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Part Two ‘
THE LATIN AMERICAN ECONOMY IN 1974
Chapter I
GENERAL TRENDS

1. An overall appraisal

For Latin America, 1974 had some very special.featu;es; The
second half of the year, in particular, marked an interruption in the
favourable trends which had been prevailing in the region's external
sector for several years paet and had actually further improved in 1973.
Except in the case of the oil=~exporting countries, this interruption
is shown by the drop in the ourcha51ng power of the reglon's exports,
after this power had gone up considerably in the two previous years.
At all events, however, even for the countries which are nct oIl
exporters external trade continued to be very dynamic compared with
past levels such as, for example, those of the 1960s.

The second element to be appraised is the situation created by
the weakening in the growth rate of the central economies, the average
growth rate of which is estimated to have been less than 1 per cent.
In the case of the United States, whose economic evolution is of
special importance for most of the countries of the region, the growth
rate was even less. This fact, as may well be realiéed,'directly
affec:ed the prices ahd volumes of Latin America's external traznsactions
'glv1ng rise to the results descrlbed in the preceding paragraph.

Finally, imported 1nflatlon ‘was another negatlve element which
affected almost all the countrles of the reglon to dlfferent extents
‘and in different ways, either as a decisive factor or as an accessory

impulse.

/In spite
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In spite of these inauspicious circumstances, however,

Latin America managed to maintain quite a satisfactory growth rate which
was almost equal to that of 1973, when these circumstances had been

much less unfavourable. Furthermore, as we shall see later, the
structure of the overall average was more balanced than the year

before. In fact, leaving aside Brazil, the rest of the countries
improved on the growth rate of the product achieved in 1973.

Does this mean that the region, or at least most of the countries
in it, has reached the stage of self-sustaining development which will
permit it to free itself from contingencies as important as those
referred to above? To use an expression which was very much in vogue a
few years ago, is the time now past when every sneeze in the northern
hemisphere gave the countries south of the Rio Grande pneumonia?

One would have to be a great optimist to nourish the hopes
implicit in these questions. It seems more rational and cautious to
presume that underlying the differences in question is a problem of
sequences or moments in a given conjuncture or trend. In other words,
if the Latin American growth rate was relatively satisfactory ‘n 1974,
then this was due mainly to the fact that the negative elements in
question had not yet "matured’’ or made themselves felt with their full
force. An indication of this is that the difficulties seemed to be
more acute in many countries towards the end of the year, thus in
some respects giving a foretaste of what 1975 could be like.

Even if this more pessimistic evaluation of the situation is
adopted, however, this does not mean that we should underestimzte what
has taken place, which is also of substantial importance. In practice,
most of the economies have shown a degree of flexibility which they
certainly did not have in the past. DNoreover - and perhaps this is
the most important feature - the economic policies in various countries
have shown flexibility and imagination in using and combining a variety
of instruments, and this undoubtedly played a part in achieving these

results against a background of deteriorating conditions.

/It seems
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It seems evident that the external conditions as regards export
prices and markets for the region will. be more difficult in 1975, and
it will be no . .easy matter to overcome the inflationary pressures which
were unleashed or intensified recently. On the other hand, however,

- the forecasts about the behaviour of the central economies have
1mproved slightly. l : A

' Latln American economlc policy must be worked out ‘within this
contradlctory .panorama, which, of course, 1ncludes many other 1mportant
-variables, and the experience of 1974 thus ‘gives ground for thlnklng

that the region's capacity for coping w1th events has improved.

2. Economic growth in 1974

In 1974, for the third year running, there was marked economic
growth which was reflected in an increase of the order of 7 per cent
per year in the region's gross domestic product. This rate is slightly
below that noted in 1973, however,.and reflects to a considerable extent
‘the loss of dynamism in the economic evolution of Brazil, and
particularly in the manufacturing sector of that country. If we
exclude the considerable influence .of Brazil in the regional total,
then we see that the product grew in 1974 by 6.1 per cent, which is
an improvement on the 5.6 per cent .recorded the year before (see tablel)

Other countries of major relative economic importance which
suffered a decline in their growth .rate in 1974 were Mexico, Colombia
and, to a lesser extent, Venezuela. In contrast, the growth rate of
Argentina grew sharply from 7.8 per cent in 1973 .to 7.2 per cent in
1974, there was a marked recovery in Chile after the drop recorded
in 1973, and in Peru too the product grew faster than the year rvefore.

In the other countries, the behaviour of the product in 1974 was
yery uneven. If the evolution of %the countrles~1n the last two years
is compared, it may be noted -that in 197), pf the 19 Latln American -
countries for which information is available, seven grew at the sane
rate or faster than the regional average, three others grew'by between .
6 and 7.2 per cent, and in the nine remalnlng countrles -the product
grew by an average of 3.1 per cent. . o

| /Tablell
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Table 1
LATIN AMERICA: EVOLUTION OF GROSS DOMESTIC PRODUCTi/

Total o Per capita
Country P L
Amual growth rates Dollars Annuel growth rates

Argentina 3.5 3.8 7.2 1213 1 370 2.3 2.4 5.7
Bolivia 45 5eli 5e% ! 2%0 287 1.8 247 340
Brazil 10.8 11k 9.6 W5 96 7.7 843 605
Colombia 6.4 745 6el 509 578 3e2 L.2 248
Costa Rica 646 6.2 b1 656 739 3.7 3.3 1.2
Chile 4.8 4.0 560 779 798 2.8 =547 362
Ecuador 6e2 9.3 9.2 372 Lho 2.9 5.8 5.7
El Salvador Se2 51 6.0 397 L32 1.9 1.8 247
Guatemala AN 7.6 7 415 471 3.1 4e3 1.7
Haiti 5.0 4,5 3.0 99 106 2.5 1.9 Ol
Honduras 3.8 5¢0 <045 289 283 03 1.3 4.0
Mexico 5.3 7.6 5e9 893 991 2.0 4.1 24
Nicaragua b9 2.2 747 432 459 1.5 -1.2 4.3
Paname, : 7.3 645 4.0 868 991 4.6 346 1.2
Paraguey by 742 8.0 362 Lo3 2.1 L3 540
Peru 6e3 640 6e6 526 - 598 303 3.0 345
Dominjean Republic - 11.5 11.2 8.9 347 Lgg 749 746 5e3
Uruguey ~1.2 1.0 1.9 927 889 2.4 =0l 0s7
Venezuela 3.3 5e9 5.1 1176 1 2kl 0.3 2.9 2.1

Total 19 countries 6.l 7:2 y &) o] 743 3.4 b.2 b0

Total (execluding Brazil) a8 5e6 6.1 748 825 2.0 2.7 3.2

Souree: ECLA, on the basis of official statistics.

5_-/ At factor cost.

b/ Preliminary figures.

3/ The amounts in national curreney at 1970 prices were converted into US dollars on the basis of exchange
parities oalculated by ECLA for that year by extrapolating the purchasing power equivalents originally
calculated for 1962 through the use of price indexes. .

/In 1974,
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In 1974,*ih contrast, only six countriesvshowed_a érbwth rate
higher than the average‘of % per cent, while three others recorded
a rate of 6-7 per cent. In the other ten ceunﬁries; however{ the
average growth rate was 5;h per cent, which was more thanfin 1973.

It may be reealled tﬁaf the\IDS calls for a grewth rate of 6 per cent
per year (3.5 per cent per capita) in the gross domestic productj
of the developing countries during the present decade. '

The oevelopments described above represent 1ncreases in the
average per ‘capita product of 4.2 per cent in 1973 and o per cent in
1974, but only six countries exceeced this average in 1974, and ;
another twelve failed to reach 7.5 per cent. For the ten countrles
which showed an average growth rate of 5.4 per cent in the total
procuct in 1974, the corresponding per capita 1ncrease was ‘only
1. 6 per cent, but this was still much more than the average of’

0.5 per cent achieved by the nine countrles of’ least relatlve growth )
in 1973. : '

The economic evolutlon recorded in 1974 was 1nf1uenced by varlous‘;
factors. From the point of view of the sectoral proauctlon figures, '
the ouistanding.feature was the speeding-up of_agricultural aetivity
after its slow growth in earlier years, and the significant loss of
dynamism of the manufacturiﬁg'sectorJ Construction and basic servicee
showed an even more pronounced rlslng tendency, but this was less
marked in the case of other serv1ces (see table 2)

After having grown at an annual rate of 3 per cent 51nce the
beginnlng of the decade, agrlculturallproducthn.suddenly grew by
5.8 per cent‘infl974. Most of the countries of the region had some
part in this, but thenmost important contributions came from Brazil
and Argentina, where the growth . rates of 3.5 and 5 5 per cent
respectlvely recorded in 1973 rose to over 8 per cent in 1974 and
from Chile,, whose agrlcultural growth rate .of 17.2 per cent in 1974
marked a full recovery from the 15 per cent drop in pro&pction in

the previous year. ’ 5

/Table 2
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Generally speaking, 1974 was a good year for agriculture,
both because of the favourable weather conditions which predominated
in the region and because of the high world prices for certain export
products, which encouraged their cultivation. The higher prices which
had to be paid for imported inputs, tools and machinery were an
adverse factor, however.

The drop in the growth rate of manufacturing from 9 5 per cent
in 1973 to 6.5 per cent in 1974 is largely attributable to the sudden
drop in the figures for Brazil. ‘That country's manufacturlng product,
which increased at the rate of 12.7 per cent per year in 1970~1972 and
rose by 15.8 per cent in 1973, grew by only 7.l per cent in- 197k, the
decline being noted in the most diverse lines of manufactures.

Latin American imports showed an extraordinary increase in 1974, due
partly‘to the large international reserves'whiChJébmemcountries had
been accumulating since 1973, and despite the cohéiderablé rise in
the prices of imports, the volume of goods and services imported by
Latin America as a whole increased by 19.1 per cent.

This increase in the vgiuﬁe'df imports, plus the expansion of
domestic production and the séagnation of expofts in volume terms,
meant that during the year the real domestic availability of goods
and services increased by around 9 per cent, which is more than in
previous years and was reflected on the domestic demand side in an
inerease of 13.4 per cent in gross capital formation, the coefficent
of which with respect to the gross domestic product has risen
considerably since the beginning of the decade (from 20 per cent in
1970 to approximately 23.5 per cent in 197k). Consumption
expenditure also increased more than in previous years, particularly
in the case of private consumption (see table 3).

3. The persistence and extensiveness
of the inflationary process

Various sections of this Survey contain descriptions and analyses
of the recent inflationary process, identifications of the domestic
conjunctural and structural inflationary factors, and considerations

on the incidence of imported inflation.

/Table 3
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Table 3

LATIN AMERICA: TOTAL SUPPLY AMD DEMAND

(Annual growth rates)

Total supply
Imports

Gross dcmestic product

Total demand

Exports

Domestic demand
Gress domestic investment
Total consumption
Genoral government

Private

1970~ 197148/

1972 1973 97
6:6 10.0 19,1
6.4 702 740
3'3 7',"’ Oe 1
8.7 12.0 13.4
642 643 7.6
6.7 7' 5 7'3
6ol 6e1 7.6

Source: ECLA, on the basis of official statistics.

&/ Preliminary figux;es.

/Although the



Although the phenomenon is analysed in some detail for only
coverlng the perlod 1970-1973, the Latln American 1nflatlonary plctnre
. in 1974 and the factors which explaln it suggest that the main
conclusions of the ‘above analyses could-well have a good deal of
valldlty for many of the countrleu of The recion.” I

Imported 1nflatlon,vof course, has become generalized, and
although 1ts repercu551ons have manlfested themselves to different
degrees and in different.ways in the individual countries, its effect"
on domestic“price systems and levels has been decisive. E

;Judging from.the variations in price indexes the Latin American

infiationary picture in 1974 confirms the tendencies shown the year

' before. When it 1s noted that in 1973 the great majority of the

' countrles showed prlce rises greater than those of previous periods,
and that most of them showed even hlgher rates of increase in 1974,

there can be no doubt about the greater amplitude and virulence of

' the phenomenon (see table L.

It may be noted that in twelve of the 22 countries considered,
the price rises in 1974 were appreciably greater than those recorded
in 197%; of the other countries, six showed price increases of the samé
order as the year before, and in only four countries was there a
significant reduction in the rate of increase.

. Looking at the incidence of 1mported inflation and price rlses
in 1974, it is possible to distinguish three categories of countries
in the region which display quite marked homogeneity from the point
of view of inflation.l/

. The first category is made up of countrleu where exogenous
influences were predominant in the 1nf1atlonary process and there were
moderate price rises ranging between 10 and 22 per cent. Although ‘
14 of the 22 countries come under this group, these countries only
represent 40 per cent of the population and LL per cent of the product

of the region.

1/ It should be noted that in some cases inflation is underestimatec
because the price indexes suffer from deficiencies which prevent
them from faithfully and promptly reflectlng the rlse in prices.

. o /Table L
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Table 4
LATIN AMERICA: VARIATION OF CONSUMER FRICE INDEXES

(Percentage variation)

Comparison of 1974

December « December with December 1973

1971 1972 1973  March June Sei::ﬂ December
Predomination of imported inflation
Paraguey 6e3 9e5. 4.2 2243 2060 177 21.9
Ecuador 648 649 2045 8.0 1243 17.7 21e2
Mexico . ~048 5¢2 2042 50 8.0 13.5 211
Jamalce 5e2 9.3 29.6 5l 9.8 17.% 2048
El Salvador ~046 5e2 749 540 9olt 18.8 2043a/
Heiti 1343 743 19.7 9e2 11.7 152 1943b,
Trinidad and Tobago 540 8.0 pI 248 943 1,1 1846
Peru ' 747 43 1347 5e7 12.5 1502 1749
Panama, 1.0 648 9.6 Balt 112 W0 1647
Guatemala 3e0 Lol 17.5 1¢9 8e9 11,1 1569
Guyana Lk 7.1 15.2 245 607 847 15438/
Hondures 1.5 6.8 540 602 12,2 1247 1360
Venezuela ‘ 300 345 5e7 046 147 8.9 1242
Dominican Republic 10.6 8.0 1743 1.3 2e2 5eb 1005
€ombination of imported inflation and
domestic factors _
Avgentina 39.1 €4e2 43,8 =~3el 6e7 1449 40,1
Bolivia 343 2346 349 3246 37.8 3547 3848
Barbados 10.1 lo.k 2640 1240 Me2 . 3043 3646
Brazil 18.1 1440 1345 11.1 2048 275 kel
Colombia o/ j1199 ] 1644 21.1 1247 173 2061 31.5
Costa Rica 4/ «le9 62 1564 8a9 2141 2046 30482
Predomination of domestic infle.ﬂonary
Chile 2241 163.1 508. 1 6242 145.6 24246 37549
Uruguay " 35.6 98 7745 231 3.9 62.1 107.2

Source: International Monetary Fund (IMF), International Financial Statistics, vol. XXVII, N° 8 and 9,
vol. XXVIII, N° li; United Nations, Monthly Bulletin of Statistics, vole XXVI, N° 5, vol. XXVIII, NO 11,
vole XXIX, No 3.

&/ Variation October 1973 - October 1974,

_/ Variation November 1973 = November 1974,

o/ Consumer price index (manual workers) for Bogotd.

d/ Wnolesale price index for San José.

/In th:
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In the second category, which contains theé .countries which -
showed price-increases of between 30 and 40 per cent in 1974, the
influence of internal factors and so=calleéd imported inflation ‘was -
more or less equal. In the 1nflat10nary processes of the countries
of this group (Argentlna, Bollv1a, Barbados, Bra21l Colomb1a and
Costa Rlca), 1nflatlon from abroad found fertlle ground for spread1ng
and 1ncreas1ng s1de by slae w1th domestlc 1nflatlonary factors which
were already in an advanced stage of act1v1ty or were beg1nn1ng to act
in the f1nanc1al sphere° The cases of Bolivia and Costa Rica are ,
nartlcularly noteworthy in thls group of countries, since throughout
the l960s and up to 1971 these two countr1es had ma1nta1ned v1rtual
pr1ce stablllty. ' '

o Flnally, in the third category of countries the ¢onjunctural
vand structural ‘internal factors predomlnate over the external factors
as far as the generatlon and continuation of their 1nflat10nary
orocesses are concerned° In other words, in these countr1es 1mported
1nflat1on only came on top of ‘domestic s1tuatlons which were already
marked by great instability as far as prlces "and f1nanc1al flows were
concerned. The price increases of lO7 per cent 1n Uruouay and
376 per cent in Chile reflect forms of 1nflat1on whlch are at once
chronic and acute. ’ . a

The immediate future, as far as 1t can be forecast on the bas1s
of the events of l974 seems to hold 1n store even ‘more dlfflcult
situations. Although there are 1nd1catlons that tne 1nflatlonary
pressures from the exterior may be reduced, there can be no doubt
that the domestic 1nflatlonary processes attrlbutable to th1s cause
have now acqu1red a life of their own and - what is worse - are not
likely to be accompanled th1s time by the pos1t1ve repercusslons wh1ch
international inflation had on the balance of’ payments of some of the
countries of the regionok In other words, only the most pernlclous
effects of imported inflation will remain. o

Even if there are moderate‘prlce rlses, the above events and
forecasts are elements likely to cause serlous dlsturbances in the

functioning of social and economic act1v1ty. ‘Their effects on the

/processes of
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processes of accumulation of wealth, income distribution and distortion
of consumption patterns not only make it more difficult to achieve
reasonable objectives in this field but may even, in some cases, lead

to regrettable loss of ground.

L. The external sector

(a) Latin American trade 2/

The boom in the prices of Latin America's commodity exports
which was a main feature of the events in 1973 continued in 1974,
albeit at a lower level, except in the case of oil prices, which were
higher than ever.

These price increases were maintained in general for the first
half of the year, but from thenon the prices of some tropical products
such as coffee, cocoa and cotton and of some temperate-zone products
such as meat and wool began to weaken, although the boom in the prices
of sugar, vegetable oils and soya beans continued. This price trend
was closely linked with the results of world agricultural production
in 1974, since output overtook demand in some cases, wheras in others
there continued to be a production deficit and the reserves
accumulated for facing extra demand were depleted.

