

This definition of multiple objectiles, although relatively 

general, should be assessed at its true value, inasmuch as it 

significantly inflUenced the authorities' choice of alternative 

stabilization policies. For example', itmay.be said at the outset 

that the measures applied were invariably, prompted by the intention 

of mitigating the inflationary process or'keeping it within reasonable 

or "functional" bounds, and not by any idea,  of abruptly curbing or 

completely eliminating the upward pressUres that made themselves felt. 

2. Stabilization measures  

Followinb' much the same arrangement.as for.the interpretative 

analysis of the latest inflationary trends,, the study and evaluation 

of stabilization•Tolicy can be based on classification of the measures 

adopted , in two broad and, of oourse, dnterdependentgroups. Thus,, on 

the one hand, it:will be worth while to take a look at what happened 

in the monetary and financial fields, while, on the other, the action 

taken in the supplies, prices. and income area will'be reviewed. 

74/ Some government officials have subsequently stated, however (in 
the course of 1974), that at the present time, in view of the 
worldwide spread and intensification of inflation, this target 
may be too ambitious. They think that in the new conditions 
prevailing - which were already largely present in 1973 = an 
annual rise in prices of 15 percent or a little over would be 
admissible. 

/As a 
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As a result of this,classification by functions rather than 

by types of measures, relevant aspects of certain policies may be 

considered under the heads defined; one of the clearest cases in 

point is foreign trade policy, with reference to the handling of 

international reserves in the one context, and to regulations 

primarily relating to exchange rates in the other. 

(a) 	The monetar -financial field 

In the stabilization policy of the period paramount importance 

was assigned to the handling of monetary-financial variables, and 

especially to the control of the annual increase in the money supply. 

An attempt was made to programme the evolution of the means of 

payment and of other financial assets on lines which in turn would. 

allow the liquidity of the economy to expand as far as was compatible 

with the anti-inflationary and development objectives already defined. 

In quantitative terms, the basic target was to confine the 

annual rate of expansion of the means of payment to approximately 

17 per cent. According to Planning Department experts, this 

increase was felt to be compatible with an annual growth rate of 

7 per cent for the gross domestic product, and a price rise not 

exceeding 10 per cent per annum. 

There are a number of justifications for the preponderance 

of such an aim by which the authorities were largely swayed in 

deciding upon their programmes of action. 

In the first place, decisive weight was carried by the fact 

that the primarily "monetaristic" explanation of price variations 

appeared reasonable to a significant group of government technical 

experts. Furthermore, the management of monetary policy had a 

certain amount of tradition behind it, and institutional conditions 

in its favour - in particular the existence and co-ordinated operation 

of the Monetary Board (Junta Monetaria) and the Banco de is Republica. 

Secondly, the assignment of priority to monetary-financial policy 

stemmed from a somewhat cautious evaluation of the possibilities of 

using other forms of economic policy, including, for example, more 

direct and generalized State action through fiscal policy and/or income 

/and price 
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and pride policies. This approach implied, from other standpoints, 

that the end in view was to regulate price movements without,bringing 

about, at the same time, changes in the system of prices for goods 

and services and for the factors of production: that were significantly 

different from those determined by market forces. 

Lastly,•an evaluation of:the probabilities that an essentially.  

monetary policy will be successful in controlling inflation may be 

based on another consideration. Price increases had quickened their 

pace, but without going too far or getting completely out of hand; 

and this suggests that the comparative absence of automatic adjustability 

mechanisms in the:Colombian economic system detracts. from.  the.: 

self-propelling power of the inflationary process. In Colombia, for 

example; wages,' taxes and rentals are not automatically- adjustable; 

and it may be.  added that only on the. exchange front ,.and in parts of 

the machinery for'tapping savings,are some-procedures.found.which 

do display the charadteristic of' adjustability Undoubtedly, the,  

fewer the mechanisms which set up a direct and'automatic chain reaction 

among the various price movements that may be taking place,,the-, 

greater the posSibility-Of making relatively easy and effective use of 

monetary instruments. 

HoweVer, notwithstanding the precision with which the ceiling 

for the indreaSeof'the means Of payment was sett  and the-grounds 

there were for according priority to the .monetary-financial variables 

and assuming their potential efficacy, a study of the measures adopted 

reveals that the aCtion'takento control the actual sources. of the 

expansion of themoney-supply was relatively limited in scope and. 

drive. In contrast, most of the measures enacted were designed to 

reduce the multiplier effect on the means of payment of an increase 

in the direct issue of currency. 

(i) MeaSures relating to fiscal policy and management of 

international reserves. It will .be recalled that -the factor which ,  

decisively expedited the growth of the money supply. between 1972 and 

1973 was the size of the government deficit and the way in „which it 

was financed through external credits, at a time. when foreign-trade 

/trends had 
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trends had brought about a substantial reduction of the balance-of-

payments deficit on current account. This led to an increase in 

international reserves and a parallel and equivalent expansion of the 

direct issue of national currency printed by the Banco de la Republica, 

since in practice, that institution absorbed the National dovernment's 

and the public sector's sales of foreign exchange deriving from the 

use of external credits. 

In other words, the possibility of controlling the expansion of 

the means of payment at the source depended essentially upon the 

measures relating to fiscal policy and to the manipulation of 

international reserves which could feasibly be put into effect. 

Faced with this situation, fiscal policy did little to reduce the 

government deficit and/or to change the method of financing it, which 

would have been the best way of lessening dependence on foreign credit. 

Thus, in the first place, no really important moves were made 

- particularly in the field of taxation - to raise or maintain the 

share of the government's current income in the gross domestic 

product; on the contrary, between 1971 and 1973 the proportion it 

represented substantially declined, although the improvement in the 

economic growth rate and especially in foreign trade'thight have 

facilitated a possible increase in taxation. Secondly, Wh6re public 

expenditure was concerned, only in 1973 was some check imposed on 

its rapid rate of growth, mainly through severe restriction of fiscal 

and public investment. 

Nor did any new provisions for dealing with the problem emerge 

in other areas of fiscal policy. With regard to inflows of capital 

in national currency, it has previously been shown that no net 

internal borrowing took place during the period. At the same time, 

in order to tap capital resources, the government continued to issue 

bonds of the traditional non-adjustable type, which became less and 

less attractive as the rate of inflation rose and as other competing 

instruments came to the fore, in particular the Constant Purchasing 

Power Units (Unidades de Poder Adquisitivo Constante - UPAC), which, 

in contrast, were adjustable. 

/As far 
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-48 far as capital inflows in foreign, currency were concerned, 

not only was the preceding years' rate of net external borrowing 

doubled, but-also foreign commercial loans were contracted on a 

considerable scale (over 60 million, dollars yearly in 1972 and 1973). 

These were used almost in their entirety. to: finance expenditurein 

national currency. 

Concomitantly,. the policy applied inrespect of management of -

international  reserves was unsuccessful, or insufficiently energetic, 

in slowing down-,the rate of accumulation of reserves and/or mitigating 

its monetary effects. 

As.hasalready been noted, it was only in 1973 that the gradual 

liberalization of:import regulations, started in 1972, was stepped up 

and began to show results. In contrast, between 1971 and. 1972 total 

imports of-goods decreased in-absolute terms by over 60 million dollars, 

in contradiction, with the anti-inflationary measures tha.Lwere being 

taken. It may be added that in 1972 reserves would not havejncreased 

as they did by 120 million dollars if in. that year, imports in terms 

of dollars at current: prices had exceeded-, the 1971, figure by 5. per cent. 

In the field of exports, the possibilities for action posed a 

more complex-question,:ipecause - naturally enough - it was very 

.difficult, and hardly advisable for :the authoritiesi.to launch a 

Programme-of reduction of export incentivesi at a time when the 

original basic problem largely derived from public-sector, financing,. 

and when such a reduction would have been at variance with the export 

.promotion'strategy that had been pursued for several years past. 

Accordingly," until the end of 1973 no major changes were introduced 

in the system of incentives.? 2/ The sole exception was that the practice 

of granting advances - to exporters was done away with; and even so, this 

measure was offset by, the allocation of additional resources to the 

Export PromOtion Fund (Fonds de ProMociOn de Exportaciones - PROEXPO). 

75/ It is true that other measures were adopted which did affect 
exports, such as, for example, the establishment of certain 
prohibitions and of export quotas. They will be discussed later, 
however, inasmuch as they were more directly prompted by price 
and supply problems. 

/An additional 
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An additional point of interest is that a conceptual alternative 

which was not mooted or which never took concrete shape, might.have 

been adopted for the purpose of cushioning or rather regulating the 

immediate impact of expanding exports on liquidity. When exporters 

are profiting by increasingly favourable circumstances - inasmuch as 

they are simultaneously receiving the benefits deriving not only from 

larger export volumes and rising international prices but also from 

the continuance of the incentives they enjoy -, it would seem fairly 

logical that- in certain cases there should be some curtailment of the 

liquidity of the national currency resources they obtain from the 

sale of their foreign exchange earnings. In other words, certain 

operational formulae might be established which would provide, for 

e::ample, for a proportion of the foreign exchange liquidated by 

exporters to be paid for not in money but in government securities 

of some sort, with specific terms in respect of redemption periods, 

adjustability and interest rates.76/ 

To pass on to other questions related to reserves policy, it may 

be noted that during the period the monetary authorities were not 

empowered to influence the public sector's rate of external borrowing, 

even where commercial loans were concerned. On the other hand, they 

did take action with regard to foreign credits obtained by the private 

sector; so much so, that in 1973 the Monetary Board suspended the 

authorization' of private persons to contract external loans.72/. 

76/ It seems out of place in the present report to go into much detail 
on this point, but it may be suggested that the proportion not 
payable in money could be increased monthly or quarterly in" 
accordance with the gradual expansion - for the country as a whole 
or, alternatively, for some exporters of staple exports - of the 
monthly or quarterly amount of export earnings. 

7~1 See Banco de la Repilblica, Informe Anual del Gerente a la 
Junta 	Directiva (Annual Resort of the Mama er to the Board 
of Governors-771973, p. 

/(ii) Monetary  
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(ii) NonetarLaalsayipm221icy:measures. Essentially, it fell 

to monetary and savings policy to abate the multiplier effect on the 

means of payment produced by the central bank's direct issue of 

Currency. It should be borne in mind that in 1972 and 1973 this issue 

increased relatively fast (by 22.1 per cent and 30.7 per cent, 

respectively, as compared with less than 10 per cent in 1970 and 1971). 

{See table16.) 

From the data available it can be seen that the. task in question 

was successfully performed in 1973... -  In 1971 and 1972,:as. well as in 

1970, the percentage increases in the means of payment were about, 

one-fourth higher that the corresponding increases in the direct.itsue, 

whereas in 1973 the changes in these two variables were the same in 

relative terms. From a different point of view, the (marginal) 

multiplier of the Banco de la Republica issue decreased from 1.37 in 

1971 to 1.16 in 1973.78/ 

In the achievement of this reduction decisive weight was carried 

b* themonetary policy measures brought into force in the course of 1973. 

Among the main provisions adoptedi mention may be made of the following: 

- During- the year two increases it the Bank'tlegal cash 

reserves were approved with the result that the average rate for the 

system rose from 31.5 per cent in 1972 to 36.1 per cent.in 1973;79: 

The policy of fixing ceilings, at quarterly intervals; for 

the growth of bank credits, which had been initiated early in 1972, was 

continued. The ceiling was set at 15 per cent for the whole of the year, 

and was virtually conformed to in the case of credits'subject to control. 

The more rapid growth of other bank loant that were not directly 

controllable, however,'boosted internal credit to the private sector 

by about 20 per cent; 

To make this calculation the absolute variations in the money 
supply are related with those.of.the Banco de la Republica issue. 

79/ 	See Banco de la RepUblica, op.cit.,  p. 157. Incidentally, between 
1970 and 1972 the average rate in question had dropped from 
35 per cent to 31.5 per cent. In other words-, the trend it 
followed had been counterproductive in.view of the speeding-up 
of the inflationary ptocest which took place over that period. 

/(C) A 
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- A new system of prepayments was established for import 

operations, under which importers were obliged to deposit 35 per cent 

of the national currency equivalent of the value of the goods to be 

imported. In practice, this mechanism, completely cancelled out the 

expansionist effect produced by the gradual suppression of the system 

of prior import deposits which had begun a-couple of years- before; 

- Two additional provisions were adopted, which were described 

earlier. On the one hand, external borrowing on the partof-private 

persons was suspended - and steps were even taken to encourage the 

return of loans already brought into the country - and, on the other 

hand, advances were no longer granted to exporters. 

No other significant changes were introduced in monetary policy. 

For example, the bank system continued to extend its credits at nominal 

and relatively stable rates of interest, which worked out as negative 

after the effect of inflation had been discounted.80/ This meant, 

in effect, that demand for credit swelled, and became increasingly hard 

to meet with efficacy, as the higher rate at, which prices rose enhanced 

the attractions of obtaining and using bank loans. 

Savings policy underwent a reform which has already been discussed. 

The monetary adjustment mechanism was introduced with the establishment 

of a savings and loan system for housing purposes and of the UPAC, 

whereby large sums were channelled into the said system. A high 

proportion of these resources was used during the same period for the 

financing of urban construction. 

The rest of the machinery for tapping savings, however, continued 

to operate on the basis of traditional-type instruments, with 

negative real interest rates - despite the raising of some of the nominal 

rates - with no clauses providing for monetary adjustment or automatic 

adjustability, and with a low degree of short-term liquidity. Even the 

Banco de la RepUblica itself held no securities of which the terms were 

such as to facilitate the transaction of open=market operations. 

80/ Throughout the-whole of the period 1970-1973, the Banco de 
la RepUblicals rediscount rate was 14,•per cent per annum; and not 
until the beginning of 1974 was it raised to 16 per cent. 

/In short, 
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In_short,:savings policy as a whole probably made but a modest 

contribution to the task of slowing down the-rate of expansion of the 

means-of payment. Even the resources thatwere channelled into the 

savings and loan system for housing purposes may to.some-extent have 

reflected a reorientation of financial.-savings rather than a net 

addition to them. .- 

(b) 	Policies for dealing 	 price and.income problems  

The economic. policy measures-adopted to deal with problems in 

this area may be subdivided under three heads: 	exchange policy; 

(ii) supplies and prices policy;:•(iii).income policy. 

(i) Exchange policy. Here.the anti-inflationary role played by 

exchange measures proper. should. be  considered since.other. aspects of 

foreigntrade policy will be examined,inconjunctionwith,supplies and 

prices policy. 

• A key feature of exchange policy derived from the application of 

a system of periodic"mini-devaluationsdiscounting the internal 

inflation in the United States,..which,enabled the "real" peso value 

of the principal exchange rate to be kept relatively.stable.between 

1970-1973. Indeed, between 1971:and.1973 this value depreciated by 

littlemore than br. per cent, which reflects a certaindeliberatslY 

programmed slowness.  of pace in. the average devaluations. in,19.7271973,. 

(see table 8)a 
It was decided that the.policy of "mini7devaluations" initiated 

in 1967 should be maintained, since this course was thought to be 

consistent with the. "functionalist" conception: of anti-inflationary 

strategy and with other. development policy-objectives, especially inH 

the fields-of allocation-of resources and export promotion. rioreovsr, 

Cqlombia's own experienceinthe operation of.exchange,rates with 

pegged foreign currency values afforded additional evidence of the 

risks of .possible exchange "explosions" and of other undesirable 

secondary effects which may be,precipitated by a policy of this type. 

/It was 
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It was also considered that by'discouriting the internal 

inflation in the' United States 81/ it would be poSsible to offset, 

at least in part, the pressure on domestic prices exerted by the 

increase in the unit value of imports in terms of dollars. The 

pace of this increase, however, far outstripped that of inflation 

in the United States,82/ especially in 1973,  in consequence of 

two additional facts. In the first place, more than one-third of 

Colombia's imports come from industrialized countries whose currencies 

have undergone revaluations in relation to the dollar since 1971; and 

this must have lea to a more than average increase in the dollar price 

of the goods imported. Secondly, although it has not been possible to 

verify the point.in the.present study, Colombian imports from the dollar 

area probably showed price increasesAligher than those'reflected, on 

average, in the rate of inflation in the United States economy. 

Another exchange measure which may have had net anti-inflationary 

effects in 1972 and 1973 - reversing the 1971 position - was the 

stabilization of the petroleum exchange rate, which was held firm at 

20 pesos to the dollar. 

Nevertheless, this policy generates several problems which cast 

some doubt on its advisability. For example, it involVes subsidizing 

domestic consumption of petroleum and its derivatives, notwithstanding 

that in recent years domestic production of crude oil has been 

rapidly declining, and it is forecast that in 1974 or 1975 the country 

will become a net importer'of petroleum. MoreOVer, a fiXed exchange 

rate is at variance with a flexible exchange policy, and is bound, in 

the long run, as the peso values of the principal exchange rate and the 

petroleum rate move farther apart, to lead to "maxi-devaluations" of the 

exchange rate applied to imports of crude oil to be refined in Colombia. 

81/ The implicit deflator of the gross domestic product of the 
United States increased by 4.7 per cent in 1971; by 3.1 per cent 
in 1972; and by approximately 10 per cent in 1973; in all, 
that is, by 18.7 per cent between 1970 and 1973. 

82/ The unit value of imports in dollars rose by 30 per cent between 
1970 and 1973 and 18.2 per cent in the year 1973 taken by itself. 

/As regards 
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As regards other measures that affected import flows and costs, 

mention has already been made of the progreSSive liberalization which 

began in 1972 and led to a substantial increase in the current value of 

imports in 1973• 

As a complementary measure, to bring down the domtstic price of 

imported goods during 1972 and especially in the course of 1973, the 

customs tariffs for several import products were reduced. This 

reduction,' however, was selective and limited - and, therefore, must 

have had only a restricted anti-inflationary .effect - because the 

average level of the Colombian •oustomStariff is relatively low 33/ 

(about 40 per cent) and, furthermore, becaUse no significant duties 

were payable on'imported foods. 

Likewise with the aim of making imports cheaper, throughout the 

period 1971-1973 the system of prior import deposits was gradually 

being abolished. In 1973-, however,' as noted above, the'cOneern - aroused 

by the'rapid,expansion of'the. means of payment led to the' setting-Up 

of the import prepayment mechanism. In global terms; therefore, at 

least in 1973, this'line.of action'must have done virtually nothing to 

lower the cost of imports.84/ Accordingly, the case under review 

clearly exemplifieS the mutually contradictory effeOts that'maY be 

produced by the adoption of measureepertaining' to different -branches 

of economic policy, in this instance to monetary policy and to foreign 

trade policy. 

(ii) Supplies and prices policy The antiinflationary policy 

pursued,did not include the more or less generalized "adoption of 

various forma of.'direct control of domestic prices. In this connexion 

33/ Especially in comparison with the tariff in force in other 
countries signatories to the Cartagena. Agreement. 

341 At the end of 1972 the amount, represented by prior import deposits 
was about 2,400 million pesos, while by the end of 1973 the 
cumulative total of prior deposits and prepayments was 
approximately 3,000 million (500 million in deposits and 
2,500 million in prepayments). 

/it should 
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it should be re-)eated that the keynotes of the stabilization programme 

were, on the one hand, the control and scheduling of the growth of 

monetary and financial variables, and, on the other, the proMotion of 

the normal development of production and supplies, for which'purpose 

the correct and flexible operation of the price mechanism was of 

vital importance. 

But, within this general context; during the period considered, 

and especially in 1973, a number of more direct measures of supplies 

and priceS policy'were brought into operation. 

In the first plaCe, in those cases in which domestic production' 

of certain foods fell short of requirements, the State undertook 

- through the Agricultural Marketing Institute (Instituto de Mercadeo 

Agricola - IDEMA) - the iMporting and marketing of the volumes needed 

to satisfy demand. In 1973, for example, besides importing about 

'50 million dollars' worth of wheat - a product traditionally in short 

supply in Colombia -, the authorities allocated a similar sum to imports 

of maize, barley, soya bean and cocoa, in view of the sudden 

contradictions that took place in domestic production of those 

commodities. 

Although between 1972 and 1973 - world market dollar prices of 

these agricultural commodities rose, on an average, by about 100 per cent, 

it was only in the case of wheat - owing to the large scale on which 

it was imported and the diffused effect that an increase in wheat 

prices produces - that the decision-was taken to subsidize domestic 

wheat prices, overtly although partially, a step which, as has been 

shown:, caused IDEMA heavy operational losses. In other cases, the 

authorities preferred to allow domestic prices greater freedom of 

movement, taking advantage of the fact that imports were equivalent 

to a relatively low proportion of domestic production. 

Secondly, in face of the rapid boom in the world prices of certain 

agricultural comModities exported by Colombia but widely consumed at 

home, the aim of the policy adopted was to prevent domestic prices of 

these goods from rising suddenly in the same proportion as world prices, 

/and/or 
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and/or to forestall the generation of internal shortage problems. Thus, 

the upward trend of the domestic prices of a few selected products was 

regulated fairly flexibly, by limiting the.volumes exported. The most 

representative examples of this tendency 'were constituted by the 

measures adopted in 1973 to establish,  beef export quotas, and by:the 

tdtaI suspension of sugar sales:Abroad. 

In any event, this is a complex field, in which the Colombian 

authorities themselves, rather than taking final decisions, settled 

for ad hoc solutions to the various problems arising. Thus, in 
raimma.•■••■•• 

practice the principles of freedom,to export and of flexibility in 

respect of prices and production were counterpoised by more immediate 

needs to safeguard domestic' supplies and_to,smooth out sudden violent 

upswings in the prices of agricultural commodities with a high incidence 

on the population's basic consumption.85/` 

An alternative measure, which was not adopted but which was 

discussed by some sectors in Colombia, might have served the purpose 

of reducing the - Price differential in favour of exports —besides 

producing other secondary effects 	when 'world prices'rose.gteeply.. 

It could ha:lie consisted'An the establishment of export duties at 

85/ On this subject, the following opinion has been expressed: 
"It is reasonable that exports of goods which are in short supply 
in a:given country, and in some cases in the world, should be 
prohibited, especially where the goods concerned,"on 'acc'ount of 
their high costs, or' because of natural'disadvantages, or for 
any other reason, are unfitted to compete on the world market 
either today or in the foreseeable future. There are iiiore than 
gufficient ground's for applying this norm to subsidized: 
domestic consumer goods or goods whose processing is significantly 
dependent upon these, since in such cases the subsidy would 
become more burdensome without implying immediate or even remote 
benefits for export policy.. Of course, with exceptions where' 
advisable, the.  eneral principleof freedom to export should 
continue to prevail, since its application hag produded very 
satisfactory results. This is Particularly true of articles 
whose incidence on vital cOnsUmptiOn is not great." .See 
Banco de la Republica, op. cit.,  p. 61. 

/rates varying 
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at rates varying in accordance with the levels reached by international 

prices.86/ A policy of this•type may, of course, have undesirable 

secondary effects - such as, for example, increased contraband in 

dutiable goods -, but from the standpoints of the more efficient 

operation of the economic system and of equitable taxation, its 

application may be advisable, especially when a favourable balance-of-

payments position makes it permissible to run certain risks, and when, 

at the same time, it is necessary to augment the savings generated by 

the government, 

Only the government authorities, however, can evaluate as a whole 

the merits and demerits of the adoption of'provisions• such as that • 

suggested.87/ Furthermore, any application of differential export 

taxes should be co-ordinated - and might even conflict - with other 

alternative measures, in particular with the possible mechanism 

(suggested above) for programming the liquidity of export earnings in 

accordance with the periodic fluctuations in their amount. 

Thirdly, another important line of. action in respect'of prices 

and supplies pertained to IDEMA's normal function of marketing a number 

of agricultural commodities. This function included the establishment 

of support prices, at which the Institution regularly bought 

considerable quantities of agricultural commodities, and which were 

altered periodically as internal,and external circumstances rendered 

it advisable. 

Fourthly, it should be pointed out that the domestic price of 

coffee was also subject to internal regulation, as agreed upon between 

the Government and the National Coffee-Growers' Federation (FederaciOn 

Nacional de Cafeteros). Thus, it was raised periodically, while at 

3i/ A variant of this formula may Consist in the progressive 
elimination of export subsidies. In Colombia, however, the 
so-called Certificates of Drawback (Cettificado de Abono Tributario 
- CAT) are of virtually no importance for exportsof agricultural 
commodities as such; generally speaking, they are subsidies that 
have been vigorously operative in the case of exports of 
manufactured goods. 

37/ Similarly, instead of resorting to taxation, some governments may 
prefer a management of exchange policy based definitely on 
differential rates. Argentina's experience in recent years has 
largely reflected the application of this principle. 

/the same 
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the same time this measure was coordinated - in the lightOf changes 

in the world'market situation - with 'variations in other components 

of coffee policy. Between the beginning of 1971 and the beginning of 

1973 the dollar price of coffee on the'world market rose by about 

45 percent, while the variation in the domestic price in national. 

currency was approximately 50 per cent. 88/ 

It is'worth while to add that the whole coffee policy pursued 

reduced the potential anti-stabilization effects that might have teen 

produced by this export Activity, especially:in contrast with what 

happened in the case of a substantial proportion of non-traditional 

exports. 

In addition to the fixing of the internal sales price, coffee 

was subject to 'other provisions, among which the following may be 

mentioned: (a) the regular stipulation of a 'reference price which 

closely followed world market 'coffee quotatiOne; (b) the application 

of a special exchange rate for the liquidation of expOrt earnings 

which, as indicated above, was about 20 per cent lower than the 

principal: exchange 'rate;' and (c) regulation of the -quantities. that 

could `be exported, thrdugh. the'periodia adjustment of the "coffee 

retention quota 	Between mid-1972 And:mid-1973 - whichwas the period 

when•world coffee prices soared most rapidly --the proportion of the 

quantity. exported which was handed over. by exporters to the National 

Coffee-GroWers' Federation expanded from 23 per 'cent to 35' per cent. 

Thte:led to a substantial increase in the stocks of coffee maintained 

in Colombia by the National Coffee•Fund (Fondo Nacional del Cafe). 

illustrate 'the joint effect 'of the measures described, it is 

worth noting that.according to World Bank estimates,-between 1972 and 

1973 the coffeerTroducers' net relative share in the world market- Sales 

price of coffee' dropped .from 40 per tent-to 33.per cent.89/ 

88/ 	See Banco de la Republica, op. cit., pp. 71-73. 

89/ See International' Bank for Reconstruotion and'Development (IBRD), 
on.oit 	U. 20.  

/Lastly, with 



- 260 - 

Lastly, with regard to price controls for other products, 

especially mamlfactures,, the functions fulfilled by the Office of the 

Superintendent of Production and Prices (Superintendencia de Produccion 

y Precios) deserve special mention. This agency was empowered 

throughout the period to monitor price trends, which in practice implied 

that after price increases had taken place studies could be undertaken 

and action initiated on the basis of their findings, with the aim of 

reconsidering the increases in question and/or deciding upon certain 

civil sanctions. Unfortunately, it is not easy to asses how far the 

application of such measures proved efficacious. 

(iii) Incorle polices. As far as wage policy was concerned, free 

negotiation between employers and workers was the general rule. To 

begin with, as already noted, during the period under study there was no 

system of annual adjustment linked to price variations which covered 

brpad sectors of the population. Not until 1972- was an increase .in. 

minimum urban and rural wages decided upon, on the lines and with the 

effects reviewed above. 

Moreover, in the private sector the participation of the trade 

union organizations in wage negotiations was relatively small. It is 

estimated that about 30 per cent of the working population was grouped in 

trade unions and operated on the basis of discussion of lists of wage.,  

petitions. For the rest of the workers, much of the process of 

negotiating wage increases is still split up among small units, which 

often have little-information and scanty power to secure wage adjustments 

that keep pace with the rise in - prices. 

Nor did any systems of periodic and automatic increases operate in 

the case of public-sector.  employees. What has been ascertained, however, 

is that in 1972 and 1973 their salaries were raised through several 

piecemeal decisions, by a yearly average of a little over 10 per cent, 

which must have implied that in real terms their remunerations were 

reduced. 

In other fields of income policy, no specific anti-inflationary 

measures are known to have been adopted. For example, no significant 

provisions were brought into force to control the growth of the profits of 

enterprises (apart from the above-mentioned operation of the Office of the 

Superintendent of Production and Prices) and that of rentals. 
./4. COSTA RICA 
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4. COSTA RICA 

A. INTRODUCTORY NOTE 

As far as the different,forms and degress of inflation in 

Latin America in recent. years are concerned, the case of Costa Rica is 

both interesting and illustrative. Its inflationary problem has very 

particular features, as regards its emergence and evolution and latter 

increase in pace. 

The contrast between the long period. ofstability- which 

characterized Costa Rica in the past, and.the inflation of recent years 

constitutes one of the most outstanding peculiarities. The level and 

structure of the external trade of the country and.the inflationary 

pressures imported oombined with other factors of inflation to give 

rise to a very singular process. 

Lastly, the features of:its economic, political and social systems 

make up a picture in which inflation acquires fairly heterodox 

implications. It may be recalled that this is a country with a very 

homogenous population and whose peasants, generally speaking, are not 

living at subsistence, level. The education and health indexes 'are 

the highest in the region and income distribution does not show the 

same degree-of disparity as the majority of Latin American countries. 

The lack of armed forces not only affects the assigning of .public 

resources, but also contributes toe. fair measure of-generosity in 

social development,. 

B. RECENT ECONOMIC TRENDS 

Generally speaking, the economic activity of Costa Rica has shown 

considerable fluctuations over the last three years. It may be seen 

from different indicators that the cyclical movements which have been 

typical of this economy would appear to be continuing to function. It 

should be mentioned that this type of variation is not reproduced 

simultaneously in all the macro-economic variables; some action taken by 

/the State, 
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the State, and some phenomena affecting the country's external sector, 

have changed the characteristic uniformity of the cycles. 

An overall analysis shows that the dynamism present in the economy 

o Costa Rica in the 1960s may basically be attributed to such factors 

as its entry into the Central American Common Market, the evolution of 

world markets in certain agricultural products, the growth of public 

spending and the inflow of foreign capital. The combined action of 

these factors produced a frank expansion of the economy, despite the 

low price of coffee and the agricultural problems caused by the 

eruptions of the IrazA volcano.22/ 

The explanation of the drop in growth rates in the three-year 

period 1971-1973 would appear to lie in modifications of the above-

mentioned factors and in their different arrangement. An examination 

of each of them shows its direct connexion with the external sector, 

which explains the great vulnerability of the economy to fluctuations 

in the international markets. It is thus possible to see from the 

analysis of the external sector the conditions and restrictions which 

affect economic activity in Costa Rica. It would therefore seem 

appropriate to-begin 'the description of the economy as a whole during 

the three-year period 1971-1973 by pointing out the' Main movements in 

external trade and in' Costa Rita's international financial relations. 

Once the most important'events in this field have been identified, the 

evolution of total supply and demand and the structure of  :the  

will be described. The description of the most important phenomena 

in this context will be useful for the subsequent interpretation of 

inflation in Costa Rica and the economic policy actions connected with it. 

1. The external sector  

The influence of this sector in the economy of Costa Rica is 

doubly important. It consists of a core of activities directly 

involving a significant share of the functions of production and 

22/ See Planning Office, National Develo mentTlan-of Costa Rica, 
Volume 1, "Diagnosis", 1973. 

/distribution. Unlike 
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distribution. Unlike other countries, it is not a mere supplier and 

receiver of foreign exchange; the structure of its exports, in which 

agricultural items predominate, indicates a basic feature of this 

economy. The high export and import coefficients of Costa Rica reflect 

a very close link between the performance of the external sector and 

general economic activity. 

On the other hand, the fluctuations in export prices and the 

persistent increase in import.prices have severely affected the current 

movements of external trade. The fluctuations of the former and the 

increases in the latter took on the guise of delicate situations in the 

balance of payments, which, in view of the importance of the external 

sector, weighed considerably in a large part of economic activity. 

(a) 	Export performance  

Before going on to describe the evolution of exports and their 

basic components it should be made very clear that products.of 
• 

agricultural origin are of basic Importance in their makeup. Three- 

quarters of the value of exports originates in this sector, and exports 

of coffee andsbananasaccount- for more than half. Although exports of 

industrial products reveal an increasing share in the whole .(26.5 per cent 

in 1973), the::ptedominance of agricultural products is a feature of the 

structure whi6h itwill be necessary to keep in mind both in the 

analysis of the economy as a whole and in the description of inflation 

in Costa Rica(see table 1). 

The current value of exports of goods underwent significant 

variations in,the three-year period 1971-1973. In fact, after recording 

a drop of 2.6 per cent in 1971 compared with the previous year, it 

showed annual increases of 24.7 per cent in 1972 and 20.8 per cent in 

1973 (see table 1). These fluctuations are a result of very uneven 

variations in the export values of the different products; it may be 

noted that while there are items which underwent increases of 

131.6 per cent in the three-year period described (cocoa, for example), 

there are otherS like coffee, which only increased by 28.6 per cent. 