Furthermore, ffom the third quarter onwards there was a
spectacular drop in the price of metals (copper, lead, zinc, and to a
lesser extent tin) as a result of the economic recession in the
industrialized countries.

In general, the picture at the end of the year was one of an
even greater generalized slump in commodity prices because of the
prospects of bigger winter harvests and the aggravation in the
recession in the industrialized countries.

This contrasted with the acceleration in the domestic inflation
of the latter countries, the most important consequence of which was

the significant and sustained rise in the prices of the manufactures

2/ See also ECLA, Latin American development and the international
economic situation, February 1975, Part II, pages 1-13

/usually imported



usually imported by Latin America, égg}évéféd'bj'éhe weakening_of'
the dollar égainst‘the currencies of the EEC countries.

(i) Exports. The improvement iﬁ commodity prices and even more
in the price of oii considerably increased the value of Latin America's
exports, which was 70 per cént higher than the year before, thus
exceeding the already high growth rate of L per cent achieved in 1973
and also exceeding for the second time running the relative increase
in world trade, which was 38 per cent in 1973 and Bd per cent in 1974,
While the value of Latin American exﬁorts thus rose from some
26,250 million dollars in 1973 té some 44 400 million dollars in 1974k,
however, the increase in the volume of the region's éxports was only
2. b per cent, compared with the incfease of 6.7 per cent recorded in
197}o The increases in average prices, in contrast, were 35 per cent
in 1973 and 65 per cent in 1974 (see table 5).

If we separate the oil=~exporting countries from the rest of the
countries of Latin America, then the export performance is different
in each case.

The Latin American oil~-exporting countries reduced their sales
volume by 10 per cent. Except for Trinidad and Tobago, the volume of
exports decreased in these countries, particularly in Venezuela as a
result of a deliberate policy of reducing production, and in Ecuador
as a result of the paralyzation of the oil pipcline by flood damage.
Another factor in these countries, as in Bolivia also, was the smaller
demand on wbrld markets. 7 |

On the other hand, the oil-exporting countries were the decisive
factor in the considerable increase in the value of exvorts for the
region as a whole, since their sales in 1974 increased almost 2.7 times
as a result of the tripling of the price of oil.

The non-~oil=-exporting countries of Latin America, for their part,
increased the value of their exports by 33 per cent, which is a decline
with respect to the increase of 43.5Aper cent recorded in 1973%. The
unit prices rose less than the year before (34a5 per cent in 1973, but
only 25.7 per_cent,iﬁ,l974) and the'increase'in volume was only
5.9 per cent, after having being about 6.5 per cent per year in the

two previous years. : /Table 5
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Table 5
LATIN AMERICA ANNUAL VARIATIONS IN EXPORTS AND IMPORTS OF GOODS

(Percentage, on the basis of date in dollers at ourrent prices)

Exports Imports Purchasing
Year Voluze Unit Valus Volume Unit Valup ~ Pover of
L value value gxports
1960=1970 Les le2 508, v he5 . 1y - 6e2 Le0
| 19701974 345 2740 314 12.0 1642 30.1 13.1
1971 - 347 . 347 6e9 443 1145 ~0.6
1972 - b8 1247 18,2 842 © 547 pL) 11,8
1”3 6'7 3’408 ""3-9 11.1 1803 . 31-'4 . 2106
1974 ‘ 2.4 6542 6941 2245 398 7142 2049
a) Ollesxpcrbing countries (Venszuele, Bolivia, Esuador, Trinidad end Tobago)
1960=1970 4.0 wle3 247 3e2 242 55 045
 1970-1974 -24l 5440 5043 10,9 1641 2940 2945
1971 =547 2444 1743 8.1 6.6 1542 10,0
1972 ~046 W5 1347 946 540 15.1 843
1973 646 3542 b5.0 244 1647 1945 2442
1974 =9.8 19445 16545 24 .8 38.8 7343 913
a b) Non-oil exporting countries (19 souniries)
1960-1970 47 243 741 Be9 1,5 - 6.k 545
19701974 542 167 2248 1243 - 1642 3045 5¢7
1971 2,0 =246 047 647 347 10,6 “lte2
1972 6.5 12.6 19.9 f 7.9 509 1'4.2 ;1302
1973 646 3445 43,5 1343 18.7 LIRS 2049
1974 549 2547 33.1 2149 40, 7048 =540
o) larss countries (Argenmtina, Brazil, Msxico)
1960-1970 592 14 647 1120 1.8 5.8 4.8
1970=1974 5¢5 2046 272 1642 1744 364 8e3
© 1971 14 1.8 392 PR 8.7 440 13.0 =0,8
1972 72 18,1 2646 12.9 6;3 20.0 19.1
1973 1344 35¢5 5347 18,1 194 4049 2847
197'4 0.5 2908 30.4 25-9 '43‘9 o 8102 '904
d) Mediumesized sountries (Colombia, Chile, Peru)
19601970 .34 Loy 746 L9 142 6el 6e3
1970-1974 511 1041 15.8 78 13.7 2247 1.8
1”1 293 -13.1 «11,.): 5.8 3.1 940 -13.8
1972 2,8 243 - Sel . 1.1 5-8 7l »0e7
1973 245 1,1 3746 4.8 1B.9 25 1547
1974 1943 v. 3947 2045 29.1 5546 842
e) CiCM sountries {Costa Rica, El Salvadon, Guatemala, Honduvras, Nicaragua)
1960-1970 8.'4 l.Ll' 909 808 006 9.'4‘ 902
19701974 545 11.6 17.8 842 1443 2347 30l
1971 346 ~149 17 246 348 645 ~240
1972 12.2 748 21.0 ~146 647 5.1 13:h
1973 1.8 20,9 23.1 13¢3 18.3 kel Le2
1974 4e7 214 2741 1946 3040 5546 2¢2
f) Sma.lg]_.loun'gries mainly exporting sugar and bauxite
(Dominican Republic, Jamaioa, Guyana, Barbedos) «
1960-1970 20'4 ' ‘ 3.1 5.6 70"" 106 962 ’ 3‘9
1970-1974 642 ey 2240 Lo 1340 18.5° 840
1971 6-5 T w0l 6.5 340 343 6.4 3.1
1972 11,3 643 - 1843 748 " 246 1047 153
1973 =042 1346 1343 2.8 1349 1740 =0e5
1974 . 4345 5446 6o 3540 43,2 :11405
&) Remain _small countriss (Haiti, Poxmre, Paraguay, Uruguay) o ,
1960-1970 S a1 646 4e3 1.1 55 5e4
1970-2974 =l.1 1747 . 164 3el 17.46 2146 ~1e0
1”1 "u.u’ 203 . -2.3 . 3.1 L"oo 702 ) , "6.1
1972 ~le3 1646 1542 -1s2 199 | ‘340 1047
1973 =243 3243 2943 647 16,7 coo2e5. . 1048
1”'4 3¢5 2148 2640 5e2 51e3 5942 51607

Sourcet ECLA, on the basis of efficial statistioss
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The weakening of the volume of exports of this'group‘of countries
was accounted for by small reductions in the sales of Argenfina, Brazil,
Paraguay and the Dominican Republic, and bigger drops in those of Haiti,
Honduras and Barbados. There were increases, however, in the rest of
the countries, especially Chile, Peru and Guyana. ' ‘

The reduction in the physical volume of Argentina's exports was
due to the drop in its sales of meat (closure of the EEC market) and
wool (lower world demand), although these were largely compensated
by increases in other exports such as cereals and manufactures. In
Brazil, the bad harvests of the year before led to a considerable
reduction in exports of certain products such as sugar, soya beans,
cotton, coffee, etc., although this was almost completely made up for‘
by bigger sales of other commodities such as iron ore, manganese,
cocoa, maize, etc., and manufactures. The volume of Honduras' expprts
dropped as a result of the damage caused by hurricane F1f1, and o
Paraguay's sales of meat were lower because of difficulties in placing
it abroad.

The performance of the countries of -this group as regards the
value of their exports also varied according to the narticular
features of the boom in the prices and demand for certain commodities
in 1974,

Thus, the countries which mainly export sugar and bauxite
(Dominican Republic, Jamaica, Guyana and Barbados) were particularly
favoured by the rise in the world prices of those products and increased
the value of their sales by 55 per cent. Mexico took advantage of its
widely diversified exports to secure an increase of 45 per cent, and
Chile benefited from the speculative buying of copper which took place
in the first half of the year and the improvement in the prlces of
iron ore and nitrates, finally securing an increase of Sk per cent in
the value of its exports. Peru, with.its diversified exports, increased
its export sales by about LO per cent due to-the rises in the prices
of sugar, cotton and metals (copper, zinc, silver, etc.) and the
resumption of sales of fish meal. -Nicaragud, too, expanded its export
sales by almost 4O per cent, mainly as a result of the increased prices

and bigger volume of cotton exports.
/In the



In the rest of the non-oil exporting c°untries,'however,—including
_‘Argentlna and Brazil, the 1ncrease in the value of- exports was generally
~ lover than the average of 33 per cent by ‘which- this group. of countries
"blncreased their exports in 1974.

(ii) The purchasing power of exports. When we examine the-

evolutlon of the purcha51ng power of exports, we see that in 1974
this almost doubled (increase of 91 per cent) in the Latin American
koii-exporfing countries, as a result of the tripling of ‘the price
of oil. Furthermore, we observe that over the perlod 1970~ 1974 the
purcha51n~ pover grew by 29.5 per cent per year, in su1te of the fact
that the voTume exported declined at the rate of 2.4 per cent per Year.
In the 19605, in contrast, because of the characterlstlcs of the world
foll ﬂarket before the OPEC countries defined their new, pollcy the
countries in question increased the volume exported at the annual
rate of &4 per cent, but as tne terms of trade aeterlorated by
3¢5 per cent per year, tnelr external purcha51ng nower 1ncreased
by barely 0.5 per cent annually._ -
Furthermore, it may be noted that in l974,'des§ite the increase
of 5.9 per cent in the volurie of their exports, the Latin American
non-oil-exporting countries suffered a decline of 5 per cent in their
external purehasihg power because of the faster rise in the unit
prices of imports (40 per cent) than in that of erports (25 per cent).
In other words, the efforts made by these countrles to increase ‘their
exports in order to improve their purchasing power were ‘frustrated by
a deterioration of over 10 per cent in the terms of trade (a loss of
some 1,900 million). _
Over the ﬁeriod 1970;1974 -the increase in the purchasing power
of these countries was 5.7 per cent per year, leee, sllght7y nore
than that achieved in the past decade, this being attributable almost
entirely to the arnual 1ncrease of 5 .2 per cent in the volume ‘of their
exports. It may be added that although the ‘annual-’increase in
purcha51ng power over those 4 Yyears was almost equal to that..recorded
in the 1960s, the two .periods differ on account-of the dlfferent rises

in the unit prices of -exponts and . importss - Thus, up to- the 1960s

/the unlt
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the unit prices of Latin America's imports rose only at a moderate
rate of 1.5 per cent péf year, whereas the’unit prices of.their‘
exports rose at the rate of 2.3 3 per cent annually, but in the period
1970-1974 the annual rates were 16.7 per cent for imports and only
16.2 per cent for exports.

From a qualitative point of view, it may be asserted that
in 1974 the evolution of the terms of trade affected most seriously
those non-oil-exporting Latin American countries which had the '
greatest degree of dependence on imports of manufactures, foodstuffs
and other agricultural raw materials and fuels, since the international
prices of these products rose nore; and of course muclht faster, than
the prices of the goods exaorted by those countrles.

In this respect it may be noted that in 157k the unit prlces
of Uruguay's exports rose by scarcely 7.2 per cent (because of
a drop in the prices of wool and only a small rise in those of meat),
while the prices of imports rose by 56.8 per cent because of Uruguay's
high degree of dependence on imported raw materials, chemical products
and construction materials (50 per cent), machinéry and other
manufactures (31 per cent) and fuel (19 per cent). As a result of
these differences in price risés, the terms of trade deteriorated
by 31.6 per éént and the purchasing power of Uruguay's exports dropped
by 28 per cent, even though the volume exported increased slightly.
In Brazil the deteriorétion in the terms of trade was 18 per cent;
in Chile 16 per cent; in Haiti 13 per cent, and in Honduras 11 per cent.
In Argentlna, Colombia, Peru, Costa Rica, El Salvador, Guatemala,
Nicaragua and Panama the deterioration in the terns of trade was
between 2 and 10 per cent.

In contrast, in Mexico, in the countriés mainly exporting sugar
and bauxite (Dominican Republic, Jamaica, Guyana, and Barbados) and
in Paraguay the terms of trade im?roved.because the prices of these

countries'! exports rose more than those of their imports.

/Finally, of
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Finally, of the countries whose terms of trade deteriorated
only Chile, Peru, Colombia and Nicaragua Wwhere able to counter the
effects of this by increasing the volume exported sufficiently to
achieve greater purchasing pover. In the other cases, the deterioration
in the terms of trade signified a drop in the purchasing power of
exports, even though the volume exported increased in most of the
countries,

(iii) Imports. In 1974 the considerable increase in the exports
of Latin America as a whole was accompanied by an extraordinary
increase in imports, so that while the value of exports rose by almost
70 per cent, that of imports rose bj 71 per cent. While on the export
side this considerable increase represented an increase of scarcely
2.4 per cent in the volume and an actual decline in the growth rate
of the volume compared with previous years, on the import side the
volume rose by 22.5 per cent, which was twice as much as in the
year before.

Over the last three years the region's propensity to import
was considerably stimulated by the increase in the purchasing power
of exports. Thus, the volume of imports increased between 1270 and
1974 at an annual rate of 12 per cent, and although the volume of
exports only increased by 3.5 per cent per year, their purchasing
power grew by 13.1 per cent annually (see table 5).

Examining the situation by groups of countries allows us to
observe that imports grew at a similar rate in both the non-oil-exporting
countries and in the oil-exporting countries. In 1974 the non-oil-
exporting countries increased the value of their.imports by 70.8 per cent
and the volume by 21.9 per cent, while the oil-exporting countries
increased the value of their purchases by 73.3 pér cent and the physical
volune by 24.8 per cent. This took place despife the differences in
the evolution of the purchasing power of exports, which dropped by
5 per cent for the first group of countries but increased by 91 per cent
for the second group. The natural result of this evolution was that
the non-oil-exporting countries suffered increased current account
deficits and increased external indebtedness, while the oil-exporting
countries improved their net external position.

/The evolution
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The evolution of the imports of these two groups of countries
was also similar over the period 1970-1974, since the oil-exporting
countries increased the value of their imports by 29 per cent per year
and their volume by 10.9 per cent, while the non-oil-exporting
countries increased the value of their purchases by 30.5 per cent
per year anc their volume by 12.3 per cent.

Of the oil-exporting countries, the increase in the volume of
imports in 1974 was slightly greater in Venezuela (an increase of
30 per cent) than in Ecuador and Bolivia. In Trinidad and Tobarzo,
because of smaller purchases of crude for refining, there was no
change in the total imports. A

In the non-oil-exporting countries the volume of imports grew
rnmore rapidly in the large and nediun-sized countries than in the
smaller ones, and the amdunt imported actually wént dowvn in Barbados,
Haiti and Jamaica.

In the large countries, the volume of imports increased at
the rate of 26 per cent per year, with the countries composing this
groun (Argentina, Brazil and Mexico) fluctuating around this figure.
In the period 1970-1974, however, only Brazil showed a steady rate
of increase, the growth rate of Argentina's imports being the nost
irregular.

In 1974, the mediun-sized countries increased the amount
imported by 20.5 ner cent, but Peru increased the volume of its
imports by over 50 per cent, due largely to a considerable reactivation
of the external/financing obtained by that country. In Colombia the
increase wés.l4.2 ver cent, and iﬁ Chile only l.4 per cent.

Among the small countries, the Central American countries
increased the grouth rate of the volume of their imports for the
seconl Year running, the average rate of increase being 20 ner cent
anc¢ the rate in Nicarapgua and Guatemala being even higher.

Of the countries mainly exporting sugar and bauxite, the
Doirinican Republic is the only one which expanded the volume of its
imports in 197% by a considerable amount (20 per cent) compared with
the level of previous years (6 per cent).

/Finally, in
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Finally, in Panama, Paraguay and Uruguay the volume of imports
rose by around 6 per cent, which represented a considerable slowing-
down for the last two countries compared with the growth rates of
the previous year.

(b) The Latin American balance of payments in 197k

The export income of the countries with a surplus of oil
(Venezuela, Ecuador, Trinidad and Tobago and Bolivia) began to rise
in 1971, but in 1974 it grev very considerably to 18,941 million dollare.
which vas 2.7 times as much as the figure for 1973 (7,13k nillion dollars)
In 1973 there was not much difference between the increase in incone
achieved by the oil-exporting countries (45 wmer cent) and that obtained
by the rest of the Latin American countries, but in 1974 the export
income of the latter group barely rose by 33 per cent. For the region
talten as a whole, however, the differences were smaller and the value
of the regions exports increased by 69 per cent from 26,253 million
dollars in 1973 to 44,387 million in 1974 (see table 6).

The big increase in the income from oil exports enabled the
Latin American countries receiving such revenue to increase their
imports from 4,297 million dollars in 1973 to 7,445 million dollars
in 1974, i.e., an increase of 73 per cent after one of almost 20 per cent
the year before. The demand for imports was relatively greater in
Ecuador and Trinidad and Tobago than in Venezuela and Bolivia. The
considerable difference between the imports and exports of this group
of countries resulted in a trade surplus of 10,574 million dollars
in 1974 for the four countries in question, with Venezuela accounting
for the major part of this. This was a very different situation from
1973, when Bolivia and Trinidad and Tobago had trade deficits.

While the oil-exporting countries increased their trade surplus
in 1974, however, the other Latin American countries saw their trade
deficit soar from 1,010 million dollars in 1973 to some 9,010 million
dollars in 1974, the result for the region as a whole being a surplus
of 1,561 million dollars compared with 1,249 nillion dollars the

year before.

/Table 6
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Although in 1974 the non-oil-exporting Latin‘American countries
only increased their exports by 33 per cent, they had sufficient
capacity, through greater external financing, to increase their imports
by 70.8 per cent, thus helping to increase the trade deficit to the
figure of ©,010 million dollars referred to which represented, in
1974, 35.L4 per cent of the exports of these countries and 85 per cent
of the trace surplus of the oil~exporting countries. It is estinated
that around 42 per cent (some 3,760 million dollars) of this trade
deficit was due to the higher cost of imported fuels. The remaiﬁder
(5,250 million dollars) is attributable to the increased volune and
greater cost of manufactures anéd priméry commodities imported by
these countries.

In the group of oil-exportingALatin American countries the
net payments of profits on direct foreign investment and interest
payments on loans rose just as much as their exnort incowme, rising
from 1,399 million dollars in 1973 to 4,736 million dollars in 1974
on accouat of the considerable participation of foreign capital in
the petroleum industry of those countries, except in the case of
Bolivia. The coefficient of these external factor payments with
respect to export income was around 25 per cent, and they absorbed
45 per cent of the trade surplus of these countries in 1974,  The
biggest payments in this respect were by Venezuela, and the smallest
by Bolivia. '

The non-oil-exporting Latin American countries increased their
payaents of profits and interest on foreign capital from 3,397 million
dollars to 4,281 million dollars in the last two years, the coefficient
with respect of export income being almost 17 per cent. A noteworthy
fact is that the magnitude of these factor payments made in 1974 by
19 non-oil-exporting Latin American countries was lower than the
payments under the same heading made by four oil-exporting Latin American

countries (see table 6).
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_ The balance of payments curfent account of the Latin American
oil~-exporting countries closed 1974 with a surplus of 5,750 million
dollars after starting with a trade surplus of 10,574 million dollars
which was reduced to the figure in question by the large amount of
payments of profits and interest on foreigh capital. This figure of
5,750 million dollars for 197k is 20 times more than the 205 million
dollars achieved -in 1973, when these countries had a tradé>surplus of
2,269 million dollars.

It may be noted that although 90 per cent of the current account
surplus was accounted for by:Venezuela; evenséountries like Bolivia,
Ecuador and Trinidad and Tobago which had always suffered from chronic
current account deficits were able to record in 1974, as a reéult of

he increase in their export income, a current account surplus which
served for the first time to moderate and reduce their external
financing needs. The external current account surplus of 5,229 million
dollars achieved by Venezuela in 1974 helped to give a balancééof-
payments surplus of 4,109 million dollars after exports of capital
“amounting to 1,120 million dollars. In 1973, in contrast, thefe wa.s
still a small capital income which, in conjunction with the current
account surplus, served to improve the position of the>monetary
authorities by almost 630 million dollars.

The remaining oil-exporting countries (Bolivia, Ecuador and
Trinidad and Tobago) also shiowed a balance-of-payments surplus in 1974,
which strengthened the position of their international reserves by
503 million dollars although there was scarcely any capital income
except in the case of Bolivia, where the inflow of funds was slightly
greater than tiie year before. '

The non-oil-exporting Latin American countries, on the other
hend, continued to increase their external curreant account deficit
which rose from 4,050 million dollars to 12,991 million dollars in
the last two yeafs under the pressure'of the big increase in the trade
deficit from 1,020 to 9,010 million dollers and, to a lesser extent,
the increase in external factor payments from 3,245 to 4,181 million

dollars in the two years in gquestion. They were able to permit
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themselves to increase the deficit by this amount because of the inflow
of capitaly which, as a result of the high degree of international
financial liquidity, increased from 7,023 to 12,187 million dollars
between 1973 and 1974, thus strengthening their import capacity, which
was beinz undermined by the deterioration in the purchasing power of
exports. Despite this cousiderable increase, however, the inflow of
capital was not sufficient tb cover the external current account deficit
completely and the balance of payments of this group of countries closed
with a deficit of some 000 million dollars, unlike the year before when
there had been a balance-of -payments surplus of 2,973 million dollars.

In 1974 the external financing facilities continued to be
unequally distributed among the non-oil-exporting Latin American
countries. The massive flow of capital to Brazil and Mexico (5,881 and
3,070 million dollars respectively, or 73 per cent of the total)
continued to increase, thus helping the extraordinary expansion of those
countries' imports. While the flow of capital to Mexico was sufficient
to finance the deficit and contribute to the strengthening of reserves,
however, in the case of Brazil the foreign funds were not sufficient,
and there was a net deterioration in the country's external position of
some 1,200 million dollars. In Argentina, for its part, the policy of
improving the net external position on the basis of strengthening the
trade balance continued, although the balance was smaller because of
the bigger increase in imports. Even so, it did help to strengthen the
net international reserves, although a certain amount of net
disinvestment was to be observed.

As regards Colombia and Chile, the net external position
deteriorated in 1973 because of the limited inflow of capital. In
Colombia, the increase in the current account deficit was accompanied
by a considerable reduction in the inflow of capital which made it
necessary to use international reserves. In Chile, the volume of
exports increased, but as there was only a relatively small increase
in the price of copper, it was only possible to achieve a slight
reduction in the current account deficit, and although there was sone
reactivation of the inflow of capital (return of Chilean funds

/transferred abroad)
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transferred abroad) this was not enough to avoid a net deterioration
~in the exfernal‘situation due meinly to the increase in the liabilities
of the Central Bank (renegotiation of the external debt and the use of
the 0il Facility to pay for thejhigher fuel costs).

In Peru there was a big reactivation of the inflow of capital in
1974 (1,136 million dollars) after the country's access to external
finanecing had been restricted since 1968. This made it possible to
double imports without any deterioration in international reserves. In
1974 Peru thus came in third place, after Brazil and Mexico, as a major
beneficiary from the massive inflow of capitél. Its external curreat
account deficit came to 54 per cent of its exports, as against past
figures of oaly 10 per cent. '

During the last year, the inflow of capital into the Central.
American countries rose by a factor of 2.5. Imports were thus able to
increase more than exports and the trade deficit widened. As a result,
the external current account deficit rose from 13 to 33 per cent of
exports in the last two years, and in Costa Rica and Nicaragua the
proportion came close to 60 per cent, although on the other hand it also
indicates that the inflow of capital was greater in these two countries.
Despite the increase in the inflow of capital, the amount was still
insufficient in Costa Rica, lHonduras and Guatemala, and the net external.
position of these countries deteriorated, especially in the case of the
first two, whose liabilities increased because they used funds from the
0il Facility.

he external capital needs of the countries mainly exporting sugar
and bauxite zlso increased in 1974, although less than in the other
groups of countries. The increase in the external current acdount
deficit of this group of countries (Dominican Republic, Jamaica,
Guyana and Barbados) was not accompanied by an increase.in the
coefficient with respect to exports, which fell from L3.5 per cent in
1973 to 35.3 per cent in 197L.

The extraordinéry increase in the price of sugar and a
readjustment in the price of bauxite caused the exports of these

countries to increase more than tiheir imports. This enabled the growth

/of the



of the trade deficit in Jamaica and Barbados to be checked and even

made possible a small trode surplus in Guyana. The Dominican Republic,
however, increased its imports more than its exports, so that its current
account and trade deficits increased, as did the capital requirements

for financing them. Even so, the deterioration in the

Dominican Republic's net reserves was slight, owing to the use of a
contingency credit. In Jamaica and Guyana, in contrast, the international
reserves were strengthened as a result of an inflow of capital greater
than the external current account deficit.

As far as the other countries are concerned, in Uruguay the
reactivation of the inflow of foreign funds is worthy of note, but
these were not sufficient to prevent a deterioration in the country's
reserves, and it clso had to malke use of the 0il Facility. In 1974, the
external current account deficit represented almost 39 per cent of its
exports, unlike the year before when there was a surplus. In Panama the
external financing needs increased more in 1974 because of the increase
in the trade deficit, and the same occurred in Paraguay and Haiti,
although on a much smaller scale.

The allocation of the inflow of capital continued to favour certain
countries in 197k. Brazil and lexico continued to predominate in the
amount of capital received, while among the small countries the leading
recipients were Jamaica, Panama and Costa Rica. At the same time,
however, the reactivation and amount of the inflow of external funds into
Peru, and the amounts received in Nicaragua, the rest of the Central
American countries, the Dominican Republic, Uruguay and Paraguay
represented an increase in the number of countries benefitting and also
in the amount of capital provided. The volume of the inflow of capital
helped to increase the capacity to import and countered tlie deterioration
in the purchasing power of exports which had been affecting almost all
the countries in question, thus obviating restrictions on imports needed
for domestic economic development, although =t the cost of greater.
external indebtedness.

This high level of inflow of external resources, maintained for a
long period, helped to increase DBrazil's imports to such an extent that

its external purchases in 1965 were equivalent to only one month of its
/present imports.
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present imports. The internal disequilibria which arose in the course
of the acceleration of the country's economic activity were compensated
with the growing imports, and despite the widening of the trade gap the
country had sufficient external resources to finance its imports.
Finally, it should be pbihted out that the improvement in the net
external position of the region as a whole, which recorded a balance~
of-payments surplus of some 3,900 million dollars in 1974, was due to
the trade surplus of the Latin American oil-exporting countries and
Argentina, and not to the surplus external financing which was
cnaracteristic of the situation in previous years and affected almost
xclusively Brazil; Indeéd, after a number of years when the situation
had been quite differentijrazil showed a considerable balance- of-
payments deficit of some 1,200 million dollars as a result of:the rather
sluggish behaviour of its exports and the inadequacy of the iﬁflow of
capital to fincnce its large imports. The need for an additional inflow
of capital to'pay for the imports required by doméstic production
activity represents, of course, a different situation from that caused
by a period of weakening'of exports or of their purchasing power which
leads to the deterioration of the net external position of the couatry.

(e) Inter-Latin American trade

During 1974 trade between eighteen countries of the region (as
measured by the CIT value of imports of goods) increased by 71 per cent.
This increase was considerably greater than the increase of }8 ner cent
recorded in 1973, and it was also greater than the growth of the total

xports of these eighteen countries, which amounted to 65 per cent in
1974. In the same year trade between the LAFTA countries likewise
increased by 71 per cent (taking into account the countries of the
Andean Group), while trade between the countries of the Central American
Common larliet increased by 38 per cent. In the Andean Group, subregional

trade increased by 107 per cent (see tables 7, 8 and 9).

/Teble 7
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The countries which increased their share of intra-regional trade
in 1974 were Bolivia, Colombia, Chile, Ecuador, Honduras and especially
Venezuela on account of the higher value of its sales of oil. DBrazil
and Argentina, however, continued to account for the biggest shares
(18 and 17 per cent), followed by Venezuela (12 per cent), Chile
(S per cent) and Mexico (7 per cent). In 1973 and 1974 only the
Dominican Republic had a share of less than 1 per cent, while twelve
countries had a share of between 1 and 5 per cent.

In 1974 the oil-exporting countries appreciably increased their
trade surpluses with the region. Thus, Venezuela's trade surplus rose
from 170 million dollars in 1973 to 725 million in 1974, that of Bolivia
from 19 to 54 million dollars, and that of Ecuador from 89 to 157 million
dollars. Argentina, which has traditionally had a trade surplus with
the rest of the region, also increased its surplus, from 325 to
393 million dollars, but between 1973 and 1974 a number of countries
increased their deficits with the region, the most significant cases
being DBrazil, Chile, Peru, Uruguay, the Central American couatries and
Panema. For the eighteen countries considered, the ratio of the trade
balances to total regional trade, which had increased from 0.17 ia 1971
to 0.20 and 0.22 in 1972 and 1973, reached a figure of 0.26 in 197h.

his indicates that the trade imbalance between the countries continued

to increase.
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Chapter II
THE ECONOMIC SITUATION BY COUNTRIES
ARGENTINA

1. Recent economic trends

In 1974, the economy of Argentina achieved a growth rate of 7.2 per
cent, doubling the average annual rate recorded during the'feriod
1970-1973. This time economic growth was associated with the progressive
redistribution of income with full employment, and with the relatively
favourable evolution of the external variables.

As from mid-1973, the Government boosted the tempo of the eéonomy
by a large increase in demand reinforced by a general rise in wages
(accompanied by price cohtrols, the application of which began following
a period in which profit margins were considered fairly high); the impetus
given to the exports of manufactures; state action in the construction of
dwellings; and broad-based fiscal, monetary and credit policy. These
objectives were attained to a considerable extent, added to which the
agricultural year was good, with excellent harvests of fruit and
vegetables, industrial crops and some cereals, while stocks of cattle
reached unprecedented levels. The industrial sector responded to the
increase in demand by making a better use of existing productive capacity,
despite some difficulties in the supply of inputs.

Under the circumstances, the growth of the gross domestic ?roduct
and of consumption were much higher than they had been traditionally,
while the unemployment rate dropped to minimum levels, the share of
wage-earners in income increased and a large surplus in the trade balance
was achieved, although it was much smaller than the previous year.

As the aprlication of the policy described progressed, impediments
to its continuation began to appear, mainly as a result of inadequate
prlans for private investment in industry.

On the other hand, the pressure on prices from imported
inflation, growing demand and a shortfall in some inputs together
with the slow absorption of idle capacity, were the cause of failures
to observe price controls, which in some cases came to constitute

/actual parallel
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actual parallel marketing circuits. In the face of this situation,
towards the end of 1974, a more flexible price policy was adopted,
aimed a stimulating private investment and restoring normal marketing
channels.

The last months of 1974 and the first months of 1975 mark a
period of transition towards a new balance between economic and social
sectors,. following a year of good economic results. Prices and
incomes thus emerze as one of the most critical areas of the economic
policy, in a situation in which the margins of state action will be
narrowed by the large fiscal deficit. This situation is projected
against the background of an international crisis, which will have
adverse effects on the evolution of the domestic economy, although

its size and nature still cannot be foretold.

2. Total supply and demand

In 1974, the gross domestic product increased by 7.2 per cent.
As has already been said, this figures doubled the average rate of
growth of recent years. Importé also showed a large increase
(19.3 per cent). |

Total demand also grew far more rapidly than in the past.
Consumption far surpassed the rate anticipated in the Three-Year
Plan,l while_élthough investment had grown faster than its
traditional rafe it did not achieve the goal of the Plan, and the
volume of exports showed no change from 1973 (see table 1).

The growth of consumption was the result of the policy of
redistribution among the lowest income sectors, and it was also
reflected in the increased growth of the sectors of industry producing

non-durable consumer goods.

1/ Three-Year Plan for Reconstruction and National lLiberation.

/Table 1
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Table 1

HRGENTINA: TOTAL SUPPLY AND DEMAND

P r—— e e > 2 vt w0

Millions of pesos at Structure Annual growth rate
1970 prices (percentages) (percentages)
1970= ,
1970 1973 1974a/ 1970 1974a/ 1972 1973 1974,
Total supply 102 091 112 696 121 759 108.0 107.9 362 3.6 Ba0
Inports b/ 753  7W 8916 8.0 7.9 <0 =0 1943
Gross domestic product 94 557 105 225 112 843  100,0 "100.0 3.6 3.8 742
Total demend 102 091 112 696 121 759 108,0 108.0 3.2 346 8.0
Exports b/ 8016 7591 7593 8.5 6.7 6.2 77 -
Domestic demand 94 075 105 105 114 166 9945 101,2 4.0 343 8,7
Gross demestic investment 18 774 21 390 23 238 19,9  20.6 7¢9 =241 846
Gross fixed investment 18 Lué3 20114 21 803 1945 193 6e3 =346 8.4
Public 5 572 ase 5.9 [XR] (XYY cee ces
Private 12 891 Y 13.6 ese see (X3 ans
Constructicn 10 092 g 072 10 363  10.6 942 2,3 =14,0 14,2
Machinery and equipment 8 31 11 ob2 11 Huo 8.9 10,1 110 €49 3.6
Total consumpbion 75 301 83 715 90928  79.6 80,2 3,0 4,8 8.6
General goveimuaent 9 olyy .o ene 9.6 o 2,8 cee P
pZ‘iV&te 66 251‘} (XX LY ] 7000 (XX ] 3.0 ssn see

Source: 1970-1972: ECLA calculations on the basis of figures from the Three-Year Plan for Reoomstruction and
National Liberation; 1973: ECLA calculations on the basis of figures supplied by the Central Bank of
Argentina; 1974: ECLA estimates on the basis of preliminary data from the Central Bank,

expressed in dollars at current prices, which were emverted to constant 1970 values by deflation, using
price indexes calculated by ECLA for the purpose,

a/ Preliminary figures.
b/ Goods and services, excluding factor reyments.
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The performance of the components of gross investment was
uneven. Private construction increased by around 13 per cent, boosted
by the low-cost housing plans which were the responsibility of the
Ministry of Social Welfare and by the increased demand for housing
for the medium- and high-income groups. Meanwhile, public
construction increased by around 10 per cent, particularly as a result
of the more rapid growth of work already begun, anc the start made to
large~scale projects like the hydroelectric power station of Salto
Grande.

In connexion with investment in machinery and equipment, the
10 per cent increase in local sales of tractors would appear to
indicate an improvement in the agricultural equipment situation. On
the other hand, industrial investment apparently did not react to the
favourable conditions of demand present throughout the year. In sone
cases, this tendency may be attributed to a decrease in profits; in
others, to the difficulty of returning to the production circuit
profits obtained in parallel marketing channels. During the latter
part of the year, however, a reactivation of investment was to be
observed, and this was reflected in growth during the fourth quarter

and confirmed in the surveys of industrial expectations for 1975.

3. The evolution of the gross domestic product

The gross domestic product grew at a rate of 7 per cent higher
than that anticipated in the Three-Year Pian for 1974. Of note was
the growth of agricultural and industrial output and increased
activity in the construction sector (see table 2).