Variations of this magnitude necessarily subject export activities, and 

those of the economy as a whole, to ups and downs WhiCii affect rates 

of growth. 
/Table 1 
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The variations in the current values of exports may be explained 

by movements of consideration'in priCes and -quantities. It may be-
: 

seen from table 2 that different indeXes showed relatively unfavourable 

chtnges; apart from the ,fact that there was a drop ,of 5 per cent in 

prices in 1971, the volume increased by a mere 3 per cent, with- tie 

result that there was a subsequent reduction in the value exported, 

These events were of great importance for the drop in the rate 'off 

general economic activity. as from 1971. In 1972 .and 1973 the indexes 

sho• asynchronisms which prevented a more vigorous growth of the,value 

exported. Tnen, as in 1972, the volume increased 'significantly, 

prices rose more slowly; conversely, :when it was the prices which.  

underwent significant increases, as in 1975,:the volume. went up less 

rapidly. 

Table 2 

COSTA RICA: INDEXES OF PRICES, QUANTUM AND VALUES 
OF EXPORTS OF GOODS 

(flase1)70:=100) 

1971 1972 1973 1971+ 

Price inde2 -  95 100 120 143 

Quantum index 103 119 124 129 

Export value index 97 119 148 184 

S:AIrce: ECLA estimates on the basis of official data. 

Detailed analysis of the main export products shcws more clearly 

how variations in internatinal- prices and in the quantities.exported 

affected the economy of Costa Rica. Tables 3 and 4 contain the 

above-mentioned information. 

/Table 3 
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Table 3 

COSTA RICA: EVOLUTION OF THE AGRICULTURAL QUANTUM EXPORTED 

Product 1970 1971 1972 1973 

Peroentage 

variations 

1973-1970  

Coffee (thousands 
of quintals) 1 500 1 390 1 871 1 585 5.7 

Banana (thousands 
of bunches) 29 414 32 859 38 599 42 112 43.2 

Livestock and meat 
(thousands of kilos) 17 475 18 617 26 131 21 763 24.6 

Sugar (thousands 
of quintals) 1 465 1 8o7 1 683 2 438 66.4 

Cocoa (thousands of 
quintals) 71  77 132 103 45.1 

Source: Direecidn General de Estadisticas y Censos and Banco Central de Costa Rica. 

Table 4 

COSTA RICA: EVOLUTION OF PRICES OF AGRICULTURAL EXPORTS 

prices)(Dollars at current  

Product 1970 1971 1972 1973 

Coffee (per 
quintal) 48.66 42.67 41.60 59.31 

Banana (per 
bunch) 2.27 1.95 2.15 2.22 

Meat (per 
kilo) 1.03 1.10 1.16 1.50 

Sugar (per 

quintal) 6.93 7.15 7.78 5.59 

Coeoa (per 
quintal 27.30 19.93 22.67 42.44 

Source: Direcci6n General de Estadistica y Censos and Banco Central de Costa Rica. 

/Since coffee 
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Since coffee and bananas are the most important products, not 

only in exports but also in general.. production, the variations which 

they underwent in the last three years were factors which determined 

the evolution of the economy. The quantum of coffee exnorted underwent 

considerable changes - a drop of 7. per cent in 1971, an appreciable 

-recovery of 34.6 per cent.in 1972, and a further decline of 15.3 per cent 

in 1973. Furthermore, in 1971 the price of a quintal.of coffee dropped 

by 12.4 per cent and in 1972, when production reached a-maximum, 

the rrice dropped to a minimum.21/ The sudden price increase in 1973 

coincided with a drop in the production.. of coffee. In short, price 

and quantity both played a recessive role in 1971 and put up a 

compensatory performance in the next two years, -with a reduction in 

the variations in exnort values. 

As regards bananas, the sustained growth of the quantum exnorted 

was recorded at an annual average rate of around 13 ner cent. Banana 

rrices, however, showed an appreciable decline in 1971 (16 per cent), 

and the recovery of the next two years did not bring the-price.  back 

up to 1970 levels. 

The significance of the year 1971, a very critical period which 

had a decisive influence on the economic performance of the country 

at a later date should not be lost sight of, A large Tart of the loss 

of dynamism of the economy of Costa :Rica is due to the related 

c:iasequences of this decline, from the effects of which an open 

economy could hardly escape, 

As far as exports of meat and sugar are concerned, it should 

be menti,7,ned that a persistent increase in prices was not always 

accompanied by similar increases in the quanta exported. Livestock 

and meat sh...wed a decrease of 17 per cent in 1973, and sugar a decline 

of 7 per cent in 1972, further aggravated by a drop of 22 per cent in 

Trice the following year. 

21/ 	As will be understood, the increase in production did not affect 
price changes, because of the small 'Share of Costa Rican supply 
in the world market. 

/Mention should 
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Mention should be made of the increase in the export values of 

industrial products; these increased by 68 per cent between 1970 and 
1973, which meant that their share increased from 23 to 26.5 per cent 

in that period. Despite this increased diversification, however, the 

importance of export products of agricultural origin which are affected 

by the variations in prices and quantities has a decisive influence on 

the country's vulnerable external sector, and explains to a large extent 

the above-mentioned loss of dynamism in economic activities, which will 

be described in more detail below. 

(b) 	T:2erformance of imports 

It is worth repeating that the economy of Costa Rica is strongly 

conditioned by imported supplies. The import coefficient which reached 

values of between 36 and 33 per cent during the three-year period 

1971-1973 is an indicator which needs no further comment. In an economy 

as _open as this the evolution of the actual material flows of imports 

and their financial counterparts have a considerable influence. 

The current value of imports showed sharp increases in the first 

years of the 1970s (see table 5). The figures for 1973 and 1974 are 
Particularly striking, when the growth rate was 18.6 and 5000 per cent, 

respectively. The performance of the components, however, indicates 

that these increases in values are largely due to the increase in the 

prices of imported products and only a very small proportion can be 

attributed to increases in the quantities imported, except in 19740 

In fact, the increase in the pace of the price rises is patent: 
3 per cent in 1971, 8 per cent in 1972, 15 per cent in 1973 and 
31 per cent in 1974; on the other hand, the quantum, following an 
increase of 7 per cent in 1971, decreased by around 1 per cent in 1972, 
showed a slight increase of around 3 per cent in 1973, and rose by 
15 per cent in 1974. In other words, the financial counterparts in the 

form of payments abroad have increased much more rapidly than the actual 

physical entry of foreign products. Once again, the external sector, • 

and this time through imports, is showing its influence and its adverse 

effects on the economy of Costa Rica. 

/Table 5 
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Table. 5.  

COSTA RICA: INDEXES OF PRWES, QUANTUM AND VALUES OF 
IMPORTS..: OF. GOODS 

(pase r..192p27,10(1). 

- 	.0 	• 	• • • • • MI • IN 

1971: 1972 1973 1974 

Price index 103.  111 128 168 

Quantum index 107" lab 109 125--  

Value index 110 113 -1_40 210 

Source, ..ECLA estimates on the, basis of oificial data. 

2inf-analysis of the structure of iffileerts confirms tile l'I-vegoing 

considerations. The important influence•- _Of raw materials and capital 

gds and their increasing share irOetai,imports may be Seen•in7tabIe 6. 

Imports at_consumer.gods,aowexan,.. show.,fluctuations.with 

tendency to increase and a relatively decreasing share in zne otal, 

although they (lc in any case represent fairly considerable levels. 

Industry and construction are the sectors which most depend on imported 

supplies, and also have a significant share in imPorts of capital goods, 

while the transport sector is also included here with high absolute 

levels which tend to increase. 

The features mentioned would appear to be enough to confirm that 

any change in import flows affects the base of the system of production 

and rigorously conditions the supply of final consumer products. In 

view of the internatinal situation as regards price increases, it may 

be pointed out that inflation in Costa Rica is closely linked to the 

movements Produced in the external sector, mainly in imports. The 

rising prices of imports mean higher production costs, while the slow 

growth cJ.' the ouantum explains the economy's loss of dynamism. 

/Table 6 
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Table 6 

COSTA RICA: STRUCTURE OF IMPORTS OF GOODS 

(CIF values in millions of dollars  

at current prices) 

1970 1971 1972 1973 

Raw material for industry and mining 102.2 111.4 128.3 170.9 
Raw material for agriculture 9.2 9.0 9.4 11.9 
Construction material 17.3 16.8 15.2 18.3 
Fuels and lubricants 6.3 6.9 7.5 12.4 

Total inputs .135.12 (42.6) 144.1 (41.2) 160.4 (43.1) 11314 (47.1) 
Capital goods for industry and mining 25.7 25.4 26.7 42.4 
Capital goods for agriculture 6.2 9.0 9.4 10.7 
Capital goods for construction 10.2 13.1 14.6 13.5 
Capital goods for transport 23.2 30.7 36.6 36.1 
Other c:•pital goods 13.4 15.7 20.5 21.6 

Total c,,pital goods 1= (24.9)  .222 (26.9) 107.8 (28.9) 124.3 (27.4) 
Non-durable consumer goods 69.7 74.1 71.9 76.9 
Consumer durables. 33.3 37.6 32.6 38.5 

Tot,1 consumer goods 103.0 (32.5) 111.7 (31.9) lelLa (28.0) 115.4 (25.5) 
Total imports 316.7 (100.0) 349.7 (100.0) 372.7 (100.0) 453.2 (100.0) 

Source: DireociOn general deEstadIstica y Oensos and Banco Centr,11 de Costa Rica. 

/(c) The 
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(c) 	The balance of payments 

The analysis of the current account brings out the size of the 

deficits in the trade balance-(see 	 In. fact, the deficits 

recorded between 1971 and 1973 were much higher than those of the 

-orevious five-year period and their size accounts for most of t4e, 

.equally: large deficits in the current account. 

Although the trade deficit on goods and services declined to 

a significarr.: extent during the last two years, especially compared 

with the deficit of 107 million dollars recorded in 1971, the increase 

in the payments of profits and interest on foreign capital expanded 

appreciably. It may be noted that in 1973 this item tripled as 

compared with the value recorded for 1970. The two imbalances thus 

combined to 'produce a deficit in the current account exceeding 

100 million dollars during the three-year period under analysis 

(see table 7)'. A cr:mparative examination of the deficit averages for 

the ;period 1971-1973, which double those of the five-year period 

19661970, 'env/3 clearly the deterioration in the external sector in.  

Costa Rica.. This one indiCator is sufficient'to show, once more, that 

one of the main problems of the country's economy originates in the 

external sect-,r. In this context it may be recalled that Costa Rica 

does not produce petroleum and that increased import costs tf this 

commodity will have adverse repercussions on the trade balance. It, is 

estimated that the cost of ,Jetrcleum imports for 1974 will amount to 

60 million dollars (more.than twice the prepaid value in 1973), with 

easily foreseen consequences on domestic costs of production_ and 

distribution. Since the input in question is widely used this will 

have repercussions on a large part of economic activity and certainly 

on the level of living of the population. If recent trends in the 

1)rice increases of other imported products are included, it will be 

agreed that the prospects of disequilibria in external trade are not 

particularly encouraging. Exports of industrial products and the 

/Table 7 
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Table 7 

COSTA RICA: BALANCE OF PAYMENTS 

(Millions of dollars) 

Average 
1966-1970 

1970 1971 1972 1973 
Average 

1971-1973 

Current account 

Exports of goods and services 210.3 280.1 283.8 346.3 416.5 346.9 
Goods FOB 173.9 231.0 224.6 278.8 341.5 281.6 
Services 36.4 49.1 59.2 67.5 75.0 67.2 

Imports of goods and services 254.8 346.5 390.7 418.0 491.3 433.3 
Goods FOB 207.6 286.8 316.3 337.1 399.3 350.9 
Services 47.2 59.7 74.4 80.9 92.0 82.4 

Payments of profits and interest an foreign 
capital (net) -16.1 -13.6 -14.6 -34.7 -41.0 -30.1 
Profits -8.0 -3.8 -3.4 -21.0 -24.4 -16.3 
Interest -8.1 -9.8 -11.2 -13.7 -16.6 -13.8 

Net private transfer payment 4.1 3,4 3,5 40 3.6 3.7 

Balance of current account -56.5 -76.6 -118.0 -102.4 -112.2 -110.9 

Capital account 
Net external financing (a+b+c+d+e) 56.5 76.6 118.0 102.4 112.2 110.9 

(a) Non compensatory foreign funds (net) 64.4 79.1 128.0 10643 98.7 111.0 
Direct investment 17.1 26.4 22.0 25.8 26.8 24.9 
Long and medium-term loans 44.6 42.2 68.4 94.4 121.4 94.7 
Amortizations -23.9 -19.2 -30.6 -38.3 -58.0 -42.3 
Short-term liabilities 22.7 27.2 64.3 21.8 9.0 31.7 
Official transfer payments 3.9 2.5 3.9 2.6 -0.5 2.0 

(b) National non-compensatory funds or assets -9.1 -5.9 -19.8 -46.2 -38.0 -34.7 

(0) Errors and omissions 6.9 -9.5 20.3 38.9 61.3 40.2 

(a) Allocation of special drawing rights o.8 4.2 3.4 3.7 0.0 2.4 

(e) Net compensatory financing (- increase) -6.5 8.7 -13.9 -0.3 -9.9 -8.0 

Source: ECLA on the basis of official statistics. 

/promising trend 
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promising trend in the prices of coffee, sugar, cocoa and'meat 

apparently do not seem. able to-offset higher import costs. Estimates 

based on data for the first half of 1974 suggest that there will be 

increasing deficits in the current account of the balance of payments. 

The analysis of the capital account draws attention to the 

extraordinary increase in long and medium-term loans (see table 7). 

These tripled in 1973 compared with 1970, in answer to a sustained trend 

in the intermediate years.. Amortizations also show large increases 

and are clearly growing. in volume, given the latest debt levels and 

will thus constitute a factor absorbing considerable quantities of 

foreign exchange. 

At the end 	1973.the external debt amounted to 440 million 

dollars,L/•which.is moderate compared with the value of exports. 

11-)wever, it could becme a serious problem if the deficits in the 

current account and the recent trends observed in the annual state of 

indebtdness are maintained. 

Direct foreign investment also shows a tendendy to increase 

(see table 7). The average for 1971-1973 was 46 per.  cent up on the 

five-year period 1966-1970, reaching 26.3'million dollars'in 1973. 

The magnitude:  of transfers - of foreign exchange'abrbad for the purposes 

of factor remuneration had already draWn attention. Remittances of 

profits;  which in 1972 and 1973 nearly 'tripled those of the previous 

five-year period, were very close to balanding direct investment during 

those years. If the trend in the inflow of non-compensatory capital is 

maintained, the impact of profits on foreign investment on the deficit 

of the current. account will be increasingly greater. 

The magnitude of the figures in the item errors and omissions 

is noteworthy (see table 7). In 1973 this figure was 61.2 million dollars. 

more than half net external financing in that year. A minute 

investigation 	the structure of this figure could make a distinct 

---------- 
22/ Central Bank of Costa Rica. The external public debt accounts. 

for 223 million dollars, and the external private debt for 
152 million. 

/difference in 
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difference in the balances of the other accounts. It is possible that 

no small part of this total is related 	illegal exports and imports, 

or exports and imports not subject to official control. 

The movements of accounts described above, especially the 

increase in indebtedness and the inflow of direct investment, not 

only financed the deficits of the current account during. the 

three-year period but also meant that the country increased its 

international reserves between 1971 and 1973. Of particular importance 

were the increases in reserves in 1971 to 1309 million dollars and in 

1973 to 9.3 million dollars. It is estimated that total net 

international reserves at the end of 1973 amounted to 42.4 million dollars. 

As a point of reference, it may be noted that this amount is more than 

double that for 1969 and almost seven times that for 1970.22/ Despite 

these increases, however, the 1973 level was only sufficient to finance 

one ranth's imports. Generally speaking, the level is considered to 

be adequate when it is ecuivalent to three or fur month's imports; 

however, this is only a reference comparis,m, which in some cases may 
not be very meaningful. 

To conclude the description of the most important features of 

the external sector as far as inflationary pressures are concerned, 

it is to be noted that the impact of the terms of-trade has been adverse 

in recent years (see table PA. If 1970 is taken as the year of reference, 

it may be seen that in the last three years rather considerable losses 

were recorded in trade. In fact, the accumulated loss of the last 

three years is of the order of 91.3 million dollars at 1970 prices. 

If this figure is updated to dollars at 1973 prices, it would more 

than cover the deficit for the current account in that year. These 

figures are thus not insignificant and it is easy to forecast that 

they may increase significantly in 1974, in view of the trends of 
import prices. 

93/ Source: International Monetary Fund, Internatimal Financial 
Statistics, N'vember 1974. 
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Table 8 

COSTA RICA: INDICATORS OF EXTERNAL TRADE 

(Millions of dollars at 1970 -)rices) 

1971 1973 1972 

Purchasing power of exports 275.5 310.4' 551.3 
Export quantum 298.1 54(3 .5 561.9 
Effects of the terms of trade 
with reference to 1970 -22.6 -3001 -30.6 
Index of terms of trade  
(1370=100) 	 92.2' 

	
90.1 	93.7 

..... 	 . 	 .... 
Source; ECLA estimates on the basis Of official 'data. 

2. The .e=volutionof totalsa.pnl.y and demand 

The state of-these main variables of supply and demand shows 

up clearly the loss of dynamism manifest in the economy of. Costa Rica. 

The real growth recorded in the three-year period 1971-1973 is a frank 

contrast to that of the period 1966-1970 (see table 9)0 AS regards 

supply, both the product and imports, grew much more !slowly A comparison 

of the annual rates for both periods showed that the growth of the 

product declined from 6,9 per :cent to 4.3 per cent annually, while 

imports similarly slowed their growth rate. from 1001 per cent to 

3.5 per cent annually between the two periods considered. This decline 

in the above-mentioned rates constitutes one of the-factors which should 

be taken into account in a -description of inflation in Costa Rica. It 

should, howsver, be pointed out that 1970, the period of reference in 

the evolution of the last three years, was an exceptional year as far 
as imports are concerned; the real growth rate recorded by this variable 

was 25.3 per cent. In any case, the drop in the annual rates in the 

last three years, both in imports and in the product show a loss of 

dynamism which can only be attributed, to a lesser extent, to the 

achievements of 1970. 

/Table 9 
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Taking the structure of overall supply, the growing share of 

imports to the detrimentof the gross domestic product may be observed 

(see table 10). ::hether the two-year Perid 1969-1970 or a more distant 

periodi-such as 1965, as taken- as• reference,,the-relatively greater  

importance of imports in the last three years is outstanding. In3 

import coefficient, which. attained 31.6 per cent in 1965, reached 

38.3 per cent in 1971, while the average-far the period 1971-1973 Was 

of the order of 36.7 per cent. however slow the evolution of the 

economy may have been in recent times, this change in the share of 

-external strophes is extremely sigilificantJand constitutes another, 

-element' which should be borne in,  mind when the re-emergence of 

inflation in Costa Rica"as from 1973 is described-. 

Obviously; in the amalysis,::f demand, the rates observed are 

rather-Slower for the last three:years than in the :nve year period -.  

1969-1970 (see table 9).' Most of the coMPonents had much lower growth 

rates; while in•the period 1966-1970 the annual rate of exports was 

' 13.8 per•cent, the rate ,of growth of investment 5.7 per cent,and the 

rate of  consumption 6.5-per cent,' 	the-last three years, these rates' 

in the same Order -were 3.4 •per cent'; ''=0•.6 percent, and 3.8-per-cent. 

Only fixed capital public investment showed an increase in dynathiSm 

in the latter period, when it increased from an annual rate of 

2.7 per cent in the previous five-year period to an annual rate of 

10.8 per cent in the last three years, with 1971 outstanding for its 

high growth rate (21 per cent, following the 11 per cent recorded the 

previous year). This fact should also be recalled when the a-opearance 

of inflationary pressures in Costa Rica is interpreted. 

From the point of view of the structure of total demand significant 

changes may be observed (see table 10). If the 1973 structure is 

compared with that of the two-year period 1969-1970 and, better still, 

with a more distant period such as 1965, it may be observed that the 

most important changes were in exports and consumption. The export 

coefficient increased in the periods under consideration from 

/Table 10 
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Table 10 

COSTA RICA: STRUCTURE OF TOTAL SUPPLY AND DEMAND 

(Percentages)  

1965 
Average 

1969..1970 
1970 1971 1972 1973 

Average 
1971-1973 

Total supply 131.6 133.8  136.4 138.3 136.3 135.6  136.7 

Gross domestio product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Imports 31.6 33.8 36,4 38.3 36.3 35.6 36.7 

Total demand 131.6 133.8 136.4 138.3 136.3 135.6 136.7 

Exports 21.6 28.9 29.4 30.0 33.9 33.0 32.3 

Gross domestic investment 25.7 22.3 24.3 23.7 20.6 21.0 21,8 

Gross fixed investment 22.8 21.4 22.2 23.0 22.8 23.2 23.0 

Public 5.2 4,2 4,3 4.9 4,9 5.1 5.0 

Private 17.6 17.3 17.9 18.1 17„9 18.1 18,0 

Total consumption 84,3 82.6 82.7 84.6 81.8 81.6 82.6 

General government 13.5 13.8 13.9 14.5 14.7 15.0 14,7 

Private 70.8 68.8 68.8 70.1 67.1 66.6 67.9 

Source: Table 9. 

1970 prices. 

/21.6 per cent 



- 279 - 

21.6 per cent in 1965 to 28.9 per cent in 1969-1970, culminating 

in 33 per cent in 1973. On the other hand, consumption, especially 

private consumption, showed a decline in its share (see table 10). 

a
, 

It is worth pausing on the analysis of consumption and, in 

particular, on investment. The movements of these variables reflect 

crucial options in the allocation of resources. It is obvious that 

effOrts made to maintain the growth rate of fixed capital formation 

were offset, from the domestic point of view, by a reduction in the 

share of consumption, accompanied by considerable external financing, 

as will be seen below. 

The coefficient of fixed capital investment in the economy of 

Costa Rica reaches considerable levels. It in fact 'fluctuated within 

a narrow belt around 23 per cent and if the trend in the structure of 

investment manifested up to 1972 is maintained, by no means insifnificant 

industrial base will be consolidated. Furthermore, the National 

Development Plan of Costa Rica assigns speCial priority to the inclusion 

of resources which have still not been exploited and their subsequent 

proceising.24/ 

In the overall analysis of gross domestic investment a clear 

diferentiation should be made between what has taken place in gross 

fixed investment and in inventory variations. Investment in fixed 

capital goods shows fluctuations, but reveals a growth superior to 

that of the product during the three-year period, and records annual 

rates well above those of consumption. 

As regards inventory variations a characteristic fact may be 

observed. In 1970 the value of inventory variations accounted for 

22 per cent of gross fixed investment while in 1971 it accounted for 

15 per cent, but in 1972 it barely exceeded 1 per cent and. in 1973 

did not reach 2 per cent. This violent drop in inventories made up 

94/ Summary of the National Development Plan of Costa. Rica 1974-1970. 
The chapter on the strategy and overall plan observed that the 
inclusion of resources without their. processing is not desirable 
since this would lead to the re-establishment of the classic 
international division of labour in which Costa Rica would continue 
to figure as an exporter of primary products. 

/in 1971 
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in 1971 the difference between the growth of consumption (0.3 per cent) 

and that of the product (4 per cent); in 1972 it was to be explained 
by the extraordinary growth of exports (13.3 per cent), since 

consumption practically did not increase during that year (see table 9). 

It is useful to mention that the greater part of investment is 

private sector investment while only around one-fifth is public sector 

investment (see table 10). It should, however, be mentioned that 

between 1970 and 1973 the share of public investment in capital 
formation increased appreciably; from 19.6 per cent it rose to 

22 per cent, which is the more significant if it is borne in mind that 

the growth rate of total investment in the last three years did not 

decline as much as that of the other components. Furthermore, the 

data in colones at current prices given in table 11 indicates still . 	. 	. 

more pronounced changes towards an increasing public share in 

investment.95/ The most significant detail in this information 

indicates the type of investment which each sector prefers to make. 

It may thus be seen that private initiative was mainly concentrated 

in acquiring machinery and equipment, while state activity directed 

its priorities towards c,.:nstruction. In fixed capital formation as a 

whole, in view of the size of investment in each sector, machinery 

and equipment increased more rapidly than construction (see table 12). 

Another aspect cf great interest in the study of the accumulation 

process in the economy of Costa Rica concerns the destination of 

investment by sectors of economic activity. 

The structure and trends of investment, are generally speaking, 

adeqUate reflections of the changes in the structure of productia. 

In the case cf the economy of Costa Rica, unmistakable signs of 

transformation in the structure of production may be observed, judging 

by the distribution of investment in the different sectors in.1971 

and 1972 (see table 13). Industry, transport, ownership of dwellings 

95/ This data differs from_that of table 9 because the current values 
involve variations in prices and particularly in exchange rates 
which the conversion to real values attempts to eliminate. 

/Table 11' 
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Table 11 

COSTA RICA: PUBLIC AND- PRIVATE INVESTNOTT 

(Millions of colones at current prices) 

1970 Percentage 1971 Percentage 1972 Percentage 

Fixed public investment 287.6 22.2 408.2 2212 562.3 ,31.2 

(a) Construction 228.1 18.0 304.2 19.3 430.3. 23.9 

(b) Machinery and equipment 61.5 4.7 104.0 6.6 132.0 7.3 

Fixed  private investment  980.2, 22i2 
32.2 

1 170.3 Zia. 
28.5 

1 237.7 68.8 

(a) Construction 408.6 449,8 385.1 21.4 

(b) Machinery and equipment 571.6 45.1 720.5 45.6 852.6 47.4 

Total fixed investment 1 267.8 100.0 1 578.5  100.0 1 800.0 'loo.o 

Source: Banco Central de Costa Rica. 
Notes No data is available for 1973. 

Table 12 

COSTA RICA: STRUCTURE OF INVESTMENT 

(Millions of colones at current prices) 

1970 Percentage 1971 Percentage 1972 Percentage 

Investment in construction 636.7 50.1 754.0 47.8 815.4 45.3 

Investment in machinery and 
equipment 633.1 49.9 824.5 52.2 984.6 54,7 

Total investment 1 269.8 100.0 1 578.5 100.0 1 800,0 100.0 

Source: Banco Central de Costa Rica. 

/Table 13 
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Table 13 

COSTA RICA: FIXED CAPITAL INVESTMENT BY SECTORS 

(Millions  of colones  at current  prices) 

Sector 1970 
Peroent 

age 

Percent 
age 

1972 
Percent 
age 

Agriculture 191.0 15.0 196.6 12.5 157.9 8.7 

Industry 245.6 19.3 251.2 15.9 307.5 17.1 

Construction a/ 81.2 6.4 116.4 7.4 142.2 8.o 

Electricity 79.1 6.2 142.5 9.0 172.2 9.6 

Transport 190.7 15.0 232.2 14.7 304.1 16.9 

Trade 86.1 6.3 93.o 5.9 88.6 4.9 

Banking 24.8 2.0 16.6 1.0 27.9 1.5 

Ownership of dwellings 173.0 13.6 248.2 15.7 221.1 12.3 

Servioes 46.8 3.7 51.6 3.3 53.5 3.o 

General government 151.4 12.0 230.2 14.6 325.o 18.0 

Total 1 269.7 100.0 1 573.5 100.0 1 800.0 100,0  

Source: Banoo Central de Costa Rica. 

a/ Machinery and construction equipment. 

/and general 
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and general government were the activities Whioh Most benefited. From 

the point of view of increases in allocations of resources in the period 

1971-1972, of note are the electricity Sector which grew by 118 per cent, 

construction which increased by 75 per cent, transport with 60 per cent, 

and general government whose growth rate was 115 per cent. Although 

these increases are for current values, they are not without meaning, 

since it was in that period that inflationary pressures began to appear, 

as will be seen below.96/ In contrast to the increases mentioned the 

drop in investment'in the agricultural sector is of note (see table 13). 

The above data and the volume of investment in the industry and 

transport sector are, as has been said, clear' indication of the 

transformation of the typical agricultural export model which 

characterized the economy of Costa Rica in the past. The 

industrialization process which gathered imnulse in the second half of 

last decade, would seemoto be continuing, although at a slower rate. 

Lastly, it is also interesting in analysing investment to 

examine the preferences of the foreign private enterprise as regards 

in which sectors it places its investment. The data given in table 14 

enables it to be concluded that agricultural and industrial activity 

attracted a major share of foreign investment, since the export 

capacity and the rate of economic viability of these sectors offer 

distinct advantages for foreign capital. It should also be mentioned 

that between 1970 and 1973 foreign capital increased by 33.3 per cent, 

although it still has not reached 10 per cent of total investment. 

3. The product and its sectoral structure 

The annual growth rates of the gross domestic product during 

the period 1971-1973 were, as has already been said, 4 per cent in 1971, 

5 per cent in 1972, and 3 per cent in 1973, i.e., rather less than the 

rates recorded in the period 1966-1970, the annual average rate of which 

was estimated at about 7 per cent. It should not be lost sight of that 

26/ The increases in wholesale prices were approximately 6.7 per cent 
in 1971 and 5.4 per cent in 1972. 

/Table 14 
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Table 14 

COSTA RICA: STRUCTURE CF PRIVATE FOREIGN INVEST/ENT- 
a/ 

(millions of dollars at  current prices) 

Sector 1970 
Percent 
age 

1,71 
Percent 

age 
1972 

Percent 
age 

1973 
Percent 

age 

Agriculture 16.1 61.0 10.0 45.5 22.2 85.7 23.8 67.6 

Industry 6.1 23.0 5.9 26.8 4.o 15.4 12.8 36.4 

Transport -0.5 -2.0 3.0 13.6 0.2 0.8 -0.2 -0.6 

Services 0.5 2.0 0.7 3.2 0.2 0.8 0.2 0.6 

Trade 1.0 4.0 -1.1 -5.0 -0.7 -2.7 -2.7 -7.7 

Others b/ 3.2 12.0 3.5 15.9 - - 1.3 3.7 

Total 26.4 100.0 22.0 100.0 25.9 100.0 ,35.2  100.0 

Source: Banco Central de Costa Rica. Preliminary estimates. 

e/ Data recorlad in the baance of payments. 
b/ Includes tha finanoe sector. 

/the per 



the per capita product for Costa Pica is relatively high among the 

developing countries. In fact, different estimates for 1973 situate 

this indicator at levels of over 300 dollars.97,/, 

An analysis of sectoral performance during the three-Year 

period 1971-1973 enables it to he demonstratod- that the loss of dynamism 

reflected in the growth rate of the Product is the result of slow 

growth in all sectors, with the exception of construction. This is, 

therefore, a fairly widely generalized phenomenon in the economic 

activity of Costa Rica, contrasting with the considerable dynamism 

observed in the last decade, where the manufacturing and, to a lesser 

extent, the agricultural Sector were of importance (see table 15). 

The sectoral growth'rates with the exception already mentioned, 

are, generally speaking, significantly lower than those.of the 

five-year period 1965-1970; of special importance is the drap in the 

rate of growth of the agricultural sector, because of its influence on 

external trade, its capacity to absorb employment and its direct 

relationship with inflationary pressures. 

It should be noted that the lover growth rate of economic 

activity was not merely limited to the Production of goods, but that 

there were also appreciably lower rates in the production of services.-

It is common to observe in other countries that ‘ the sectors producing 

services take longer to show'the crises- vhich appear at the base of 

the economic system. In the case of Costa Riqa, as has already been 

mentioned, economic activity in general is closely linked to external 

trade, so that the problems of the latter are directly and immediately 

disseminated throughout most of the system of preduction 

97/ The per capita product in d_ollars-.fuctuates to a significant 
extent depending on the eXchange rates used for the conversion. 

/Table! 5 
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On account of the,slow growth in the sectors, the:structure of 

the product suffered no modifications of importance in recent years 

(see table 16). The increased share of the manufacturing industry 

should„ however, be noted, although the change which may be observed 

in the averages of the last two years and the period 1965-1970 is 

little more than 1 per cent. Exports by this sector to the Central 

American market explain this increase, despite the adverse effect of 

the price increase of its imported inputs; it may be observed that 

its share increased' in each of the last'three years although only to 

a small extent. 
In describing the evolution of the economy of Costa Inca in the 

last three years, only the phenothena of most significance and use for 

the interpretation of inflation in the country were analysed. In view 

of this particular angle of interest, the most outstanding events were 

selected and tie considerations with respect to them were examined in 

this perspective. There was no attempt to make an appraisal ,of the 

economic process, nor even an exhaustive description. The analysis 

of inflation, which follows, requires this general frame of reference, 

to be borne in mind. 