(a)  Agricultural sector

During 1374% the growth of the agricultural sector was boosted
by production of fruit and vegetables, and some industrial crops. In
addition, good harvests of maize and particularly sorghum helped to
offset the drop in wheat production. Livestock activity was
characterized by an increase in cattle numbers (this was noteworthy
in view of the retention practiced in previous years) and by a slightly

higher slaughtering rate than in 1973.

Table 2



Table 2

ARGENTINA: GROSS DCMESTIC FRCDUCT AT FACTOR COST, BY ERWNCHES OF ECONCMIC ACTIVITY

S tructure Annusl growth rate
Millions of pesos at 1970 prices (percentages) (percentages)
B 1970=
1970 1973 1974/ 1970 1974/ 1972 1973 1974/

Agriculture 11 217,011 3631 12 287.8 13.2 12.1 =240 545 8.1
Mining 1 325.0 1 042.7 1 064,2 1.6 1,0 0,7 ~2042 241
Manufacturing 25 39940 30 638,4 32 721.6 ' 12949 3242 6e3 6.8 6.8
Construction 4 578,0 4 318.1 4 357.1 5.4 4,8 2,3 ~948 1245

Subtotal goods Y2 519.0 47 362.3 50 930,7 50,1 0u1 3.5 4,0 245
Electricity, sas and

wvater 1 810.0 2 323.U4 2 uB2,6 2,1 2,4 962 745 649
Trensport and

sommunications 8 548.0 9 273.5 9 885.0 1041 947 1.8 L7 646

Subtotal basic services 10 358.0 11 59649 12 367,6 12,2 12,2 3e1 53 [
Wholesale and retail

commerce, restaurents

and hotels 12 526,0  1b 345,0 15 508,7 14,7, 153  5e2 3¢5 8.1
Financial establishments,

insurance and real

estate 3 73740 4 281,3 4 5385 Ly L5 4,8 4e3 640
COmmunity; personel and

social services 15 812,0 17 301.8 18 319.5 1846 18.0 342 2.7 5e9

Subtotal other services 32 075.0 35 928.1 38 366.7 37.8 3747 4,2 32 £.8

Gross donestic product,

total 84 952,0 94 435.8 101 18U4.7 100.0 100.0 3.6 3.8 7e2

Source: 1970-1972: ECLA calculations on the basis of figures from the Three-Year Plan for Recon‘struotion and
Natienal Liberation; 1973t ECLA calculations on the basis of figures provided by the Central Bank of
Avgentina; 1974s ECLA estimates on the basis of preliminary data supplied by the Central Banke

a/ Preliminary figures,

/Output of
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Output of wheat, maize and sorghum together was similar in
amount to 1973 figures, when the maximum volume of production ever
recorded was obtained.

The increases of 2.1 per cent in maize and of 19 rer cent in
tons (60 per cent higher than the average for the five-vear period
1968/1972) as a result of the exceptional conditions existing in the
international and local markets. Grape production for wine-making
showed a growth of around 36 per cent in 197k, while fruit procuction
recorded an exceptional increase of 33 per cent and vegetable
production increased by § per cent.

he outstanding event in the livestock sector was the increase
in stocks of beef cattle, which had begun in 1970 following the
downswing in the stockbreeding cycle which tool: place during 1967/1969.
It is estimated that towards the end of 1974 stocks of beef cattle
reached a historical meximum of around €0 million head and were
possibly 57 million at 30 June 1974. This latter figure marks an
increase of nearly 9 million compared with June 1969, implving an
increase in stocks of around 20 per cent between the lowest point
of the cycle and that date.

Although no final figures exist for the total rate of slaughter,
the National Meat Board estimate was around 10 million head, i.e.,
slightly abcve the 1973 level and similar to that of 1972. Even
assuming the existence of a substantial slaughter not registered by
the National Meat Doard, the slaughter/stocks ratio probably
remained below what is considered a normal production figure
(22/23 per cent) (see table 3).

Relative prices in the sector deteriorated during the year,
especially for livestock production. This became more pronounced in
the last few months, following the accelerated growth of industrial

prices as may be seen from table 4.

/Table 3
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Table 3
ARGENTINA: INDICAT(RS OF CATTLE BREEDING

1967 1968 1969 1970 1971 1972 1973 1974
T I‘iillion_g_of hend -

Stocks at 30 June 51,3 51¢5 48,3 . 4B.Y4 L9, 8 5243 54,8 5740
Slaughter for the year 1245 12,8 1348 12,9 95 1040 948 10,0
"~ Percentages
Slaughter/stocks 24,4 24,9 2846 2647 19,1 191 1749 1745
Kilograms annually
Per capite consumption 82,0 8740 92.0 8440 64,0 62,0 6640 78,0

Source: National Meat Board.
a/ Provisional figures.

Table U
ARGENTINA: RELATIVE FRICCS OF THE ACRICULTURAL SECTOR

(Index base 1960 = 100)

December December
1974 :

1969 1973 1974 Mey 1973 1973 June 197 157
Anima) préduetion
Non-egrlculiural 90 130,1 108,9 1,6 120.9 110,0 9Heb
Vegetable »nroduction
Nonwagriovl taral 105.5 108,42 101.6 102.6 | 105,1 10504 100,0
agricultural . A
Non-agricul wrel 1002 118,9 105.3 1217 1129 107.7 97k

Source: Wholesale price index of the National Institute of Statistics and Censuses (B\IDEC),

/0fficial policy
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Official policy attempted to avoid this relative decrease having
direct repercussion on cattle stock;. .In l??h(fiscal teasures were
thus taken ained at stimﬁiaéinv the re‘tentidﬁ”offemales° In addition,
in. January 1975, the price of cattle was 1ncreased and tax 1ncent1ves
were introduced, especially in the breedlng stage, w1th a view to
reducing the rearing-period for cattle. Tax incentives were also
~introduced for exporté of beef, in order to assist the operation of
the refrigerating pléhts. » R

In view of the situation in {Hé internatiopal markets, policy |
was aimed at giving a rather 1arger incentives té agriculture. With
‘the flxlng of prlces for the farmlng year 197#/1975, there was a
tendency for the relative price of wheat to 1mprove compared with
industrial goods and livestock.

As regards, the general policy for the agricultural sector, it

was decided still not to apply during 1975 potentlal normal income tax

on land.
(b)_, Mining

The product generated byﬁminihgviﬂéfeé;éawby 2.1 per cent, as’
a result of a drop of arouﬂd 1.5 per cent in petroleum output, and
an increase of around 35 per cent in the production of coal, 9 per
cent in natural gas and 15 per cent 1n other mlneral products.

The drop in petroleum production may be attributed to the lower
“yields of the wells in prpductlon and the lack of results of-any;
. importance as a result of eiploration° For the future, the use of
secondary reserves has been programmed, and in a longer—term, the
development of the submarine valley°

In 1973 coal production had dropped compared with 1972, wh1ch
means that the 1974 increase is largely one of recovery. In 1974
the investments made (especially in modes of transport from the
coalfields of Rio Turbio) will make expansion possible at a later
date.

The rest of mining (metallic mineral products and mineral
... products for industrial uses and construction) grew by around

15 per cent, especially in response to an increase in materials for

/construction. During
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_construction. During the year the work of iron-mining in Sierra
Grande continued and there is a proposal aimed at opening up the
manganese, gold and silver deposits in Aguas del Dionisio,‘énd‘the
copper deposits in Pachdn,; for production.

A scheme .to promote mining was also brought into existence,
mainly to assist in prospection and exploration, with the State bearing
part of the commercial risk. |

(¢) Manufacturing

Manufacturing grew at a rate of 6.3 per cent, similar to that
of the last five years, but its proportional share in the growth of
the gross‘domestic product was distinctly smaller than was the case
traditionally. N

As has already been said, this growth was the result of a
greafer use of installed cépacity rather than of any increase in this
capacity. Ixports plaved an importaﬁt role in a wide range of
industrial activities. Lastly, an additional feature of the 1974
growth, in contrasts to past experience, was the dynamism of the
industrial sectors producing non-durable consumer goods.

As a whole, the sectors producing foodstuffs and textiles, grew
more than industry on average. Of the industrial sectors, it was the
textile sector which showed most growth, and exceeded the targed of
the Three-Year Plan; this was mainly as a result of the increase in
the purchasing power of the wage earners, while the increase in
exports of some products was also of influence, although to a lesser
extent (see table 5).

The activities which had been most dynamic in previous periods
evolved at relatively slower ratesc‘ The chemical industries grew by
6.9 per cent and experienced some difficulties with supplies of
inputs although these problems tended to be rectified towards the
end of the year. In the middle of the year the Petroquimica General
Mosconi plant came into production, for the production of basic

aromatic hydrocarbons.

/Table 5
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Table 5
ARGENTINA: VOLUME CF INDUSTRIAL OUTPUT

(Anxmal gowth ra.jte) -

Quarters 1974 Year
Iten - -
I II 11 v o172 1973 1k
Totel lemfecturtng 28 Za3 65 90 6B 68 6.8
Food, beverages and tobaooco L7 E.lt 3.6 5¢3 47 N Yoz 5.0
Textiles, olothing and leather industry v 9¢6 10,4 12,3 12,2 4.8 602  1l.2
Wood and wood produots, including furniture =01 . 1.2 19 Wb w26 <240 - b5

Paper and paper products, printing end publishing . 3.8 . 7.4 10,0 15,0 . -0.7 . 0.7 9.2

Cheizfcals and chemioal products, products of .
petroleun and coel, rubber products and plastios 345 7.4 - 8a 748 247 1.6 6.9

Nonwmetallic mineral products, exoept products

of petroleum and sogl i -2.3. 4.6 6.7 8.2 L.y 0'3 k.6

Basic metal industries 9l 5 74 1l 55  ho 8.6
Metal products, maschinery end equipment = 202 B3 49 10,1 5.1 14,3 6.6

Othet‘ me.nufaomring indus‘bries : -2!6 -1.2 1.9 2.1 -'6'1 1-0 0.1

Source: 1972-1973, Central Bank of Argentina; tirsf', second and third quarters of 1974, preliminary date
supplied by 'bher Central Bank; fourth quarter and total for 1974, - estimates based on preliminary
date supplied by the Central Bank.

/The basic
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The basic metal industries grew by 8.6 per cent. Production
of pig-iron increased by 33 per cent as a result of the onening of
the new SOMISA blast furnace, despite some difficulties in external
supplies of coal. The expansion of this plant also contributed to
a major extent to the growth of steel production, which reached
2.3 million tons (9.2 per cent more than the previous year) and
covered around 56 per cent of national conéumption. This increase
in output in the basic stages of the steel-making process was not
reflected in the production of rolled-steel products, which dropped
by 2.5 per cent, owing principally to difficulties in supplies of
scrap for the semi-integrated steel mills and of semi-processed
products for re-rolling.

It should be mentioned that in view of the relatively low
level of integration in the steel industry, the substantial growth
of pig~iron production did not lead to a further expansion of the
sector. It is hoped to achieve self-supply in steel around 1980,
on the basis of the expansion of SOMISA, the integration of some
private mills (to date two projects which will use the direct
reduction process to supply sponge iron to the electric steel mills
have been approved) and the establishment of new integrated mills,
a study of which was carried out in 1974.

The aluminium-producing plant of Puerto Madryn came into
operation, and will enable self-supply of this metal to be achieved
in a few years' time.

The industries producing metal goods, machinery and equipment
grew by 6.6 per cent. Car production, including non-assembled units
for export, increased by around 4.5 per cent, while the production
of commercial vehicles remained at a standstill. As regards the
destination of output, sales to the local market decreased by
6.8 per cent for cars and increased by only 1.3 per cent for
commercial vehicles; but at the same time 7,000 cdmpleted cars

were exported, 8,200 commercial vehicles and 36,000 non-assembled

/units. Tractor
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units. Tractor production increased by 15 per cent, with sales of
20,6503uhifs on the 1oca1'market (an increase of 10 per éent),
whilei4,200 units‘were destined for export (54.4 per cent) (see
table 6). | o -
(a)  Comstruction

Private construction incfeased by around 13 per cent, while the
number of building permits in Greater Buenos Aires and the main
cities in the interior increased by‘around'35 per cent (it should
be recalled that 1973 was a year of a low level of activity in
construction). This growth was boostéd by state action, in the
form of low-cost hoﬁsihg plans'implemented by thé‘Housing Secretariat
of the Ministry of Social Weifare, and increased finance channelled
through the Banco Hipotecario Nacional and the commercial banks.

Demand for,housiné for the medium- and high;incbme érOups
increased sharply as from thebmiddi;Aof(fhe year. This may“bé
attributed in part t§ nlacements of funds as a means of pfdtection
against inflation and the channé¢lling of profits,obtained outside
the price controls. These circumstances caused a sizeable
.increase in real eétate prices, and the absorption of unsold units
accumulated in earlier period§ they also provided an incentive to
completing work already bégup and the initiation of new

construction work, despite some prdblemé‘of‘supply./“

" /Table 6
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Table 6

ARGENTINA: INDICATORS OF SOME ACTIVITIES

Growth
Item 1970 1971 1972 1973 1974a/ rate
1974
1. Motor vehicles (thousands of units) b/ 168.0 193.4 207.6 23347 ok, 6 L.y
2+ Commercial vehioles (thousands of units) b/ 51.6 60.3 70.6 7749 7747 ~0e3
3« Tractors (thousands of units) 11.0 13,8 15.4 21.3 24.61 15-3
4e Pig iron (thousands of tons) 810.0 861.0 849,0 8c4,0 1 06340 33.0
5s Steel (thousands of tons) 1 823.0 1915.0 2 105.0 2155.0 2 35440 942
6 Rolled produots (thousands of tons) 2 242.0 2 514.,0 2 712,0 2 981.0 2 907.0 -2.5
7. Petroleum (thousands of m3) 22 798.0 24 565.0 25 19440 24 260.0 23 860.0 ~1.6
8+ Cement depots (thousands of tons) 4 743,0 5 515.0 5 398.0 5 195.0 § Lsh,0 540
9+ Surface area for new construction pernits
in main oities (thousands of m2) 13 131.0 11 140.0 9 503.0 9 293.0 12 358.0 3340
10. Electrioity (thousands of Mwh) ¢/ 21 727.0 23 62440 25 319.0 26 638.0 27 893.0 k7

Source: 1 and 2: Seoretarfa de Estado de Desarrollo Industrial; 3: Asoclacién de PAbricas Argentinas de
Tractores; 4, 5 and 6: Centro de Industriales Siderdrgloos; 7 and 10: Secretarfa de Estado de Energfaj -
8: Asoolacién de Fabricantes de Cemento Portland; 9: National Institute of Statistics and Censuses.

&/ Provisional figures.
b/ Inoluding non-asgembled wnits,
¢/ Inoluding self-supply.

/(e) Energy
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(e) Energy

The . generatlon of electrlcal energy 1ncreased at a rate of
4.7 per “cent durlng 1974 as a result of 1ncreased productlon by the
publlc service powver statlons, Wthh offset the drop in self-supply.
Generally speaking, energy policy is aifnted at”a“gradual"reblacement
of petroleum by coal, natural gas and hydroelectrlc and nuclear‘
energy.

In 1974 the nuclear power station of Atucha céme into operatioﬁ
and" a project for the construction of a new plant iﬁ Rio Tercero |
(Cérdoba) is in progress. Progfesé was made in putting'El Chocén
into operation, and work is belng carried out on the Salto Grande
dam (in conjunction with Uruﬂuag) The construction of the Futaleufd ~
dam, which will supplv energv to the alumlnlum plant at Puerto Madryn,
was delayea. , ' '

i Several large- scale hvcroelectrlc projects are at present
under study, and should come into operation durlng the 1980s.
Progress was made in studies for the YacirefaéAﬁiﬁé‘déﬁ, which will
be built by Argentina.in conjuction with Pafaguay;.while it is hoped
to begin worl: on the Alicopd complex, in the Comahue area, in the
near future. A study will also be made of the possibility of making,;
use of the middle reaches of the Parani, and priority Qiil,be given

to this project.

k., The external sector

The evolution of the external sector during 1974 showed
surpluses of 350 million dollars in the trade balance and 260 million
in the current account. At the end of the year reserves covered five
months of imports. The outstanding features were the large increases
in import prices, especially fuels, the decrease in the volume of
exports of meat, and the notable increase in the volume and price of

exports of cereals and industrial products.

/(a) EBxports
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(a) Exports

The value of exports of goods amounted to 4,010 million dollars,
i.e., an increase of 23 per cent compared with 1973 and of 73 per cent
compared with the average for the last three years.

Exports of meat and meat products were substantially affected
by the restrictions imposed by the Zuropean Iconomic Community. The
450 million dollars' worth of exports in l9?3»representéd'a decrease .
of 43 per cent compared with the previous year and a drop from 24 per
cent to 11 per cent in their share of total exports of goods. In
addition, in the course of the year there was a drop in the average
price of exports of meat, which decreased from 1,318 dollars per ton
of meat inclucding bones in January to 825 dollars in Deceinber,
although the year's average remained above 1973 levels.

Wool exports dropped by 43 per cent, as a result of the decrease
in the demand of Japan and the Zuropean countries. ‘

The decreases were more than offset by the notable growth of
the value of exports of cereals and manufactures. Exports ofxcereals
increased from 864 million dollars' worth in 1973 to 1,440 million
dollars' worth (an increase of 67 per cent), with the highest volume
of the last 15 years despite the drop in exports of wheat. More than
half these exports consisted of maize while sorghum reached its
highest figure on record. This increase in volume was complemented
by a significant improvement in selling prices (see table 7).

Together with cereals, the value of other products of
agricultural origin also increased by more than 50 per cent. Notable
examples are fats and oils, with 260 million dollars' worth (an
increase of 90 per cent), thanks to better international prices,
and despite a drop in volume. Exports of sugar amounted to
200 million dollars' worth and exports of fruit were worth

100 million dollars.
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Table 7

ARCGENTINA: VALUE OF EXPCRTS

(Millions of dollars at current prices)

Iten . 1 97q

1971

1972 1973 1974a/
Meat and offal . L 16 691 790 - 450
Coreals ' ' 509 534 339 864 1 440
Hides and skins | 97 70 120 121 100
Wool, hair and horsehair J 87 72 89 194 110
Other agrioulmral_ products _' _ 383 395 378 50 1 020
Non-agrioulture based industriel products 256 ‘ 253 C 324 64y 890
Total N W/ . 1740 1 941 3 266 4 010

Sourens Jational Institute of Statlstise and Censuses.

&/ Provisional £1gures,

/Another important
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Another important event was the increase of 30 per cent in
exports of manufactured products of non-agricultural origin, which
came to account for 22 per cent of total exports of goods. ILxports
include sales of machinery and vehicles, which amounted to around
350 million dollars (with an increase of around 55 per cent in value
and 30 per cent in volume compared with 1973). Steel exports were
worth 140 million dollars (an increase of 17 per cent) while chemical
products amounted to 150 million dollars (50 per cent more than 1973).
The magnitude of these exports was not only the result of higher
international prices but of a growth in volume. This result was
affected by the tax and credit incentives policy, and the bringing
of Argentinian industries into line with international requirements.
(b)  Imports

The value of imports of goods was 3,160 million dollars, i.e.,
an increase of 60 per cent compared with the previous year.

The item which showed most growth was fuels, the value of which
increased from 172 million dollars in 1973 to 520 million in 1974 on
‘account of increases in 1nternat10nal prices, thus accounting for
15 per cent of the total.

Imports of intermediate and consumer goods increased by
58 per cent. Of these, imports of metal products increased by
35 per cent, calculated in dollars at current prices, mainly on
account of the price increase, since up to the end of the year there
were some problems of supply. Purchases of raw materials for the
chemical industry amounted to 470 million dollars, with a large-scale
increase in prices.

Imports of capital goods were worth 500 nillion dollars, i-.e.,
an increase of 11 per cent compared with the previous year; tleir share
in the total, howéver, dropped from 20 to 14 per cent.

(¢)  Balence of payments

The surplus in the trade balance.was 850 million dollars
(equlvaleﬁt to 707 million SDRs), but it tended to decrease in the
second half of the year owing to the sharp 1ncrease in tne value of

imports (see table 8).
/Table 8
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Table 8

ARGENTINA: BALANCE OF PAYMENTS

(iiilions of SDR units)

.. 1970 97 1972 1573 174/
Current ascont
Exports of goods and services 2 198,0 2 197.0 221040 3 16847 3 98641
Goods FOB 1 773,0 1 74040 1 7688,0 2 70740 3 33k.2
Services 425,0 L57,0 k22,0 B TS W4 65149
Trensport 215,0 2200 20U, 0 251,2 36245
Travel 7440 92,0 7340 7241 9145
Imports of goods and sarvices 2131.0 2 327.0 2 1040 2 2584 3 480.7
Goods FOB 1 47kgo 1 625,0 1 52640 - 1 640,0, 2 62745
Servises . 65740 70240 578.0 615.0 65342
Trensport 352,0 ' 39340 34640 36k4,7 56946
Travel 130,0 113.0 7240 70¢5 8645
Net external investment inoome -223.0 ~25640 =307.0 ~32645 ~29246
Profits ’ ~70,0 g0 ~56.0 | -6le6 ~3645
Interest «15340 ~210,0 «251,0 ~261.9 - ~25641
Net private transfer payments ~1,0 wl,0 ~1.0 9.l 1.7
Balance on current acoount ~15740 -387,0 «202,0 55249 214,5
Capital account ’
Net external financing (a+b+c+dse) 157,0 387.0 202,0 «592.9 =214,5
(2) Net external non-compensatory capital 46340 ~203,0 ~3640 «3740
Direct investment 11.0 11,0 9.0 8.0
Long= and mediumeterm léans . k87,0 55740 34640 - - - h0o5.0
Amortization payments «259.0 =360,0 =370 =l 0
Short-term 1iabilities 226,0 - 09,0 =710 T al2,0 151.5
Official trensfer peyments 2,0 " =20 =340 640.
(b) Domestic non-compensatory capital . . .
or assets =91,0 «21,0° 5940 " =7640
(¢) Errors and omissions 6.0 - 2540 7.0 661, |
(d) -Allocations of SOR wnits 5940 47,0 47,0 . -
(e) Net compensatory finanoing ' ' '
(inerease ) «280,0 539.0 125,0 =546,0 «6340
Balance~of ~payments loans, trade
~arrears, INF loahs'and “other '
*. 14abilities of the monetery authoritles cm L 11,0 325.0 15740 . eee
fr.ontization payments ~12040 -1.0 -5. - - «110,0
MRuoaiie 9 berclam grohange ~04.0 22,0 ~zl+o. | 54,0 6440
wovesents of gold reserves (intrease =)  -17,0 . .70,0 ‘ 60. - -
SIR wmits (inorease =) ~5940 5740 w1540 © 49,0 ~1740
Source: Internationsl Monetary Fund (IMF) » Balance of Pg.ymemts Yearbook, vole 26. ‘
_/!:stim.tes based on official statistics. '
/Real services
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Real services were in deficit by around 200 million SDRs, i.e.,
an increase compared with the previous year, due mainly to increases
in freights. The deficit in financial services was 293 million SDIs
(this figure was 327 million the previous year). This result was
affected by the decrease in the amounts of remittances of profits
and dividends abroad and the slight drop in net payments of interest.

As a result of this, the balance of the current account showed
a surplus of 215 million SDRs, basically as a result of the favourable
trend in the first months of the year.

Non-compensatory capital movements recorded a net outflow of
152 million SDEs, amoﬁg other factors, in the form of payments to
finance imports and amortization payments on private sector loans.

A1l in all, the balance of payments before compensation showed
a surplus of 63 million SDRs, which became a net decrease of 110 million
SDRs in the compensatory debt situation (repurchase of pesos from the '
International Monetary TFund and amortization payments on loans from
banks abroad) and other items. International reserves showed a
deficit to a value of 47 million SDRs, and at the end of the year
totalled 1,170 million SDRs, which finances around five months of
imports.

(a) Policy for the external sector

(i) ZExchange rate. An important element in prices and incomes

policy during 1974 was the maintenance of the exchange rate for
commercial transactions at 5 pesos per dollar and at 9.98 pesos per
dollar for financial operations.

At the same time, various mechanisms were employed to bring
about gradual changes in the exchange rates actually used by exporters
with a view to maintaining competitiveness. For this purpose, the
settlement of some transactions was transferred totally or partially"
from the commercial to the financial market, or tax incentives, such

as the refund of locally-paid taxes, were granted.

/In the
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In the case of agricultural exports, the public sector
'centralization of exports of the most important cereals ass1sted in
separating 1nternational prices from those of the local market thus
eliminating the possible inflationary effect. .

The curb on exchange rates from mid-1973 was aided in a first
stage by the deoeleration of local prices, while international .
‘prices became increasingly steadier. |

, These c1rcumstances changed in the course oi the year as growing
domestic costs and the weakening of 1nternational prices became unable
to maintain their mutual balance through the medium of the exchange
- fiscal machinery° Towards the end of the year, therefore, grow1ng
pressures emerged to modifv the exchange rate.

(i) Trade agreements° Lines of credit were granted to various

Latin American countries in order to finance their imports of products
of Argentinian origin. The agreement signed with Cuba, was the most
important because of its magnitude (l,2OO million dollars in six years),
and because of‘the high value added of the products negotiated (motor
vehicles, agricultural machinery, transport materials, machines,
engines, etc.). | 7 . | o '

The econonic co—operation agreement with‘ﬁruguay brought in
some innovations. It established the drawing up of complementarity
agreements, the installation of bi-national enterprises and the
gradual liberalization of trade° B

Various agreements were also signed With countries of the
socialist bloc, aimed at oiversifying exports and increasing the
volume of trade, participating in the installation, modernization
and expansion of factories, and exchanging patents, licences, and
technical proceduresa They allowed for pavment in freelv convertible
curren01es w1th a repavment period of ten years for purchases by

Argentina.

5. Public .sector

During 1974, the public sector increased the area of its direct

work and control of the national economy.

/As regards
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As regards the current income and expenditure of National
Government, as in 1973, the accounts of the National Treasury showed
a deficit. During 1973, 36 per cent of the current expenditure paid
by the national Treasury was not financed by current income; and in
1974 this percentage increased to 38 per cent (see table 9).

The sum of public investment finance requirements, capital
transfers and extra-budgetary expenditure gives an approximately
deficit for 1974 of.30,000 million pesos, which is 53 per cent higher
than that recorded the previous year. As a percentage of the gross
domestic product it increased compared with the previous year, and
remained at a high level (6 per cent).

The net tapping of credit resources by marleting securities‘in
the capital markets gave a surplus of nearly 2.9 thousand million
pesos in 1974, basically on account of the increased acceptance of
bonds issued in foreign currency or readjustable bonds.

The final deficit of the Treasury year was 27.4 thousand million
pesos, 43 per cent up on the previous year. This was in spite of the
considerable increase recorded in the collection of tax revenue
(64 per cent) and above all reflects the large increase in public
expenditure as a result of increased purchases of goods and services
(personal and non-personal) by the central administration and by
increased financial contributions to the provinces and public
enterprises.

Practically all the financing of the imbalance was charged to
Central Banl: credit or was covered by available funds deposited in
bank accounts on behalf of State agencies.

The effect of this deficit on the creation of money was greater
in the second half of the year, because the absolute volume of the
deficit was substantially greater, énd also because the Central Bank
took a larger share in financing it (38 per cent compared with

78 per cent).

/Table 9
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Table 9

(Millions of .pesos)

Item 1970 SN 1972 1973 1974
Current resources . 7019 . 8 6h9 13 667 20 183 30 504
Budget income 6 802 8 589 13 508 19 389 29 537
Tax income 6 059 7 532 1 111 16 791 27 514
Direct taxes 2 328 2 267 2 884 - 4 027 7073
Indirect tai:ies 2 291 3200 4 203 6 709 12 274
Taxes on external trade 1 4o 2 065 L o24 6 055 8 167
Non~tax income N3 1 057 2 397 2 598 2 023
Extre budgetary income o ay . 60 159 793 967
Expenditure 7 986 11 836 19 ook 39 961 . 60 796
Budget expenditure 7 684 11 396 18320 38 256 56 13
Current extpenditure 5 883 8 o9y 1L o7s - 31 u67 48 967
Perscnal services 3153 4 033 _6 080 13 067 18 501
Transfers 1 892 3 hgh 5 613 1l b6 23 555
-+ Others 838 b . 238 3 984 6 911
Capital expenditure a/ 1 801 2 by L 246 6 769 7 4h6
Substantive investment 542 7 1511 1 890 2 283
Transfers 550 692 1053 1969 192
Others 709 976 1 682 2 930 3 242
Extra~-budgetary expenditure 302 Ll 684 1 705 L4 383
Financial results -967 -3 187 -5 337 -19 778 ~30 292
Net capital movements A 374 586 582 §22 2 885
Placement public debt 837 1 318 2 hog ! 4785 7 055
Amortization public debt 463 ~732 -1 843 i 152 -4 170
Treasury imbalance «593 -2 601 -4 755 ~19 145 -27 407
Rinencing 593 2 601 4 755 19 145 27 Yo7
Centrel Bank of Argentina 502 2 495 3 346 14 892 24 092
Consolidated fund of official ourrent ’ o
accounts 161 86 11by 2 788 3 670
Other short-term operations ~70 20 260 1 765 «355

Sourcet Minisiry of the Economy.
a/ Excluding publio debt amortization payments,

/The increase
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The increase in tax resources was basically due to the increased
collection of tax revenue on domestic activity (30 per cent), since
taxes on external trade only increased by 35 per cent. Of the taxes
on domestic activity, direct taxes increased by 76 per cent, and
indirect taxes by 83 per cent; of these, those which increased most
were fuels and sales taxes.

As regards taxes on external trade, tax revenue from imports
increased, and that from exports decreased by 7.6 per’cent, owing to
the drop in the duties paid.

The current expenditure of the Treasury increased by 55 per cent
mainly as a result of increased transfers to the provinces and State
enterprises, while payments for the operational costs of the Central
Administration increased by 40 per cent. This expenditure reflects
on the one hand the difficulties experienced by the provinces in
coping with wage increases using their own tax resources and on the
other the increase in the income levels of Central Administration
wage~-workers and employees, with the 13 per cent wage increase in
April, the special half month's salary at the end of June and the
15 per cent increase in November. ‘

The increase in the deficit and the need to control its effect
on domestic prices gave rise to an austerity plan during the last
quarter, which froze vacancies in administration and cut down on
expenditure. The budget for 1975 reduces transfers to the provinces
and public enterprises and transforms them to a large extent into
effectively refundable loans.

Capital expenditure payments by the Treasury showed an increase
of only 9.5 per cent at current prices, incdicating a large drop in
constant values, which was still more pronounced in transfers to

the provinces, and to State enterprises and agencies.

/6. Money
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6. Money and credit

As from June 1973 11qu1d1ty began to increase (expressed as
‘the ratlo of the means .of payment or the total monetary supply of
pr1vate persons to the product) and th1s .process became mnore
pronounced towards the end of the year, increasing the effect of the
seasonal variation typical of this period.

During 1974 the quéntity of monetary resources expressed in
real terms continued to grow. Between the end of December 1973 and
December 1974 the means of payment of private persons increased by
55.2 per cent, while the cost of living index rose 40.1 per cent and
wholesale prices increased by.36,7 per cent. The average liquidity
coefficient for the year probably exceeded the 1973 coefficient by
around 40 per cent.

As from the second half of 1973 up to m1a—1974 the role of the
external sector in the creation of means of payment was extremely
important; during this period there was a substantial increase in
internétibnal reserves and in other net assets with the exterior.

Latterly, during the seond half of 1974 there was a gradual
decline in reserves, which came to constitute a factor of contraction.
At the same time, the growth rate of credit to domestic sectors
1ncreased (see table 10).

Credit to the prlvate and pub11c sectors increased by 50.L per
cent, with slowly 1ncrea51ng monthly rates; however, radical changes
occurred in the relativevimportance of the two. sectors. On average,
the public sector received 43 per cent of the increase in the
balances of net domestié credit (37 per cent in 1973); its share was
larger in the first and last quarters. .
| Parallel with the change in the final destination of credit,
which was associated with the deficit»situationfof the national and
provincial governments and of some public enterprises, a substantial
change took place in the.cﬁannelling of credit within the private
sector as a result of the law nationalizing bank deposits, in force
as from October 1973 for the commercial banks and as from February 1974
for other financial bodies.

/Table 10



- 479 -

Table 10

ARGENTINA: ORIGIN AND DESTINATION OF MEANS OF PAYMENT

(Balanoes at end of period, in millions of pesos)

1973 1974
e March June  September DZ::E Maroh ~June  September D:::E
Heans of payment 32098 3884 M4oB4 56201 58055 66791 738k 87 261
Cash 13395 16400 18 901 26 406 24 307 28 298 32 191 4o 165
Current acewunt deposits 18 703 22 W 26 083 29 815 33748  38uy3  H1703 45 099
Net asgets in other financial
Factors of expansion 58 817 70 281 81 668 98 286 108 512 122 4s% 131 936 1h6 338
External sector 3522 ey 7sks  BUI6 10066 56 12163 11 278
Domestic oredit 55 295 65 587 74123 89 800 98 46 108185 119 773 135 060
Public sector 13532 17485 19ky1 26725 31 322 34 €72 37 509 L6 194
Private seotor 41763 48102 54652 63075 67 124 73513 B2 264 B8 866
Factors of contraction 28 650 33 645 L4 856 4o llis 50518 56896 59 975 61 010
Depogits with 1little mobility 21 999 25 730 29 803 35 778 42 o48 48 24y 52 078 55 klﬁ
Othera 6 651 7 915 15 oy 6 671 8 4o 8 649 7 897 5 596

Sources: Central Bank of Argentina.

/The main
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The main features of this system are: (a) the commercial banks
and other financial institutions*affected‘receive deposits by the
publie on belilaf of and by order of the Certral Bank, and thus, lack
authority to dispose :of the .resources atfraéfed; since thev cannot
use them for agtive,operations,without authorizatioanrom the Ceéntral
Banlk; (b) funds for loans. come entirely.from rediscounts granted by

he Central Bank; and (c) the Central Bank fixes the interest rates"
- it is responsible for the interest paid and the banks and other
entities. of the system receive a commission -for their role as agents.

Cr A year after the introduction of‘the’system, some results may
already be seen. here has been a considerable increase in the
1mportance of redlscounts with spec1flc destlnatlons, and ‘this made -
it p05s1b1e to 1ncrease the select1v1tv of total credit. ) B

In addltlon, the resources channelled towards the off1c1al _
banks increased. Slnce the date on whlch the system came into fofce,l'
: more than 70 per cent of the increase 1n the’ portfollo of bank loans
was accounted for by off1c1al banks, whlch durlng this perlod
probably - ‘tapped over 60 per cent of the 1ncrease in the dep051ts.
Consequently the loans dep051ts ratio deterlorated for both '
national and foreigh private banks. o o o

'The increase in the share of the offioiai banks in total loans
reflects the incentive policy to industry and housing through the a
National Development Bank and the Banco Hipotecario Nacional.

Detween October 1973 and October 1974, National Development Bank loans
increased by 75 per cent and those of the Banco Hipotecario by
125 per cent.

The official banks as a whole gave increased importance to
specific credit for investment and thus gave less priority to credit
for financing commercial drawing by the enterprises.

In September an increase was decreed in the interest rate
which had been decreased in June 1973, and the selective interest-rate
differentials established at that time were abolished. This was due
to the fact that rates of interest had become markedly negative owing

to the growth of prices.