/Table 16 
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Table 16 

COSTA RICA: STRUCTURE OF GDP BY BRANCH OF ECONOMIC ACTIVITY- 
a/ 

(Percentages) 

1965 
Average 

1966-1970 
1970 1971  197  1973  

Average 
1971-1973 

Agriculture 28.0 26.6 25.6 25.7 25.1 25.0 25.3 

Mining b/ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Manufacturing industry 14.9 16.2 16.7 17.0 17.1 17.6 17.3 

Construction 5.6 5.0 5.0 5.2 5.3 5.3 5.3 

Subtotal goods 48.5 ..47.8 47.3 48.0 47.6 48.o 47.8, 

Electricity, gas, water and 
sewage 1.7 1.9 2.0 2.1 2.2 2.2 ' 	2.2 

Transport and oaltaunioations 4.4 4.5 4.6 4.6 4.6 4.6 4.6 

Subtotal basic servioes 6.2 622 i2 LI 6.8 6.8 6.8 

Trade and finance 15.0 15.6 16.5 16.7 16.9 16.8 16.8 

Ownership of dwellings 8.7 7.8 7.3 7.2 7.1 7.0 7.1 

Government 11.8 12.3 12.3 12.4 12.6 12.5 12.5 

Other services 10.3 10.3 10.1 9.9 9.8 9.7 9.8 

Subtotal other services 45.8 45.9 46.1 46.2 46.4 46.o 46.2 

Tot.,1 gross domestic product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: ECLA estimates, on the basic of official data. 

a/ 1970 prices. 
b/ Mining and quarrying are included in manufacturing industry. 

/C. APPEARANCE 
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. APPEARANCE AND ACCELERATION 02 INFLATION 

One of the main features of the Costa Rican economy has been the 

relative stability of domestic prices, and it is within this context 

that the performance of its production agents evolved. In the whole 

period 1964-1970, for example, the consumer .price index rose by 

12.6 per cent (2. per cent annually). Clearly., there were no inflation 

problems and, more impOrtant still, problems of this kind do not seem. 

to have been latent or kept under control by a direct policy of 

restraint. In view of the characteristics of its population, the 

distribution of income and the rates of economic growth during this 

decade, it is hard to. believe that'there were hidden inflationary 

pressures as occurred in other countries, where long periods of 

relative stability were sometimes achieved by curbing the growth of 

consumption of broad sectors of the population. On the whole, the 

steadily increasing demands of the social and productive process found 

a response in flexible supply, in which imports played a decisive role. 

The prices situation changed radically in the 1970s. Already in 

1970 and 1971 there were unusually large price increases, at rates which 

accelerated considerably in 1973 and 1974. The purpose of these pages 

is none other than to identify the most important characteristics of 

the emergence, spread and acceleration of the .inflationary process. 

In this connexion, two observations are necessary. First, given 

the fact'that this is a recent phenomenon-  and in view of,its 

characteristics, attention has been centred mainly on identifying the 

inflationary factors and considering them'in order of importance. 

This is not intended to be a complete-study. There are still some 

unknown factors, particularly as regards-the expectations of producers 

and consumers and their conduct vis-a-vis a process which is beginning 

to affect them severely. The collection of relevant data and the choice 

and adaptation of a new set of analytical instruments will entail 

additional efforts in order to further clarify the problem. 

Aloreover, it 
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Moreover, it must be pointed out that this is a partial attempt, 

since it excludes any analysis of the political process, which would 

no doubt have supplied additional criteria. Government action in this 

field, and the action of economic and political groups, make up a frame 

of reference which lies outside the scope of economic analysis. A 

task of that magnitude, however, apart from concentrating efforts which 

would have exceeded the scope of this study, requires information which 

is not generally compiled and for which the only substitute•can be the 

most important day-to-day political developments. 

1. The r'eneral context 

In order to interpret the inflation which has recently affected 

Costa Rica it is necessary to identify the salient features of overall 

economic development and, in particular, the evolution of the external 

sector, which was attempted in the previous chapter. 

Some facts which should be recalled here are the loss of dynamism 

of economic activity in the last three years, the public sector's 

increasing share in capital formation and the continuous nature of the 

industrialization process. Moreover, from the standpoint of the 

external sector, an important feature was the considerable rise in 

import prices and the fluctuations in volume and prices of the 

traditional export commodities. The effects of these movements, as 

described above, were reflected in sharp and persistent balance of 

payments deficits on current account, which is especially important 

because of their significant impact on a major part of economic activity. 

As will be seen below, it is in the external sector that many of the 

factors which have disrupted the basic equilibria and have led to 

changes in the system and rises in the level of domestic prices may be 

found. 

/2. Indicators  
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2. Indicators of levels of inflation -------- 

For an indication of the trend of inflation, among the price 

indicators generally chosen are consumer and wholesale price indexes 

and the implicit' deflator of the product.98/ InfOrmation has been 

collected on these indexes as a first criterion, which provides orders, 

of magnitude of the price trends in Costa Rica. Table 17 shows the 

variations in these indexes. 

The three indicators show that in the period 1966-1969, price 

increases were fairly small. In 1957-1969 the wholesale price index, 

apparently the most sensitive of the three, rose by less than 3 per cent 

annually, thus indicating virtual price stability.22/ If this rate 

is compared with the movements of prices in other Latin American 

countries during this period, including those described as stable, the • 

foregoing observation does not seem exaggerated.100/ 

98/ The implicit deflator of the product is Generally defined as the 
harmonic mean of sectoral price indexes and is interpreted as an 
indicator of the general level of prices in the economy. It 
represents the ratio of the product at current prices to the 
product at constant prices. 

.5.017 The evolution of this index is shown in a study presented by 
Er. Otto Kikut, Alternate Director of the National Planning Office 
(OFIPLAN), at the Seminar on Economic Policy held under the 
sponsorship of the National Planning Office of Costa Rica in 
October 1974. 

122/ The following annual rates of price increases for the same period 
in other countries of the region are useful for reference purposes: 
29 per cent in Argentina, 5.4 per cent in Bolivia, 42 per cent in 
Brazil, 3.4 per cent in Mexico and 6.7 per cent in Peru. 

/Table 17 
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Table 17 

COSTA RICA: PRICE INDEXES 

Wholesale prioe index a/ 	Retail price index b/ Implicit deflator of 
the gross product o/ 

Period 
Base 

1966=100 

Percentage 
annual 

variation 

Base 
1964=100 

Peroentage 
annual 

variation 

Base 
1967-1969 
=100 

Percentage 
annual 

variation 

1966 100.0 - 99.5 97.9 

1967 103.3 3.3 100.7 1.2 98.4 0.5 
1968 108.4 4.9 104.8 4.1 99.3 0.9 
1969 113.0 4.2 107.6 2.7 101.9 2.6 

1970 120.0 6.2 112.6 4.6 107.7 5.7 
1971 128.0 6.7 116.1 3.1 113.0 4.9 
1972 135.0 5.4 121.4 4.6 119.6 5.8 

1973 157.0 16.4 132.7 9.3 SO• 0110 

Source: 2/ Banco Central de Costa Rica. 
1/ National Planning Office. 
s/ International Bank for Reconstruction :Ind Development, Economic Report of Costa Rica, 

15 March 1974, vol. II. 

/In contrast 
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In contrast with this historical background of price stability, 

as already mentioned, the first few years of the 1970s show significant 

changes. The first inflection point was reached in 1970: the three 

indexes chosen show appreciaUy higher rates than in the immediately 

preceding periods, thus marking the start of inflationary pressures .in 

Costa Rica. The other important milestone was in •19731 . when.the. growth 

rates of the two indexes available tripled the annual rate of the 

period 1966-1972. Available data for the first half of 1974 indicate 

an acceleration which leaves no room for doubt regarding the persistence 

of the pressures on prices, constituting what can already be•ermed the 

recent inflationary process in Costa Rica (see table 1C). A rate of-

increase in prices of 26 per cent over the past: six months is a clear-

sign that the inflationary pressures evident in 1973 are gaining 

momentum. 

Table 18 

COSTA RICA:. RECENT DOJIESTIC PRICE TRENDS 

Period 

December 1972 
June 1973 

June 1973 
December 1973 

December 1973 
June 1974 

June 1973 
June 1974 

Variation in the wholesale 	Variation in the 
price index 	 retail price index a/ 

	

9.3 
	

6.9 

	

15.7 
	

3.5 

	

2E,.0 
	

13.1.  

	

45.3 
	

2(3. 
	 -■•■••■••••■•,-.1.4-40.1.1.1•••••••• 

Source: Banco Central de Costa RiCal  Boletin Estadistico Mensual; and 
estimates of the United Nations Advisory Group in OFIPLAN. 

a/ This index is no longer published officially because it is not 
regarded as truly representative. The wholesale price index is 
considered to be the most appropriate indicator for estimating 
price variations. 

/3. Disparities 
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3. DiE2211L12.212.221.a211a.n 

It is interesting to note the uneven increase in wholesale prices 

according to the origin of the prOducts. The sample_of this index 

contains domestic and imported products, and the variations in both 

are useful or elucidating and studying the origins, of inflation in 

Costa Rica (see table 19). 

It will be noted that between 1971 and 1973 imported goods 

experienced appreciably higher price increases. If prices in June 1974 

are compared with the average for 1973, the components show a similar 

growth (42 and 43 per cent). When an attempt is made to explain the 

causes of Costa :Rican inflation, its first effects and subsequent 

spread, it will be useful to revert to this point. 

A breakdown of this index by types of products also reflects 

disparities which help to discover other useful characteristics in 

diagnosing inflation. -Table 20 contains a breakdown by groups of 

products. 

The various groups of products show very uneven rates of increase. 

ObviouSly, the most spectacular rise was in fuel and electricity,. i.e., 

one-and-a-half times the general index. Products of animal origin and 

miscellaneous products, mainly clothing, recorded the lowest rates. 

The effect of import prices is clear at the two extremes; the different 

import contents of the two groups and their respective prices are 

clearly reflected in the domestic prices. If consideration is given 

only to the last six months, the uneven rates of acceleration are seen 

to persist, and beverages and other foodstuffs, with a high import 

content, are included among the most dynamic groups. 

It seems idle to go any further into a description of the 

inflationary situation in Costa Rica. The information given is 

sufficient to identify the period'in which prices started to rise, the 

magnitude of the increases, their acceleration and disparities. 

Obviously it would have been more illuminating to analyse a larger 

group of price indicators, but a broader coverage would yield only 

marginal benefits and would not change the essence of this description. 

/Table 19 
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Table 19 

COSTA RICA: COMPONENTS CP TIE ILIIOLESALE PRICE INDDC 

(Base: 1966=100) 

1971 1972 1973 
Percentage 

variation 

1971-1973 

June 1974 

Percentage 

variation 

1971-June 

1974 

Average general index of 

domestic goods 131.2 137.8 158.4 20.7 224.9 71.4 

Average general index of 

imported goods 118.1 126.9 154.1 30.5 221.3 87.4 

General index 123.0 135.0 157.0 22.7 223.7 74.8 

Source: Banco Central de Costa Rica. 

/Table 20 
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D. THE FACTORS OF Id2L-TION 

Contrary. to what happens in other countries, especially thoSe 

characterized by long-established inflationary processes, inflatiOn 

in Costa Rica does not. appear to .have its main root in 'structural 

origins. Although obvious:structural traits maybe identified in the 

external sector, especially if it is recalled that bananas and coffee, 

with their traditional fluctuations in prices, continued to be decisive 

in ..the structure of exports, and that there is heavy dependence on 

imported supplies, this is not..the case from the point of view of the 

function:of production, the nature of the ownership' system or in the 

perspective of the accumulation process. To put it in other terms, the 

whole panorama of structural inadequacies typical of other countries. 

is not repeated here. The high rates of growth and capital formation 

recorded in the 1960s and the price stability which accompanied them and 

characterized the economy, suggest a situation in which economic growth 

was accompanied by a satisfactory degree of balance in the parts and 

variableS of the system. The price rises of recent times, however, 

obvic5Usly indicate the presence of maladjustments in this coherent 

state of affairs. 
To describe inflation in Costa Rica, two moments must be 

distinguished in its evolution - the initial impulses, and the 

speeding-up of the process. Each of these moments appear to fit in 

with one of two types of inflationary factors - those known as 

conjunctural factors and structural factors. As will be seen below, 

the moments and factors referred to may be clearly recognized in the two 

sub-periods into which the inflationaryprocess is divided. 

A reflexion of a general nature may, however, be included at this 

point. In other countries, the originS of the persistent price rises 

were generally to be found in the base of the economic system, and 

stemmed from structural disequilibria: existing economic phenomena 

explained the rapid dissemination and virulence of the inflation, and 

the interaction of the two types of disequilibria made up the classic 

pattern of inflation. The analysis of-inflation in Costa Rica;- both in 

/its initial 
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its initial stage and in its re-emergence, suggests the possibility that 

the reproduction sequence of the inflation may have taken the reverse 

road: the.price rises made their appearance basically motivated by 

domestic and external economic phenomena connected with the situation, 

while the structural features proper, especially as regards dependence 

on imported supplies, would explain the propagation of the phenomenon. 

The above considerations tend to give State action as regards 

economic policy considerable manoeuvring space in steering the economic 

system. This is not the case in other countries, exhausted by 

generalized structural problems, where economic policy decisions only 

marginally modify the operation of economic activity. 

1. Inflation in 1970-1971  

The data on the annual movements of prices showed a first.change 

of pace at the beginning of the 1970s. The rate of increase in the 

period 1965-1969 was about 4 per cent; in 1970 this rose to 6.2 per cent 
and in 1971 to 6.7 per cent.101/ Although these amounts may seem small, 

it is to be noted that they signify an increase of more than 50 per 

cent compared with the rate of the previous five years; they obviously 

constitute the beginning of recent inflation in Costa Rica. It would 

seem clear that these increases are directly related to the increase 

in the liquidity of the economy and its loss of dynamism.. In the first 

part of the present document the dron in the growth.rates of the 

product in the majority of the branches of economic activity was 

described. Consequently, other conjunctural variables require to be 

analysed since, as expected, they would appear to explain to a 

considerable extent the first advances 'of inflation. Table 21 sums 

up the monetary balance of Costa Rica, the outstanding features of 

which are variations in the monetary fiowS which coincide exactly with 

the increases in prices. 

101/ Rates from the wholesale price index (see table 17). 

/Table 21 
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The changes in monetary resources are notable for their 

magnitude. It may be seen that money showed an increase of 8.3 per 

cent in 1970 and 23.8 per cent in 1971; quasi-money similarly 

recorded appreciable increases: 12.6 per cent in-1970 and 90.2 per 

cent in 1971. Although long-term indebtedness declined in 1970, it 

increased by 70.4 per cent in 1971. 

As regards the factors of expansion, the increases in domestic 

credit at a rate of 12 per cent and 34.1 per cent in the first two 

years of the present decade indicates an appreciable increase in the 

liquidity of the economic system. The private sector figures as the 

main beneficiary of the increase in money. During 1970, the increase 

in the credit granted to it by the financial system was 10.9 per cent, 

while this increase was 33.5 per cent in 1971; this meant that its 

share in the absorption of credit exceeded 30 per cent of the total. 

The absolute figures of these volumes of credit nearly doubled the 

amounts of fixed capital investment which the private sector made 

during those years. 

The structure of credits to the private sector has clear 

inflationary implications. While in the five-year period 1966-1970 

nearly 90 per cent of this type of credit was devoted to financing 

industrial and agricultural activities, this percentage dropped to 

54 per cent in 1971, giving way to personal type and service credits 

which reached increasingly large proportions. 102/ It is not difficult 

to see that this variation in the structure of the credit goes 

against the flexibility of supply and generates demand effects which 

put pressure on prices. The disparities observed in the price 

increases of different items may have a complementary explanation in 

terms of the product most in demand for the socio-economic groups 

benefiting from the credit policy. 

102/ Inter-American Committee on the Alliance for Progress (CLAP), 
Sub-Committee on Costa Rica (18-22 September 1972), document 
prepared by the secretariat, p. 44. 

/Although the 
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Although the increased liquidity of the economic system tended 

to originate in the credit to the private sector, the liquidity which 

took its origins from the public sector did not cease to be important. 

If fiscal performance:is examined,_thexemarkable increase in the 

budget deficit during 1971 stands out (see table 22). In fact, the 

deficit in 1971 was twice that for 1970, and amounted to 216 million 

colones, more than 40 per cent of which was financed with domestic 

credit. The magnitude of this budgetary imbalance may be explained by 

a slow increase in incomes (3.1 per cent) viS-a-vis the significant 

expansion of current expenditure (13.1 per cent) and capital 

expenditure (36 per cent). Consequently, fiscal performance in 1971 

offered an additional boost to inflationary pressures, particularly if 

the increases in money are related to the magnitude of the deficit in 

the two-year, period under analysis. These appreciations coincide with 

those which emerge from the analysis of the amounts of credit granted 

to the Government and other offiCial institutions by the finance 

system (see table 21). 

The other element which affected the expansion of the monetary 

system was the performance of international reserves. The decline 

noted in 1970 contrasted withthe.extraordinary growth of 1971, which 
• 	' 	• 

increased 70 per cent compared with 1969 and 311 per cent compared with 

1970. The increased liquidity apparent in the economy of Costa Rica 

found a major cause in the growth already mentioned, the magnitude 

of which in 1971 accounted for over 40 per cent of the increase in 

the money supply in 1971 (see table 21). 

/Table 22 
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fable 22 

CCSTA RICA: FISCAL SITUATION OF THE PUdLIC SECTOR 

(Millions of colones at current prices) 

Current'income of Central 

1969 1970 
Annual 

rate 
1971 

Annual 

rate 

Government 719 883 22.8 910 3.1 

Current expenditure of Central 

Government 685 769 12.3 908 18.1 

Savings in current account Y+ 114 - 2 - 

Savings of rest of public 
sector 133 191 262 00 

Total public savings 167 305 - 264 .. 

Capital expenditure 352 361 2.5 491 36.0 

Amortization of the debt 115 139 20.9 151 8.6 

Gross deficit 298 195 -34.6 378  93.8 

Finance 298 195 -34.6 378 93.8 

External credit 83 174 109.6 216 24.1 

Domestio credit 215 21 -90.3 162 671.4 

Source: CIAP, Sub•Committee on Costa Rica (18-22 Septeaber 1972), document prepared by 
the Secretariat, table II-12. 

/The description 
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The description in the foregoing pages of the main movements of 

the financial variables leavesHno 'doubts as regards the impact of 

internal inflationary factors whet inflation began in Costa Rica. 

Although during 1970 the influence of some factors was partially 

countered by others, in 1971 it is clearly to be noted that they all 

point in the same direction. The policy, of re-activating the economy 

by granting increasing credits to the Government, to official 

institutions and, principally, to the private sector, did not have 

further violent repercussions on the level of prices, basically 

because imports increased by 7.1 per cent in real terms while stocks 

declined to a significant extent. - Both variations constituted factors 

of flexibility in the supply of goods which in ._fact made it possible 

to mitigate the-effect of the inflation. It is also necessary to take 

into account a further element which played its part against inflation 

during the period under analysis. The behaviour of consumers and 

producers was deeply rooted in'the period of .stability which 

previously characterized Costa Rica. Expansions like those observed 

in 1970 and more particularly in 1971, in countries whose agents are 

accustomed to defend themselves-  against, inflation, would probably have 

had greater effect on prices. 

Up to this point an attempt has been made to describe the main 

features of the' first neriod of inflation in Costa Rica: conjunctural 

imbalances which latex-combined with structural factors and marked 

the beginning of inflationary pressures which are now hitting the 

economy of Costa Rica harder. The analysis of the main economic 

policy measures, particularly in exchange, which have certainly played 

a role of some importance, has deliberately been left for the last 

chapter. 

2. Inflation during the yeri 1972-1973 

The break-up of the basic stable aspects of the economic system, 

which was described in the analysis of the period when the first 

inflationary pressures emerged, does not seem to have improved in the 

years which followed, despite the Government's efforts. In 1973 a 

/group of 
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group of new inflationary factors originating in the performance of 

the external sector appeared in this area which was in itself fertile 

ground for new price increases. The international markets showed 

unexpected price movements and influenced decisively the economy of 

Costa Rica. A description of the evolution of prices since 1972 to 

the present day requires the previous identification of the main 

factors of inflation which originate in the external sector, and •their 

effects on economic activity. 

Imported inflation 

The important increases in the prices of a large number of 

commodities involved in international trade first affects importing 

countries through the rise in prices of products from abroad, with 

clear repercussions on domestic prices. Although these repercussions 

vary according to whether the imports are of final goods or inputs, 

their multiplier effects on domestic prices are obvious.• The increases 

in the costs of production and distribution constitute a direct 

response to this type of movement of external origin, 'mad the effect 

of their manifestation is usually the unleashing of price rises in 

other products, including products which have nothing to do with 

external trade. The situation of international prices, however, does 

not only affect the levels of domestic prices through imports; 

increases in export prices, although they have an unquestionably 

favourable effect on the balance of payment, may give rise to 

inflationary pressures. Any unusual growth in the value of exports 

generates liquidity in national currency which does not always find 

an immediate response in increases in total supply; nor do imports, 

and even less production, react as rapidly as the increases in demand 

appear in the market. On the other hand, the structures of these two 

types of variation do not always coincide, and this produces 

maladjustments which may affect the system and the level of prices. 

An increase of any size in export prices may also haw, inflationary 

effects when external market prices attract a growing share of 

production, causing shortages in the domestic market; this is the case 

of activities destined for export or aimed at satisfying the 

/requirements of 
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requirements of the domestic market. It should be recalled that in 

countries where it has been attempted to rectify this situation by 

fixing export quotas in order to safeguard national supply, heavy 

flows of illegal trade have appeared and aggravated the problems of 

scarcity. 
Increases of any size in international reserves, especially those 

which originate •in conjunctural movements of export prices or inflows 

of foreign finance, also tend to haVe inflationary effects. Spending also 
 

capacity on investment Producing this type' of surplus 'does not always 

stand at the same level as the consumer's spending capacity. 

Lastly, it should be added that the behaviour of the agents of 

the socio-economic system, in the case of manifest inflation and even 

more so in an international situation of price rises, constitutes a 

factor of inflation which is by ,no means to be despised. In their 

haste to defend themselves and on occasion to profit from the inflation 

itself, they act in such a way that they promote new price increases. 

In such cases, the importer groups, when they introduce-:criteria for 

the cost of replacing imported merchandise in Setting,  their selling 

prices, become in turn agents for the import of inflation. 

(b) Factors of inflation 

The main feature of the re-emergence of inflation in Costa Rica 

lies in the simultaneous presence of three factors of inflation: the 

slow growth. of production, the persistent increase in the liquidity 

of the system and the violent impact of imported inflation. 

The growth. rates of sectoral production described in the first 

part make unnecessary any comment on the loss of dynaMisth in economic 

activity; it is, however, worth repeating that the slow growth of 

agriculture is one of the most significant facts. 

As regards increases in liquidity, the persistent increase of 

the factors of monetary expansion may be observed. Credit grew by 

17.5.per cent in 1972 and 10.2 per ,cent in 1973; similarly, 

international reserves showed growth rates which also signified 

considerable. monetary 	when they increased by 9.1 per cent 

in 1972 and 46.2 per cent in 19773 (see table 21). 
/These increases 
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These increases in the factors of expansion may partly be 

explained by the growing deficit in the budget, as may be seen from 

table 23. 

Table 23 

FINANCING OF BUDGETARY EXPENDITURE 

(Millions of colones at current E1220 

Total expenditure 

Current income 

Deficit 

Financing 

1971 1972 1973 

1 250.7 

342.3 

1 

1 

433.4 

040.3 

393.1 

1 

1 

892.3 

386.6 

505.7 

With external credit 106.9 175.2 198.2 

With domestic credit 174.0 232.3 302.6 

With other resources 81.4 -14.4 4.9 

Source: Ministry of Finance of Costa Rica. 

The budgetary deficit shows appreciable increases, especially in 

1973 (over 28 per cent) and it is financed for the most part by 
domestic credits. 

The increases in credits to the private sector may be explained 

by an important transformation in the finance system stemming from 

the operation of new financial institutions, as will be seen when 

the main economic policy measures are described. 

As from 1972 and especially in 1973, the external sector of 
Costa Rica underWent a fundamental change as regards prices. Import 

prices in this period showed unexpected increases (8 per cent in 1972 
and 15 per cent in 1973) compared with an annual 3 per cent during 

the period 1965-1971. This sudden increase, together with the large 

share of imports in the country's economy, affected domestic prices 

/as a 
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as a matter of course. In fact, as has already been observed, 

inflation speeded up after 1973 and its heavy dependence on imported 

SUpples,lessened'the possibilities of cushioning the. effect's of' 

imported inflation. 

The indidators summarized below show clearly how the three 

factors of inflation already mentioned behaved compatibly with the 

speedingup of inflation (see table 24). 

Table 24 

COSTA RICA: INDICATORS OF INFLATION 

(Percenta-Je variations) 

1972 

1973 

Uonetary 
expansion 

Ias .41.4•■•■•••-•■. 

Growth of 
the product, 

Import price 
index 

Wholesale price 
index 

17 

13 

5.0 

7 • .10  

U'.) 

15% 

5.4 

16.4 

Source: Tables 2, 12, 17 and 21. 

Taking the analysis of inflation during the period in more detail, 

it may be seen that the indicators of inflation for 1972 give evidence 

of certain asynchronisms which have no convincing explanation (see 

table 17). On the one hand, the speeds of.growth of the three 

indicators mentioned do not coincide. Both the retail price index 

and the deflator implicit in the product show increases greater than 

those recorded the previous year, while the wholesale price index 

shows a slower rate than in 1971. Attempts to redube increases in 

monetary expansion would seem to have been successful in mitigating 

the rise in prices (see table 21), despite the extremely small 

increase in the quantum imported (1.1 per cent in 1972). 

As has already been seen, the events of 1973 were very different. 

In this year the different factors of inflation acted in the same 

direction, forming an extremely clear picture in which the performances 

of these sectors were mutually complementary. There is no doubt that 

/the initial 
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the initial impulse for the re-emergence of price increases came from 

imported inflation. Heavy dependence on imported inputs and final 

goods was a very vulnerable flank of the Costa Rican economy, and paved 

the way to the spread of the initial impetus. It is not easy to say 

what share the different factors analysed have in the prOdess of 

inflation, since reciprocal interaction reproduces price increases 

the origin of which it is difficult to identify. Without recourse to 

simplifying expedients, it is difficult to make a strictly accurate 

dissection of the situation. However, during this last period the 

reasons given above tend to assign imported inflation a more decisive 

influence, and this opinion is confirmed by the detailed analysis of 

the price increases given below. 

(c) The evolution of inflation 

Tables 25 and 26 contain detailed information on the variations 

in wholesale prices during the two-half-year periods of 1973, and 

this makes possible a more authentic identification of the recent 

process of inflation. The items which show the largest price increase 

during that period and which, in view of their weighting within the . 

whole, have a strong influence on wholesale price movements have been 

selected. 

The data given in table 25, which refer to the first half of 1973,  

indicate the important influence of the price increases in - agricultural 

commodities, such as meat, .fresh fruit and vegetables and, following 

these in order of importance, the price of construction materials and 

various paper products. As regards meat and hides, which carry great 

weight in the economy of the country and in the general level of 

prices, the importance of the changes in their export prices should 

be underlined. The international price of beef rose during the first 

half of 1973 by approximately 65 per cent, This increase, of course, 

had a favourable effect on the balance of payments, but at the same 

time produced increases in - domestic prices. It is usual for producers, 

faced with differently priced markets, to direct their sales so as to 

make maximum profits. If .it,is,also borne in mind that exchange 

modifications were a further stimulus to,exports the pressure on 

domestic prices had of a necessity to find their expression by 

materializing in increases like those described (see table 25). 

/Table 25 
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Table 25 

COSTA RICA: VAt1IATIONS CF WHOLESALE PRICES DURING THE FIRST HALF OF 1973 

(Peroentages) 

Variation 

	

between 	Weighting at 	Impact on 

Item 
	 December 	31 December 	the general 

	

1972 and 	 1972 	 index 

June 1973 

float 27.9 7.5 2.1 

Vegetables 19.2 5.5 1.0 

Fresh fruit 31.8 10.5a/ 3.3 
Textile products 15.4 1.1 0.2 

Hides 21.3 0.7 0.1 

Construction materials 12.0 13.3 1.6 

Fertilizers 12.9 1.9 0.2 

Clothing 9.5 4.4 0.14 

Footwear 9.8 1.4 0.1 

Articles for the household 9.7 1.4 0.1 

Various paper products 15.0 '9.0 0.4 

Group of above items 18.7 50.7, 9.5 

Remaining items in the index b/ -0.4 49.9 -0.2 

General index 	 9.3 	100.0 	 242. 

Source:  OFIPLAN, estimates of the United Nations Advisory Group. 

a/ The high weighting of this item does not fail to be remarkable. 
b/ There is a small difference in the estimate compared with the source used. 

/Tablo 26 
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Table 26 

COSTA RICA: VARIATIONS IN WHOLESALE PRICES DURING THE SECOND HALF OF 1973 

(Percentages) 

Variation 

Item 
between 

Jae 1973 
and December 

1973 

Weighting at 
30 June 

1973 

Impact on 

the general 

index 

Vegetables 35.4 6.o 2.1 

Alcoholic beverages 18.5 3.7 0.7 

Other foodstuffs 53.3 6.0 3.2 

Textiles and wool yarn 208.3 0.3 0.6 

Textiles and cotton yarn 23.0 3.8 0.9 

Jute and hemp 25.0 0.3 0.1 
Hides 19.0 0.8 0.2 

Construction materials 15.2 13.6 2.0 

Fertilizers 25.7 2.0 0.5 

Various paper products 20.6 3.2 0.7 

Group of above items 27.6 39.7 11.0 

Rest of items in the index 7.9 60.3 4.7 

General index 15.7 100.0 15.7 

Source: OFIPLAN, estimates of the United Nations Advisory Group. 

/Among other 
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AMong other items where price rises cannot be attributed to 

seasonal variations, mention may be made Of construction materials, 

fertilizers and various paper produCtt. In such cases, the 

modifications in domestic prices are basically to be explained by 

price increases in imported inputs and final products, to which should 

be added the modifications in the exchange rate which will be analysed 

at a later stage. 

Lastly, fresh fruit and vegetables showed surpriping increaset 

In the case of the former there is a distinct Problem with middlemen 

who take profit margins which are unreasonably excessive; the 

differendes between producer prices and wholesale distribution prices 

are considerable. 

As regards vegetables, the repreSentative product is the bean, 

which is a basic element of the diet, four-fifth's of which is imported. 

The price of importing this product underwent excessive increases: the 

cost of importing one ton increased from 270 to 970 dollart between 

the beginning of 1973 and April 1974. 

The influence. of the external sector in the increase of domestic 

prices in the first - half of 1973 is therefore clear. It is, however, 

useful to point out once again that these movements of external origin 

were accompanied by significant increases in the liquidity of the 

Costa Rican economy. 

It may be seen once again in table 26, which sums up the'main 

price rises during the second'half of 1973, that external inflation 

continued to have a decisive influence. Vegetables, other foodstuffs, 

textile products, fertilizers and various 'paper products are closely 

linked to some form of external supply and thus subject to 

international variations in their prices. -  Construction materials, 

experienced the effect of external prices, and also faced a growing 

domestic demand, which at times caused problems of shortage and gave 

impulse to the increasing trend. 

/3. Inflation 
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o Inflation in the first ha1f of 1c,'2  

Data available for the first half of 1974'show clearly that the 

inflationary process is becoming stronger. The half-yearly rate 

recorded for the wholesale price index is 26 per cent, well above 

previous half-yearly variations (see table 13). 

It would appear that the inflationary factors of importance 

during 1973 continued in full force during this period, since monetary 

expansion recorded a rate of increase of the order of 9 per cent and 

import prices increased by 31 per cent in 1974, according to data from 

the International Monetary Fund, International Financial Statistics, 

November 1974. 

Some preliminary estimates of the current value of imports during 

the first half of 1974, which fluctuated around 300 million dollars 

- nearly 50 per cent up on imports for the same period in 1973 - show 

clearly the impact of import prices, while the quantum imported, using 

the same estimates, shows no significant increase.103/ 

The products which underwent the largest increases during this 

period confirm the above considerations (see table 27). The most 

important increases are, of course, in fuels, fertilizers, electricity 

and electrical articles for domestic use, soap, wax, insecticides and 

fungicides; important increases are also to be seen in milk products, 

sugar, bread, cereals, etc. 

Although 15 items showed rises of over 20 per cent during the 

half-year, the most serious effects were concentrated in fuels, 

construction materials and sugar, bread and others. In that the price 

increases were 35.5 per cent for fuels, 26.5 per cent for construction 

materials and sugar and 35.6 for bread and others, their impact on the 

structure and level of prices was considerable. The extraordinary 

increase in the price of an input as extensively used as fuel causes 

very widespread and sometimes multiple repercudsions in the price 

structure of an economy. Price increases in construction materials 

also have a great dissemination capacity. Price increases in sugar and 

bread are no less important, these two products being very closely linker 

to the cost of living. From this angle, the Government's intention to 

maintain the purchasing power of wages and pressures from the trade union 

sectors became part of the group of elements which affected prices. 