/In the
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In the last quarter of the rear, the lower level of liquidity
and the lack of incentive for fixed-term deposits (the rate of which
was negative), created conditions for the growth of money markets
with less rigid rates - an acceptance market, for example. There
was thus a re-emergence to some extent of a financial svstem outside

the banking system.

7. Prices, wages, income distribution and employment

(a) Prices

During 1974, the annual average wholesale prices increased by
20 per cent and consumer prices by 24 per cent. These increases are
relatively moderate, compared with the experience of earlier neriods
(see table 11).

Despite the average increase of 24 per cent in the consuuer
price index, the food component increased by 15 per cent, mainly as
a result of the restriction on the price of meat, which meant that
the increases did not come down so heavily on the lovest incone
groups; this is én approximation, however, since transactions at
higher prices than those recorded would appear to have taken place,
as well as changes in the quality and specifications of some products,
the effects of which on real prices are difficult to quantify.

The average increase of 20 per cent in wholesale prices was a
result of the grouth of 11 per cent in agricultural prices, 2k per
cent in domestic non-agricultural prices and 37 per cent in imported
goods. Meanwhile, the cost of construction estimated at average
values grew by 35 per cent.

An accelerated evolution of prices during the year may be
observed as from April. Indeed, the consumer price index, whose
average growth rate fluctuated around 1.5 per cent during the period
January-March, showed monthly variations of more than 2.5 per cent
as from April and a maximum of 5.2 per cent in December. Consequently,
there was an increase of 40 per cent between the months of

December 1973 and December 1974,
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Table 11 .:

-ARGENTINA: EVOLUTIGN OF DOMESTIC FRICES

. (4nnual. growth rate)

1 972

Item 1970 1971 1973 1974
C onsumer prices
General level
Average 1346 . 34,7, e 5805 60,3 24,2
Annual veriation g/ 21,7 3941 64,1 43,8 _ Loa
Food ’ ‘ ' - '
Average 16,5 "l 63.1° 552 15,1
dnnual variation a/ 29.1 b2,b 66,0 36.1 . 3342
Wholesale prices - ‘ o 4
Average i 3945 7740 5000 2042
Annuel veriation a/ 26,8 48,2 76,0 30.8 3647
Cost of cmstructiom ' . s
arnmual average 1149 30.9 . 5443 722 347
Annual variation a/ 13.3 k2,7 61.3 5545

5845,

Source: National Institute of Statistics and cAen_suses.

&/ December, compared with the same month of the previous year,

/Wholesale prices
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Wholesale prices developed along lines similar to consumer
prices, since their monthly rate of growth during the period January-
March was less than 0.5 per cent, but remained above 2.5 per cent over
the next period, and rose rather more steply at the end of the year.

Agricultural prices increased in all four quarters more slowly
than prices of national and imported non-agricultural products; in
the last quarter the increase in prices of local non-agricultural
products was far greater than that of imported products, and thus
came up to the level of the annual growth rate.

During 1973, the inflationary process slowed down as the Year
advanced; the annual average increase in prices was greater than the
actual increase between the beginning and the end of the rear. In
1974, however, the reverse occurred.

The factors of inflation were different from those of recent
vears. The exchange rate, meat prices and public service tariffs
increased more slowly than the general level of prices and moderated
the rise in prices, unlike the role which they had played in earlier
periods when they had boosted the increases. This was in fesponse to
the policy of redistribution applied by the Government and was aided
by the situation of the livestock cycle, the favourable evolution of
the external sector as far as exports were concerned, and fiscal
policy.

The price policy was based on a price freeze as from June 1973
and on generalized control, and paralleled a wage agreement reached
between the State and the workers' and entrepreneurial organizations.
The Acta de Compromiso Nacional of 30 May 1973 laid down the amount
of the wage increases, and the general lines of the income policies;
from its introduction up to December 1973 prices were almost completely
stabilized in contrast to the large-scale growth of the previous
period.

As from the end of 1973, however, tensions had began to gather
round this stabilization scheme. Increases in domestic demand and
pressures on costs (mainly as a result of increased international

prices), together with difficulties in the supply of some importec

" /inputs, boosted
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inputs, boosted price increases against the background of a strict
freeze. Between June 1973 and larch 1974, the wholesale price index
of imported goods increased by 13 per cent in a s1tuatlon in which
the price 1ndex of domestic goods 1ncreased by less than 2 per cent
and the index of natlonal non-agrlcultural products by less than l per
cent. In the 01rcumstances, the strlct freeze worked efflClentlJ up
to the beglnnlnn of l974 In Aprll demands for wage increases
materialized; they were a result of the fact that conditions of
supply and demand had allowed some cev1atlons as regards the frozen
prices, and of soclal anc polltlcal de51re not to stop the process n
of income redistribution. Authorlzatlon was thus glven to transfer
tovprices part of the new wages and the hlgher cost of imported goods.
However, nost industrial entrenreneurs maintained that their rate of
returns had decreased or had d1sappeared, and that 1ncrea51nglv large
gaps were beginning to appear in the o;flclal pr1ce control and in
supply° At the same tlne, the tendenc" towaros 1nflex1b1l1tv in
supply for the domestlc market became more pronounced as a result
of the progressive absorptlon of the 1dle capaclty, d1ff1cult1es in
the external supply of some inputs, certaln speculatlve practlces,
and exports of a part of industrial output. ' o

In the last few months, a more flexlble scheme was adoptec for
the prlce pollcya Without totallv abanoonlng the pr1ce control an
attempt was made to seek a new oalance 1n relatlve prlces, although
at a higher level. -

These measures could eventuallv become part of an 1ncomes('
pollcy aimed at prov1d1no an 1ncent1ve to 1nvestment el1m1nat1n~ the

negative rate of returns declared bv a serles of enterprlses and

- re-establishing the normal functlonlng of the market1n~ c1rcu1ts°

(b) Wages _

On the basis of the prlorlty glVen to the grouth of real wages,
three general salary 1ncreases were granted in l974 coverlng all
wage-earners, in the public and private sectors. The April increase
consisted of 13 per cent of. the wage and could not in addltlon, be

less than 240 pesos; in June, an addltlonal payment of half a monta s

/wage or . .
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wage or salary was decided upon; and in November, wages were readjusted
by 15 per cent, with a minimum of 300 pesos. According to the policy
of redistribution being followed, these increases aimed at a bigger
improvement in the situation of the lowest-level wage earners; this

was why a fixed minimum was laid down for the increase.

The growth objective for real wagés would appear to have been
achieved, since the average increases were 9.4 per cent for the
basic wage agreed upon for unskilled workers and 5.9 for skilled
workers. '

In the case of workers with families, the difference was greater,
since the family wage showed a larger increase in the lower-income
groups than the basic wage. In addition, and partly as a result of
the lower unemployment index, the wages actually paid in some sectors
would appear to have increased more than was established in the general
wage increases.

If instead of annual averages the months of December 1973 to
December 197L are taken as reference periods, smaller increases in
real wages may be observed and a standstill in the case of the skilled
wvorker without dependents. This was due to price increases in the
last part of the year (see table 12). Since this process became more
accentuated during the month of January 1975 the Gran Paritaria
Nacional (trade union association of employers and workers) State
representatives and representatives of workers' and entrepreneurial
organizations, was convened in February to agree on the necessary
readjustments to compensate for the deterioration in real wages since
the last increase.

During 1974 the Labour Contract law was ratified, and laid
down important improvements not connected with wages. Among other
benefits, this law malkes arrangements for more special leave (for
births, marriage, etc.), and extends vacation periods; it increases
the amounts of indemnities for dismissal and establishes a more
favourable system for sick leave; it sets new norms for the work
of women and establishes access to the enterprise's bool:~keeping

system by wage-workers who receive coumissions.

/Table 12



- 486 -

Table 12
ARGENTINA: EVOLUTION OF INDUSTRIAL WAGES g/ v

' (Annual growth rate)

Item - : 1970 w1972 1973 1974
Nominal mcmthlj averege wage E/ | , . .

Skilled worker ' 15.6 3644 4,9 7241 314

Unskilled worker . : 17.8 " 3749 46,1 7446 35.8
Real monthly average wage o/ ' C

Skilled worker , 1.8 143 . =845 Tolt 548

Unsidlled worker 347 243 ~7e6 849 9e3
Nominal wape {Decenber) v

Skilled worker ' © 139 R 48,1 6541 3842

Unskilled worker ; . 1h8 Chsyy 48,1 6940 Ll
Real wage (December) y . _ :

Skilled worker 645 3.1 =948 1449 ~lo&

‘ 17.3 3.1

Unskilled worker ) : ~5¢7 L7 ’ " w948

Sourcet National Institute of Statistics and Censuses, -

a/ Basic wages flxed by agreement in the Federal Capital,

b/ Sum of monthly wages and bonuses in the year (base 1960 = 100), divided by 13,
g/ Nominal menthly income deflated by consumer price index, Year's average.

~/(c) Distribution



- 487 -

(¢) Distribution of income and employment

The target of the Three-Year Plan for 197% was that the share

of wage-earners in income should increase to 43.8 per cent compared
with a percentage of 42.5 per cent ‘in 1973. These figures are part
of a progression which would bring the share of wage-earners up to
k7.7 per cent in 1977, similar to that attained in 1955, curing the
second presidential period of General Perdn. According to estimates
by the Ministry of the Economy, the 1974 objectives was surpassed
during the year.

In addition to the redistribution among wage-earners and non-
wage-earners, transfers of income within each social sector took
place during 1974. Of the wage-earners, the lowest incoile sector
benefited most, in view of the non-proportional method used for
granting the increases. Consumption of foodstuffs, prices of which
increased less than the average, is of more importance in these groups;
and on the other hand, social benefits became cheaper (medical
attention, social tourism, etc.) and the purchase of low-cost
dwellings was subsidized.

On the other hand, the high-income groups, both wage-earners
and non-wage-earners, suffered - particularly towards tae end of
the year - from the sharp increase in prices of some goods which
form part of their normal consunption (non-frozen rents, prices and
costs of vehicle maintenance, expenditure on recreation and sumnmer
vacations, etc.) since the price controls were less strict for the
goods making up the '"family basket''s

As from April 1973, the unemployment rate underwent a steady
decrease, reaching a rate of 2.4 per cent in October 1974 in the
Federal Capital and Greater Buenos Aires. This is the lowest
percentage on record since this information has been coupiled
(July 1963). In the cities of the interior, unenmployment rates

were also less than in previous periods.

/BARBADOS
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BARBADOS

1. Some featires of economic trends in 1974

The sharp r1se in domestlc prlces, whlch 1ncreased by 39 per cent,
the increase of 49 per cent 1n the value of goods exported, resulting
from high 1nternat10nal prlces, mainly in respect of sugar, for
volume fell by 15 per cent 1mport restr1ct10ns which affected the
supply of raw materials and intermediate goods for agrlculture and
1ndustry, and tne drop of 12 per cent in the sugar cane harvest,
were the most outstandlng events which 1nfluenced economic trends
in 1974. . .

In these clrcumstances, the estlmates made on the basis of the
llmlted 1nformatlon avallable 1nd1cate that during the year overall
productlon had fallen. The majority of economic activities, with the
exception of tourlsm, show reduced growth rateu, or in the best of
cases, maintained thelr 1974 levels of productlon. Calculated at
current prices it is estimated that there was an 1ncrease of
23 per cent in the gross. domestlc product. (See table 1.)

As regards the 1nflat10nary process, the rate of increase of
domestic prlces has been rising since 1972. This rate rose from
11.8 per cent in 1972 to 16.3 per cent in 1973, and to 38.9 per cent-
in 1974 In 1974 increases were higher for household operations
and furnlshlngs (56 per cent) and foodstuffs and beverages (44 per cent),
and occured mainly during the early part of the year.

The increase in domestic prices was closely related to the
increase in the prices of imported products, mainly foodstuffs,
whose share in the ccmnosition of consumption is high.  In addition,
they had some influence-on‘the increases in wages, which helped to
push domesticﬂcostsfupwarQSﬁandvto increase demand pressure on -

production which proved to be inelastic.
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Table 1

BARBADOS: GROSS DOMESTIC PRODUCT

(At factor ocost)

Millions of BarPados dollars

Growth rates (percentages)

Sector

1970/ 19728/ 1or/  gMp/ 172 197/ 19/
Sugar 27.1 27,6 28,2 H3.4 (15,0 2.2 5349
Domestic agrioulture 13.2 16.6 vos 0ee 18,6 ove e
Manufacturing 314 U3.6 . ere 17.8 cee eor
Construction 2745 2940 vee vee 2.8 con see
Distribution 71,2 84,0 1052 134,1 74 252 2745
Govermmant N7 B9 698 807 161 271 15.6
Tra.nspor£ and Public Utilities 20.9 27,6 ves | .oe 15,0 oee ver
Ownership of dwellings 11,1 13,1} .on .os 9.8 "'. P
Services Ly, 8 60,0 ene oo 6.0 vee vee
Source: Economie Planﬁing Unit, Barbados', Economic Sur\}g (several issues ),
e/ provisional. .
b/ ECLA preliminery estimates.
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2. The performance of selected sectors

The sugar industry represents approximately 8 per cent of total
production, -whereas the contribution of agriculture for domestic -
'Cbﬁsumption'falis belowethis figure;‘ Iﬁ”l97# the sugar cane harvest
fell by 12 per ceant, as a, result of poor . rainfall during the grow1ng
stage of the cane, and the lack of manpower during the reaping stage.
However, since the unit yleld of sugar increased during the year, °
* the drop in sugar production was just about 2 per cent. . '

As regards the other agricultural products for which information
is available; a general drop was observed in production, the production
" of yams and potatoes falling‘by 3k and 22‘per cent respectively; Only
in the production of poultry and milk was there some increase.

Tourism nlays ‘an important role in'the economic activity of the
country. In addition to thHe income it generates, which is higher
than that received from the export of goods, it provides a large number
of jobs and stimulates the development of other productive activities.
'~ Information available for the perlod January to September,
compared with that for the same period for the prev1ous year, shows
an increase of 6.5 per cent in the number of persons v151t1ng the
country. In this respect, the balance of payments for 1974 recorded
an increase of 20 per cent in the inflow of foreign exchange as a
result of tourist expenditure in the country, reflecting, in part,
the increases in prices which occurred in that year.

As far as the value added by the Government sector is concerned,
it is estimated that zt current prices its growth rate was rmich lower
than that of the total gross product in 1974, which indicates a
marked deterioration in government activity. As at September, and
comparing these figures with those for a same period in 1973, current
expenditure had increased by 15 per cent whereas income, for the same
period, rose by 9 per cent, thus increasing the current deficit.
Furthermore, capital expenditure showed no major change compared with
that of the previous year.

/Towards the
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Towards the end of the year the Government increased the rates
of some taxes and obtained external finance for infrastructure projects
to stimulate the growth of production and provide jobs.

The situation of the other productive sectors does not appear to
have been better than that reflected by the estimate of the o?érall

product.

3. The external sector

In general, external transactions followed the pattern set by
the movement of international prices. Higher prices for sugar and
other export products meant an increase of 75 per cent in unit values
and one of 49 per cent in the value of exports of goods. On the other
hand, their quantum fell by 15 per cent.

Meanwhile imports increased at a lower rate, 24 per cent. During
the year restrictions were introduced, as a result of which their
volume fell by 6 per cent; however, their prices increased by a
little more than 30 per cent.

On the basis of part-year data to August, with the exception of
imports of fuels, the value of which tripled, and that of foodstuffs,
which increasec by approximately 70 per cent, there was no major
change in the others, in spite of the considerable increase in prices,
as the purchases of meat, machinery and equipment clearly show.

In respect of exports, the increases in the value of sugar
exports and of its by-products, and in that of clothing exports were
the most important, on account of the favourable price situation.

An important feature of the country's external trade flow was
the shift in direction observed during 1974, both in respect of
exports and imports. Trade with the United Kingdom, traditionally the
major trading partner (33 per cent of exports, and 23 per cent of
total imports in 1973) fell to second place after the United States.
Trade with CARICOM also decreased in 1974, on the other hand trade
with Latin America acquired some importance, particularly in respect
of imports. These changes in trade flows were dictated by conjunctural
factors and reflected the changes observed in sugar exports and in

petroleum imports.

/In 1974,
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In 197#, the current account of the balance of payments closed
with a negative balance of SDR 48 million, a figure similar to that
of previous years.. Although the trade deficit decreased during the
‘year, income from the travel account, (which exceeded that of..exports
of goods) did not increase as much as imports did, and this
cancelled the effect that the 1mproved performance of exports could
have had. (See table 2. ) o

Meanwhile, net income from non-compensatory capltal malntalned
the levels of recent years and 1nternat10nal reserves showed no

change.
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Table 2

BARBADOS: BALAMNCE OF PAYLEITS

(::71%0ms_of SDR wnits)

Current account

Exports of goods and services
Goods FCB
Services
Transport
Travel
Imports of goods and services
Goods FOB ‘
Services
Transport
Travel
Net external investment income
Profits
Interast
Net private transfer payments
Balance on current account

Ca.Eital aocount

Net external financing (atbtetdte)
(a) Net external non-compensctory ocapital
Direot investment
Long~ and medium-term loans
Amortization payments
Short~term liabilities
0fficial transfer payments
{b) Domestic non-compensatory ocspital or assets
(o) Errors and omissions
(d) Allocation of SDR units
(e) Net compensatsry financing (increase =)
Balanee-o f=pcynments loons. trade arrears P
IMF loans and other licbilities of the
monetary authorities
Amortizatiun payments
Movements of foreign -exohange reserves (inerease =)
Movements of gold reserves (inorease =)
SDR ni%s (increose =)

1970 1971 1972 1973 1974/
9746 11247 120,0 1264 161.6
35.2 32,0 34,1 38,9 58,2
62,4 80,7 85-9 8745 1030""
74 12,5 12.3 12.5 14,5
Lo,k 51.4 5747 58,0 €9.8
141,3 147,5 158.0 16945 208, 3
105,2 109.3 115,93 125.4 155,4
36,1 3842 1.7 44,1 5249
17,4 18,9 19,9 23,0 28.4
365 4,2 LR Sel 6.2
~342 4,6 ~6.1 ~6.0 649
' J"‘oB 5.0 -6.7 "6‘6 "7.2
1.1 Ol 0.6 0.6 043
PR 4.3 4.3 540 545
42,5 =35.1 ~39.8 i1 48,1
42,5 35.1 39,8 i4,1 48,1
2k ,6 2%1 23.6 35.1
8.7 12,7 15.2 11.0
546 7.7 5.0 15,0
- - - = 48,1
945 7.7 2.1 78
0.8 1.0 1.3 1.3
«10.9 ~5olt 247 32
27.5 15.5 18,8 6.9
- 14 1.4 - -
1.3 ~5¢5 ~1e3 -le1 -
33 -1 0.1 -1.6 -
~240 - - 0e?2 -
- w104 =14 0.3 -

Source: IMF, Balance of Payments Yearbook, wol, 26
a/ Estinetes based on official statistics,
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- BOLIVIA®
The outstanding economic trends in Bolivia in 1974 were the
increased growth of some productive sectors, the performance of the
>‘9xtepna1 sector which showed marked fluctuations; and once again,
increases and changes in price levels.2/ Xeeping to this order, the
major economic aspects, characteristic of these trends will be descrlbed
further on. B ‘

1. The product and its sectoral compdéition |

Ea;ly in tne currenu decade it was observed that the rate of
) growtn of economlc gct1v1ty had shown some degree of acceleratlon,
‘Jua”lﬁg from the wrowth rate of the procduct which was 5.7 per cent in
1974, compared with 5.4 per ceat in 1973 and 4.5 over the two year
period, 1970-1972 (see table 1). The growth noted is the result of
rather unequal performances by the economic sectors. Whereas'
agriculture continued to develop at very modest rates (3.5 per cent)
and mining had obviously stagnated, the productive sectors of;basic
and other services, e.g., commercial and financial services, showed
much higher growth rates. )

 The growth rate of the construction sector.(l4 per cent) ‘could
be considered important because of the ability of ChlS sector to create
employment opportunltles and its spread effect on other act1v1t1es.
‘However, its small share of the total product (less than 5 per cent)
and the relatively high share of housing, limits its potential to
reactivate ecoaomic activity. Moreover, Latin American expériende
shows that ohly a long period of sustained growth in this sector could

succeed in bringing about important changes in the economic infrastructure.

x See, in Part One of thls Survey, the sectlon dealing wlth B011v1a,
_in the Chapter on inflation. ° ‘

2/ On the base of information available for the years 1972, 1973
and the flrst half of 1974

/Table 1



BOLIVIA: GROSS DOMESTIC PRCDUCT AT FACTOR COST, BY SECTOR OF ECOI0LIC ACTIVITY
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Table 1

Agrioculture
Lilning
Marufacturing
Congtruction

Subtotal goods
Electricity, gas and water
Transport and communications

Subtotal basic services

Commerce and finance
Government

Ownership of dwellings
Miscelleneous services

Subtotal other services

Grogs domestic product

Aﬁnual growti: rate

Millions ef pesos at Structure
1960 prices (percentages) " {porcentages)

1970 1973 1974a/ 1970 197ba/ i;’;g" 1973 ' 1974/
19001 2 073.3 2 146,0 189 15.8 3.4 2.1 345
160,00 1%717.8 1717.8 149 = 1246 -0.1 340 -

1 4464 1 668.4 1768.9 12,9 13.0 4.1 6.5 6.0
507.0 564.6 643.6 4.5 L7 1.9 7.2 14.0

5 524.5 60241 6 276.3 L9.2 46.2 2:4 k.0 Y2
21840 26842 284.3 1.9 2.1 6.0 9e6 6el
995.5 1 1h4,7 1 213.3 .0 8.9 4,6 540 640
1213.5 14929 1Uu97.6 10,8 11.0 k.9 5.9 6.0
12654 15914 1734.8 11.3 12.8 8.4 7.0 9.0
1021.0 1373.3 14419 9.1 10.6 11.5 82 . 540
97840 1 066,0 1 130.0 3.7 8.3 1.4 640 6.0

1 231.6 1 389,0 15001 1.0 11,0 3.7 k.8 8.0
4 496.0 5 419.7 5 806.8 40,0 4,8 6.4 6.5 7.1
11 234.0 12 919.8 13 656.3 100,0 100.0 4.5 Selt 547

Sources: 1770-1972: ECLA caloulations based cn figures supplied by the ifinisly of Plasning and Coordination;
1573: E.LA estimates based on data from the same source; 1974: “Cii provisional estimates based on
incomplete data from official sources.

Note: As the individual activities and the totals were ocalsulated independently, tho sum ¢f the former
former dees not ccrrespond exactly with the latter.

&/ Preliminary figures.

'

/Recently, the
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Recently, the highest growth rotes were experienced by ‘the

- service sectors located in the vrban centres. In faect,. the.rate of
growth of tertiary activities was a nigh as 7 1 per cent which,
compared with the 4.2 per cent groWun rate of the goods producing
sectors, left no doubt as to the ﬁersistence of that structural
heterogeneity referred to on every occasion whéﬁ Bolivian economic
activity has been analysed. - '_ )

Thus, the composition of fhe product over time is tending
increasingly towards the production of serVices whose share has
increased from 40 per cent in 1970 to’ #2.0 per cent in 1974, whereas
the relative importance of basic activ1uies fell from 49.2 per cent to

46.2 per cent over the same period (see table 1).

2.‘ Tue SQEPl£A°f voode

During 197%, global supply grew in real terms by 3.8 per cent,
a figure somewhat higher than that recordied in previous years
(see table 2). This higher growth rate is attributable to the
extraordinary increase in the quantunm of imports, which increased by
22.6 per cent, for as pointed.out above, the gross domestic product
only increased by 5.7 per cent. - S o

As a result, .the import coefficient rose from 20,9 per cent in
1970, to 26.3 per cent in 1974,‘ The increasing openness of the
Bolivian economy is reflected by its greater dependence on imported
supplies, the fact that this has resulted mainly from the increase in
imports of coasumer gecods (37 per cent) and intermediate goods
(129 per ceni), and to a lesser exteat by the increase in imports of
capital gocis (54 per cent),3/ is an indication that such depeandence
is growing, and this could lead to serious external imbalances with

regard to exports which will not continue to expand at a similar rate.

3/ Estimates by the Department of National Accounts of the CONEPLAN
Secretariat, based on data provided by the Central Bank.

/Table 2
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Table 2
BOLIVIA: TOTAL SUPPLY AND DENMAND

e e o et e v e e m % e e ——— e & maeem e e e

Millions of peses Structure Annual growth rate
at 1970 prices (percentages) (per‘centages)
Dee

w0 1973/ 19Me/ g0 1974/ 1;’;2 19738/ 19748/

Totel supply W6k oy 18552 12009 1263 49 641 8.8
Inports b/ 254 3155 3869 2049 2643 7.0 9.2 2246
Gross domestic product 12 obo 13 892 1L €83 10040 10040 4.5 5o ) 547
Total demand 1 6o 17 o4y 18552 120.9 12643 4e9 6.1 8.8
Exports b/ 2 504 3 149 3 009 2047 2045 1042 345 Lot
Domestic demand 12100 13898 15543  100.2  105.9 3468 65  11.8

Gross domestic investment 1 880 2 337 2 758 1546 18.8 ~1.3 27 46 18.0

Increases in stocks

Gross fixed investment 1 666 2 106 aes 1348 eas see “es ves
Publls 1053 ee es 847 e vee e e
Privete 613 ore .o 51 .o .ee oo .o
Construction eee .o cse soe ..; see vee ess
Maohinery and equipment ses see oese ses v sos vee ave

Totcl consumption 10 220 11 561 12 785 8l 46 8741 by 5.0 1045
Generel government 1 351 1677 1 85 1142 1246 8.5 1.0 10,0
Private 6 869 9 884 10 9o 734 745 ka 3.5 1046

Sources: 1970-1972: ECLA caloulations based on figures supplied by the Miristry of Planning and Co~ordination;
1973: ZCLA estimates based on data from the same source; 197% ¢ ECLA rrovisional estimetes based
incouplete data from official sourcese.

Note: The figures for exports end irnorts of goods and services werc token from balence of payments data
expressed in dollars at cusrer~ prices, whichwere convarted to constant 1970 values by deflation,
using price in'za25 calouloted by ECLA fer the purposes

é/ Preliminary figurs:a _
1_7_/ Goods and services, excluding faoctor psyments.

/3., The

e~ .
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3« The comvosition of demand

’ Aspécts of greater importance wifh fégard to the elements of
demand are’ the drop 1n ‘the pny81cal volume of exports (~k.4 per cent),
- the SUutalDEd increase in gross domestlc 1nvestmeat {18 per cent) and

‘the unprecedented increase in consumpu;onyln the Bolivian econonmy
{see table 2). L _ ) )

The fact that estimates of previous variations are preliminary,
and could be subject to modifications-in the light of more complete
information, mnst be borne in mind. Thus, for example, the sharp
changes in prices and the scarcity of appropriate deflator indexes,
are per se a source of inaccuracy, and in the case of exports, a more
accurate calculation of the volume of contraband goods could lead to
adjustment in the drop noted.

In this comnexion, the growth.in investment could be shown in
- somewhat greater detail by preparing a complete inventory of »rivate
-sector accunulotion. ..In any eventy if the rate noted were corroborated,
this would be a clear.pointer to greater future dynamism in economic
activity. . cxe : o , e

As regards consunption, its high rate of growth can be traced,
in the main, to the increase in imports of consumer goods.” In fact,
during 1974 imports of consumer zoods’ represented 122 million dollars,
as was already pointed out, 26 per cent of total impprts,)and'
approximately 10 per cent of,privafe:consumption. Since an important
part of this figufe is directed mainly to the satisfaction of the
needs of h;v~~1acome urban groups, it cen be concluded tnﬂf tne ‘
consumption of the maaorliy of the populaulon grew at a lower “ate

than the 10.6 per cent noted for total private consumption.

L. The performance of the external sector

There is no doubt that the changes of jreatest importance took
place in this sector of the Bolivian econony. Its analysis would
require a distinction to be made between movements in real terms and
changes expressed at current prices; such a distinction would make it
possible to show that results were highly unequal.

/The marl:ed
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The marked growth of 93.5 per cent in the curreat value of exports
exercised great influence not only -on the variables linked directly with
foreign trade, but also on a large area of economic activity (see
table 3). This growth can be explained ex :clusively by the increase in
export prices, for the export quantum decreased, as was mentioned
earlier. ‘

The extraordinary supply of forelgn exchange stemmlng from the
growth in exports resulted in maaor increases in the value and quantum
of imports. ~In fact, the corresponding rates 11creased to 5l.1 per cent
and 22.6 per cent respectively (see tables 2 and 3). '

As a result of the movements mentioned above, there was a
posltlve trade balance of SDR 141 million in contrast to the vlrtual
equilibrium of previous years. The balancé on current account also
showed a surplus of SDR 60 million, completely reversing the situation
as it stood. 1n the past. Capital account flows meant a net increase
of SDR 4O mllllon, which togetner with the surplus on current account
resulted in an increase in international reserves of SDR 100 million.

A decisive part in this result was played. by 1ong—uerm and nedlun-term
loans obtained by the Government which amounted to SDR l?) million.
Without this 1ncreased indebtedness the shifts in the balance of \
payments would have resulted 1n a reduction in 1nternatlonal reserves,
in spite of the favourable sltuatlon in external trade. This. .para dox
can be explwlned, on the one hand, by the 1ncrease in the imports of
consumer goods which, as was stated earller, amounted to 122 million .
dollars, an increase of 87 per cent compared with the previous year,
and on the other, by the increase in eyport snuggling and in private
deposits made in foreign banks, which the Central Daalt estlmated at

20 and 25 million dollars respectively for 197k, The use oi forelgn
exchange for 1muort1n non-necessary goods, aud the’ outllows already
mentioned were the most flagrant ways of transferr;ng resources out of

the country.

/fable 3
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Table 3

BOLIVIA: BALANCE OF PAYMENTS
(Millions of SDR units)

1970 1971 1972

1973 197k4a/
Current acacunt
Exports of goods and services 21043 198,3 2069 M7y 491.8
Goods FOB 19547 181.9 187.1 22646 465 46
Services 1h.6 164 19.8 214l 2642
Transport 1.7 1.7 T2l 243 346
Travel 245 38 749 9.6 115
Imports of goods and services 21047 22745 24041 277 43 419.0
Goods FOB 166.2 18144 18043 20946 32443
Services ’4‘-!--5 ,4601 . . 59‘8 67‘7 9"}'7
Transport 2846 2943 3244 Y242 6346
Travel 349 548 947 840 1041
Net external investment income =2540 ~17 0 2040 =192 =17 «5
Profits =170 ~8 ot ~5e6 =5 ot =647
Interest ~840 T w846 ~1ek ~13.8 =1048
Net private transfer paymerts 1.5 21 4.5 bl Le2
Balance on ourrent account 2349 .1 847 Ly 5945
Capital acoount :
Net external financing (atb+c+d+e) 2349 W1 4847 L7 ~59¢5
(a) Net external non-compensatory
sapital U147 6747 9641 4547 6846
Direct investment 7549 149 =347 343 1.l
Long~ and mediwmeterm loans 1312 8246 " 12945 6743 12343
Amertization poynents =204 22,0 2843 ~1040 =51.7
Short~term 1iabilities Lt 062 “3e3 547 =9l
Official transfer peyments 244 540 749 848 540
(b) Domestic non-compsnsatory N
oapital or assets 6ol 147 =157 =043 ~2247
(¢) Errors and omissions =130 =316 =31l =549 ~5e9
{d) Alloaation of SDR units 449 4.0 349 - -
(e) Net compensatory finansing
(inereage ~) ~346 2.3 A5 5a2 =935
Balance~of -payments lozns,
trade arrears, IIF loans and
other 1iabilities of the -
‘monstery authorities 262 848 111 2249 vee
Amortization payments =042 o2 8.4 ~940 “oe
Movements of foreign exchange '
reserves (increase =) 0.1 ~1.8 ~548 -847 oo
. Movements of gold reserves
(inoreasé -) ~3.0 : ~048 =048 ~1.8 LX)
SDR unite {increase =) ~247 043 =046 0.8 cos
Sowrce: International Monetary Fund (IF ), Balanoce of Payments Yearbook, vols 25.
&/ Estimates based on officlal statistios.
/5. Inflationary
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5. Inflationary pressures

The consumer price index,‘taking;account of the averages for 1973
and 197k, showed an increase of 62.0 per cent which reflected the
continuous inflationary pressure (see table k).

However, as regards prlces, the. increase durlng 1974 (December 1974
compared'ﬁifh December 1973) ‘was 338.0 ‘per cent; moreover, during the
first two months 01 the year it was 29. 9 per cent. This leads to the
conclusion thau fron March 1974 the 1nflat10nary process was brought ‘
under control, for during the remaining ten months of the year prices
increased by only 6.8 per cent. This conclusion would not, however,
be wholly valid for the index in question does not talke account of
imported products whose prices and quantitites increased considerably
during 1974. Such an indicator does‘ﬁot, therefore, reflect the true
dimension of the impact of imported inflation which has become more
acute in recent months. '?

Fur thermore, the systematlc trend of rls:mrr prices for foodstuffs,
compared with other items in the index, has reappeared. On account of
this, its welghtlng in the basket of goods is underestimated, and 2
correction of this would result in greater 1ncreases in the level of
prices.

From the point of view of liquidity.in the economic. system the
conditions which permltted the resurgence of dinflation in the past
vear remained unchanged. In fact, private sector credit increased by
60 per cent ian 1974 compared with 68 per cent in the previous vearsLl/
The growth in national currency caused by the accumulation of
international reserves was 020 per cent during the first nine months
of the year (5k per cent of total expansion), conpared with a
reduction over the sare period in the previous year.5/ TFor this

reason, the reduction in Government borrowing is of no significance.

&/ Central Dank of Bolivia. Consolidated Account of llonetary
Operations, Boletin Estadistico, January 1975.
5/ International Monetary Fund. International Financial Statistics,

February 1975.
/Table L
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Table U
BCLIVIA: CHANGES IN THE CONSUIER PRICE IiDZ a/

(Percientg_ges)

Total Food Housing Clothing Other
1973 ;
December to Deceimber : He9 4.8 | 1345 3245 15.0
Annual average 31l.5 T 349 15.0 3845 29.6
197k " '
December to December ' 38.8 4 19.5 3640 31,0
Annual average 62.8 81.7 2241 Lé.1 3544
1974 (vith reference to Dec. 1973) .
Januery 1549 211 202 8.2 10.7
February 2949 39.4 Salt 1349 2247
March 3246 Yo,k 6.5 17.8 2345
April 3343 - k2.6 . 746 2043 okt
Moy 34,5 43,9 9.0 221 26.0
June ’ 37-7 48.)‘" 900 . 22.8 7709
July 38.1 4.3 17.3 2349 26414
hugust 38.6 46,1 19.1 '30.3 2747
September ’ 35 07 ) l"lls 19.1 ‘ 30.3 27.7
Ootober 346 4 39.1 18.4 3349 2849
November ’ 3747 43,8 19.1 33.8" 28.9
December 38.8 L'J+Q7 1905 3600 31!0

Souroca: Naticnal Institute of Statisties, COHNLPLAN.
2/ Consuner price index for middle-income and low-income groups - La Paz, 1966 = 100,

- /Global expansion
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Global expansion amounted to 40 ner cent during the period January-
September 1974, somewha% higher than that of 1973 which only amounted
to 13.1 per cent. Greater liquidity in the economic system would appear
to be 1HCOn51stent with a reduction in the inflationary rate in 1974,

The smaller rises in prices appear to be more directly related to
the increase in the supply of goods.‘ Global supply, as was pointed out,
showed an increase of 3.0 per cent in real terms; this unusual
elasticity, brought about by the increése in imports, countered the
inflationary effects of greater globalbliquidity,

On the other, hand, the concentrétion of income resulting from the
external economic situation, aund the domestic inflationary process
itself reduced the effective demand of the salaried sector whose incoue
was rigorously controlled. Thls factor acquires greater significance
1n the llght of the fact that in January 1975 the Covernment decreed a
drastic reduction in import tarlffs, basing the measure on the need to

preserve the purchasing power of the groups most affected by inflation.