103/ Preliminary estimates of OFIPLAN. 	
/Table 27 
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COSTA RICA: VARIATION IN WHOLESALE PRICES DURNG THE FIRST HALF CF 1974 

(Percentages) 

Item 

Variation 
between 

December 
1973 and 

June 1974 

Weighting at 

31 December 
1974 

Impact on 

the general 

indax 

Fuel 85.5 3.9 3.3 

Electricity 36.8 2.1 0.8 

Milk products 38.1 . 3.2 1.2 

Meat 16.7 8.2 1.4 

Manufactured products of animal origin 20.4 1.8 0.4 

Cereals 29.3 3.6 1.1 

Dried fruits 23.5 2.3 0.5 

Sugar, bread and others 35.6 8.0 2.8 

Cotton fabrics 29.4 4.o 1.2 

Construction materials 26.5 13.5 3.6 

Fertilizers 57.4 2.2 1.2 

Insecticides and fungicides 34.4 .. 	,, 	0.7 0.2 

Soap and wax 41.1 3.3 1.4 

Ments clothing 21.6 4.1 0.9,. 

Electrical articles for domestic use 32.7 1.2 , 	0.4 

Group of above items 31.6 62.1 19.6 

Rest of items in the index 16.9 37.9 6.4 

General index 26.0 100.0 26.0 

Source: OFIPLAN, United Nations Advisory Group. 

. /The rise 
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The rise in wholesale prices between (Line 1973 and June 1974 

amounted to 45.8 per cent, and this could indicate the magnitude of the 

annual growth of wholesale prices during this past year.  If recent 

trends should have continued during the second half of 1974, the increase 

in these prices could exceed the rate recorded between June 1973 and 

June 1974. It is not easy to estimate this, since it depends on 

phenomena of external origin and on the economic policy measures which 

could be introduced. 

4. The peculiarity of inflation in Costa Rica 

The description and analysis of the above points enable inflation 

in.Costa Rica to be qualified as a very special, and in,sqme aspects a 

typical phenomenon. External inflation which determines the formation of 

domestic prices has direct repercussions on the base of economic system 

and filters into the rest of the economic sphere in some very curious 

forms. When it does not suffer the direct impact of import prices, it 

shows the indirect effects of the variations in export prices, which 

latterly also take the form of pressures on domestic prices. An example 

to illustrate this is that of milk products, which underwent a price rise 

of 38.1 per cent in the first half of 1974: international prices providec 

the incentive for livestock activity to produce beef, to the detriment of 

the production of milk and its products. 

The basic elements of a price, when the system is stable, are given 

basically by the cost of production, the cost of distribution, taxes and 

the different profit margins in the various cases of intermediation 

between the producer and the consumer. The profit margins are in turn 

mainly a function of the supply and demand relationship of the product. 

In situations of manifest inflation, as in Costa Rica, these components 

undergo pressures both from costs and from demand. External inflation, 

as has been seen, increased the cost of imported inputs and final 

products on first impact, and this may be qualified as a case of 

inflation of costs of external origin; as has already been said, the 

high import coefficients of Costa Rica make the country very vulnerable 

to this type of inflation. This feature of the structure of the economy 

meant that the first impact was propagated and reproduced fairly freely 

in economic activity. The increase in import prices meant heavy deficits 

in the current account, while the inflow of external finance made 
/increased imports 
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increased imports possible and signified disequilibria in the monetary 

system which in turn gave rise to new inflationary pressures. 

The different factors of inflation succeeded each other in time 

and finally as from mid 1973 made up a process in which the inflationary 

pressures were receiving internal and external stimuli, while their 

dissemination in the'economic system was made easier by the,structural 

disequilibria already described. 

INFLATION AND MAIN ECONOMIC POLICY MEASURES 

The purpose of the previous chapters was to examine the most 

important economic phenomena connected with the interpretation of the 

recent inflationary process in Costa flica. Government measures affecting 

variations in domestic, prices have been expressly excluded from this 

interpretation, since it would have been difficult to examine economic 

policy measures simultaneously with the factors of inflation. Now that 

the latter .have been identified, it is easier to evaluate the effect of 

the principal measures and instruments, which shed additional and 

invaluable light on the subject. 

It must be clearly understood from the outset that during the 

period under review there.was no anti-inflationary policy of the kind 

adopted by other countries long affected by inflation, in, which it is 

even possible to identify different attempts based on a variety of 

strategies. In the case of Costa Rica, inflation was a new phenomenon 

and the measures put into effect by the Government over the last three-

year period were the result of pragmatic decisions rather than of an 

integral conception of stabilization policies. Moreover, the principal 

measures had other objectives, but inflation in some degree distorted 

the expected results, and thus triggered a different type of inflationary 

pressures. 

1. Public sector financinrpolicv 

The figures on total budget expenditure shown in table 28 indicate 

a trend towards the strengthening of the public sector's position. The 

growth of public investment at a rate of 36 per cent in the last three-

year period confirms this view. The implementation of this policy was 

financed with funds from abroad and with domestic resources. 

/Table 28 



- 316 - 

Table id 

COSTA RICA: TOTAL BUDGET EXPENDITURE AND FINANCING 

(Millions of colones at current prices) 

Budget expenditure 

Administration expenditure 

Legislature 
Rxecutive 
Judiciary 
Elections tribunal 

Current and capital transfers 
Debt service payments 
Investment in semi -publio enterprises 
Floating debt 
Loans to publio institutions 

1971 1972a/ 1973 

1 242.9 

718.2 

15.5 
649.8 
45.5 
7.4 

314.3 
188.9 
- 

- 

21.9 

1 409.3 

853.0 

17.6 
772.0 
52.7 
18.7 

326.0 
214.5 
- 

- 

8.8 

1 

1 

865.4 

023.6 

19.6 
905.1 
61.5 
36.4 

460.2 
287.9 
69.2 
12.0 
12.5 

Adjustments 13th month and other 7.8 24.1 26.9 

Total expenditure 1 250.7 1 433.4 1 892.3 

Current income 908.4 1 040.3 1 386.6 
Deficit 342.3 393.1 505.7 
Financing of the deficit 

With external credit 106.9 . 175.2 198.2 
With domestic credit 174.0 232.3 302.6 
Other resources 81.4 -14.4 4.9 

Source: Ministry of Finance of Costa Rica. 

a/ Some minor discrepancies in 1972 derive from tho preliminary data 

/The most 
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The most important measure from the standpoint of public 

sector financing and as an instrument for guiding the economic 

process was undoubtedly the tax reform of March 1972.124/ 

principal changes introduced at that time relate to the general 

sales tax and selective taxes on consumption, and to taxes on income 

of private persons and enterprises. 

With respect to the tax on transactions in goods and services, 

a distinction was made between the general sales tax and the selective 

taxes on goods according to the extent to which they were considered 

to be essential products. A general rate of 5 per cent was 

established on the price of transactions - a single rate payable 

at one stage.only - and a supplementary group of rates ranging from 

10 to 50 per cent, also payable in one stage, for a specific list 

of products. The Executive was authorized to alter the,content 

of this list and the respective rates, so that this instrument 

would have the required flexibility.122/ 

As regards personal income tax, the main feature of the reform 

is that the rates are more progressive, although bigger deductions 

are made for dependants. The old scale comprising 30 income strata, 

with rates ranging from 1 to 30 per cent, was converted into a scale 

of 12 strata, the rates ranging from 5 to 50 per cent. In the same 

spirit, the minimum income for professionals, which was assumed to 

be 10,000 colones annually, was raised in accordance with a scale 

extending,from 4o,000 colones for professionals with studies of four 

years' duration to 70,000 colones,for surgeons. 

The reform of taxes on profits of enterprises, also introduced 

more progressive rates; four strata were established with rates 

ranging from 5 to 40 per Cent. As regards taxes on profits 

124/ Banco Central de Costa Rica "Ley. de Reforma Tributaria", Memoria 
Anual, 1972, vol. 3, 

105/ BancO Central de Costa- Rica, "Ley de impuesto sobre yentas y 
ley C consolidacitin•Uestos.selectivoS al consUmolr, op.cit.  

/remitted abroad, 
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remitted abroad, on the whole, the rates were increased, and other 

single taxes were levied.126/ 

These reforms had a significant effect on the amount and 

structure of governmerit income: table 29 shows the amounts collected 

in respect of the principal items. 

A particularly striking fact in the analysis of inflation in 

Costa Rica is the extraordinary increase in indirect taxes on 

consumption. These taxes rose by over 400 per cent between 1971 and 

1973, which raised their share in indirect taxes from 6.2 per cent to 

21.4 per cent over those years. The transfer of these taxes to 

prices was legally authorized,107/ so that their effect on price levels 

was an additional factor of inflation, especially if it is considered 

that the increased tax collections financed more public spending, 

with all its implications in terms of the growth of demand for goods 

and services. 

126/ The following items are identified: 
(a) Public entertainment: the rate was raised from 5 to 

to 10 per cent; 
(b) News service, records, etc.: the rate was fixed at 20 per cent; 
(c) Fees paid to members of boards of directors and for technical 

services and royalties: 20 per cent; 
(d) Dividends and shares: fixed at 15 per cent; 
(e) Interest on loans: fixed at 10 per cent; 
(f) Income from films for cinema, television, etc.: raised from 

5 to 10 per cent. 
Source: Inter-American Committee on the Alliance for Progress 

(CLAP), Sub-Committee on Costa Rica, report mentioned 
previously. 

122/ Tax Reform Law, chapter VIII, article 18. Price control: the 
Department of Internal Trade of the Ministry of Industry and Trade 
shall ensure that prices of goods not subject to selective 
consumer taxes are not adjusted as a result of the promulgation 
of this Law, and also that the prices of goods liable to tax are 
not increased unduly owing to the levying of these taxes. 

/Table 29 
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Table 29 

COSTA RICA: COMPOSITION OP TAX MENDE 

(Millions of colones at current -rioes) 

1971 1972 1973 
Percentage 
variation 
1971-1973 

Tax revenue 826.2 934.5 	• 1,254.2 s1.8 

Direot taxes 190.3: 227;7 309.5 62.6 

Inoome tax ' 182.8 213.0 291.1 59.2 

Other direct taxes 7.5 14.7 18.4 145.3 

Indirect taxes 635.9 706.8 )01.7 48.6 

Taxes on cigarettei and 
aloohaio'beverages 79.4 85.0 99.9 25.8 

Taxes on consumption 39.4 121.9 201.8 412.2 

Taxes on sales 115.6 131.5 - 160.3 38.7 

Taxes on gasoline consumption 56.9 62.5 68.6 20.6 

Import taxes 192.0 159.4 196.8 2.5 

Export taxes 4.8.  5.6 6.7 39.6 

Taxes on coffee 29.3 	, . 	27.2 67.8 131.4 

Stamp tax 11.1 , 12.9 :17.3 .55.9 

Eoonomio Stabilization tax 62.7 50.4 64.8 3.3 

Other indirect taxes 14.7 50.4 60.7 35.8  

Source: Ministry of Finance of Costa Rioa. 
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It will be recalled that the years 1972 and 1973, in particular, 

showed rising deficits, and the financing of these deficits, with 

external resources or domestic credit, led in one way or another to 

an increase in the money in circulation (see table 28). Capital 

expenditure, which expanded significantly, was not generally reflected 

in increases in the supply of goods and services which might have 

counteracted the pressures on prices. The maturity periods and rate 

of investment generated demand effects, and only marginally produced 

some indirect flexibility of supply. As may be observed, the higher 

taxes, which had already had some inflationary impact, financed an 

appreciable expansion of budget expenditure, which also affected price 

levels. 

2. Private illanaina 

As regards the financing of the public sector, it is useful to 

note that the establishment of a group of financial institutions in 

September 1972  marked an important change in the general system of 

financing. Up to that time it had been the exclusive prerogative of 

State banks to tap savings deposits and grant loans to enterprises 

and private persons; since then this right has been accorded to other 

financial intermediaries- engaged in the following activities:108/ 

provision of funds, working capital and general financing for 

activities performed by other enterprises, associations or physical 

persons; and purchase of shares, bonds, securities and other financial 

or credit instruments or securities issued by other enterprises or 

associations. Physical persons engaged in these activities were also 

included in this category of financial associations. The boom 

experienced by these institutions, which tapped an increasing amount 

of savings, is accounted for by the fact that they paid higher interest 

rates than the banks. They supplied operating capital to industrial 

and commercial enterprises, which in their turn were able to give 

12.8/ "Ley de regulaciOn de sociedades financieras de inversion y 
de credito especial de carActer no bancario", La Gaceta, NQ 180, 
22 September 1972. 

/credit to 
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credit to their clients, particularly for the purchase of durable 

consumer goods. This mechanism has obviously affected prices, both 

from the standpoint of the higher cost of money andfrom that of its 

faster circulation and the consequent increase in the propensity to 

consume which is generally the result of consumer 'credit. 

In discussing the increases in liquidity in the economic 

system, it was noted that the private sector was the main- beneficiary 

of the credit granted, since it obtained a_consistently.high-proportion 

of it (see table 21). The figures for the monetary balance ;show that 

the policy of providing financial backing for private activities, 

basically those connected with exports of manufactures, has been the 

Government's constant concern in the period under review. 

3. Foreign exchange  

The balance of payments position in 1969 and 1970 was the cause 

of significant reductions in international reserves (65 per cent in 

1969 and 63 per cent in 1970). Since projections for 1971 also 
indicated an unsatisfactory situation with regard to foreign trade, 

the Government decided to modify its foreign exchange policy. 

As from the middle of June 1971, the Costa Rican monetary 

authorities introduced modifications involving the establishment of 

a dual system of foreign exchange.122/ An official market was 

established for essential transactions for economic development 

purposes, with a rate of 6.65 colones to the dollar, and a free market 

for other operations. A month later a system of exchange surcharges 

was introduced whereby imports were grouped in three categories 

according to how far they were considered as essential goods. The 

first category of products was exempt, while the other two were liable 

to surcharges of 15 and 30 per cent. As in the previous case, the 

distinction was based on the nature of the imports in relation to 

development aims. 

122/ See Banco Central de Costa Rica, "Exposicion sobre medidas 
adoptadas para corregir el problema de la balanza de pagos", 
Memoria anual, 1971, vol. 3. 

/Although the 
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Although the dual and foreign exchange surcharge systems 

enabled a certain control to be exercised over the use of foreign 

exchange, they did not have the desired results since other items 

were gradually added to the preferential import list and operations 

on the official market amounted to about 90 per cent of the total. 

The main reason for enlarging the list was the difficulty of placing 

exports in the Central American market, in view of the rise in 

production costs as a result of the exchange surcharges. 

At the beginning of 1972, Costa Rica returned to the dual 

exchange system, but the preferential list continued to have a decisive 

effect, since almost 80 per cent of the value of transactions was 

carried out on the official market. Since by the middle of 1972 the 

position with regard to the balance of payments and international 

reserves had not shown much improvement, in October of that year the 

preferential list was drastically cut down, only 85 items of the 

Central American Standard Customs Nomenclature (NAUCA) remaining out 

of the 450 on the previous preferential list. 

These new restrictions in obtaining foreign exchange on the 

official market made imports more expensive, which raised the 

production costs of export industries relying on imported inputs. 

To offset the higher production costs and ensure that much exporters' 

possibilities of competing on the Central American market were not 

jeopardized, they were authorized to liquidate on the free market 

50 per cent of the foreign exchange obtained from exports. This 

benefit was also accorded to exporters of non-traditional agricultural 

and fisheries products. The free market rate of exchange was 

8.60 colones to the dollar, or 30 per cent higher than the rate on 

the official market. Although the list of 85 items was increased, 

operations on the official market came to represent 22 per cent of 

total imports, a proportion which rose to 30 per cent in 1973 when 

new import items were introduced in this market. 

The concession of liquidating on the free market 50 per cent 

of the foreign exchange obtained from non-traditional industrial and 

/agricultural exports 
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agricultural exports was also extended to the independent banana 

producers, up to 39 per dent of their total sales abroad. 

The poliCy of discrimination in the use of'fordign exhange slowed 

the growth of imports during the first half of 1973, an additional 

factor being the increased prices, mainly of raw materials foe:industry 

and, of course, fuelt. 

From the angle of interpreting the inflationary process, the 

exchange policy adopted in the three-year period concerned - whether 

through the dual foreign exchange market or foreign exchange surchages -

has in different ways made certain imports more expensive. It is even 

likely, from this point of view, that the efforts to solve the 

balance of payments-problem have'given additional impetus to the 

rise in production'costs. A wide range of imported inputs, betides 

becoming more expensive in terms' of foreign exchange ()Wing to external 

inflation, underwent further increases in national currency owing to 

the rise in the exchange rate. The combination of these effects 

exerted pressure on domestic prices on the cost side. 

Furthermore, the reduction in' the amount of money in circulation 

which is attributable to the sales of foreign exchange at higher 

exchange rates, was more than offset- by the increases in liquidity 

resulting from bank credit to the private and public sectors and 

the inflow of foreign capital, which also meant increases in the 

money in, circulation. In addition, the possibility of a major part 

of the value of exports being liquidated on the free market at a rate 

of 8.60 colones to the dollar meant significant surpluses on that 

market, while the official market, in view of its exchange rate of 

6.65 colones to the dollar, recorded a constant deficit. The Central 

Bank was compelled to purchaie foreign exchange resulting froM the 

surplus on the free market to'  cover the deficit recorded by the 

official market. The monetary expansion involved in this operation 

amounted to 87.8 and 193.7 million colones in 1972 and 1973, 

respectively412/ 

112/ Data supplied by the Banco Central de Costa Rica. 

Costa Rica's 
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Costa Rica's foreign exchange policy should be evaluated within 

the general context of external inflation, in terms of the increasing 

liquidity which its economy experienced and taking into account that 

the rate of growth of most of the sectors of production declined. 

The exchange mechanism has not, of course, been the decisive factor 

of the inflationary pressures. The adjustments in the exchange rates 

took place throughout a period in which other inflationary factors 

were fully in operation and did no more than join forces with the 

other sources generating inflation. However, the maintenance of the 

exchange rate from 1973 onwards in the face of increasing domestic 

inflation undoubtedly lessened the effect of imported inflation. 

The foreign exchange policy described above, owing to its 

'flexibility and the appearance of the external factors indicated, 

does not seem to have had the desired impact on the balance of 

payments. The trends of imports of non-essential consumer goods 

have not changed, despite the increase in prices. On the whole, the 

inflationary processes stimulated a sometimes regressive redistribution 

of income owing to the differing capacity of the factors of production 

to transfer their increasing costs to the consumer and to benefit 

from the growth of demand for their products. 

4. Pricea..illi2201...11911a 

In a country which until a short while ago recorded constant 

indexes of stability, it would be difficult to find price policies 

which do not respect the basic equilibria of the economic system. 

The appearance of inflation in the last few years encountered a 

public apparatus which was not accustomed to this type of concern. 

Nevertheless, at the first signs of inflation, government action in 

connexion with prices had two basic aims: first, to control prices 

of essential goods in order to safeguard the level of living of the 

population and, secondly, to guarantee the possibilities of competition 

of non-traditional exports in the Central American market. 

As regards the first point, it is only in the last few years, 

and basically as a result of tax reform, that the government decisions 

have had a more direct influence on the fixing of prices. In the 

/face of 
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face of the new situation of changing costs and prices, the first 

government measures were aimed at containing speculation. It was 

not easy, however, to enter into a territory where there had formerly 

been no need for drastic action. The capacity for exercising the 

necessary control in this field was gradually formed. The Department 

of Internal Trade of the Ministry.  of InduStry'and Trade which is the 

agency mainly responsible for implementing the'prices policy, has 

redoubled its efforts in terms of 'studies, costs and control programmes 

designed to improVe the efficiencY•of this important aspect of 

general economic' policy and give it a more organic structure. 

One of the instruments used i•t guarantee competitive prices 

of non-traditional exports, as mentioned previoualy, was the exchange 

rate. The concession of liquidating 50 per cent of the foreign 

exchange obtained from these activities at a higher-  exchange rate on 

the free market was an important palliative in the face of the 

rising price of inputs and distribution costs. 

Much the same obserVations as thoSe made on the prices _policy 

are applicable to the wages policy:- the price stability during the 

past decade and the rapid growth of economic activity did not confer 

on this aspect the vitally urgent character which recent inflation 

has given it. A report of 'the MiniStry of Labour and Social • 

Security . 111/ comments on the lack of any wages and employment policy, 

and points out that the institutional structure of the-States does 

not permit any planned action in this respect.' "However, the wages 

policy found expression mainly in:the establishment of minimum wages, 

which in some degree provides a frame of reference for determining 

the wages of other categories of labour. There is a system in force 

in Costa Rica for the establishMent of minimum wages for the 

private sector, with the exception of workers in the banana companies. 

•■■■••■■■.....rummou••■•■■■■••••*•••10%.* 

111/ Antecedentes•ara una •clitica'narional de salarios en 
Costa Rica, June 197 

112/ "All workers shall have a right to a periodically readjusted minim 
wage for a normal working day, which will ensure their livelihood 
and well-being. It shall always be an equal wage for equal work 
under equal conditions of efficiency. All matters related to the 
establishment of minimum wages shall be the responsibility of the 
technical body designated by law" (Political Constitution of 1949, 
article 57). 

/A National 
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A National Wages Council, which is a permanent technical body, is 

responsible for establishing minimum wages for each branch of economic 

activity: agriculture; mining and quarrying; manufacturing and 

processing industry; trade; transport, storage and communications; 

services; and other activities. The National Wages Council is 

composed of nine members with equal representation of the State,• 

employers and workers. The main criteria underlying the establishment 

of minimum wages axe, first, to ensure for the worker and his family 

adequate food, housing and clothing, education for his children and 

any other needs established for the minimum level of families with 

the lowest purchasing.power.112/ Secondly, the payment capacity of 

the various activities is considered and their profit-making capacity 

safeguarded. In view of the conditions of price stability prevailing 

in Costa Rica, it was stipulated that the minimum wages should, 

generally speaking, be reviewed every two years. 

The establishment of minimum wages is important not only insofar 

as the wages themselves are concerned, but also because the variations 

in the minimum wage is taken as a point of reference for settling 

other levels of remuneration. 

The wages policy in the public sector, where the workers are 

covered by the civil service system, is based on the Law on Wages in 

the Public .Administration.114/ There are two mechanisms in this law 

for raising wages: on the basis of seniority and in terms of increases 

in the price index, provided it rises by at least 4 per cent annually. 

Lastly, both individual and collective contracts may be freely 

entered into, provided the parties do not fix wages below the 

established minimum. 

It is clear from the above account that mechanisms exist for 

maintaining the, purchasing power of wages. When the price increases 

were small, these adjustment mechanisms usually served their purpose. 

In the three years 1971-1973, however, in the face of substantial 

112/ Ibid. 

114/ Law NQ 2166 of 9 October 1957. 
/increases in 
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increases in the level of domestic prices and the loss of dynamism 

of economic activity, it is possible that the general increases, at 

least for a large sector of wage-earnera, did not'manage to maintain 

the purchasing power of labour remuneration 

Table 30 shows the minimum wages by sector of economic 

activity. As can be seen; there is considerable disparity between 

the increases in the minimum wages for the various activitiaa'and 

between the wages in absolUte terms. In view of the price increases 

in 1973 and the early months of 1974, in April of the latter Year the 

Government decreed an extraordinary adjustment Of. all-minimut wages, 

in accordance with the scale shown in table 31, before the 'ekpiry of 

the previous wage scale on 1 October. 

The redistributive nature of this adjustment, which establishes 

higher rates for the lower wage levels, has basically benefited the 

agricultural worker. This adjustment has had repercussions on freely 

contractd wages; the workers organized in trade-unions nave based 

their petitions on the highest percentage adjustment in the minimum 

wages.' Moreover, the Government granted an across-the-board 

adjustment of 200 colones a month for all workers in'the public 

sector'. 

Despite the Government's plausible aims of maintaining the 
_ . 

purchasing power of wages and basically of the lowest incomes, the 

recrudescence of inflation seems to be affecting the wage-earners' 

purchasing power. A report of the Integrated Working Groups for the 

restructuring of the Central American Common Market states that the 

level of wages in the lowest income sectors is not keeping pace with 

the increase in the prices of mass consumption goods. It further 

states that between May 1973 and May 1974 the cost of the basic basket 

for a family with a weekly income of 100 colones increased by 63 per 

cent, and that for families earning 200 colones weekly by 43 per cent. 

These two income strata comprise 65 per cent of the total Costa Rican 

labour force. To judge from these data, the prices and wages policy 

would seem to be one of the most delicate areas in the economic 

policy field. 

/Table 30 
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Table 30 

COSTA RICA: MENU= WAGES BY SECTOR Cr ECONOMIC ACTIVITY 

(Colones at current prices per day). 

Agriculture 

1970- 
1972 

1972- 
1974 

Percentage 
variation 

Coffee (worker) 12.0o 12.90 7.5 

Bananas (worker) 18.50 20.80 12.4 

Ice-cream factories (worker) 12.40 14.40 16.1 

Bakeries (baker) 20.70 23.8o 15.0 

Textile factory (weaver) 15.0o 17.25 15.0 

Shoe factories (cutter) 16.15 20.40 26.3 

Shirt factory (cutter) 16.10 18.05 12.1 

Printing offices (type-setter) 38.50 41.20 7.0 

Soap factory 	(worker) 13.60 15.25 12.1 

Electrical workshop (skilled worker) 25.90 28.50 10.0 

Construotion 	(skilled worker) 27.75 28.5o '247 

Commercial activities (assistant) 15.80 13.70 12.0 

Public transport 	(driver) 21.20 23.20 9.4 

Laundries 	(verious occupations) 14.80 17.00 14.9 

Source: Ministry of Labour and Social Seourity, Wages Office. 
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Table 31 

COSTA RICA: ADJUSTMENT OF MINIMUM 'IAG:S1  APRIL 1974 

   

Minimum daily wages' 
Percentage 
adjustment 

12.80 to 1500 41-.0 

15.10 to 17.50 35.0 

17.60 to 20.00 30.0 

20.10 to 25.00 25.0 

25.10 to 30.00 20.0 

30.10 to 35.00 15.0 

3510 to 96.20 10.0 

96,30 and over 

Source: Ministry, of_Labour and.Social Security, Planning, 
Programming and Statistical Department. 

The conception and implementation of a wages policy which will 

benefit the broad masses and at the same time will not create 

inflationary pressures is hampered at present by two important 

obstacles. First, the persistence of imported inflation on whose 

effects State action, in the case of Costa Rica, has less room for 

manoeuvre and, secondly, the slow growth of production, which shows 

no .sigris of any significant improvement. Tb achieve consistency 

between the production and financial spheres, while respecting the 

purchasing power of wages within the context described in this 

study, constitutes a serious challenge in terms of the conception 

and implementation of an overall economic policy..  

/5. ECUADOR 
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ECUADOR 

A. INTRODUCTORY NOTE 

The review presented in this document of developments and 

policies connected with inflation in Ecuador covers a comparatively 

short period from about 1968 to 1973 and, in some instances, up to 

and including 1974 where sufficient data were available. This is 

because inflation is a recent development in Ecuador, which began 

to acquire some importance only in the late 1960s. 

The domestic price distortions became definitely serious 

however, at the end of 1972 and in 1973-1974, when the Ecuadorian 

economy started to receive the full impact deriving from its newly 

assumed status as a petroleum-exporting country. 

This resulted, on the one hand, in a very substantial increase 

in Ecuador's exports, international reserves and capacity to import 

and, on the other hand, in making its economy more sensitive to 

international market price fluctuations, which were intensified in 

those years. 

Therefore, stabilization policies gradually took shape in what 

was, for various reasons, virtually an unknown context to the 

government officials concerned. In fact, the stabilization measures 

were determined and adjusted on the spot in the course of 1973 and 

1974. This circumstance was as far as possible taken into account 

in preparing the present study. 

B. SALIENT FEATURES OF ECONOMIC TRENDS IN ECUADOR 

During the period 1971-1973 and, as far as is known, in 1974 

the development of the Ecuadorian economy was influenced by a number 

of predominant factors. 

First, in mid-1972 the country started to export petroleum in 

significant quantities - which within a short time had reached over 

200,000 barrels a day - as the culmination of the process initiated 

in 1967-1968 with the discovery of oil reservoirs, which in its turn 

led from 1969-1970 onwards to substantial direct investment by 

foreign companies. 

/The operation 
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The operation and, previously, the installation of this new 

mining activity had various lar-reaching effect's on the Whole economy, 

which it is difficult to specify and examine briefly in summarized 

form. It seems evident, however, that the most important repercussions 

made themselves felt in the acceleration of the:overall growth rate, 

in the expansion of external sector and public sector activities, 

and in different effects on price movements. 

the existence of two closely linked situations 

observed during the period under review. On the 

hand, 	 recorded by the agricultural sector was far from 

dynamic, which resulted in low rates of growth for agricultural 

production. On the other hand, over the same period examined there 

was no eloquent decrease in the high proportion of the economically 

active population - estimated,at 53 per cent of the total - which is 

excluded from the market for manufactures and which makes.up what 

is normally called the marginal population of the country.112/ 

Thirdly, it is worth noting the increasing significance 

progressively acquired by the inflationary process, whichculminated 

in 1973 and the first part of 1974 in periodical rates of price 

increases far higher than ever recorded before 	Ecuador, and even 

similar to the parallel rates observed in other Latin American 

countries with a "tradition" of inflation. 

The creation of this problem, the study of its origins and the 

review of the anti-inflationary policies formulated and .put into 

practice - together with the relation between these aspects and the 

dominating factors mentioned above - constitute the central theme 

of this document. 
Lastly, it is interesting to note that during the period under 

review, specifically in February 1972, a change took place in the 

country's political administration. The main economic policy 

112/ See CIAP, liLaWaxarinciptalLEEroblemasi_perspectivas del 
desarrollo economico_Lsocial del EcuadO7-1CIAP/635), 

19 October 1973, p. 17. 

/guidelines of 
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the trend 
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guidelines of the new administration were established in the Integrated 

Plan for Change and Development (212n latuE22ae Transformaci6n y, 
Desarrollo) 1973-1977. 

1. Growth trendt 

Between 1970 and 1973 the rate of growth of the Ecuadorian 

economy - in terms of the growth of the gross domestic product -

showed a rising trend, averaging 7.8 per cent annually, which meant 

a considerable acceleration over the rate of 5.5 per cent recorded 

in the period 1965-1970. The 1973 rate of 13.1 per cent and the 

12 per cent reached in 1974 were outstanding (see table 1). 

In view of the fact. that since the middle of the 1960s the 

population, growth rate. had remained steady at around 3.4 per cent 

annually, this acceleration was even more evident in the trend shown 

by the per capita GDP (2 per cent in 1965-1970 and 4.3 per cent in 

1970-1973). According to ECLA estimates, Ecuador's population 

- which at the end of 1973 was around 6.8 million - obtained for that 

year a GDP amounting to some 490 dollars, per head compared with about 

400 dollars in 1970, both values in terms of constant 1970 prices.116/ 

(a) 	Total supply  
A study of the total supply and demand situation reveals that, 

in the years 1970-1973, dynamic growth coincided with a rapid 

expansion of exports. These increased, in terms of constant prices, 

at an average.rate of 21.2 per cent, or nine times the rate recorded 

in 1965-1970. As a result of this trend, the ratio of exports to 

the:  GDP rose from 15 per cent in 1970 :to 21.3 per cent in 1973, 

which is undoubtedly a substantial change demonstrating the new 

outward-looking approach of the Ecuadorian economy (see table 2). 

116/  It is estimated that the average per capita GDP for Latin 
America as a whole (19 countries) amounted, in dollars at 
1970 prices, .to 639 in 1970 and 717 in 1973. In other wordsi 
the value for Ecuador represented 63 per cent of the Latin 
American average in 1970, and 68 per cent in 1973. 

/Table 1 
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Table.1 

ECUADOR: TOTAL SAPPLY AND DEMAND 

MUI.L.1.onsofseresatloes) 

1970 

Annual grOwth rate (peroentages) 

1965 1970 470  . 
1971 1972 3'97) 

Total supply, 44 -261 6.4 	- 8i2 21.22 ite..§. la 2.2.1a 

Gross domestic product 
(at market prices) 37 338 5.5 7.8 7i9 2.2 8.4 13.1 

Imports 7 629 11.9 9.3 3007 17.7 -2.5 13.8 

Total der.9nd IA262 6.4 8.0 lia 4.8  is2 //AZ 

Exports 5 590 2.5 21.2 9.8  8.3 25.7:  30.8 

Gross doMestio investment 8 174 18.2 1.8 44.0 15.4 -5.1 -3.6 

Gross fixed investment 7 463 19.5 -0.6 47.7 12.6 -7.6 -5.2 

Publio 1 857 9.4 10.1 9.2 24.9 -18.0 30.4 

Private 5 606 24.4 '4.7 67.3 8.5 -3.7 -16.7 

Iell consumption 31 203, 512 la 5"t2 
4 1 ...2.... 6.0 LUZ: 

General government 5 348 8.2 ..14.3 --3,6 - 22.8 14.4-  ' 6.2 

Private 25 855 4.4 5.3 5.5 -3.0 3.8 15.8 

Sours,;: FOLA, on the basis of official statistics. 

/Table 2 
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Table 2 

ECUADOR: STRUCTURE OF TOTAL SUPPLY AND DEMAND 

(PeroentaRes; at 1970 prices)  

1965 
Average 
1969- 
1970 

1970 1973 
Average 
1971- 
1973 

Total supply .21.543. 1111 21174  12.12 111:2 

Gross domestic product 100.0 100.0 100.0 100.0 100.0 

Imports 15.2 1867 20.4 21.3 21.9 

Total demand 115A2 2212 120.4 12112 1162 

Exports 17,3 14.8 15.0 21.3 18.7 

Gross domestic investment 12,4 190 21.9 18.5 21.4 

Gross_fixed investment 10.7 17.4 20.0 15.7 18.6 

Public 4.1 4.9 5.0 5.3 5.3 

Private 6.6 12.5 15,0 10.4 13.3 

Total consumaI141 145 84.6 ......i... 11.6 81.6 ....1 81.8 

General government 12.6' 14.6 .14.3 17.1 17.5 

Private 72.9 70.0 69.3 64,5 64.4 

Source: ECLAT  on the basis of official statistics. 

/Another important 
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AnOther important aspect was the trend of,,the investment rate. 

Up to the middle of the 1960s the ratio of gross fixed investment to 

the GDP declined steadily to values of around, 11 per cent in 

1965-1966, compared with an average for Latin America of about 

13 per cent. 

In 1967 thiSTatio started to rise rapidly and steadily, 

reaching a peak of 22 per cent in 1971. Investment in oil production 

activities was mainly responsible.for.this.increase; in fact, in 1971 

it represented over one-third of the country's total fixed capital 

formation.117/ 

In 1972 and 1973 the investment made, by oil companies fell off 

abruptly upon completion of the necessary facilities for putting into 

operation the oil reservoirs so far exploited, so that the fixed 

investment coeffiCient dropped to 15.7. per cent in 1973. It should 

be noted that the fixed investment levels. of the mid-1960s were not 

regained, because`between that date and 1973 the public sector and 

the domestic private sector doubled their levels of capital formation, 

in terms of constant prices, while the GDP grew by about 50 per cent.;118, 

Total consumption and its components,  increased more rapidly 

in the period 1970-1973 than in 1965-1970 especially in the case of 

general government consumption. 

Import trends were affected significantly by the purchase of 

materials -and'equipment necessary for the oil companies investments. 

This factor mainly accounts for the high growth rates of imports 

recorded in 1970 and 1971 and the decline observed in 1972 (see 

table 1). 

(b) Sectoral structure of the product and employment 

The accelerated growth of the GDP coincided with a fairly 

balanced development of the various production activities. Apart 

from mining, whose contribution to the GDP rose at an average annual 

rate of 81 per cent, other sectors - manufacturing, transport and 

117/ See Central Bank of Ecuador, Ilemoria 1973, table 1-5.a - 

118 	Ibid., table 1-5.b. 

/communications, and, 
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communications, and, in general services - grew at rates compatible 

with this acceleration. In contrast, agriculture, construction and, 

consequentlyf  electricity, gas, water and sanitary services, recorded 

unsatisfactory rates of growth, lower even than the population growth 

rate (see table 3). 

Between 1970 and 1973, agriculture grew at an average rate of 

barely 1 per cent annually, which was only slightly higher than the 

rate recorded between 1965 and 1970 (0.8 per cent). Thus the 

situation of evident stagnation in agricultural activity continued, 

and has been especially manifest since the mid-1960s. In this 

respect, it should be recalled that in the years 1960-1965 this 

sector's contribution to the product increased by about 3 per cent 

annually, compared with approximately 4' per cent annually in the 

1950s.119/ The trends described above caused the share of agriculture 

in the GDP to drop far more rapidly (from 33.3 per cent in 1965 to 

22.3 per cent in 1973) than normally happens in the development 

process of countries with per capita income levels similar to 

Ecuador's (see table 4)• 

It seems clear that the basic problem consists in the typically 

low levels of productivity in the agricultural sector in general. 

This in its turn is a result, among other factors, of the prevailing 

system of land tenure - under which the latifundio-minifundio system 

still exists - of. the'scant capital. formation in the sector, of the 

abundant unskilled manpower engaged in agriculture,, and of the 

shortcomings of the prices, marketing and other policies affecting 

this activity.122/ 

119/ See ECLA, Tendencies 	estructuras de la economia del Ecuador 
en el Ultimo decenio E- CN.12 92 , 9 March 1972, table 1. 

122/ See, for example, Situaci6n, principales_problemasileraaa-
tivas del desarrollo econOmico y social del Ecuador, a:cit., 
pp. 121 et seqq.; and FAO/IDB Mission, Estudio del sector a to- 
ecuario del Ecuador identificaci6n de Areas rIoritarias,de 
inversion, 1973. 

/Table 3 
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Table 3 

ECUADOR: GROSS DOMESTIC PRODUCT AT FACTOR COST, 
BY SECTOR OF ECONOMIC ACTIVITY 

Millions of scores at 1970 prices) 

1970 

- 
Annual growth rate 

1970 
1965 	• 

1973 
1970 

1970 1971 1972 1973 

Agriculture 8- 936 0.8- . 1.0 0.7 0.3 2.6 0,4 

Mining 533 3.3 81.4 , 	9.2 -20.6 157.7 179.2 

Manufacturing 5 693 6.3 8.1 7.6 6.9 8.9 . 8.6 

Construction 2' 073 17.2 2.9 25.0 3.4 4.2 9.8 

subtotasalta 1 .j.2,5 4 	cr. 	. la 5.42 2:1 2,t2 25.4 

Electricity, gas, water and 
sanitary services ' 418 io.6 3.3 . 	13.0 10.0 - 0.0 	' '0.2 

Transport and communications 2 091 7.8' 8.1 • 10.5 5.2 11.9 7.4 

Subtotol baste services L50.2 82.2 La • 22,.2 Ito 	. 1213. 1,.2 

Commerce and finance 5 555 4.7 8.0 • 7.o 8.4 6.0 9.6 

Ownership of dewllings 2 019 5.3 7.9 9.1 12.3 6.5 5.1 

Government IV - . - - - - - 

Miscellaneoue services 1/ 5 921 8.2 5.0 8.8 

DA22 

 9.8 7.1 9.8 

Subtotal -other services 642 -6-s2 0 1 --,... 4.6 is65 .2s2 

Total .213.12 542. 2,2 

Source: ECLA, on the basis of official statistics. 
7rovernment included in miscellaneous services. 
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Table 4 

ECUADOR: STRUCTURE OF GROSS DOMESTIC PRODUCT AT FACTOR COST, 
BY SECTOR OF ECONOMIC ACTIVITY 

(Peroentaaes; at 1 0r does) 

1965 
Average 
1969- 
197o 

1970 1973 
Average 

1371- 
1373 

Agriculture 33.3 27.7 26.9 22.3 24.3,- 

Mining 1.8 1.6 1.6 7.7 4.2 

Manufacturing 16.2 17.1 17.1 17.4 17.6 

Construction 3.6 5.8 6.2 5.5 5.7 

Sutteilmode 1.5.1A.2. .5,24 5,48 .5242  

Electrioity, gas, water and 
sanitary services 1.0 1.2 1.3 1.1 1.2 

Transport and communications 5.6 6.2 6.3 6.4 6.5 

Subtotal basio services 6A6 ...._ Z.11.4. 24 LI 22 

Commerce and finance 17.1 16.7 16.7 17.0 17.2 

Ownership of dwellings 6.o 6.o 6.1 6.1 6.4 

Government ai 

Miscellaneous services il 

Subtotal other services 

15.4 17.7,  

4_01.4 

17.8 

40.6 

16.5 

32.2i 

16.8 

4o,4 

Total 100 .0,  

••••••■■•• 

100.0 100 .0 100.0 100.0 
■•••• 

Source: ECLA, on the basis of official statistics. 
ej,Vvernment included in miscellaneous services. 
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Taken together, the goods producing sectors kept their share 

in the GDP 'comparatively stable between the years 1969-1970 and 

1971-1973. The decline recorded by agriculture andi on a lesser 

scale, by construction were offset by a sharp rise in theshare of 

mining, and a slight increase in that ofmanufacturing. 

The sectors producing services and basic services, analysed 

on a global basis, also retained their share in the GDP'with no 

major.changes between 1969-1970 and 1971-1973. The purely service 

activities, which generate around 40 per cent of the GDP,' continued 

to represent a fairly high proportion of the product, considering 

the per capita income levels in Ecuador and the coefficients observed 

in other countries of the region.121/ 

When, in addition, the sectoral composition of the product is 

examined from the standpoint of the distribution of manpower, other 

structural features are observable which are worthwhile taking into 

account. 

First, available data on the sectoral composition of the labour 

force indicate that from the mid-1960s to the years 1971-1972 there 

were very slight variations in the relative absorption of manpower 

by the different economic activities. Thus, for example, agriculture 

continued' to employ about 56 per cent of the labour force and 

manufacturing reduced its share of around 14 per cent to about 

13.4 per tent.122/ 
These trends, considered simultaneously with the evolution of 

the GDP and its sectoral structure, accentuated the disparities noted 

between the average labour productivity in agriculture and that 

recorded in the rest of the economy, which already at the beginning 

of the 1970s stood at a ratio of 1 to 4. Similarly, the rapid 

economic development in 1972-1974 must have even further widened the 

gap.123/ 

la/ See ECLA, Trends and structure of the Latin American economy  
(E/CN.12/07i7,7- March 1971, table 25. 

122/ Estimates based on data supplied by the Planning Board of Ecuador 
to missions of the International Monetary Fund. 

Ey See Situ_LaciOn .princi_palespr2121emas_y_perspectivas del desarrollo 
economic° y social del Ecuador, mtsit., pp. Tet seas. 

/Secondly, some 
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Secondly, some data on open unemployment trends indicate that 

the average unemployment rate after reaching a peak of 10 per cent 

in 1968 apparently descended to around 0 per cent in 1972-1973. This 

was still a relatively high rate - particularly in the. towns - and 

was higher, for example, than that recorded in the first half of the 

1960s. Of course, the degree of open. unemployment in the towns 

depended essentially on the level and persistence of the disguised 

unemployment situation in the country. 

. The external sector  

(a) General aspects 

The production and export of petroleum had a decisive effect 

on the balance of payments in the three years 1971-1973. 

In the first place, the exports initiated in August 1972 meant 

an income of approximately 60 million dollars in 1972 and 270 million 

in 1973, the latter figure representing over 47 per cent of total 

exports of goods in that year. 

Secondly, in the years 1971 and 1972 the investments made by 

oil companies in Ecuador averaged more than 120 million dollars 

annually. Deducting the direct imports effected by those same 

companies - which amounted to some 70 million dollars annually -

the investments generated a net annual income of approximately 

50 million dollars, or more than one-fifth of the normal level of 

exports at the beginning of the 1970s (see table 5)• 

Another salient feature of the external sector's development 

was the change experienced between 1971 and 1972-1973 in the overall 

balance of payments position. 

/Table 5 
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Table 5 

ECUZOR: BALANCE OF PAYMENTS 

(Millions of dollars) 

Average 
1966- 
1970  

1970 1971  1972 1973 
Average 
1971- 
1973 

Current account 

Exports of goods and services 224.1 258.11 269.8 354.0 613.0 412.3 
Goods FOB 205.4 234.3 242.9 323.2 574.1 380.1 
Services 18.8 23.7 30.8 38.9 32.2 

Imports of goods and services 274.0 , 175.5 459.7 473.8 627.5 520.3 
Goods FOB 203.7 266.2 360.7 366.5 491.9 406.4 
Services` 70,3 109.3. 99.0 107.3 135.6 114.0 

Net e7,:trnal investment income -26.9 -29.2 -35.7 -45.6 -100.4 -60.6 
Profits -19.6 -19.2 -25.2 -3403 -93.4 -51.0 
Intarest ,7.3 -10.0 -10.5 -11.3 -7.0' -9.6 

Net private transfer payments 5.1 7.5 7.7 6.3 16.8 10.3 
Balance on current account -71.7 -139.2 -217.9 -159.1 -98.1 -158.4 

Capital account 

Net extrirnal finanoing (a+b+c+d+e) 
(a) Net external . nOno4compensatory 

oapital 

71.7 

71.9 

139.2 

118.0 

217.9 

193.1.  

159.1 

245.9. 

98.1 

108.8 

158.4 

182.6 
Direct investment 37.8  88.6 162.1 149.8 54.3 122.1 
Long- and Medium-term loans 42.1 49.2 '49.0 111.7 60.3 	- 73.7 

Amortization payments -17.0 .47,4 . 729.8 .28.3 -33.7 -30.6,. 
Short-term liabilities 1.2 -1.8 3.8 3.3 6.4 4.5 
Official transfer payments 

(b) Domestic non-compensatory capital 
or assets 

7.8 

-0,4 

9:4',  

4.7 

8.o 

-3.2 

9.4 

-5.5 

21.5 

-.10.4 

13.0 

-6.4 
(0) Errorliand omissions.  2.7 16,2 -5.8 17.4 ''96.2 35.9 
(d) Allocation of SDRs 
(e) Net compensatory movements 

(inorease -) 

0.8 

-3.4 

4.2 

-3.9 

3415 

30.3 

. 	3.8  

-102.5 

,0.0 

-96.5 

2.4 

-56.2 

Source: MLA, on the basis of official statistics. 

/In 1971 
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In 1971 the stagnation of exports and a sharp upturn in imports 

produced a large current account deficit (218 million dollars).124  

The income on capital account - notwithstanding the increase recorded 

in foreign investment - was not enough to cover the current account 

deficit, so that a net sum of 30 million dollars had to-be used of 

the international reserves. 

In the years 1972 and 1973, on the other hand, the balance of 

payments showed surpluses of around 100 million dollars annually. 

The rapid growth of exports and a delayed increase in imports, which 

was only manifest in 1973, reduced the current account deficit by 

60 million dollars annually compared with the figure for 1971 

(from 218 million dollars in 1971 to 98 million in 1973). The income 

on capital account was bolstered in its turn in 1972 by a bigger 

influx of long- and medium-term loans, and in 1973 by a strong 

inflow of unidentified private external resources which are included 

in the balance of payments under the head of errors and omissions 

(see table 5). 

Between end-1970 and end-1971, the level of gross international 

reserves dropped from 83 to 65 million dollars, the latter figure 

covering the equivalent of less than two months' imports. In 1972, 

on the other hand, the level rose to 143 million dollars and the 

following year to 241 million, the 1973 value being sufficient to 

finance imports for about 5 months. In other wards, there was a 

fairly rapid and substantial increase in the country's international 

reserves (see table 6). 

124 	This was the culmination of a trend begun in 1966-1967 
towards a progressive deterioration of the country's trade 
balance and current account. 
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Table .6 

ECUADOR: 	INTERNATIONAL RESERVES 

(Millions of dollars at current 	rices) 

(1) International reserves 
(totals at end of 
period) 

(2) Imports of goods 
and services 

(3) Imports of goods 
and services_ 
(monthly average) 

(4) Number of months 
of imports financed 
by international 
reserves 

1969 1970 1971. 1972 1973 
July 
1974 

650 

28105 

23.5 

2.8 

83.2 

375.5 

31.3 

2.7 

64.7 

459.7 

38.3 

1.7 

143.4 

473.8 

39.5 

3.6 

241.1 

62705 

52.3 

4.6 

444.4 

Source: IMF, International Financial Statistics, September 1972 
and November 1974. 

/(i) The 
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(i) The exchange system.  Since November 1971 a dual system 

of exchange has operated in Ecuador, with an official and a free 

market.125/ The official exchange rate was established at 

25 pesos to the dollar in August 1970 and remained unchanged up to 

and including 1974, in line With the country's traditional policy 

of not making periodical adjustMent6 in the exchange parity and - 

of adjusting it only at intervals of a certain number of years. 

DUring the period 1971.4973 the value of the free dollar 

came closer and closer to that of the official dollar, as the strong 

inflow of foreign exchange on the free•market led the Central Bank 

to establish a permanent purchasing power, at a rate similar to the 

official, in order to absorb the foreign exchange surpluses generated 

in that market. 

The prevailing exchange system meant - if the internal price 

variations in Ecuador and the United States are taken into account -

that the real value of the Ecuadorian currency decreased by 11 per 

cent between 1971 and 1973, owing to the faster increase in its 

domestic prices (see table'7). 

125/ Between August 1970 and November 1971 the free market was 
eliminated on a temporary basis only, and a single controlled 
market was established. 

/Table 7 
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An additional feature of the prevailing exchange system during 

the period under review was the large-scale levying of taxes on 

ad valorem exports. These were designed, in particular, to generate 

fiscal revenue and to take the place of other possible forms of 

domestic taxes which did not already exist. Notable among the export 

taxes were those levied on bananas (31.4 per cent), coffee (26.5 per 

cent), cocoa (25 per cent) and sugar (23.75 per cent).126/ The 

revenue obtained from all these export taxes in 1971 represented 

about one-tenth of the total current income of the central 

government. It should also be noted that a 15 per cent tax on 

petroleum exports was established in August 1972. 

As regards import taxes, Ecuador's customs tariff provides 

average protection of 40 per cent and includes duties ranging, in 

general, from 30 to 50 per cent, the latter rate being levied on 

products with a lesser degree of processing. The existence of 

several development laws and special contracts, however, made it 

necessary to grant a great many exemptions, so that over one-third 

of the imports were not liable to customs duties. In any case, import 

taxes in 1971 accounted for about 30 per cent of the central 

government's total current income.127/ 

Lastly, with the purpose of establishing an additional control 

of imports, a system was adopted of classifying them in two schedules: 

those on schedule I were considered as essential and semi-essential 

products, and those on schedule II as less essential and luxury items. 

About one-fifth of total imports in the period 1971-1973 were 

products on schedule II, subject, on the one hand, to the payment 

126/ Several of these rates were raised 10 to 15 percentage points 
as a result of the devaluation in 1970, but from 1973 onwards 
various pressures were created aimed at reducing the additional 
charges' established. See principales  
perspectival del desarrollo.econ6mico y social del Ecuador, 
op.cit., table VI-9. 

127/ Ibid., pp. 264 et seql. 

/of relatively 
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of relatively higher customs duties (including a 20 per cent surcharge) 

and, on the other hand, to the requirement in force up to the 

beginning of 1973 of making prior import deposits. 

(b) 	Exports ofLooAl._. 

In terms of current values, exports of goods increased by 33 per 

cent in 1972 and by 78 per cent in 1973, while exports in 1973 were 

145 per cent higher than in 1970. Up to 1972, the whole increment 

over 1970 was the result of a larger volume of exports (38 per cent), 

while between 1972 and 1973 there were simultaneous increases in the 

quantity exported and the unit value, each of about 34 per cent. 

Excluding petroleum and petroleum products, however, the increase 

in unit value in 1973 was 22 per cent (see table 8), 

Petroleum exports alone accounted for rates of increase in 

total exports of 24 per cent in 1972 and 67 per cent in 1973, or 

about four-fifths of the total increase between 1971 and 1973. 

In 1973 the volume of petroleum output averaged 210,000 barrels 

a day, or approximately 75 million barrels a year. Of this total, a 

little over .71 million barrels were exported at an - average price of 

about 3.70 dollars a barrel. 

As regards the trend of other exports, a significant feature, 

particularly in 19731  was the increase of 57 per cent in coffee 

exports, in response to improved world prices-and also=an increase 

in the volume exported. On the other hand, the export flows of 

cocoa and sugar remained at the same levels. 

An average of20 million dollars.' worth of marine products was 

exported annually during the three years 1971-1973, although up to and 

including 1970 this item was virtually unimportant. 

/Table 8 
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Table 8 

ECUADOR: TRENDS OF EXPORTS AND IMPORTS OF GOODS 

Average Average 

1966- 197 0 1971 1772 ' 	1973 1971- 
1970 1973 

(1) Exports of goods (FOB, millions 
of dollars) 205.4 234.3 242.9 323.2 574.1 380.1 

(2) Exports of goods (millions of 
dollars, 1970 = 100) 87.7 100.0 103.7 137.9 245.0 162.2 

(3) Index of unit value of exports 
of goods (1970 = 100) 92.8 100,0 96.0 99.9 134.0 110.0 

(3a) Index of unit value of exports 
of goods, exoluding petroleum 
and petroleum produots 92.8 100.0 96.0 99.6 120.2 105.3 

(4) Index of constant value of 
exports of goods [(2)/(3) • 100] 
(1970 = 100) 94.5 100.0 108.1 138.0 182.8 147.5 

(5) Imports of goods (FOB, millions 
of Cellars) 203.7 266.2 360.7 366.5 491.9 406.4 

(6) Imports of goods (millions of 
dollars, 1970 = 100) 76.5 100.0 135.5 137.7 184.8 152.6 

(7) Index of unit value of imports 
of goods (1970 = 100) 96.0 100.0 104.0 109.9 127.9 113.9 

(8) Index of constant value of 
imports of goods E(6)/(7) • 100] 
(1//0 = 100) 79.7 100.0 130.3 125.3 144.5 134.0 

Source: ECLA, on the basis of offioial statistios. 

/The share 
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The share of total exports represented by bananas, traditionally 

Ecuador's main export commodity,128/ shrank progressively to'23 per 

cent in 1973, although their current value rose by 13 per cent 
between 1970 and 1973. As regards the trend in world banana prices, 

the average price in 1973 (7.5 cents per pound) was ,equal—to the 

average for 1970 and similar to that recorded at the beginning of 

the 19508.129/ 

Other changes which took place iiithe structure of exports 

in 1971-1973 were also due to the increase in the share of petroleum 

and the decline in that of other export items (see table 9). 

Nevertheless, over and above the observations about the share 

acquired by exports of marine products, it is interesting to note 

that exports of a number of items increased by over 50 per cent 
in value between 1970 and 1973, reaching a total of 40 million 

dollars. These items include a wide range of manufactured and 

semi-manufactured products. 

(c) 	Imports of poods 

Between 1966-1970_and 1971-1973 the current value of imports 

of goods doubled, rising from an annual average of 200 million to 

400 million dollars. Since during the same period, however, the 

unit value of imports rose 19 per cent, the increase in terms of 

constant prices is estimated at 68 per cent (see table (3). 

Within the general fairly accelerated growth trend of nearly 

all import items, some salient features are worth considering (see 

table 10). 

At the beginning of the 1960s, exports of bananas represented 
60 per cent of the country's total exports, and at the 
beginning of the 1970s their share was still over 50 per cent. 

129/ In fact, bananas are among the basic commodities which have 
suffered the sharpest cuts in terms of constant purchasing 
power on the world markets. See ECLA, Economic Survey* of 
Latin America 1973, Part One. 

/Table 9 
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Table 9 

ECUADOR: 	STRUCTURE OF'EXPORTS OF GOODS 

(Percentages) 

Average Average 
1966- 1970 1971 1972 1973 1971- 
1970 1973 

Petroleum 0.1 0.4 0.8 18.9 47.4 29.6 

Bananas 53.0 51.8 50.4 40.5 23.1 33.8 

Coffee 18.2 22.6 15.0 13.2 11.4 12.7 

Cocoa 12.7 10.0 10.1 7.2 4.7 6.5 

Sugar 4.o 3.6 5.5 5.3 2.1 3.7 

Marine products 6.o 6.9 4.1 5.3 

Miscellaneous 12.0 11.6 12.2 8.0 7.2 3.4 

Source: 	ECU on the basis of official statistics. 

/Table 10 



-351- 

Table 10 

ECUADOR: STRUCTURE OF IMPORTS OF GOODS 

(IIMIILIEtE)  

a■mm..... mu, 

Average 
. 1966- 	1970 	1971 	1972 	1973 
197o 

Average 
1971- 
1973 

(1)Consumer goods 14.6 14.0 14.1 14.3 1204 13.6 
-(a) Durable 5.2 5.1' 4.0 '3.6 7 n 

(b) Non-durable 9.4 3.9 10.1 11.0 C.8 9.8 
(2) Raw materials a/ 42.5 41.1 4204.  42.3 48_1 45.o 
(3) Fuels 6.7 706 7.6 7.0 4.5 6.0 
(4) Capital goods 36.0 37.0 35.8 35.3 35.1 35.3 
(5) Miscellaneous 0.2 0.3 0.1 o.4 0.0 0.1 

■•■■•■■•■■•-.41.• 

Source: ECLA,.on• the basis of official statistics. 
a/ 	Including construction materials.  

First, up to and including 1972, and particularly up to 1971, 

substantial purchases were made of materials and equipment. necessary for 

the installation of the new oil production activities in Ecuador. In 197 

these purchases may be estimated at over 80 million dollars, declining tc 

less th:La 60 million in 1972, and to approximately 30 million in 1973. 

S-c17-.:1y, the period 1971-1973 marked a rapid growth .of imports of 
food and similar items and of raw material inputs for the food industry. 
In terms of current values, these imports rose from 37 million dollars is 

1970 to 9.7 million in 1973, 	by 163per cent, while the increase in 

total imports was 85 per cent. 

Lastly, between 1966-1970 and 1971-1973 imports of capital, goods 

retained their:share in the total at, around. 35 per cent, while the share 

of durable-cohsumer goods and -fuels declined, 'especially that of fuels 
in 1973. 

/c. THE 
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C. THE RECENT INFLATIONARY PROCESS 

1. Background 

Ecuador is one of the countries of Latin America where 

inflation and the accompanying preoccupation with combatting it 

constitute a relatively new phenomenon. During the 1950s, the 

annual average rate of increase in prices fluctuated around 1 per 

cent, while during the 1960s - up to 1968 inclusive - although 

higher it continued to be moderate, reaching an annual 3.5 per cent. 

Only from 1969 onwards did annual price rises of more than 
5 per cent begin to appear: this is the lowest figure usually 
considered to be indicative of the appearance of inflationary 

distortions of any importance. 

However, since 1966-1967 food prices had been registering 

annual increases of more than 5 per cent, and were thus increasing 
more rapidly than domestic prices on average. Between 1965 and 

1969 the prices of the food and beverages section of the Quito 

consumer price index increased at an annual average rate of 

7 per cent, while the comparable annual increase in the housing 
and clothing sections was approximately 2.5 per cent. Thus, between 

the two years considered the relative price of food increased by 

18 per cent.130/ 

In 1970 the rate of inflation continued to increase, rising 
to over 8 -)er cent but then dropping slightly to around 7 per cent 
in 1971 and 1972. In 1973, however, the inflation rate accelerated 
sharply to over 20 per cent. This increase continued to be in 

evidence during the early months of 1974, with the result that 

130/ See Institute Nacional de Estadistica (INE), Indice de 2E2212E) 
al consumidor (consumer price index). In addition to the monthly 
calculation of changes in the Quito index, the INE also 
prepares consumer price indexes for the cities of Guayaquil and 
Cuenca. In order to simplify our analysis, preference will 
be given to the price series for Quito in the present report. 
However, no wholesale price series were available to complement 
the analysis. 

/between April 
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between April 1973 and April 1974, the price increase for the year 

was close on 30 per cent. After reaching this relative peakf  

however, there was a drop in July 1974 and throughout the second 

half of the year in general, so that the annual rate of inflation 

declined to slightly over 20 per cent 	similar to that recorded 

the end of 1973 131/ (see table 11).. 

As in the period 1965-1969, food prices increased between 

1969 and 1973 at a faster rate than those of the other goods and 

services considered in the price indexes, particularly in 1972 and 

1973. - Thus,' in the city of Quito prices in the food and beverages 

section increased by 11 per cent during 1972, 31 per cent in 1973 and 

45 per cent between April 1973 and April 1974fr 

Betwegn 196.9'and:1973 *fooct 	increased by 10 per cent 

with respect to the housing and clothing sections. This increase 

on top of the 18 per cent rise which took place between 1965 and 

1969, meant-that between 1965 and- 1973 the total increase in the 

relative prices of foodstuffs was 30 percent, which obviously meant 

a substantial advance in their position. 

2. Factors which influenced the speeding  
up of inflation  

As we have already seen, the country's past'  inflation shows 

two stages or levels in the acceleration of the growth rate-of prices. 

The first stage covered 1969 and 1970, although its immediate origins 

went as far back as 1966-1967. The second stage was observed in 

1973 and - according to the partial data available - in the first 

months of 1974, following some deceleration of inflation in 1971 and 

1972. 

131? In order to identify these changes in the rate, the figures used 
cover the period from one month of one year to the same month 
in the next year, since this is a more sensitive method for 
short periods than making estimates on the basis of averages. 

/Table 11 
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Table 11 

ECUADOR TRENDS IN CONSUEER PRICES 

Aver- 	 April July 
age 	 0, 1973 to 1973to 

1970 1 1 1972 
1965.. 	 1'13  April July 

1969 	 1974 	1,974 

- Quito 

(percentage 
'variations 	5.9 	8.3 	6,8 	6.9 	20.5s/ 29.6 	21.4 
December to 	8.5 	5.0 	6.3 	10.7 	31.1 	45.0 	28.2 
December) 

- Quito 
(percentage 
variations 4.6 5.1 8.4 7.9 12.9 
average to 	6.9 	3.3 	6.5 	11.1 	20.3 
average) 

NO 

- Guayaquil 
(percentage 
variations 	3.9 12.5, 5.1  5.4 15.611/ - 
December to 	'5.1 	9.9 	6.6 	4.8 	20.7 	- 
December) 

1. Consumer price index / 

(a) General 
(b) Food and beverages 

2. Consumer price index al 

(a) General 
(b) Food and beverages 

3. Consumer price index 

(a) General 
(b) Food and beverages 

4. Consumer price index 2./ 

(a) General 
(b) Food and beverages 

- Quito 
(average to 

average 
1970 = 100) 

95.22/ 100.0 108.4 117.0 132.1 
96.8s/ 100.0 106.5 118.3 142.3 

•NO 

CO 

Source: Institute Nacional de Estadistioa(INE), Consumer price index. 

2,./ Of families with low and medium incomes. 
12/ If &weighting of 40 per cent is attributed to Quito and 60 per cent to Guayaquil, the average rate 

is 17.6 per cent. 
2/ Value of the index in 1969. 

/Examination of 
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Examination of the factors which influenced the evolution of 

prices during the two -stages identified shows that some common 

elements were present .in both, together with others which were 

different; the.intensity of their effects also varied.'  

OUtstanding among these common elements, without any doubt, 

was the performance of the.. agricultural sector, both beCause of 

its intrinsic importance and because of its links with Other 

economic variables. This, then, is one of the structural factors 

of inflation which has been most investigated', and the following 

section is devoted to analysing the phenomenon. The 'next two 

sections review the accessory elements in inflation which appeared, 

first during the accele,:ation of 1969-1970 and then in the 

re-acceleration of 1973-1974. 

(a) 	TheEFoolemof  

The slow growth of the_agricultural sector, analysed above, is 

even more obvious when the trend of per capita agricultural output 

is taken into account. During the 1950s, this increased by 

approximately.1 per cent annually, dropped Slightly between 1960 and 

1965 and decreased by around 2.5 per cent annualLy'between 1965 and 

1973. • This meant that in absolute and constant termai the per capita 
agricultural - roduct in 1973 was around 18 per cent less than-:in 1965. 

Naturally.enough, this substantial reduction in per capita 

agricultural output was a factor of great inflationary potential and 

significance, particularly in a country like Ecuador, where food. 

accounts for 60 per cent or more of the expenditure of low- and 

medium-income families. The.extent to which this inflationary potential 

materializes' in actual pressures of varying intensity on domestic 

food prices, .and indirectly on the prices of other goods and services, 

depended in its turn on several elements. These include the evolution 

of overall deme.nd and demand for agricultural products and the 
evolution of im-.)orts of food and similar products aimed at reinforcing 

domestic supplies. The price relations existing between the prices 
of imported - roducts and the prices of locally-produced products were 
also of consequence, as were the policy measures adopted as regards 

marketing and the fixing of food prices. 

/As regards 
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As regards the evolution of local demand for foodstuffs, it 

was observed that this increased at progressively high rates as the 

economy's rate of development 

of increase of the population 

elasticity of between 0.5 and 

1965 and 1970 the increase in 

4 per cent annually, while in 
approximately 6 per cent, and 
more than 7 Der cent.132/ 

In keeping with this 

variations in agricultural  

accelerated. Taking the annual rate 

as 3.4 per cent and an income foodstuffs 

0.6, it may be estimated that between 

domestic demand for foodstuffs was over 

1970-1973 the comparable rate was 
in 1973 in particular the increase was 

trend, and in contrast to the annual 

output, the rate of increase of the demand 

for foodstuffs exceeded the annual increase in domestic food output 

by around 3 Der cent in 1965-1970, 5 per cent in 1970-1973 and 7 per 
cent in 1973 considered separately. The inflationary importance of 
this excess demand was particularly noteworthy, in view of its 

magnitude, persistence and continuing increase. 

During the period 1966-1970 imports of food and similar products 

and inputs for food manufactures fluctuated without major variation 
around 35-37 million dollars, i.e., they did not offset the inadequate 
increase in the domestic output of agricultural products with respect 

to the increase in the demand for them. 

Later, imr)Jrts of food and other related items, expressed at 

constant 1970 prices, increased by around 40 per cent in 1971, 

remained stable in 1972 and again increased by around 40 per cent 
in 1973. It is estimated that during the period 1970-1973 these 
imports increased the local supply of foodstuffs by about 3 per cent 
annually over the levels provided by domestic output, so that the 
annual 5 per cent excess demand already referred to was reduced to 
less than half. In 1973, however, the shortfall would appear to 
have been greater than 3 per cent of. agricultural output. 

12/ See CIAP,o2,cit., table IV-6. 

/In other 
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In other words, taking into account the strengthening of 

domestic supnly achieved through: larger imports, agricultural output 

showed an annual deficit of around 3 per cent during the whole period 

1966 to 1973, in the light of the evolution of demand. 

In addition to these overall quantitative trends which 

influenced the process of inflation there were,  also, of course, 

partial disequilibria in the levels of specific food products and 

groups of products. Mention may be made, for example, of the 

inadequate domestic supply of rice and potatoes between 1972 and 

1974. 

As regards the ratio of the domestic prices of food products 

to their international prices, it was observed, generally speaking, 

that the prices in Ecuador were, and still ate, distinctly lower 

than international prices, by as much as 50 per cent. Thus, with 

the increase in imports of food prOduCts, the relative expensiveness 

of such imports became increasingly glaring. This situation got 

even worse in 1973 and in the first part of 1974, when sizeable 

imports of foodstuffs coincided with large and continuing increases 

in the international prices of these products. 

The inflationary pressures stemming from this difference in 

prices manifested themselves in the forth of government subsidies 

granted in respect of imports of food effected and marketed by public 

institutions, mainly the Banco Nacional de Fomento (BNF), but also, 

as from 1973-1974, the Empresa Nacional de Almacenamiento y 

ComercializaciOn de Productos Agropecuarios (ENAC) and the Empresa 

de Productos Vitales (EMPROVIT). It was thus frequent for imported 

products to be sold in the country belOw cost price, the losses so 

created being financed by credits granted by the Central Bank to 

the above-mentioned institutions. 

Moreover, since the Government fixes and controls the retail 

prices of a large number of foodstuffs, it took the opportunity 

during the period under review, and particularly in 1973-1974 to 

increase the nrices of several food products by varying amounts. 

/This was 
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This was particularly the case when imports of such products from 

abroad increased considerably and made the price difference of the 

imported products bigger and more evident. 

These and other aspects of the inflationary impact of the 

agricultural problem will be referred to again later, in the 

examination of the evolution of other variables of the economic 

system. 

(b) 	The inflationar situation of 1969-1970: other ex lanator 
facto rs 

As already noted, from 1969 onwards the increases in domestic 

prices began to be significant and to warrant. genuine concern, although 

food prices had already been showing increases of some magnitude 

since the mid-1960s. 

Later, during the period 1968-1970, some other inflationary 

elements appeared in the economic situation in addition to the basic 

and longer-standing pressures deriving.from the slow growth of the 

supply of agricultural commodities. These elements consisted of a 

more rapid increase in overall demand, and of considerable independent 

increases in the cost of some economic variables. 

(i) The activation of overall demand. As from 1968, there was 

an increase in the growth rate of real demand for several simultaneous 

reasons. 

The most noteworthy of these was the performance of gross 

domestic capital formation, which is analysed below. Its resurgence, 

which began in 1967, speeded up in 1969 and 1970, when investment 

in current values increased by 24.5 per cent and 53.4 per cent 

respectively (see table 12). Although it is true that during this 

period the iurorted element of investment would appear to have grown, 

the increase in capital formation in national currency was in any 

case substantial, and it is this which most directly influences the 

progress of domestic demand. 

/Table 12 



1. Consumer price index - Quito 
	

(December 
to December) 

2. Index of unit value cf imports of 
goods 

3. Index of unit value of exports of 
goods 

4. Exchange rate 
5. Unit value of imports by exchange 

rate (2 • 4) 
6. Unit value of experts by exohangs 

rate (3 • 4) 
7. Nbney remunerations 

(a) Average monthly wage of workers in manufac-
turing industry 

(b) Average monthly salary of employees in 
manufacturing industry 

8. Agricultural output 

(a) Contribution to GDP of the agriculture, 
forestry, hunting and fishing sector 

(b) Contribution to per capita GDP 

9. Per capita GDP (at market prioes) 
10. January - total means of payment 12/ (at end of year) 
11. Total central government expenditure (at current 

prices) 
12. Total central government expenditure (as percentage 

of GDP at market prices) 
13. Current central government income (at current 

prices) 
14. Current central government income (as percentage 

of GDP at market prices) 
15. Total defioit of central government (as peroentage 

of GDP at market prises) 
16. Gross domestic oapital formation (at current 

prices) 

(Average to 
average) 
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Table 12 

ECUADOR: RELATIONS BETWEEN PRICE MOVE/ENTS AND SOME INFORTANT VARIABLES 

(Percentage variations) 

1968 1969 1970 197 1 1972 1973 

4.2 6.5 843 6.8 6.9 20.5 

0.0 3.2 2.0 4.0 5.7 16.4 

-5.5  
5.8 9.9 .4.0 4.1 34.1 

2.3 0.4 13.1 18.6 1.1 .4.4 

2.3 3.6 15.4 23.3 60 11.3 

-3.3 6.2 24.3 13.9 5.2 28.2 

8.8 21.6 6.9 12.9 .18.5 7.W 

.5.1 4.3 5.6 10.1 8.9 '13.25( 

-1.3 0.5 0.7 0.3 2.6 0.4 

-4.6 -2.8 -2,7  -3.0 -0.7 -2.8 

2.2 1.4 4.3 -1.2 4.9 9.4 

18.5 13.3 24.5 11.4 21.6 30.7 

25.0 11.0 25.3 17.0 4.1 29.7 

13.5 13.5 14.2 14.2 12.3 12.5 

-3.6 15.3 26.2 19.0 24.7 46.7 

9.2 9.5 10.0 10,2 10.6 12.2 

4.3 4.0 4.2 4.0 1.7 0,3 

15.9 24.5 53.4 28.4 4.0 11.0 

Source: Items 1 to 6 and 10 to 15: ECLA, on the basis of official statistics; 7: INC, Estadfstioas del 
traba4f1; 8, 9 and 16: Banco Central del Ecuador, Fiemoria 1973. 

2,/ Variations between the first quarters of 1972 and 1973. 
1, According to INF definition. 

/During the 
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During the period 1968-1970, largely in keeping with the 

evolution of investment, the per capita GDP increased at a much 

higher rate than in previous years, and the growth rate of demand 

for foodstuffs gradually increased accordingly, as we have already 

seen. 

Secondly, if the performance of the monetary variables is 

analysed, it will be seen that the rate of growth of the money 

supply was much higher during the period 1968-1970 than in the 

7oreceding years, more exactly during thre three-year period 

1964-1967. Thus, during the first-mentioned period, the annual 

average increase in the means of payment was 19 per cent, compared 

with a rate of only 9 per cent in the earlier period, which was 

similar to the rate observed during the early years of the 1960s 

(see table 13). 

Naturally, this change in the'growth rate of the quantity of 

money was of -)articular importance in an economy which was, generally 

speaking, not =Oh "monetized"133/ and which was also little accustomed 

to variations in the means of payments of 10 per cent or more per 

year. Moreover, during the period 1968-1970 the contrast between 

the rate of increase of the quantity of money and the average 

increase of the GDP was substantial, since the latter came to an 

annual average of only 6 per cent. 

It may also be observed that 1968 marked the beginning of a 

new stage in the economy of Ecuador, characterized by frequent 

sizeable imbalances between the growth rate of real variables and 

that of financial variables. Previous to this date, the usual 

situation was a relative balance between the evolution of these 

two groups of variables. 

e••••■■■••••■••- 

123/ The GDP/money ratio is apprOximately 7 to 1, compared with 
ratios of around 5 to 1 frequently found in other countries of 
the region. 

/Table 13 
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A more detailed examination of monetary trends shows that the 

more rapid increase in the means of payment was originally due, 

especially in 1968 and 1969, to a large increase in the domestic 
credit granted to the Government (87 per cent in 1968 and 63 per 
cent in 1969). 	This expansion was aimed at financing the total 

deficit of the central government, which during those years amounted 

to around 1,200 million sucres per period, or more than 4 per cent 
of the GDP (see tables 12, 13 and 14). The excessive volume of 

the deficit originated in 1968, When total Government expenditure 
increased by 25 per cent, while its current income decreased by 

around 4 per cent. 

It is worth noting that the lack of elasticity in the 

Government's current income system, especially as regards income 

from taxes on domestic activities, has been and continues to be a 

structural feature of.the economy of Ecuador. It appears both in 

connexion with taxes and with the tariffs of the public enterprises. 

In addition; there is a high degree of specificity as regards tax 

yields, in that various percentages of the resources entering the 

Treasury have already been legally allocated in advance to specific 

functions. 

In 1970 the growth of domestic credit to the Government 

continued to be substantial, and the Government continued to run 

a total deficit of more than 4 per cent of the GDP, but the balance-
of-payments situation was such as to give an increase of 18 million 

dollars in the country's international reserves. This increase 

- due in particular to the flow of foreign investment already 

mentioned - caused a considerable expansion in the supply of money, 

unlike the situation in 1968 and 1969. 
During the entire three-year period 1968-1970 placements in 

the private sector increased at relatively high rates. Thus, between 

1967 and 1970 the average annual rate of growth was 16 per cent, 
while between 1964 and 1967 the rate had been only about 6 per cent. 

/Table 14 
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(ii) The niallaaaLatLielmalla inELE2a. The main element 
of inflation hea7e was the 39 per cent devaluation of the sucre 134/ 

decided upon in August 1970 following a period of nearly a decade 

during which the exchange rate remained stable. This'devaluation 

more or less coincided with the percentage increase experienced in 

domestic prices during the period in which the exchange rate remained 

unchanged. 

The above mentioned devaluation naturally caused several 

inflationary effects, but where it was most intensely felt was in 

the local prices for imported goods and goods produced in Ecuador 

but with a high import component. 

In the case of exported goods, inflationary repercussions on 

the country were lessened to some extent .owing to the export tax 

increases of 10 and 15 per cent decided upon at the same time as 

the devaluation. In practice, however, the effect of:this adjustment 

was considerably reduced because in 1970 the unit value of exports 

increased by 10 per cent, which was a relatively big increase compared 

with the trends of previous years. 

As far as the evolution of wages and salaries is concerned, 

the data which it has been possible to collect are scanty and 

partia1.225/ It. may be• deduced from these data, however, that from 

the point of view of labour earnings, the inflationary pressure of 

greatest importance occurred in 1969, when the average remuneration 

of workers in manufacturing increased by more than 21 per cent 

comparecLwith the previous period. In 1968 and 1970, however, the 

comparable increases were approximately 9 per cent and 7 per cent 
respectively (see table 12). 

134/ The official parity of the dollar increased from 18.18 to 
25.25 sucres (sellor). 

135/ These data correspond'to indexes of the average monthly 
remuneration, in sucres at current prices, of worl...2s and 
salaried workers (taken separately) who work in mahufacturing 
industry and in mining and quarrying. The indices aro 
calculated by the Institute Nacional de Estadistica (INE). 

/(c) The 
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(c) 	The sneedino- un of inflation in 1973-1974: some of the 
main elements :which provoked it 

In1971 and to a. lesser extent .in 1972, the rate of inflation 

dropped because' several 'factors - which had fostered the significant 

price movements of earlier years were no longer present. Thus, the 

growth rate of overall-demand declined on the one hand, while on 

the other the external sector did not have a destabilizing influence, 

.since the exchange rate remained stable and the unit, values of imports 

and exports did not undergo increases of any.great consideration 

(see table_12). 

As from the end of 1972,-this situation was completely changed 

and inflation received a new impetus, which took on particular force 

during 1973 and the first partofI974, The evolution of the external 

sector was of particular importance in this process, although other 

complementary aspects 'were also significant. It is therefore worth 

examining these two groups of causes, always bearing in mind the 

general and continuing influence of agriculture on the distortions 

caused by inflation, 

(i) Evolution of the external sector. As already state4,,as 

from mid 1972 the country's position as an exporter.of petroleum-had 

a:decisive influence on the development of its external sector. It 

may be recalled, that exports of goods increased from an average annual 

level of.240 million dollars in 1970-1971_ 320 million,in 1972, 

570 million in 1973 and over 1,200 million daIlars.in 1974. Imports 

of_goods, for their part, which amounted to an annual average of.:. 

around 310.million dollars, in 1970-1971, increased, to 370 million 

in 1972, 490 million in 1973 and around 900 million in 1974. 

At the same time, and especially in 1973 and the first part of 

1974, there were important variations in the unit values- of imports 

and exports, which also caused noteworthy. repercussions. 

Influences on the trend of overall demand. The expansive 

tendency of overall demand from:the end of 1972, as a consequence of 

the external sector trends, was manifested in three main ways. 

In the first plaoe, taking the most generic indicator available, 

the increasing rate of growth of the GDP is worthy of note. Already 
/in 1972, 
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in 1972, the increase in the per capita GDP was nearly 5 per cent 

- compared with a decline of 1.2 per cent in 1971 - while in 1973 
and 1974 the annual average increase was around 8 per cent. 

It is not necessary to expatiate further on the importance of 

this increase in the GDP growth rate and the inflationary pressures 

which arose from it, since a description has already been given of 

the effect produced on the demand for foodstuffs. However, attention 

should be given to the basic change, of a more general nature, which 

was felt throughout the system of production and supply when an economy 

which was "accustomed" to an annual growth of around 2 per cent in 

the per capita GDP found its rate of growth more than quadrupled. 

Secondly, there was a rapid growth in the Government's current 

income - a rise of 47 per cent in 1973, with an estimated larger 
increase in 1974 - due in particular to the increase in foreign 

currency earnings coming from the participation revenue and taxes 

connected with the development of petroleum. At the same time tax 

revenue in national currency also rose considerably as a result, of 

the taxes on the growing imports. This did not occur with other 

current domestic income, however, because of the lack of elasticity 

of the system which has already been commented upon. 

This relative abundance of current income, though it made it 

possible to bring the total debt of the central government down to 

practically insignificant figures, led at the same time to an expansion 

of Government expenditure which tended to be further intensified during 

1974, when the Fondo Nacional de Desarrollo (FONADE)126/ came into full 

operation. In 1973, then, total central government expenditure at 
current prices increased by 30 per cent, while public investment 

126/ This agency, which is made up of the ministers and other high 
officials from the economic sector and is presided over by the 
Minister of Finance, operates independently of the budget. It 
receives the earnings from petroleum in excess of the reference 
price of 7.30 dollars per barrel and is aimed at financing only 
new investment projects not included in the budget. It is 
estimated that during 1974 more than 150 million dollars entered 
FONADE: i.e., rather more than the total public investment in 1973. 

/increased by 
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increased by 50 7)er cent.132/ It is estimated that the two percentage 

increases May well have been higher in 1974 than in 1973. 

Apart from the direct expansive effect-of the increase in' 

public activity, another 'important factor was the fact that the 

Government, because of the inadequacy of its current income in 

national currency, had to resort'te selling foreign currency to the 

Central Ban!: to finance its increased expenditure. In other words, 

the form of financing the fitcal year had clear repercussions on the 

monetary system. 

A third notable factor was the trend recorded in the meant'of 

payment. In 1971, 'these increased by 11..4 per cent, while in 1972 

they increased by 2146 per cent, and in 1973 by 30.7 per cent. The 

rate of increase in the first months of 1974 was equivalent to an 

annual growth of more than 30 per'ce'nt in the supply of 'money. 

An examination of the monetary series shows that the accumulation 

of international resertres was the'only factor behind this development 

since the total domestic 'credit 'in the system remained practically 

stable between the-end of 1971 and"1973. The repayment of the 

Treasury's debts with the Central Bank had a decisive influence in 

the latter conneXion, becaute domettic credit to the private sector 

increased by 10 per- cent in 1972 and 20 per cent in 1973 (see table 13). 

It should be added that in1972 and 1973 the net purchases of 

foreign exchange bythe monetary.systeM amounted to a total of around 

200 million dollars. This figure coincides approximately with the 

increase in international reserves reflected in the balance of payments 

and with the :?robable net sales of dollars by the Government to the 

Central Bank. The links existing between the operations on the 

external accounts, the fiscal accounts and the monetary variables 

were thus clear '(see tables 6, 13 and 14). 

More dir22A EE222111:2pcal aiEtEEnaE2EIfr The first more 

direct influence of trends in the external sector on domestic prices 

was connected with the growing degree of opennest in the economy of 

Ecuador and the consequent increase in its import and export coefficientE 

122/ See table 12.and Banco Central del Ecuador, Memoria 1973, 
op.cit., table 15a. 

/In the 
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In the case of foodstuffs, in particular, this fact made the 

price difference of imported commodities increasingly more evident 

and significant. This introduced additional elements - quite apart 

from the slow increase in agricultural output - which impelled 

agricultural -2roducers to press for and obtain an improvement in 

real prices. 

Secondly, this process was accompanied by a large increase 

in the unit value of imports of goods, which rose on average by 

over 16 per cent in 1973. Furthermore, the increase in the international 

dollar prices of the agricultural commodities imported by Ecuador 

cannot have been less than 50 per cent on average, to judge by 

available data on this subject.138/ 

Despite government action involving the partially subsidized 

import and marl:eting of agricultural commodities, some selected 

examples show the local inflationary impact of the increase in the 

international -prices of some foodstuffs imported by Ecuador. 

Thus, in the case of wheat, the increase of over 100 per cent 

observed in 1973 in the dollar price of this product led to an increase 

of nearly 60 --e: cent in the price of bread in Quito between the end 

of 1972 and of 1973, while the 150 per cent increase in the international 
prices of soya beans in 1973 was a direct cause of the rise of over 

50 per cent in local prices of oil and vegetable fat during that year. 

As far as the repercussions of the change in the unit value of 

exports are concerned, it has already been mentioned that in 1973 this 
value increased by 22 per cent, without taking into account petroleum 

and petroleum products. From the structure of the country's exports, 

it may be deduced that this increase basically reflected increases 

in the international prices of sugar, cocoa and coffee, since the unit 

value of bananas did not change. 

In the three cases identified, the domestic prices of the 

commodities or products in question rose in 1973 by amounts 
fluctuating around 50 per cent. 

1281 See United Nations, Monthly Bulletin of Statistics, September 
1974, and Banco Central del Ecuador, Memoria 1973, 22.121t.2,.... 

/Lastly, as 
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Lastly, as regards the domestic prices. of petroleum and 

petroleum products, it should be noted that the price increases at 

the international level had little influence on: domestic prices 

because the Government decided to: keep fuel prices stable. Agreements 

were therefore reached with the petroleum companies to regulate sales 

procedures for fuels in Ecuador. 

(ii) Other inflationary factors. Among possible additional 

pressures on costs was the fact that the exchange rate fixed in 

August 1970 was not modified during 1973  and 1974. It may be noted, 

however, that between 1971 and 1973 the: "real" value of the exchange 
rate dropped, so that -no ,inflatianary :pressure came from this 

direation (see table 7).. 

Moreover, the trend of wages did,not appear to have been an 

important inflationary factor either, at least in 1973. Between 

the first quarters of 1972 and.1973i139/ the nominal remuneration 

of workers in Manufacturing increased by 742 per cent, compared 

with increases of 12.9 per cent in 1971 and 18.5: in 1972 (see table 12). 

At the same time it should be mentioned-that. the,basic wage 

readjustments granted by the Government were relatively moderate. 
Thus, in March 1974 the Wages Commissiom:fixed ,a compensatory 

adjustment of 250 sucres <10 dollars) per month,  for workers 

receiving monthly wages of betWeen one thousand and five thousand 

sucres. It has been estimated*that on average this was equivalent 

to a readjustMent of 10 , per cent, i.e., around one-third of the rise 
in prices during the 12-month period preceding the grant of the 

readjustment. 

Naturally enough, the above information only gives an idea of 

the increases in remunerations in some sectors of the working 

population obviously not related with the active development of the 

external sector and other related activities. The qualitative data 

on this which it was possible to collect directly in Ecuador showed 

that the remunerations and readjustments in the petroleum sector 

139/ No more recent data was available. 

/and other 
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and other import, trading and construction activities connected with 

the sector were substantially higher than in the rest of the economy. 

This brought about inflationary pressures not reflected in 

the available wage indexes, which influenced costs b6th directly 

(and also in terms of a rather limited demonstration effect) and 

through the actual demand exercised by the workers in the sectors 

already described. 

In broader terms, the entire incorporations of the petroleum 

industry and the various related activities into the economy of 

Ecuador signified a rapid and intensive expansion of the most 

"modern" part of the system. Meanwhile, however, there was no 

outstanding progress in the most "primitive" part of the apparatus 

of production, which continued to employ more than 50 per cent of 

the economically active population. 

Clearly, as the characteristic dual nature of the country's 

system of production became more extensive and more pronounced, 

substantial additional inflationary pressures which are difficult 

to quantify were let loose. 

Thus, as the income receivers belonging to the modern sector 

became relatively more numerous and more significant in terms of their 

level of spending - particularly in some geographical areas - the 

fact that they were prepared to pay higher real prices to obtain the 

goods and services they required began to acquire greater importance, 

particularly when there were problems of inadequate supply of some 

goods. In other words, there was a tendency for corrections to be 

generated in a system of prices which, generally speaking, was 

consistent with low levels of productivity and per capita income. 

Phenomena like that described, or similar to it, are of course 

inherent in development processes. Even so, they assumed particular 

imp6rtance in the recent evolution of the Ecuadorian economy because, 

on the one hand, the modernization of part of the economy was relatively 

widespread and very rapid, while the state of stagnation and low 

productivity per worker in the rest of it was deep-rooted and 

generalized. 
/D. PRINCIPAL 
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D. PRINCIPAL ASPECTS OF ANTI-INFLATIONARY POLICY 

1. Background 

In reviewing the anti-inflationary policy introduced by the 

Ecuadorian authorities one should not. lose sight of some questions 

of a general nature whose impact_on-the bases, and on the framework 

in which the policy was to be carried out, was considerable. 

First, it should be stressed that inflation is relatively new to 

the country and that, likewise, experience in the formulation and 

application of stabilizing- measuresis- also limited and of recent date. 

Secondly, the conditions which gave rise to the acceleration of 

inflation during 1973-1974. were also new, 'for the present world 

inflationary process, its intensity and the varied and far-reaching 

impact that it has on the peripheral economies have resulted in a 

situation hardly familiar to these economies, and even less so to,  

Ecuador. 

Finally, Ecuador's notable opening towards the exterior, 

initiated in 197a with the launching of its petroleum exports, resulted 

- almost paradoxically and notwithstanding other beneficial effects -

in the impact of external inflation being transmitted with great 

intensity throughout the country.. A' further contributory factor was 

the low flexibility of domestic supply - particularly of agricultural 

products - resulting from an economy in which relatively primitive 

forms of production continued to predominate. 

Furthermore, it is worth pointing out that the granting of 

priority to- and.the application of anti-inflationary measures began, 

in practice, only in 1973 and coincided with the acceleration of 

inflation in that year, at the very time that the destabilizing effects 

provoked by the developments mentioned in the external sector' were 

having their maximum impact. Similarly, although the anti-inflationary 

measures adopted were far-reaching in. scopel  they did not provide 

a framework for a stabilization programme as such, in which the actions 

to be taken in the various fields of economic policy could find 

comprehensive and precise. expression. 
/Bearing the 
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Bearing the foregoing in mind, this section will make a separate 

examination of the policies implemented, emphabis being placed on 

events which took place in 1973 and, when possible, during the first 
part of 197k. 

First, the actions taken with a view to tackling some structural 

causes of inflation will be examined, followed by a review of measures 

aimed rather at dealing with the conjunctural factors which arose 

during the period under study. 

2. Basic policies 

(a) Agricultural  

Recognizing the seriousness-of the problem caused by the limited 

growth of food production, the government authorities gave top 

priority to the programme for the agricultural sector, which was 

incorporated in the Plan Integral de Transformaci6n y Desarrollo, 

1973-1977.140/ This programme laid down a number of quite detailed 

targets and measures aimed at achieving, during the period of the plan, 

an annual average growth rate of 5.3 per cent in the agricultural 

product, i.e., a rate five times higher than that recorded between 

1965 and 1972. 

Of course, in this document it is,not feasible, for several 

reasons, to evaluate the degree to which the various measures envisaged 

in the programme mentioned contributed and are continuing to contribute 

to the gradual elimination of the causes of inflexibility in 

agricultural production. This task is beyond the scope of the study 

and, moreover, the agricultural programme covered a much longer period 

which, in general, did not coincide with the period of accelerated 

inflation referred to above. 

Notwithstanding the foregoing, however, examination of the price 

aspect of agricultural policy - an aspect more directly linked with 

the subject dealt with in this report - reveals some important points. 

1k0/ The plan for the agricultural sector is divided into 4 principal 
sub-programmes: (a) agrarian reform; (b) settlement; (c) the 
marketing of agricultural products, and (d) production. 

/(i) Price 
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(i) Price controls. It should be borne in mind that during 

the period under study a scheme aimed at fixing and controlling the 

price of a considerable number of foodstuffs (among others, milk, 

rice, sugar, coffee, several types of meat) was in operation and was 

being strengthened. Thus,.in addition to action in ,the marketing of 

national and imported products already taken by the public institutions 

referred to, a Price Control Board was set up in April 1973 and given 

wide powers, to supervise the enforcement of controlled prices. 

It is difficult to judge the results obtained through the price 

control mechanisms, but it may be noted that some studies carried out 

by international institutions suggest that during 1973 the prices of 

controlled foodstuffs increased. by much less than those of non-controller 

goods. In several cases the control of-prices was made possible 

because domestic supply Was. strengthened.by  subsidized imports and/or 

restricted exports, or because temporary shortages of some articles 

were accepted. 

From another pointof view, price control produced some 

contradictory, effects. First, on some occasions, when there. was a big, 

difference with respect to the international prices, it was necessary 

to approve remarkably high increases in fixed prices. This provoked 

several adverse consequences - shortages in supplies and disincentives 

to production - which could have been avoided if smaller price 

adjustments had been authorized. earlier. 

Non-controlled foodstuffs, for their part, experienced considerabl( 

rises in prices which undermined the efforts and progress made in 

containing inflation through price control. 

In addition, the distortions which arose between the prices of 

controlled products and those which were not controlled had some 

secondary effects.. On the one hand, there was a tendency to intensify 

the production of non-controlled foodstuffs - to the detriment of 

controlled foodstuffs - and to sell controlled foodstuffs.illegally in 

the country, or in neighbouring countriesi, at prices higher than those 

stipulated by the authorities. On the other, there were occasions 

/when the 
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when the product concerned was not marketed in its original form, 

but processed and sold in other forms which were exempt from price 

contro1.141/ 

Lastly, the control of prices of some foodstuffs must have had 

negative repercussions on one of the basic objectives of the growth 

policy (and hence the anti-inflationary policy) of the country, because 

it failed to provide adequate price incentives to stimulate the 

production of several food items. Of course, this contradiction was 

even more marked in those cases where stricter controls were applied. 

(ii) Other complementary measures. The agricultural policy 

also had limitations in other fields which were unfavourable to growth 

and anti-inflationary objectives. The best example of this was the 

absence of supporting price programmes and.of programmes to provide 

complementary marketing facilities. - 

For all practical purposes the only supporting price programme 

effectively applied was that for wheat, and even in this case it was 

only in operation for a few months of the year. For other basic food 

products, such as rice and maize, no such programmes were in operation 

nor was suitable storage space available for temporary stocks of 

these goods. 

As a result of this there were sharp and unnecessary fluctuations 

in the - prices of some foodstuffs, since imbalances were created in the 

course of the year between the supply and demand for the product, 

while at the same time large portions of some harvests were lost, 

thus adversely affecting the growth .possibilities of the agricultural 

sector. 

('o) 	Fiscal_policy 

The greater the current income earned by the central government 

from the levying of taxes in the petroleum sector, the more marked 

was the situation mentioned earlier whereby the central government 

income in foreign currency was increasing rapidly, whereas income in 

141/ This occurred specifically in the case of milk, a considerable 
part of the production of which was diverted to the manufacture 
of cheese which was exported as well as being sold in the country. 

/national currency 
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national currency was increasing at a slower pace.. At the same time, 

the relatively rapid increase in government expenditure forced the 

Central Bank to liquidate foreign exchange holdings to meet such 

expenditure. 

Two fundamental traits of the fiscal structure, which were not 

changed during, the period under study, influenced this trend. 

On the one hand, no important measures were adopted to 

strensthen.the share in tax. income of taxes levied on domestic 

activity. Outstanding in this respect is the limited influence which 

personal-income tax and urban and-rural_property taxes continued to 

have.142/ 

Although the need to. make important changes in these taxes was 

recognized,143/ and such changes would have helped, moreover, to 

improve the elasticity of the system and to obtain other positive 

economic effects, in practice progress made in putting them into 

effect was limited. 

On the other.hand, although it is true that there. was some 

partial progress in the field, the-system of .earmarking government 

income for a number of.. specific predetermined expenditures - continued,, 

thereby standing in the way of a...more flexible fiscal system, more in. 

line with an anti-inflationary strategy:• 

The'foregoing.is further compounded by the fact that the rising 

oil income was also.. affected in different ways by. specific allocations, 

so that a new element was introduced into the automatic income-

expenditure relation. Of course', the inflationary potential of such 

a situation tended to be still greater when, on account of the 

balance-of-payments and - the monetary account situations, income in 

foreign currency* was used. to. finance eXpenditure.in national.currency. 

142/ In 1972-1973 the yield from these taxes amounted to less than 
20 per cent of total current income (2 per cent of the GDP). 

Lg/ See CIAP, 22. cit., CIAP/635, pages 227 2-122.9.a. 
/It may 
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It may be noted also that the role played by the State in 

attracting domestic funds through the sale of government bonds was 

relatively moderate. The sums involved in this type of operation 

amounted to approximately 500 million sucres per year (20 million 

dollars). Furthermore, no substantial changes were made in the 

terms of issue of public bonds in order to -improve their real yield, 

and the nominal rates of interest earned lagged behind the inflation 

rate. 

As regards the policy followed to control and .channel government 

expenditure, the substantial increases in 1973 and 1974 in total 

government expenditure and the public investment-thus made possible 

are yprthy of note. In general, although expenditure policy was 

expansive, the information available indicates that the growth in 

current expenditure was subject to greater restrictions than that of 

investment. 

3. 99222-9111entar . 

(a) lmonetary L191A24 
The measures adopted by the monetary authority were dictated 

principally by the need to curb the rate of growth in the money supply, 

since the direct issues by the Central Bank had grown rapidly, spurred 

on by the purchases of international reserves which the institution 

had to make. Nevertheless, during the period 1972-1974 no overall 

quantitative targets were set or announced for the annual variation 

in the means of payments. 

In 1972 and 1973 the relative increase in the direct issue were 

39 and 30 per cent respectively, while the comparable increases in 

the means of payment amounted to approximately 22 per cent and 

31 per cent. In other words, in 1972 a greater degree of success was 

achieved in the proposed task (see table 13). 

Of particular note among the provisions introduced was the 

application of "portfolio growth ceilings" which limited the expansion 

of the total placements of the banking system to 3 per cent per quarter. 

/During 1973 
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During 1973, this measure does not seem to have been very 

effective, for the portfolio'holdings subject to the growth ceiling 

increased by approximately 22 per cent: i.e., they almost doubled 

their growth figure for the previous year.144/ 

Another measure aimed at reducing the multiplier effect of the 

direct issues by the Central Bank was a modification of the system of 

minimum legal cash requirements.. Thus, through regulations adopted 

in June and December of 1973, it was stipulated that the legal cash 

requirements- for banks must'actually'be held in cash. The aim, of 

course, was to make this instrument of monetary policy more restrictive. 

It should be noted that it was not possible to obtain adequate 

information on changes in liquidity ratios during the period under 

study. However, it is felt that the way they were handled and the 

continued increase in these ratios was not a major element in- the 

monetary policy followed. 

FrOm 1973, onwards, the Central Bank began to carry out open 

market operations, and thrbugh the placing of short-term Stabilitation 

Bonds it managed to Withdraw substantial sums of money from.  ' 

circulation. Thus, in the first year of operations, it tapped off ' 

400 million sucres - a figure equal to one-fourth of the increase in 

quasi-money recorded in 1973 and not much lower than the figure for the 

sale of government bonds referred to previously. 

In addition to these quantitative monetary policy guidelines, 

some complementary qualitative aspects are worthy of note. 

On. the one hand, the system of funds set aside for special 

development applications was strengthened and widened, with the purpose 

of intensifying the selective credit control policy being carried out 

by the Central Bank. Of special importance in this connexion is the 

volume of funds channelled through the National Development Bank, an 

institution which received an extra 700 million sucres in credit from 

the banking system between the end of 1972 and of 1973. This figure 

144/ See Banco Central del Ecuadori-•Nemoria  1973,  paces 63 and-. following. 

/corresponded to 



- 378 - 

corresponded to approximately 40 per cent of the expansion in bank 

placements for the year, and a fair share of this sum was used to 

finance the imports of foodstuffs effected by the National Development 

Bank. 

On the other hand, there were no important changes in interest 

rate policy. The banking system continued granting - credits at nominal 

rates of interest, which were maintained without variation during the 

period 1972-1974. These rates became increasingly negative, in real 

terms, as inflation accelerated. An indication in this respect is 

the fact that the discount rate of the Central Bank remained steady up 

to and including 1974 at 0 per cent per year, after having risen in 

1970 from 5 to 0 per cent 
(b) 	International reserves management ,policy 

It is not surprising that the international reserves in the 

hands of the monetary authority increase rapidly when the exports of 

a country grow, in a relatively short period, at the pace and to the 

extent they did in Ecuador. For this reason, the main objective in 

circumstances like those of the years 1972-1974 would normally be to 

achieve both a relatively gradual and continuous increase in reserves 

and a reduction in the intensity of the monetary impact of the 

accumulation of reserves. 

As regards the first aspect, total reserves amounted to 

65 million dollars at the end of 1971, reached a relative - maximum of 

444 million by mid-1974, and then diminished after this date.145/ In 
other words, in the space of two and a half years the level of reserves 

increased seven-fold (see table 6). 

1122/ Between August and December 1974 reserves fluctuated around 
approximately 360 million dollars. 

/Within this 
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Within this trend, the most rapid increases took place during, 

1972 and in the first half of 1974. In both cases, but particularly 

in 1972, the import policy did not -.manage (and .to some extent did not 

even - endeavour) to bring about a more rapid.  rise in imports. Thus, 

the measures for the liberalization.of imports which were introduced 

during 1972 did not have any effect in that year, and in practice the 

imports of goods in 1972, while alMost equal to those of 1971 at 

current values, were 4 per cent lower at constant values. 

In the first part of 1974 the...situation was different, because 

the strong and unforeseen increase in the price of petroleum which 

took place towards the end of 1973 and.earlTin 1974 prevented-the 

flow of imports from following more closely the month by month trends, 

in exports. However, the new import liberalization measures introduced 

towards the end -Of 1973 and in the early months of .1974 resulted in 

1974 in the high level of 900. million dollars of imports, a good . deal 

more than half of this amount being.imported during the second half 

of the year. • 

From another standpoint, it may be borne in mind that so rapid 

an increase in the imports of the country could have stemmed from an 

increase ih •the quota of capital-goods due to the needs.of the 

imported 'component of new investment-projects. This possibility was. 

restricted, however, by the fact that there was a scarcity of projects 

and, moreover,  a greater generation of domestic savings would also 

have been required -to finance the greater investment which 

theoretically, could have been made. 

In the field of exports, the policy for, handling international 

• reserves was subject, in the main, to the use the Governmentmade of 

the foreign exchange provided by its share in the petroleum industry. 

As stated earlier, the greater the Government's need to sel“oreign 

currency to the Central Bank to meet its expenditure in_national. 

currency, the more intense and direct were the repercussions on the 

monetary supply. 

/( )  Exchange 



- 380 - 

(c) Z:Ealance_azolia 

The policy of a pegged rate of exchange which was followed and 

the drop in the real value of the dollar exchange rate which took 

place, as mentioned earlier, between 1971 and 1973 and continued during 
1974, acted as an anti-inflationary factor. 

Thus, for example, between 1971 and 1973 the unit dollar value 
of imports of goods increased by approximately 23 per cent, whereas 

the average real value of the rate of exchange fell by 11 per cent. 

In this way the inflationary effect which changes in import prices 

might have caused was reduced, for it would have been much greater if 

the real value of the dollar in sucres had been kept constant through 

periodic devaluations. 146/ 

An alternative exchange policy which was considered and discussed 

by the government authorities and by international agencies consisted 

of the revaluation of the sucre. By this means the reduction in the 

real value of the rate of exchange would have been greater, as would 

the anti-inflationary effect on imports as well as on the domestic 

prices of exported goods,. while the monetary situation would also have 

been improved by the growth in reserves. 

Apart from the anti-inflationary aspect, other grounds for the 

proposed revaluation included the low cost of petroleum production and 

the relative abundance of foreign exchange in the country. 

Finally, however, it was decided not to revalue the sucre, since 

it was felt that the need to plan the medium-term and long-term 

development of the country on the right lines and to promote the 

export of non-traditional products must be taken into account, as well as 

the need to ensure more lasting equilibrium in the balance of payments. 

Furthermore, it was felt that as a possible anti-inflationary measure 

it was full of risks, and that it was preferable to have recourse to 

the use of other economic policies. 

146/ It should be remembered that in calculating this "real" value, 
domestic inflation in both Ecuador and the United States was taken 
into account (see table 7). 

/Considering another 
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Considering another aspect of exchange policy, it is interesting 

to note that in 1973 and particularlrin.19741  with the aim of reducing 

the domestic price of imports, customs tariffs for a large number of 

imports were reduced.— In this connexion, note should be taken of 

the reduction from 20 or more per: cent: to zero of the tariff on 

agricultural inputs and implements. The reductions approved for 

several industrial inputs and. products were also considerable. 

In spite of the foregoing, however, in the case of foodstuffs 

the reduction in customs tariffs had little anti-inflationary impact, 

owing to the fact that the duties on such items were already quite 

insignificant.: 

In keeping with this target of :cheaper imports -and also to 

liberalize their inflow - the system of prior deposits was abolished 

in 1973. At the end of 1972 the accumulated balance of these deposits 

amounted to 1,150 million sucres: quite a large figure, when it is 

considered that it was equivalent to 15 per cent of the money supply. 

Of course, the abolition of the measure referred to had a bad 

effect as regards monetary expansion, for it contributed to the 

acceleration experienced in the growth of the means of payments in 1973. 

As far as exchange measures aimed at making foreign sales of 

national products less attractive by raising their prices were 

concerned, no new provisions of particular importance were introduced 

during the period under review. Indeed, as already mentioned, 

several measures were being proposed in 1973 aimed at reducing the 

export surtax, introduced at the same time as the 1970 devaluation, 

on bananas, coffee, cocoa and sugar. More specific information is 

not available on the turn events have taken in this respect. 

(d) 112.gsaalasala s/ 
In the private sector, free bargaining between employers and 

workers was the general rule, with only,lithited participation by 

trade unions. 

/During the 
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During the period under study no annual adjustment system 

linked to price movements was in operation for really substantial 

sectors of the population. Only at the beginning of 1974 was an 

adjustment in minimum wages approved, under the arrangements and 

with the effects mentioned previously. 

It is interesting to note, furthermore, that the active 

population working in the most "primitive" sector of the economy 

were practically left out of the provisions adopted on wages.147/ 

Public servants were not given periodic or automatic 

readjustments either, but they did receive the compensatory bonus 

granted in March 1974. 

Finally, it should be noted that the wages and salary policy 

failed to fix any more or less definite targets regarding the 

evoluti3n which the real income of workers should follow. 

147/ However, it is possible that inflation affected this sector of 
the population to a lesser extent, since the majority of them 
practise a system of production whereby they supply their own 
needs. 

/6. URUGUAY 
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6. URUGUAY 

A. INTRODUCTORY NOTE 

The review contained .in-thit document of developments and 

policies in connexion with inflation in Uruguay has been structured 

differently from the rest of the country.  studies,included in the 

present chapter, in view of the special features of_Uruguay's 

experience. 

Thus, the first part of this study deals with the development 

of the inflationary procest since its beginnings in the mid-1950s, 

in order to identify the links existing between the stagnation of 

the economy and the creation of .basic inflationary.  Tressures and to 

analyse the role played by the-propagating mechanismsin the spread 

and milltiplication of those pressures. 

For various reasont, the period covered in the first part of 

the study e::tends up to'and .including,  1971, since it is considered 

that this year closes an important phase in, the course of inflation 

in Uruguay. 

The second part examines events in the three years 1972.-1974 

taking into account that this more recent experience called for 

special consideration, in view of the general lines of this chapter 

of the Economic Survey. 

Moreover, 1972 was the: logical point of departure for the 

sub-period considered, becaUse that year. marked a change in the 

position of the government authorities regarding the problem of 

inflation and the need to adopt stabilization programmes to curb it, 

and because from that year Onwards the impact of imported inflation 

began to make itself felt in Uruguay. 

/P. LONGER•4ERN 
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B. LOIIG:R-TERM PROSPECTS: STAGNATION AND INFLATION 

1. Background  

Inflation in Uruguay has its own particular features which 

distinguish it from inflation in other countries of the region. 

Thus, in addition to being a fairly longstanding, continuing and 

virulent process, its main feature has been the clear association 

existing between economic stagnation and the creation of pressures 

which are a threat to price stability. 

Concurrently with the arresting of growth, the start of the 

inflationary Tirocess may be placed almost exactly in 1957, when the 

rate of price increases, which had fluctuated around 6 to 7 per cent 

annually over the whole period 1939-1956, rose to about 20 per cent 

annually. Since 1957 there have been successive periods of 

acceleration and deceleration of the rate of price increases,148/ 

in keeping with the evolution of some basic variables and of the 

economic and stabilization policies put into practice, but the strong 

inflationary trend of the country's economy and the great difficulty 

or impossibility of achieving relative price stability for several 

consecutive years predominated. 

The characteristics and roots of the complex phenomenon of 

Uruguay's economic stagnation have been studied in depth in a number 

of studies undertaken by national and international institutions.149/ 

In view of its nature and scope, however, the present study does not 

seem to be the place to consider this aspect; it is more important here 

to identify the main links between lack of growth and inflationary 

pressures. 

148/ See table 1. Roughly, the periods of acceleration were 1957-1959, 
1962-1967 and 1970-1974, while the rate of inflation'decreased 
in 1960-1962 and 1968-1970. 

149/ See, for example, Investment and Economic Development Committee 
(CID;) - which in 1967 became the Planning and Budget Office - 
Estudio economic° del Uruguay - evoluciones y perspectives, 
Montevideo, 1963; and Plan Nacional de Desarrollo Econ6iiirco y 
Social 1965-1974, Montevideo, 19 5; and OAS, EvaluaciOn del Plan 
Nacional de Desarrollo Econ6mico 	Social de la Re fiblica Oriental 
del Uruguay 19.5-197', Washington, D.C., 19.7. 

/Table 1 
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In any case, in order to have in view some of the magnitudes 

identifying the size of the problem of stagnation, the trend of some 

representative indicators may be observed (see table 2: figures have 

been compiled for several years of the period 1950-1974). 

Although the annual population growth rate was reduced, from 

1.5 per cent at the beginning of the 1950s to 1.2 per cent so far 

in the 1970s4  the per capita gross domestic product reached a peak 

value of 960 dollars (at 1970 prices) in 1956, 10 years later it 

had dropped to below 900 dollars, and up to and including 1974 it 

fluctuated around this figure.150/2 

As regards the goods producing sector, two outstanding facts 

are that the per capita agricultural production reached at the 

beginning of the 1950s has not since_been exceeded,l51/ and that 

per capita manufacturing production reached its peak in 1956, when 

it was more than 10 per cent higher than the figure recorded in 

1973-1974. 

The trend of external variables indicates that it was not 

until 1973 that exports of goods expressed in dollars at current 

prices exceeced the value of exports:in 1950-1951, while over the 

whole period 1957 to 1968 export levels were about 40 per cent 

(or 100 million dollars annually) lower than those recorded at the 

beginning of the 1950s.  
The trend of imports was similar to that of exports, although 

the biggest reduction occurred in the period 1964-1968, when the value 

of imports of goods was 40 per cent lower than in the early 1950s. 

•••••■••■■■•■■•••■•••1•1111111•••••........... 

150/ While between 1956 and 1974 Uruguay's per capita gross domestic 
product fell by about 8 per cent, the average value for Latin 
America rose by over 60 per cent. 

151/ On the whole, 'the growth of livestock production has been slower 
and less subject to annual fluctuations than crop production, 
but it still accounts for nearly 70 per cent of total agricultural 
output. 

/Table 2 
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The course of the unit value of exports - which reflects the 

international -prices of goods exported by Uruguay, mainly meat and 

wool - played a decisive role in the evolution of the external sector. 

Thus, the favourable situation in the first half of the 1950s as 

regards world wices of these commodities did not occur again until 

20 years later,152/ when world inflation spurted. Because of the 

impact of inflation on the unit value of Uruguay's imports, however, 

the terms of trade failed to regain in 1973 the levels recorded in 
1950-1951 and in 1974 they reverted to a ldvel comparable with that 

registered in 1970. 

The trend of capital formation was consistent with that of the 

economy in general and the availability of foreign exchange for 

imports. The rate of investment in relation to the gross domestic 

product, which had reached around 20 Per cent at the beginning of the 

1950s, declined steadily from then onwards to levels of 15 per cent 

in the early 1960s and 10 per cent in the middle of that decade. 

Subsequently, the investment coefficient recovered slightly, remaining 

at around 11 'per cent. 

Among other circumstances, this reduction in the investment 

rate took place concurrently with an absolute decrease in domestic 

saving, particularly that generated by the public sector. In fact, 

since the end of the 1950s, the Treasury and the public sector have 

frequently shown deficits or very small surpluses on current account. 

Over the past 15 years, private saving has remained at or below the 

levels reached before 1960. 

152/ The index; of the unit value of exports (in dollars at current 
prices), with baSe year 1970 -7: 100, reached 135 in 1950-1954, 
fluctuated around 100 throughout the period 1958-1970, and 
soared to an average of over 190 in 1973-1974. 

/2. Origins 
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Criins of inflation: structural factors and 
propagating  mechanisms 

A study of the factors contributing. to inflation in Uruguay 

and of the relationships between the growth and inflationary processes 

sheds light on some basic and more lasting features of the problem 

under review and, in particular, makes it possible to distinguish 

between those usually called structural factors and those identified 

as propagating factors of the basic disequilibria. 

On this question; the Economic Survey of almost 10 years ago 153/ 

contains several observations which are still relevant today. 

On the one hand, it was stated that: 

"The various analyses of Uruguay's economy show the structural 
background of the present situation, which seems to be 
attributable to two basic factors. Firstly, the relative 
stagnation -, and. recently the recession - of agricultural 
production, which has ceased to fulfil its :two traditional 
functions: to provide food and inputs for the domestic market 
and to create an exportable surplus that would make it possible 
to import the supplementary capital goods, primary products 
and consumer goods required if the, national system is to 
develop properly, The general result of this trend has been 
the low growth rate of the domestic product, which, allowing 
for population growth, shrank in absolute terms by about 
12 per cent between 1957 and 1965. 

This circumstance is at variance with the second basic 
factor: social resistance to a decline in real income, 
a phenomenon which takes a highly individual form in Uruguay, 
which has a well-integrated and highly organized society. 
The population is thus fighting a rearguard action with a wide 
range of devices and instruments that enable each group to 
defend its own interests with some measure of success. "154/ 

In addition, the. unfavourable course of agricultural production 

coincided With a situation where the relative prices for agriculture 

were actually. quite encouraging for, the sector. Thus, for example, 

a series covering real agricultural prices calculated on the basis of 

1935-1937 . 100 shows that throughout the post-war period up to and 

153/ See ECLA, Economic Survey of Latin America, 1965 (United Nations 
publication, Sales No.:: 67.II.G.1 , pages 45:477 , 

154/ See Economic Survey of latin:America, 1965, on.cit., page 44. 

/including 1963 
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including 1963 the index values fluctuated around 140.155/ In 

other words, the evolution of the agricultural sector acted as a 

structural factor of inflation, both because of the slow growth of 

production and because of the pressures it brought to bear on the 

general level of prices with the improvement in its relative 

position. 

In connexion with the propagating mechanisms, on the other 

hand, the 1965 2,conomic Sur1y affirms that: 

"One such factor derives from the most vulnerable point of 
Uruguay's present economy - its trade balance. The inadequacy 
of the agricultural sector has led to persistent disequilibrium 
in Uruguay's external accounts, which in turn has prompted 
periodical devaluations of the national currency, both as a 
response (usually belated) to the basic maladjustment and as 
a means of curbing the demand for imports by raising their 
relative ,)rices. 

• Devaluation, which has raised the official rate of the dollar 
from a7nroximately 11 pesos in 1961 to nearly 60 at the end of 
1965, is another."propagating" factor of inflation, inasmuch as 
the consequent adjustment of the prices of imported goods provoke 
a defensive reaction on the part of those affected by such changes, 
changes, whether wage-earners, who in the face of these price 
increases will try to obtain wage adjustments, or entrepreneurs, 
who will try to meet the higher cost of their imported inputs 
by raising the prices of their products. Simultaneously or 
successively, these two mechanisms of the inflationary spiral 
have set in motion the mechanisms involved in the fiscal and 
monetary sectors. The government machine, which in Uruguay 
employs a sizable proportion of the labour force, has had to 
satisfy to a greater or lesser extent the petitions of its 
active or retired personnel, and for that purpose it has had 
to raise taxes or resort to financing.by the currency issuing 
institution. It is worthwhile noting the contradiction 
underlying public sector 'decisions on devaluation. On the one 
hand, devaluation opens the way to obtaining funds from 
additional export or import charges or from the credit expansion 
made -possible by the increase in the value of the reserves. 
On the other hand, devaluation has the effects alluded to above, 
with the resulting increase in expenditure. This contradiction 
has also occurred or is occurring in other countries beset by the 
same ty-De of problems, but it is especially significant, perhaps, 
in Uruguay because of the scale of employment in the public sector 
and its high level or organization. 

155/See Evaluacion del Plan Nacional de Desarrollo Econ6mico Social 
de la :Zepfiblica_Orialtalleil ,'op.cit., page 2 •9. 
The real -fa-ice series was obtained by deflating the agricultural 
price inc'.ex by a representative index of general price trends. 

/Thus, the 
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Thus, the various factors. of fiscal disequilibrium - from 
the standpoint of both receipts (increases in taxes or currency 
issues) and expenditure (increases in wages and in transfers 
to other public sector agencies) 	constitute the third 
important mechanism responsible for the spread of inflation.. 

To use a simplified approach, the above-mentioned factors 
might be said to affect a fourth determinant of inflation 
- the monetary sector. It is a well-known fact that, 
theoretically at least, it is this sector which gives way to 
or resists the pressures that originate from various sources 
and reouire an increase in the. money supply to meet the higher 
levels of nominal income and consequently of prices.7'156/ 

It was also noted that in the course of the inflationary 

process the structural factors gradually lose part of their original 

significance, particularly in the more accelerated bursts of 

inflation, while the more immediate or propagating mechanisms acquire 

more importance. 

With a view to illustrating the behaviour of the propagating 

mechanisms in the period 1955-1974 and its relationship with price 

trends, several indicators which have been considered useful for 

the purpose are presented in table 1. Some main conclusions may be 

drawn from these figures. 

First, it is not easy to establish well-defined causal links 

or the order of importance of the various propagating mechanims 

and the sequence in which they operated, since this is a circular 

process of interaction which, in addition, is constantly changing. 

Secondly, the devaluations of the Uruguayan peso, according 

to their frequency and intensity, seem to have constituted the most 

active and direct of all the'propagating mechanisms., which tends to 

confirm a hypotheses put forward in the above-mentioned Economic 

Saney. Moreover, the periods of decline in the rate of price 

increases (1959-1962 and 1968-1970) followed periods in which drastic 

devaluations in ono or several consecutive years had made it possible 

temporarily to manage the economy with fewer financial and material 

presSures and with a slower rate of devaluation of the national 

currency. 

156/ See Economic Survey of Latin America 1965, op.cit., page 44. 

/Thirdly, wage 
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Thirdly, wage adjustments were primarily a defensive mechanism 

in response to -rice variations. In this respect, the series on 

wages and salaries in manufacturing 157/ reveals that the nominal 

wage adjustments lagged at least a year behind the changes in the 

rate of inflation. Thus; during spurts of inflation there were 

significant decreases in real wages and salaries, which were usually 

compensated for, often only in part, when adjustments were obtained 

to offset former price increases, or the rate of increase in prices 

slackened, or both.158/ 

Fourthly, the behaviour of the monetary mechanism was different 

before and after 1963. Before that year it Was a passive rather 

than an active factor, which gave way to the pressures originating 

outside it, and the periodical percentage variations in the money 

supply were consistently lower than those recorded in prices. This 

trend contributed to the decrease in the liquidity coefficient 

(money supply/Gross domestic product) from values of over 15 per 

cent in 1953-1959 to less than 10 per cent in 1967-1968. This trend 

was reversed after 1960 and the liquidity coefficient rose to levels 

of around 13 Der cent in the last few years. 

Lastly, the government finances have generally been an element 

contributing to financial and price instability, first because there 

have frequently been fiscal - and public - deficits 159/ which have 

157/ The Statistics and Census Department also calculates wage and 
salary indexes for other sectors, but the manufacturing series 
was used here, since the available data cover a longer period 
and it has been subject to less frequent changes in the method 
of pre-,mration. 

158/ Although the limitations of the real wage and salary series 
are recognized, it may be noted in terms of broad trends that 
the relevant index, with base year 1957 = 100, dropped to 
below 90 in 1959, recovered to about 100 in 1962, fell again 
to less than 90 in 1963, recovered slightly up to 1971 and 
dropped to around 80 in 1974. This point will be dealt with 
again later. 

159/ Fiscal deficits are defined as the difference between total 
expenditure (current and capital) and current income. 

/been covered, 
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been covered, to a great extent, with issues by the monetary 

authorities and, secondly, because the size of the deficits has 

fluctuated widely. 

Sdme available data suggest that in 1956-1957 the fiscal 

deficit began to have some relative importance upon reaching 2 per 

cent of the gross domestic product.160/ In subsequent. years up to 

and including 1961; the deficit was maintained or reduced, but started 

to rise in'1962 and by 1965 it was over 3.5 per cent of the gross 

domestic product. From that year until 1974 the deficit decreased 

in one year and increased again in the next.- except in 1973 - the 

highest relative values being recorded in 1967, 1969, 1971 in 

particular, and 1974 (see table 1). 

Two sup-.A.ementary observations on the size of the fiscal 

deficit and its fluctuations are called for here. As regards its t . 
origin, a predObinating role was played by the greater or lesser 

annual revenue obtained from export taxes, which increased 

substantially in periods when the devaluations were most drastic.161/ 

As regards financing the deficit, there was an obvious link 

between the greater fiscal disequilibria and the higher rates of 

increase•in the money supply. This was partly due to the fact that 

other sources of financing to cover the deficit, such as external 

loans and the sale of government bonds - as distinct from direct 

issues by the monetary authorities - were of little relative 

importance' and had a small range of compensatory flexibility. 

160/ See EvaluaciOn  del Plan Nacional de Desarrollo EcoiAaj_co 
Social de  la 11212Llisa24....1112212allaz12§271974,  
22cit., page 514.  

161/' Frequently, in those periods, there was tLe twofold effect of 
higher revenue resulting from the devaluation itself and that 
resultinz; from the rise in export taxes. 

/3. Stabilization 
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3. Stabilization efforts u to 1971 

(a) 	Experience nrior to 1968-1971 

Within the context of this long history of inflation, as the 

annual price increases became more violent and the adVerse economic 

and social effects of the problem snowballed and spread; more 

importance and priority were attached to the framing and implementation 

of anti-inflationary policies, which became progressively more 

complex and more difficult to define. 

Thus, at the outset, when inflationary pressures had but a 

moderate and somewhat intermittent effect on prices, the remedies 

adopted were --decemeal and sporadic so far as the range of instruments 

used was concerned. Various expedients to curb the demand for 

imports were combined with others aimed at stepping up exportable 

surpluses (for example, by endeavouring to reduce domestic 

consumption), while at the same time, or at other stages, more 

importance was attached to tightening the money supply or to 

increasing nubile revenue".162/ 

At a later date, other more integrated stabilization systems 

were formulated; in some instances these were applied in their 

entirety, but not in others, or only to a partial extent. Among the 

latter was what was knOwn as the Annual Programme (referring to 1965), 

the anti-inflationary project which formed part of the National 

Development Plan 1965-1974, prepared by CIDE. This programme 

constituted the beginning of a rather longer-term stabilization plan 

- consistent with the development plan - and favoured a 'tradualist" 

approach to containing inflation. It also defined a group of measures 

and institutional arrangements aimed at simultaneously getting rid 

of the structural factors and the propagating mechanisms which were 

causing inflation. 

Among the measures considered, mention should be made of the 

proposal to draw up a Social Agreement between the Government, the 
entrepreneurs and the wage workers,, which would allow a periodic 

yo. 

162/ See Economic Survey of Latin America 1965, op.sit., page 45. 

/definition and 
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definition and co•ordination of the general norms which should 

govern wage policies .and some basic prices and the remuneration 

of the capital factor. 

- For various•reasons, particularly of a political nature, the 

Annual Programme and subsequent programmes, and the Development -

Plan were imnlemented to only a small extent. However, many of the 

ideas- and lines of action proposed in them materialized as specific 

measures in later years.163( 

It should also be borne:in mind that up to 1966 inclusive, 

the anti-inflationary policies introduced were affected by the 

restrictive terms of reference and the institutional limitations 

which characterized the power of the Government of Uruguay. 

This situation underwent a basic change in March 1967, with 

the beginning of the administration of a new Government, elected 

in November 1966, and the adoption at the same time of constitutional 

reforms introducing a presidential system- and granting the Government 

broader terms of reference and. powers. 

During 1967 and the first half of .1968, however,• the. rate of 

inflation increased, particularly, as a result of the violent fiscal 

and monetary shock of the readjustment of over 100 per cent in-

public sector salaries,164/ which came into force at the beginning 

of 1967, and because of the repercussions from an external trade 

situation in which low export levels and sharp devaluations of the 

local currency coincided (see tables 1 and 2). 

At the same time as the rate of growth of prices.increased, 

the opinion was gaining consensus in Government circles that it was 

essential to introduce an energetic stabilization programme which 

163/ Notable examples of these which may be mentioned were the 
Creation of the Central Bank in 1967, and the Planning and 

• Budget •office and the priority given as from this.date, to the 
substantive and financial programming of the economy and also 
to the co-ordination between the two. 

164/For constitutional reasons, the 1966 readjustment had not 
been granted, since it was just previous to the elections. 

/would enable 
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would enable the increasingly imminent risk of hyperinflation to 

be avoided. Finally, in June 1968 - in circumstances in which it 

was estimated that if the price trends of the first half of the year 

were to continue throughout the year a possible annual rate of growth 

of prices of not less than 200 per cent would be reached - the 

Government decided to go forward with an anti-inflationary policy, 

clearly differentiated from those which had been applied previously. 

(b) The stabilizationRalla1268-1971 

The strategy followed as from the second half of 1968, was 

aimed at bringing inflation to an abrupt halt, i.e., the type of 

stabilization usually known as shock treatment, as opposed to the 

gradualist aPproach, was selected. 

(i) Tho me and its results. A central element of the 

policy was the prices, wages and incomes freeze - to their June 1963 

levels - which was brought into force as from July of that year. 

In order to make the freeze effective, a system of almost total 

centralization was established for determining prices and wages, while 

previously existing machinery was done away with, principally such 

machinery as was outside the direct radius of action of the Government. 

Thus, the tripartite wages councils disappeared together with the 

freedom to fix wholesale and retail prices for the main products 

handled in the economy of Uruguay. In order to carry out these new 

functions, a Productivity, Prices and Income Commission (COPRIN), 

was set up, where, despite tripartite representation, it was the 

Government which carried the decisive weight in the making of decisions. 

With the creation of COPRIN - and the ample powers granted 

it - the State took control of practically all the prices, merchandise 

and factors of the economy, in both the public and private sectors. 

The fixing, control. and very occasionally the revision of prices and 

wages, ranged from the most general and relatively most important 

cases to other more specific cases which were less important to the 

functioning of the production and marketing system. 

/A second 
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A. second basic element .of the stabilization policy followed 

consisted in maintaining.a fixed rate of exchange (of 250 pesos to 

the dbllar) aPnlicable to commercial and financial operations with 

the exterior, while- at the same time existing controls for regulating 

the inflow and outflow of foreign exchange in the commercial and 

financial marhets were tightened up.165/ 

The maintenance of a fixed exchange rate was considered 

feasible for a relatively long period, because the authorities were 

of the opinion that the sizeable devaluations agreed upon towards 

the end of. 196? and in the second. quarter of 1963 had led to a 

'Possible over Pricing of foreign exchange, which was a situation. 

which had not made•its appearance in the country for a long time. 

This over-pricing in turn would enable incentives to be applied-to 

agricultural production and exports. and fiscal financed to be 

reinforced, - through increased yields-from withholdings - especially 

if the prices and_wages freeze decreed were successful. 

Lastly, by means of the careful manipulation of fiscal and 

monetary instruments, it was hoped to maintain a reasonable balance 

between-the evolution--of financial and substantive variables, so 

• that a situation of an overgrowth of liquidity would not be 

produced, particularly in an economy where prices and wages ought 

to remain stabilized. 

The measures indicated and other secondary measures which it 

does not seem necessary to review in the present document, were 

applied during a period of approximately three years-which lasted 

till the second half of 1971. 

165/ Even sO the so-called -"parallel" market continued to function, 
although in a limited and illegal form. 

/Without going 
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Without going into detailed considerations of the probable 

repercussions of the anti-inflationary strategy on growth and its 

structure - and on income distribution,166/ it seems obvious that 

this strategy succeeded in containing the growth of prices, especially 

in the second half of 1968 and in 1969. 

In fact, the consumer price index, which had increased by 

136 per cent between December 1966 and December 1967 and by 

63.7 per cent between December 1967 and June 1963, increased by only 

1.6 per cent between June and December 1960, and by 14.5 per cent 

during 1969. The rate of inflation in 1970 reached 20.9 per cent 

and 35.7 per cent in 1971 (see table 1).167/ 
(ii) The breakdown olth2 2E21Earzie. Time passed, and 

especially in 1971,•- the numerous pressures generated were eating 

away at the base of the anti-inflationary programme. This was 

basically in response to the fact that the traditional propagation 

mechanisms of inflation in Uruguay were regaining strength, combined 

in 1971 with an adverse economic situation and increasing operational 

complications in the implementation of the stabilization programme. 

In the first place, •it should be observed in connexion with 

these propagation•mechanisms, that there-  was a progressive accumulation 

of various elements which made it increasingly difficult to maintain 

the rate of exchange established in June 1963. Local prices continued 

to rise-, although to a moderate extent, and the over-pricing of foreign 

currency recorded in mid-1968 disappeared; it became increasingly 

166/ Between 1967 and 1971 the gross domestic product increased 
by around 3 per cent annually. Real wages in industry - and 
the average for the economy as a whole - remained at stable 
levels throughout the whole period 1967-1971. See, Banco 
Central del Uruguay, Indicadores de la actividad econ6Mico-
financiera, published monthly. 

167/ The wholesale price index for national products recorded a 
trend very similar to that of consumer prices. The variations 
in the wholesale index were: 124.7 per cent in 1967; 63.7 per 
cent in the first part of 1960 and 1.4 per cent in the second 
half; 7.: Per cent in 1969, 17.9 in 1970 and 40 per cent in 1971. 
See Banco Central del Uruguay, op.cit. 

/more complicated 
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more complicated to contain the demand for.imports, in a situation 

in which there was at one and the same time a sizeable decrease in 

local prices of imported articles ana .a significant increase in 

overall demand, in real and financial terms; local exporters, 

particularly of meat, Wool and hides, began to accumulate stocks and 

postponed selling abroad as they waited for a more favourable 

•.,exchange rate1168/ while in 1970 and 1971 equilibrium was achieved in 

the balance of payments f011owing a decrease of approximately 

30 million dollars per year in net international reserves (see table 3). 

In response to these tensions, the peso was devalued from 250 to 

370 pesos to the dollar, in the last quarter of 1971, and this gave a 

renewed impulse to a propagation mechanism which had remained 

inactive for more than three years. 

Secondly, money supply - at times under pressura mainly from _the 

growth of credit to the public sector (in 1969 and 1971) and at others, 

from the increase in placements in the private sector (in 1970) -

grew more rapidly than prices and economic activity,with the result 

that the liquidity coefficient increased steadily and significantly 

between 1968 and 1971 (from 9 per cent to 14 per cent; see table 1). 

Although it may be argued that this increase in liquidity was 

to be expected since inflationary expectations were slumping, it is 

also true that it made for greater dynamism - perhaps too, great - in 

total demand, including imports, and also determined a relatively 

larger supply of financial resources, which was a potential risk, 

should other factors tend to destroy price stability,-as was the case 

in 1971. 

168/ Or sold a percentage of their Goods outside legal channels within 
the country and/or in boarder countries. 

/Table 3 
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Table 3 

URUGUAY: BALANCE OF PAYMENTS 

(Millions of dollars) 

Average 

1966-1970 1971 1972 1973 1974 

Current account 

Exports of goods and services 250.6 252.7 310,8 409.8 463.4 
Goods FOB 190.5 196.8 242.0 327.6 370.1 
Services 60.1 55.9 68.8 82.2 93.3 

Imports of coods and services 233.7 302.9 279.3 366.3 566.4 
Goods FOB 157.5 203.0 178.7 248.6 419.7 
Services 76.2 99.9 100.6 117.7 146.7 

Net external investment income -23.2 -21,6 -23,5 -25,1 -39.5 
Profits -1.0 0.0 0.0 0.0 0,0 
Interest -22.2 -21.6 -23.5 -25.1 -39.5 

Net private transfer payments -0.2 -0.6 -0.2 -0.2 -0.0 

Balance on current account -6,5 -72.4 7.8 18.2 -142.5 

Capital account 

Net external financing (a+b+c+d+e) 6,5 72.4 -7.8 -18.2 142.5 
(a) Net external non-compensatory capital 26.3 83.1 69.8 47.4 

Direct investment 0.0 0.0 0.0 0.0 
Long,and medium-term loans ' 	21.1 57.0 59.9 31.6 

Amortization payments -14.8 -19.3 -25.1 -47.2 
Short-term liabilities 10.5 36.5 23.1 44.0 85.3 
Official transfer payments 9.5 8.9 11.8 19.o 

(b) Domestic non -oomper, catory capital or assets -0.6 -2.6 0.6 -25.7 
(0) Errors and omissions -16.6 -44.8 -56.8 -82.4 
(d) Allocation of SDRunits 1.8 7.4 8.1 0.0 
(e) Net compensatory financing (-increase) -4.4 29.3 -29.4 42.5 57.2 

Source: ECLA, on the basis of official statistics. 

/Thirdly, in 
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Thirdly, in 1971 the fiscal situation deteriorated notably 

because total Government expenditure increased by around .60 per cent 

while the increase in current earnings'was 24 per cent (see table 4). 

The increase in expenditure basically reflected the large increase in 

public sector wages in that year 	The slow growth of current incomes 

was influenced by the fact that the yield from withholdings was 

adversely affected by the stability of the exchange rate and by the 

decrease in exports. 

As a result of this development, the fiscal ;deficit increased 

its percentage of the gross domedtic product, fron 1.6 per cent to 

5.6 per cent, and had to be financed almost entirely by direct issues 

by the Central Bankinfavour of the Government. In '1971, fiscal 

activities were thus of great importance as'a factor:of monetary growth, 

in a situation in which the increase in the quantity of money which 

had been 15 per cent in 1970 was:51 per cent in the following year 

(see tables 1 and 5). • 

In the fourth place, the role of wage readjustments as a 

propagation mechanism was not of outstanding importance, except as 

already noted for fiscal returns in 1971. It should be recalled that 

real wages in the private sector, more exactly 	industry, remained 

relatively stable between 1967 and 1971. 

As far as circumstantial factors were concerned, it should be 

recalled that 1971 marked the end of a Government and a year of 

presidential elections'. In the circumstances, the outgoing: Government 

implemented the stabilization programme which it had set for itself, 

rather less energetically than in previous years. 

Lastly, in connexion with the increasing operational complexity 

of centralizing was and price control, in the course of time the 

work of COPRIN became unquestionably more complicated and overloaded, 

putting a drag on the efficient functioning of the stabilization system. 

A factor which affected this was the increase in the number of requests 

for the review of prices and wages which reached COPRIN, and the fact 

already commented upon, that the field in which this institution was 

empowered to act and exercise control was very wide and very diverse. 

/Table 4 
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C. THE PERIOD 1972-1974: REACTIVATION OF THE MOVEMENT 
OF PRICES AND IMPORTED INFLATION 

1. TI- ezejlse:1- atin 

The evolution of inflation and the economy in Uruguay during 

the period 1972-1974 has some main features. 

The first aspect of note is the rapid reactivation of inflation, 

after the breakdown of the stabilization policy brought in during the 

three-year period 1968-1971-had become more pronounced at the end of 

1971. 

In any case, after annual price increases of around 100 per cent 

were reached in 1972, the rate of inflation remained about this level 

in 1973 and 1974, with no indications of any later increase or, 

conversely, any decrease in its rate (see table 6,'which gives data 

on trends in consumer and wholesale prices). 

Secondly, during the last three-year period, not only was the 

strategy applied in the previous period abandoned as far as 

stabilization policies and measures are concerned, but a scheme of 

action different to that of 1963-1971 progressively took shape. 

The shock treatment alternative which had been followed was 

replaced by another; system characterized by the flexibility of its 

price mechanism and the functional nature of movements in the level 

and system of prices. The rates of inflation considered acceptable 

by the authorities largely took second place to other economic policy 

priorities, especially as regards the direction and requirements of 

growth. 

In the third place, to the endogenous factors which affected the 

existence and duration of disequilibria in domestic prices, was added 

an exogenous influence as from 1972 - imported inflation - which has 

remained in existence to the present time and which acquired more force 

with time. 

/Table 6 
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It should be noted that the rebound of inflation from abroad 

found the process of penetration assisted by the intensive increase 

in international prices; by the fact that the country was undergoing 

a process of domestic inflation of some consideration; and by the 

policy being followed of bringing national and international prices 

up to the same level, especially in circumstances in which food prices 

in the world market had increased substantially. 

Lastly, another outstanding feature of the period 1972-1974 was 

the re-emergence of the old tendency for the Uruguayan economy to 

stagnate following a brief interruption of this trend, as has already 

been observed, in the years immediately preceding this period, 

especially during 1963-1970. 

In fact the data given in tables 7 to 10 show that between 1971 
and 1974 the gross domestic product showed an annual average growth 

rate of 0.5 per cent, i.e., the annual per, capita product decreased 

by 0.7 per cent. 

It may also be seen from an examination of the trend of the 

sectors of economic activity that the gross domestic-product generated 

by agriculture remained static, measured in absolute values, between 

1971 and 1974, and that industry grew during the same period at a 

slower rate than the population. Only construction continued to 

develop at a speed similar to that of previous years, at an annual 

rate of around 4 per cent.(see table 9). 

As regards the evolution of total supply and demand in this 

General setting of stagnation, the further drop in the investment 

coefficient during 1972-1974, following its recovery in 1968-1971, 

is of note. 

2. Internal factors of inflation 

In the reactivation of inflation which took place as from late 

1971, the role of the propagation mechanisms was again decisive. 

However, it is noteworthy that owing to special conditions some of 

these propagation mechanisms proved to be more persistent or more 

intensive than in previous periods, or showed both these characteristics. 

/Table 7 
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Table 7 

URUGUAY: TOT4i, SUPP1Y 

(Thousands of millions of pesos at 1970 prices) 

1970 1974
21  

1970 
.1965... 

1974- 
1971 

1971 1972 1973 1974 
2." 

Total supply 688.7 680.7 3.2 0,3 -2.0 -2.4 1.8 2.5 

Imports 76.6 65.1 12.8 -1.7 -10.6 -11.9 9.4 8.2 

Gross domestic product 61.1 615.6 2.3 0,5 -1.0 -1.3 1.0 1.9 

Total demand 688,7 680.7 3,2 0,3 -2.0 -2.4 1.8 2.5 

Expoits 71.6 64.6 -3.0 2.9 -17.1 10.8 -9.9 8.9 

Gross domestic investment 70.0 64.0 7.2 -5.3 7.7 -12.0 -3.0 -0.5 

Gross fixed investment 68.5 ... 7.1 044 2.6 -17.9 -4.6 044 

Total consumption 547.1 552.1 3.7 0.8 -1.3 -2.5 3.8 2.2 

General Government 92.1 83.2 5.7 -1.0 -6.8 -6.0 3.4 -0.3 

Private 454.9 468.9 3.3 1.1 -0.2 -1.9 3.9 2.6 

Source: EOLA, on the basis of official statistics. 

ej Preliminary figures. 

/Table 3 



Table 8 

URUGUAY: STRUCTURE OF TOTAL SUPPLY 

(Peroentages) • 

a AND DEN A) ^ /  

1965 
Average 
1969- 
1970 

1970 1971 1972 1973 1974 

Total supply  LTA 111.8 112.5 111.3 110.1 110.9 111.6 

Gross domestic prwduot 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Imports 7.7 11.8 12.5 11.3 10.1 10.9 11.6 

Total demand 042. 111.8 112.5 111.3 110.1 110.9 111.6 

Z%ports 15.2 11.8 11.7 9.8 11.0 9.8 10.5 
Gross domestic investment 9.1 11.1 11.4 12.4 11.1 10.7 10.4 

Gross fixed investment 8.9 11.1 11.2 11.6 9.6 9.1 - 
Total consumption 83..4 88.8 8214 421; 88.0  90.4 90.7 

General government 12.8 114.6 15.0 14.2 13.5 13.8 13.5 
Private 70.6 74.2 74.4 74.9 74.5 76.6 77.2 

Source: ECLA, estimates based on official statistics. 

2.1 At 1970 prices. 

/Table 9 
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Table 9 

URUGUAY: ,GROSS DOi. EST IC PRODUCT, 
BY SECTOR OF ECONOMIC ACTIVITY 

(Millions of pesos at 1970 prioes) 

1970  97 	a/ 
4  '"" 

1%70.. 

1965 
19714.. 

3.V1 
oe  1972 1973 

1974 
2/  

Agriculture 67 164 66 600 2.8 0.1 ..1.2 -3.4 3.1 0.8 

Miming 0 0 - - - - - 

I.nufaoturing 128 760 129 995 2.4 1.0 -1.8 -0.3 -0.4 3.6 

Construotion 20 182 24 084 4.3 4.1 5.8 5.5 -2.0 9.1 

Subtotal goods 216 106 220 679 12z 1.0 -222, -2:z 212 212 

Electricity, gas, water and sanitary 
services 7 919 8 749' 5.o 1.7 5.1 4.2 5.2 • 	-4.1 

Transport and communications 45 496 . 45 917 0.1 -0.7 3.0 -6.3 0.6: 3,9 

Subtotal basic cervices 411.1.1■0••••••■■■■•••  53 415 54 666 la -212 _1.4 

Commerce and finance . 	91 603 87 201 0.9 -0.2 -4.1 -4.5 1.2 2.6-  

Ownership of dwellings 27 436 1.9 1.5 1.5 0'47 

Government 76 734 170 263 4.3 ‘> 0.3 -2.2 0.0 0.7 .4.4 

Miscellaneous services , 	66 336 1 2.3 I 4.0 1.2 0.7 '  

Subtotal other services 262 109 257 464 all 0.1 -2.2 .1.1 oti 0.6 

Total gross donrstic product  531 630  534 560  1.22 212 -1.0 .412 1.0 .311 

Source: ECLA, on the basis of official statistics. 

1 Preliminary figures. 
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Table 10 

URUGUAY: STRUCTURE OF GROSS DO?ESTIC PRODUCT, 
BY SECTOR OF ECONOEIC ACTIVITYW 

(Percentages) 

Average 
1965 1966- 

1970 
1970 1971 1972 1973 1974 

12.3 12.2 12.6 12.6 12.3 12.6 	: . 	12,5 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 

24.0 24.1 24.2 24.0 24.3 23.9 24.4 

3.4 3.7 3.8 4.1 4.3. 4.2 4.5 

22.1 22.11 40.6 	. 40.7 	- 40.9, 42iZ 11112 

1.3 1.4 1.5 1.6 1.7 1.7 1.6 

9,5 8.9 8.6 8.9 8.5 8.4 8.6 

10.8 10.3 10.0 1212 10.1 10.2 10.2 

18.4 16.9 17.2 16.7 16.2 16.2 16.3 

	

5.3 	5.3 	5.2 	5.3 	5,4 	5.4 1 

	

13.1 	15.2 	14.4 	14.3 	14.5 	14.4 	31.9 

	

12.4 	12.6 	12.5 	12.5 	12.8 	12.8 

	

49.2 	5.222 	49,1 	48.7 	!Ilia 	48.8 	48.2 

	

100.0 	100.0 	100.0 	100.0 	100.0 	100.0 	100.0 

Agriculture 

Mining 

Manufacturing 

Construction 

Subtotal goods 

Electricity, gas, water and sanitary 
services 

Transport and communications 

Subtotal basic services  

Commerce and finance 

Ownership of dwellings 

Government 

Miscellaneous services 

Subtotal other services  

Total gross domestics product 

Source: MLA estimates based on official statistics. 

lif At 1970 prices. 
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In the first place, during the last few years an edeavour was 

made to channel inflation along corrective lines, the main aim being 

to make sure of relatively better prices for exports and agricultural 

products on a systematic basis. With this in view, two mechanisM 

or guidelines of great importance for the operation of the system . 

were introduced. 

One of these, was the introduction, early in 1972, of the exchange 

procedure which consists in periodically determining minidevaluations 

of the national currency. Thus, after the two maxidevaluations adopted 

at the end of 1971 and the beginning of 1972 (which raised the import 

dollar quotation from 250 to 500.pesos), 'movements of the exchange 

rate continued to take place at intervals. 

Another was the acceptance - or rather the pursUit of an 

improvement in the relative prices of agricultural prOducts— Influence 

in that, direction was exerted by exchange policy itself, by a more 

liveral approach to the determination of agricultural prices, to which 

end the number of food;products subject to official price-fixing was 

considerably restricted;. and by the exposure of domestic industry to 

external competition, in consequence of the eliminatioh of quantitative 

import controls. 

In line with this orientation, between the end of 1970 and the 

year 1972, wholesale prices of agricultural commodities, in relation 

to those of manufactures, rose by about 45 per cent, thus becoming a 

major factor in the propagation of inflation. Subsequently, once the 

overall annual growth rate of prices had attained 100 per cent, during 

the years 1973 and 1974 prices of manufactures increased faster than 

those of agricultural products (see again tables 1 and 6). 

Secondly, the role played by the monetary system as a propagating 

mechanism reflected, in reality, contradictory lines Of conduct. 

Generally speaking, in the three-year period 1972-1974 the percentage 

variations in the money supply were smaller than those in prices, 

/which led 
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which led to a gradUal reduction of the liquidity coefficient of the 

economy and, up to a point, relegated the monetary instrument to a 

mainly passive function.169/ 

On specific occasions, however, the authorities endeavoured to 

prevent the decrease in the liquidity coefficient, which was 

exercising a moderating influence on inflationary trends, from being 

carried too far and consequently producing depressive effects. For 

example, action was taken to that end at the beginning of the last 

quarter of 1973, when the contractionist monetary programme that had 
been applied during the rest of the year was adjusted and expanded 

with the aim of adapting the growth of the money supply to the needs 

of the economy. 

Thirdly, wage adjustments did not play a very active part as a 

mechanism of inflationary propagation. During the period 1972-1974, 

they fell short of price increases. Thus, between 1971 and 1974 the 

index of real wages in manufacturing industry showed a decrease of 

about 10 per cent (see again table 1). The average index of wages in 

the economy as a whole declined in a similar proportion.170/ 

Lastly, the action of the fiscal sector as a factor of 

propagation - especially on account of its linkage with monetary 

expansion - was particularly important in the year 1974. Since current 

expenditure increased faster than current income,171/ the total 

Central Government deficit rose by over 250 per cent, and, in order 

to finance it, the monetary authorities had to quintuple the volume 

of resources that they had earmarked for the purpose in 1973 
(see again table 4). 

169/ It is worthwhile, however, to bear in mind an earlier remark to 
the effect that the reduction noted is consonant with increases 
in expectations of inflation and in the speed of circulation of 
the means of payments. 

170/ See the Central Bank of Uruguay, Indicadores de la actividad 
economico-financiera, March 1975. The nominal series are 
deflated by the consumer price index. 

171/ Compensatory wage and pension adjustments covered by the national 
exchequer, and a slower increase than had been expected in revenue 
from export taxes largely account for this trend. 

/3. TPPPrtA. 
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3. TazalsLLE1aLLaa 
Imported inflation was brought into Uruguay in a context which 

allowed its repercussions to spread through the internal economy 

intensively and with eaee, coMbining with the expansionist pressures 

generated on the domestic side. ' 

Indeed, when the external impact began to make itself 

the reacceleration of inflation had already gained impetus on its . 

own account, and, complementarily, the economic policy which gradually . 

took shape during the period aimed more and more unequivocally at 

approximating internal to international prices. Naturally, this 

approximation. could be most rapidly achieved' in the case of 

agricultural products, with the ensuing inflationary effects. On the 

other hand, it was necessarily a slower business where manufactures. 

were concerned, despite'the faCt that in their case the resulting 

repercussions might ultimately have proved anti-inflationary, in view 

of the high relative costs of domestic industry. 
. 	. 	.  

In accordance with the classification suggested in the analyeis 

of inflation in Latin America made elsewhere in the present study, the 

direct influence of imported inflation will first be considered, and 

its indirect repercussionS will then be examined. 

(a) 	Direct effects 

In 1972 the increase in the-unit value of exports of goods, in  
terms of dollars at current prices, was already substantial, amounting 

to 30 per cent (see table 11). Basically, given the structure of 

Uruguay's exports, this variation derived from the rise in the world 

market price of beef, yhich in that year exceeded 30.per,cent, and 

had .been as much as about 30 per cent between 19?0 and 1972 

(see table 12). 

/Table 11 
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Table 11 

URUGUAY; TRENDS IN SELECTED FOREIGN TRADE INDICATORS 

(1) Exports of goods (FOB, millions of dollars) 
(2) Exports of goods (millions of dollars, 

1970 = 100) 
(3) Index of unit value of exports of goods 

(1970 = 100) 
(4) Index of constant value of exports of goods 

(1970 = 100) (2:3 x 100) 
(5) Imports of goods (FOB, millions of dollars) 
(6) Imports of goods (millions of dollars, 

1970 = 100) 
(7) Index of unit value of imports of goods 

(1970 - 100) 

(9)

(8) Index of constant value of imports of goods 
(1970 = we) (6 s 7 x loo) 
International reserves (millions of dollars, 
at close of period) 

Average 
1966-197o 

1971 1972 1973 1974 

190.5 

85.0 

93.

6 
157.5 

77.6 

:::: 

175.0  

196.8 

87.8 

101.0 

86,9 
203.0 

100.0 

106.0 

94.3 

 

181.0 

242.0 

108.0 

131.0 

82,4 
178.7 

88.o 

110.9 

198.0 

327.6 

146.0 

190,0 

76.8 
248,6 

122,4 

133.0 

92.o 

232.0 

370.1 

165.1 

20:....: 

::816 : 

208,5 

99.1 

170.01/ 

Source: ECLA estimates, on the basis of official statistics. 

Table 12 

OF EXPORTS OF GOODS 

a/Corresponding to.month of October. 

URUGUAY: PERCENTAGE COMPOSITION 

Wool 
Meat and meat produots 
Lire animals 
Hides and bristles 
Yarns and textiles 
Unprocessed agricultural products 
Processed agricultural products 
Mineral products 
Miscellaneous 

Total 

Average 
1969-1970 

1971 1972 1973 1974a/ 

20.8 
34.6 
1.1 
11.1 
14.5 
4.5 
6.5 
1.8 
5.0 

100.0 

21.6 

33.6 
1.4 
10.4 
12.2 
6.8 
4.7 
1.5 
7.8 

100.0 

15.4 
48.1 
0.9 

10.7 
12.7 
0.6 
5.2 
0,6 
5.8 

100.0 

17.7 
39.2 
o,4 
80 
15.4 
5,4 

3.2 
1.0 
9.7 

100.0 

5.6 
25.4 
- 
2,3 
2.3 
3.5 

19.8 
5.1 
36.ob/ 

100.0 

Source: MLA, on the basis of official statistics and data supplied by the Organization of American States 
(OAS). 

2,/ Exports effected in January-August 1974. 

12/Corresponding to chemical products (22.3 million dollars) and products of miscellaneous industries (80,6 
million dollars). 

/This movement 
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This movement was paralleled by the. upswing in the average 

domestic price of beef, which, having already increased by over 

75 per cent in 1971; soared by an additional -130 per 	approximately, 

in 1972 (see table 13). Price variationssuch as these in the case of 

a product like meat are of special significance in Uruguay, where meat 

consumption is of high relative importance in the structure of -.diet. 

Furthermore, as regards supplies of proteins, meat substitutes are 

relatively scarce and costly, and, likewise, their price trends 

closely follow those of-meat. 

In 1973 the direct effects of imported inflation grew broader 

and more marked, since, on the one hand, the unit value of exports in 

terms of dollars increased by 45 per cent - that is, even more 

rapidly than in 1972 - and, on the other hand, the index of import 

prices rose by 20 per cent, which meant that the rate recorded in the 

preceding years was approximately quadrupled. 

Among staple export products, world meat prices rose by 70 per 

cent, while those of wool doubled. In both cases, the higher 

quotations were reflected in domestic price trends, although-these 

were to some extent offset by the export taxes known as "detracciones", 

which, in terms of national currency, were periodically and 

significantly raised during the year. This subject will be reverted 

to at a later stage. 

The rise in the unit value of imports was essentially due to 

substantial increases - ranging as a rule from 30 per cent to 50 per 

cent - in the prices of several agricultural commodities of which 

Uruguay is an importer: for example, wheat, maize, sugar, coffee and 

tea. The domestic prices of these goods tended to reflect the upward 

movement of world prices, as well as the devaluations affecting the 

exchange rate. 

Probably one of the most representative cases in point was that 

of wheat; domestic prices of wheat flour shot up in 1972 and 1973 at 

an annual rate of about 140 her cent. 

/Table 13 
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Table 13 

URUGUAY: VARIATIONS IN CCNSUMER PRICES OF SELECTED GOODS 

(Annual rates) 

1971 1972 1973 

Beef 75.5 128.9 108.4 
Rice 2.5 107.9 123.9 

Wheat flour 7.1 139.3 135.0 

Edible oil 
18.o 64.5 151.9 

Source: Consumer Price Index prepared by the Department of Statistics and Censuses 
of Uruguay. 

al December to December. 

Table 14 

URUGUAY:. PERCENTAGE COMPOSITION OF IMPORTS 

OF GOODS, BY MAJOR ECONOMIC GROUPS 

Average 

1969-1970 1971 1972 1973 197421 

Consumer goods 80 8.8 6.5 7.1 6.5 
Raw materials 51.0 51.3 59.2 62.5 51.5 
Construction materials 2.0 2.0 1.3 2.1 2.0 

Fuels 13.7 14.5 20.4 19.3 32.1 
Capital goods 24.6 21.9 11.2 8.3 7.3 
Miscellaneous 0.7 1.5 1,4 0.7 0.6 

Total 122,2 100.0 100.0 100.0 100.0 

Source: ECLA estimates, on the basis of official statistics. 

I/ Imports effected in January-August 1974. 

/In 1974, 
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In 1974, the direct effects of imported inflation were 

intensified, but in contrast to what had happened in the previous 

years, the pressure deriving from world prices of exports decreased, 

and that originating in the external prices of imports was stepped up. 

The unit value of exports of goods rose by only 7 percent, 

owing to an interruption of the upward trend of world prices of wool 

and meat. Moreover, difficulties in .exporting meat, in particular 

to European Economic Community (EEC) countries, left large surpluses 

for disposal which had to be sold to Brazil or marketed at home. 

In contrast, the average unit value of imports increased in 

1974 by 57 per cent, which gives a first rough idea of the inflationary 

pressure introduced through this,ohannel.. 

In the case of certain products1  however, the pressure exerted 

on domestic prices far exceeded the average. The most obvious 

instances were.afforded by .petroleum and petroleum products, of which 

the country is, not a producer,. and which showed price increments of 

approximately 200 per cent or over; and by some agricultural and 

industrial raw materials whose international prices. rapidly increased 

(see table 14). 

Similarly, prices of manufactures and capital goods-. especially 

those expressed in terms of dollars - were pushed up by the effects of 

world inflation •on the Corresponding international- quotations. 

(b) 	Indirect diffusion: some re•ercussions 

One of the indirect effects observable in 1973  resulted from 

the expansion of the monetary authorities' international reserves.. 

Thanks to the thriving growth of exports,'in particular, between 

the end of 1972 and the close of 1973 gross reserves climbed from 

190 to 232 million dollars (see again table 11). 

Although the series compiled on the evolution of the means of 

payment give no separate indication of the'Monetary effect of the 

variation in net international reserves, it can be deduced from 

table 5 that in 1973, for the first time in many years, this variation 
acted as an expansionist factor. The money supply increased by 

74.5 per cent, and quasi-moneY by 70 per cent, 'while the growth rate 

of total domestic credit was 51 per cent (see again table 5). 

/The effect 
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The effect in question ceased in 1974, when a loss of reserves 

occurred; and the relative increase in domestic credit (86 per cent) 
was Greater than.the increment in the money supply (62 per cent). 

Another indirect repercussion of some importance also made 

itself felt in 1973, when the Uruguayan exporters' capacity for 

spending increased rapidly and substantially, inasmuch as the value 

of their exports rose by 35 per cent in terms of dollars at current 

prices. 

The expansionist effect of this trend was lessened, however, by 

the fact that the revenue obtained by the Government in 1973 from 

export taxes ("detracciones") exceeded its 1972.1evel by the national 

currency equivalent of about 20 million dollars.172/ Thus, the net 

returns accruing to meat and wool exporters -:discounting export 

taxes - increased from about 120 million dollars in 1972 to 

140 million 	1973, while the gross value of the exports in question 

rose from about 150 million in the first of these years to 190 million 

in the second. 

Although exports of hides were also subject to the export tax 

("detracciones") regime, the data available were insufficient for the 

preparation of an estimate similar to that made for meat and wool. 

4. -,!LAqLLJ:..2Ile1aLszYLbE21....21LL-LLIDALL21E,LPtsjli/ 

During the period 1972-1974, the formulation and implementation 

of stabilization measures was subordinated, as has already been 

pointed out, to certain basic lines of action laid down by overall 

economic policy, which were pursued with gradually increasing vigour 

as time went by. 

It should be borne in mind that before the effects of imported 

inflation began to make themselves felt, the strategy determined on 

had implied acceptance of a functional modicum of inflation, while 

172/ According to approximate estimates, the yield of these taxes on 
exports of meat and wool amounted to the national currency 
equivalent of 30 milliOn dollars in 1972 and 50 million in 1973. 

/at the 
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at the same time, by virtue of the flexibility - of the price mechanism, 

internal prices for domestic production were to be progressively 

equalized with the Corresponding external prices. 

Moreover, the decision 'taken with regard to imported inflation 

itself and its internal repercu8sions was that its "internalization" 

should be tolerated - with a few minor and temporary exceptions that 

may have occurred - both in relation to domestiC '13i.i6es of sodas 

exported by Uruguay and in respect of internal prices of imported goods 

or domestically-produced goods using inputs from abroad. 

Accordingly, the various types of economic policy that may be 

differentiated'evolVed along lines consistent With the Seneral 

orientations described. 

Ex62.21gLzaLicy operated on the baSis of the existence of two 

markets, one commercial and the other financial. 

In the former, which is the more important, since it comprises 

export and import operations, the system applied was one of periodic 

minidevaluations of the national currency, which -closely followed 

internal price trends. Only in the early months of 1974, for 

reasons not clearly identified, was the rate of devaluation slower 

than that of internal inflatiOn, but a radical change took place in 

this respect in the second half of the year.173/ 

Uruguay also opted for'the progressiNie libeimlization of its 

import trade, to which end certain restrictions and bans on imports 

were eliminated. At the same time customs duties were gradually 

reduced, although in this last direction the authorities acted with 

caution. In 1973 and 1974 the result of the applicatioh 'of these 

measures was a rapid rate of increase of imports of goods. 

The financial market - whose operations were subject to certain 

limitations and which mobilized relatively small quantities of 

resources - was broadened and liberalized in September 1974, when 

173/  Between December 1973 and. June 1974 thanational-currency value 
of the dollar increased by 20 per cent, whereas between June 
and December 1974, the comparable increase amounted to 
41 per cent. 

/the determination 
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the determination of foreign currency quotations was left to the 

free play of supply and demand. From the time of this reform.  

onwards, the so-called "parallel" market diminished greatly in size. 

flpsal221i2E  was aimed at reducing the inflationary 
repercussions of the Government's financial operations. With this 

end in view, various measures were adopted during the period under 

study, with the aim of restricting the growth rate of fiscal 

expenditure, strengthening mechanisms for tapping the sources of 

current income and financing the sector's deficit by means of 

non-inflationary expedients. 

Nevertheless, the evolution of government finances continued 

to show considerable fluctuations, according to whether the Government 

had to grant larger or smaller compensatory. wage adjustment to its 

employees, and/or, in view of the weakness of the system of taxation 

on internal activity, according to the variations in the yield of 

export taxes and import duties brought about by export and import 

trends. In any case, throughout the whole period under study the 

fiscal sector generated deficits on .current account. 

In 1974, when the fiscal situation notably deteriorated, for the 

reasons set forth above, investment acted as a factor of adjustment, 

since it was frozen, in nominal. values, at the same level as in 1973. 
At all events, when the total fiscal deficit increased rapidly 

- as happened in 1974 - the only feasible form of financing it in 

significant amounts continued to be an issue of currency by the 

monetary authorities. There were two reasons for this: on the one 

hand, external credit played little part in the structure of capital 

inflows,174/ and, on the other hand, it was impracticable for the 

sale of official securities to mount spectacularly from one year to 

174/ This state of affairs, was, due, inter alia, to the low relative 
level of public investment in Uruguay in 1974 it amounted to 
about 33 million pesos, i.e., the equivalent of less than 
30 million dollars). 

/the next. 
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the next.175/ Nevertheless, measures were adopted, particularly 

in 1974, with the aim of ensuring positive returns on such documents 

in real terms. 

Significant progress was made'in the financing of autonomous 

institutions. Through a realistic policy in relation to public 

utility tariffs, which were periodically adjusted, the negative rate 

of-savings usually shown by such bodies was successfully eliminated, 

and they even succeded in generating an increasing surplus on current 

account, which, in the last two years, seems to have financed 

approximately half theitA.nvestnient.176/ • 

:LiatleLta 	operated on the basis of flexible annual 

programmes, which were revised several times in the course of each 

year, and were designed to make the increases in the money supply 

compatible with the estimated - and also the actual - variations in 

prices and.in economic activity. 

Generally ,Speaking,-monetary policy played a passive role, in 

the sense that no attempt was made to resort to a major restriction 

of the rate of expansiOn of the means of payment as a decisive 

weapon in the battle against inflation. 

The policy in question might rather be said to have been 

concerned mainly with ensuring that the increases in the money supply 

which were considered acceptable should be compatible with the 

fluctuations of demand for greater credit resources on the part of 

the public and private sectors. 

Lastly, with regard to price and wage policies, some indication 

has already been given of the principal lines followed, especially in 

respect of prices. 

175/ To give some idea of the position, it should be noted that in 
1974, sales of Treasury bonds amounted to 20,000 million pesos, 
while the monetary authorities' issue of currency reached 
100,000 million (see again table 4). 

176/ See Inter-American Committee on the Alliance for Progress (CIAP), 
El Esfuerzo interno , las necesidades de financiamiento externo 
para el desarrollo del Uruguay, CM 777 1973, Vol. I; and 
International Bank for Reconstruction and Development (IBRD), 
"Economic memorandum of Uruguay", August 1974. 
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In relation to instruments influencing prices, it should be 

recalled that in the course of the three-year period the previously-

established mechanisms for the centralization and control of commodity 

and factor prices were gradually eliminated, giving place to a regime 

of increasing freedom in pricing and the assignment of greater relative 

importance to internal and external competition in the operation of 

the economic system. 

The wage policy applied was based on the granting of adjustments 

every six months, the aim of which was to ensure that during each 

half-year real wages should be maintained at much the same level. as 

in the immediately preceding period. 

Subsecuently, towards the end of 1974, this formula was replaced 

by a non-periodic system of wage adjustments designed to relate 

average real wages to their 1950 levels for the various sectors. 

In any case, the result of these wage policy variants.dopondcd, 

once the nominal adjustments had been granted, upon whether the rate 

of inflation increased or decreased during the period over which the 

new wage was in force. 

/Part Two 
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