’ 6. Short-term prospects

‘ The principél determinént of decreasing rates of inflation would
appear to'lie in the future performéﬁce of the extermal sector. The
eminently exogenoﬁs nature of its trends make its impact difficult to.
control and its recently acquired financial importance gives it a
unique role in the operation of the economic ‘process and, of gourse,
in the inflationary process.

Apart from its capacity to make supply more elastic through
increasing imports, the external sector has acquired enormous importance
in financing the government budget.

The fall in the share of revenue fron usual financial sources
(internal revenue and custous duties) is well known, as opposed to the
increase in royalties and taxes, mainly related to export prices.

Note that 50 per cent of revenue in 1974 originated from these sources.

(see table 5).

/Table 5
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Table 5
BOLIVIA: NATIONAL TREASURY OPERATION

(1i11ions of bolivian pesos at current prices)

Rates of

1973 1974 19758/ inorease
: 1974 1975
Ingome 2 469.5 5 1043 6 5649 1067  28.6
Internal revenue 965.7 1 299.1 1 hé2.5 L3t 12.6
Customs revenue '517.1+ gl7 .3 1 18040 S 8341 - 2o 6
Mining royalties o 190.6 503.3 59648 39 - -39
011 and gas royalties » T 27845 883.3 7559 21742 ~2¢9
Adicional tax on exports  L52.2 80140 1 0104 7741 2641
Other income 125.1 2703 1 519.3 116.1 46241
Expenditure . 2.882.0 T 6 564.9 924t 184
Personal services 1 332.2 2 91347 2 811.3 737 21.5

Non-peréonal services materials | |

and supplies 386.9 55345 825.3 3.1 4,1
Fixzed and finencial assets 11949 101.9 195.0 ~1540 91l
Public debt L334 €79.1 71747 5647 547
Transfers and contributions 549.5 1 575.1 1 820.4 186.6 15.5
Other expenditure 60.1 >321.5 195.2 Lsl.g -39.0

Source: Central Bank of Bolivia, Statistical Bulletin, December 1974«

a/ Ministry of finance, Budget Office - Public Sector Budgete

/Although it
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Although it is difficult for trends in e: terqal trade to becone
overtly un¢avourable 1n the immediate future, there is the pOSulblllfy
of a relative deterioratlon; drops in the prices of some raw materials
and increases in the prlces of manufactured products are slgns of this.
To the extent that. government flnanc1ng is based on revenue from

ternal trade, the fluctuatlons usually characteristic of this sector
could create a1f¢1cult1es in the financial sphere of the Bolivian
econony. Although it is true. tnat revenue proaec»eu in the 1975 budget
for royalties and export taxes is relatively modest, their share is
a substantial one. , | _

In the expenditure budget similar restraint is shown. The items
of personal services {wages and salaries) and transfers and contributions,
which are of leéser importance, are shown with rather modest increases.

The Government's wages policy will be a crucial element of its
economic policy and, in particular, its anti-inflation policy. The
various restrictions which act as constréints on the radius of
manouévrability’of State action could make it difficult to force
inflationary rates dowawards if, at the same time, the aim is to ensure

hat the international reserves accumulated during 1974 remain in the

country.

/BRAZIL



- 506:-

BnAzIL®

During 1974 the Drazilian econony underwent a variety of changes.
For cll its rapid growth (to which the various sectors contributed in
very different degree), the econony, and particﬁlarly the external
sector, was directly affected by the world crisis. lioreover inflztion,
control of which was always one of the main objectives of the country's
econonic policy, increased sharply in 1974 after almost a decade of

s

satisfactory progress.
This summery of the trend of the Brazilian economy concentrates
on the main real variations in total supply and demand, the principal

productive sectors cnd foreign trade.

1. Supply and demand of (000s

Althouzh lower than in previous years, the growtn of overall
supnly wes 10.3 per cent in 1974. This substantial and repeated
increase is attributoble to the growth of both the product

9.5 per cent) and imports (24 per cent). DBecause imports constantly
increased more than the product, the import coeffiicient rose from
7 ver cent in 1970 to 10.2 per cent in 1974 (see table 1).

As regards total demand, the drop in the reel value of exports
(~1.7 per ceat) is striling, particularly compared with the rapid
increases during previous periods (5.9 per ceant in 1970-1972 and
16.1 per cent in 1973).

Although the share of exports in the econony as a whole is
fairly smell (about & per cent), its reduction is aevertheless
sipnificant in that it affects an inmportant sector of econonic activity.
The decline in the export coeificient in 1974 is a deviztion from the

trend in certain areas of production.

# See also the chapter on inflation in Brazil in the first part

of this Survey.
/Table 1
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Table 1

BRAZIL: TOT AL SUFPLY AND DEIiAND

Millions of eruzeiros : Strusture Annual growth rate
at 1970 prices _ (percentages) (percentages)

1970 1973 : 1974a/ 1970 1:7 ;;77 :" 1973 1;;&
Totel supply : 221 040.8 308 31,0 341 638.9 107.0 110.2 11.5 ‘12.2 10.8
Imports b/ Al W61 25 50742 31 7H41.6 7.0 1042 2043 2240  2Ual
Gross domestio product | 206 56447 282 753.8 309 89743 100,0 100,0 10,8 1LM4 9.6
Total demand 221 040.8 308 341,0 341 638.,9 10740 10,2 11,5 12,2 10,8
Exports b/ 13 660,0 18 7sh.5 18 U6 6s6 60 B9 161 =l
Domestic demand _ 207 380,8 289 546.5 323 1743 ' 1004 104e3 117 12,0  11.6
Gross domestio investment .ee vee - see soe ore .o ass vee
Gross fixed investment 43 4uldt 70 7114 80 6847 21,0 2640 1643 2044 ka1
Publio : 82731 oo ves 4.0 von oee
Private 35 16843 ves i ess 17.0 oo oo coe cor
Construction 22 391,6 see vee . ves . cor see
Machinery and equipment 21 0l9.8 .re cee eee .o cen ves ces
Total consumption 163 939.4 218 835.1 o2 489,6 79+ 78.2 10,4 945  10.8
General government - 120 512,0 28 481.8 30 931.2 9.9 10,0 9.5  15.8 846
Private o/ ' M3 427 190 353.3 211 55844 69.5 6842 1045 8.6  11.1

Sourges: 1970=1973; ECL4 calculations based en figures published in Sistems de contas nacionals, metodolozla ¢
quadros estatfsticos (Getulio Vargas Foundation, September 1974); 1974: ECLi estimates besed on
officlal statistics from the same source. ‘

Note: The figures for exports and imports of goods and services were taken from balancewof~payments deta
expressed in dollars at ocurrent prices, which were converted to constant 1570 values by deflation,
using price indexes specially calculated by ECLA for the purpose.

&/ Preliminary figurese
b/ Goods and services, excluding factor payments.
o/ Including increase in stocks.

/The high
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L2

The high srowth rate of the economy was attributable to the very
ropid growtlh of investments; the investment coefficient rose from
21 per cent in 1970 to 26 per cent in 1978, he annual growth rate
of gross fixed investment, however, declined to 14.1 per cent in 1974,
after having risen from 16.3 per cent in 1970-1972 to 20.L per cent in
1973, Although there was some decline in capital fornation in 197k,
its growth rate was considerably higher than that of the product
(see table 1) and countinued to prdvide a valuable incentive to
production. | '

The growth rafe of total consumption remained at the level of
previous years, although its principal components followed diiferent
trends. For example, the growth rate of government consumption
declined froa 15.0 per cent in 1973 to 3.6 per ceat in 1974, wherecs
private consumption rose from 3.5 per cent to 1ll.l per cent‘during
the same period. Although these changes represent large volumes, they
merely revert to the earlier trend of bhoth veoriables which had changed

nonentarily the year before.

2. ‘Productive sectors

As already mentioﬂed, the rapid growth of the product
(9.6 ver cent), although lower than previous years, was the outcome
of very differeat trends in the mainly soods-producing sectors
(see table 2). '

‘The substantial expansion of the agricultural sector (3.5 per
cent) contrasts with the loss of dynamism of the nanufacturing indusiry,
which exmanded by only 7.1 per cent in 1974, compared with 15.C per
cent in 1973 and 12.7 per ceat in 1970-1972. As in the past, these
two sectors resistered quite different trends without there beins any
causal reletionship to explain the phenomenon. The construction sector
maintained its high rate of growth. .

The overall growth rate of the goods=producing sector was

3 per cent in 1974, somewhat lower than in previous years.

/It must
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It must be emphasized that the increase in the production of
agricultura soods is mainly attributable to the increased production
6f.coffeé,‘30ya and ‘wheat. Livestoclk production showed no variation
from the previous. year. :
, ‘The decline in the industrial product derives from tae lower
srowth rates of 2ll its domponenf parts, especially netal-nanufactures
ond machinery, cheuicals, textiles, clothing and footware. The
‘so-called dynenic industries continued to expand more ranidly than

Lany otuaers in the sector, but without at

Y,

uainingfthe high zrowth rate
of previous yecrs. lotor-vehicle vroduction rose by 17.7 per cent,

for example, compared with aa average of 21 per cent for the period

1968~1973. ,. o | o '

The slight decline in overall economic érowth is also
attributable to the slower growth of the services sectors, which was
10.1 per cent in 197& compared with4l%.4 per cent in 1973 and
11 per cent during the period 1970-1972.. Tﬁe.relative weight‘bf these
sectors, which contribute over L$ per bent to the product, was largely
respoiisible for.the growth of the econony as a whole.

Furtlernore, the sectors producing basic services for tue mpst
nert registered. a fairly high growth rate, lergely because of the
real expansion of the troasport snd communications sector (16.5 per
cent) and the'fapid ékpansion of the electricity, gas and water sector
(12 per cent). However, owing to the relatively small weight of

‘these sectors in the economy, insofar as their share of the product

-

s a mere 0.4 per cent, they did not have aany substantial quantitative

e

npact (see table 2).

4 by

5« The external sector and balance oi payments

The externsl sector is particularly important in Drazil's 7
economy siice, on the oane hand, it is one of the cornerstones of the
countryv's develonment style and, on the other, the world crisis has

-

brouzht about far-reaching changes in foreign trade.
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Table 2

BRAZIL: GROSS DOMESTIC PRODUCT AT FACTOR COST,
BY SECTOR OF ECONOMIC ACTIVITY

Millions of cruzeires Structure Annual growth rate

at 1970 prices (percenteges) (percentages)
1970 1973 1974a/ 1970 '197; 12772" 1973 197;
bgriculture 25 082.0 30 217.6 32 785.4 143 123 749 345 845
Mntng \ 1sht 19820 e 049 eee 66 100 aee
Manufacturing . . 43 Yle2 63 93049 | &8 1469,8 24.8 2546 1247 | 15.8 | 7.1
Construction o 10 167.2 14 2.2 15 983.0 5.8 | £.0 10,6 1245 11,2
Subtotal goods 7 80 294.8 110 505.1 119 79,0  45.8 W47  11.0 12,0 8.0
Eleotricity, gas and water ‘ 4 10645 5 71742 6 ol.8 2.3 2.4 11,3 >1'2.5 1260
Transport and communications 10 3128 13 778.0 16 051.3 5e9 6.0 8.3 1.0 1645
Subtotal basic services m 419.3 19 495.2 22 4561 8.2 Bt 9.1 13.6  15e2
Commerce and finance 38 232,0 53 8218 59 740.5 2148 224 11,9 1245 110
Government 15 18243 | - 847 942 ‘l
Ownership of dwellings 14 968.5 60 0L9,.2 eee 845 ees 13.4 L 1642 .ee
Misoe llaneous services | 12 429.3 7.1 vee 1544 !
Subtotal other services 80 812.1 113 871,0 125 W45  46.0 46,9 11,0 144 1041
Total ‘ k 175 526.2 240 21u¢2k 263 274.9 100.0  100,0 10,8 1l.4 9:6

Sources: 1970-~1973: ECLA caloulations based on figures supplied by the Gatulio Vargas Foundationj 17l ¢ ECLA
estimates based on statistios from the same sources.
HNote: As the individual rctivities and the totals were coloulated independently, the sum of the formor does
not correspond exactly with the latter.

a/ Preliminary figures.

/The current
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The current value of exports of goods in dollar terms rose by
20.5 per cent in 197K, thanl:s entirely to the 29 per cent increase in
pribss during the périod. Uitd regard to goods exported, the trend
of industrial products difrfers. from that of basic primary products.
Uhereas tlhe former increased in.value by over 50 per cent, the latter
did so by ouly 17 per ceat.5/ The drop in exports of coifee (from
1,244 million Gollars in 1973 to 3837 million in 1974) was pertly
responsible for this slower growth raté; Table 3 shows the treand

in the value and volume of the principal agricultural export products
and draws attention to the large cdifferences between several important
itens. ‘

The curreat value of imports of goods rose by 102 per ceant ia
197k, owing to a 57.5 per ceat increase in prices and 20.5 per cent
increcse in voluue. o

~ Special mention must be made of the higher price of petroleun,
whiéh ia 1974 rose to four times thét of 1973 while the volume
imported declined by 2.2 per cent. The share of petroleun in total
imports of goods was 22 per ceat and-its absolute value was around
2,500 millioa dollars.?/ oo f

In spite of the high price of imports, the iacrease in the
physicel volume imported over previous years was such that the
external sector served as an effective source of supply of goods and
services and wes even able to meet the excepiional demaad for such
nroducts in the first half of 1974, This was largely due to tire
tendency to accumulate stoclks belore prices rose further.g/ In otaer
words, contrary to what one might expect from the critical situation
of international trade, there was no great obstacle to imports thanXks

to the hizh external payments capacity of the Bragzilian economy.

1

2 %the Getulio Vargas ifoundation on the
n dollars.

6/ Bstinates basis of values

expressed

7/ According to official estimates, deposits discovered in 1974 will
enchle the country to be self-suificient in petroleunm by the end
of the 1970s.

174 See the chapter on inflation in Brazil.

/Table 3
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Table 3
BRAZIL: PRINCIPAL AGRICULTURAL EXPORTS

FOB values Vo 1ume

Thousands of dollars Por~ . Tons Per=

oent cemtt

1973 174 :g;i_ 1973 1974 ii:i_

ation ation

Coffes 1 224 272 877 433 ~2945 1071 377 692 001 ~35.4
Soya 916 788 888 076 «3.1 3 367 632 4 755 010 41s2
Sugar 552 711 1 258 658 127 47 2797 926 2 250 508 ~19.6
Cotton 234 094 101 526 ~56.6 393 833 i7‘+ %0 ~5547
Maat 48 shy 29 532 ~80.1 98 590 19 170 ~8045
Cocoa 88 522 210 002 1372 82 774 129 865 5649
Sisal 59 Lk 114 130 9240 160 241 139 015 =132
Tobaooo 58 U458 98 981 6943 63 599 91 ik 4348
Wool 45 215 L3 786 =342 17 792 17 996 1.1

Source: Carteira de Coméroio Exterior (CACEX), Banoco do Brasil (February 1975).

/The various
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* The various changes in price and .volume of exports anc imports
in 1974 1ed_tdrélsubstaq?ial trade balance deficit, compared witlh a
small surplus in 1973. The deficit amounted to SDR 3,793.2 million
which was ecual to 53 per cent of total exports (see table 4).

'The increase in non-factor service paymeuts and profits end
interest on external cﬁpital helped to swell the deficit on current
cecount to SDR 5,901 million, which is equal to 82.3 per cent of

xports in 1974 on increase of 297 per cent over 1973.

Tae capltcl account showed a net inflow of externcl financing
of SDR 4,907.3 willion, (59 per ceat higher than in 1973) and a drop
of hrounu 990 m11110n dollars in Toreign currency reserves in 1975,
In other words, the increased deot direct foreign investment and
decllae 1n reserves LaCllltabed the flow of imvorts and nade i%

nossible to finance t1e 1ar~e d6f101b on current account.

L., Short term prospects

v”he eninently exogeunous nature of the trends of the main
variébles in‘the e: ternal sector introduces an element of uncertainty
in the short ternm or03ect10 of the Brazilian economy, ,Qerté;q signs
of st°bilization - if'not a reversal ~ of the trend of expof% prices
cnd the Sueaay increase in the price of a large numb er of impor<ts
herald a,51tuatlon in which 1t mey be dlfflcult to mail 1tain the rapid
growth of the economy. It is hardly necessarv to p01nt out ‘that the
sensitivity of world markets malkes it impossible to make prOJerionS
without a serious rislt of error. Oaly if the sigus reférred to above
are confirmed will the external situation suffer a certain ammount of
pressure. » . o

The size of the trade deficit and deflclu on current account

uhat were recordec 1a the 1974 balance of payments and the -drop in -
foreign currency reserves show the type o; obstacles that coulu arise.
‘he growth style of the Brazilian econony wovld seem to be tled to an
increasing inflow of imports. The increasing dependence of a
substantial part of the productive apparatus ou imported supplies means
that the external sector is a particularly important factor in future

developments.
/Table L
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Table 4

BRAZIL: BALANCE OF PAYMENTS

(Millions of SDR units)

Current account

Bxperts of goods and services
Goods FOB
Services
Transport
Travel
Imports of goods and services
Goods F@B
Services
Transport
Travel
Net external investment income
Profits
Interest .
Net private transfer payments
Balanoce on current account

Capital account

Net external financing (atb+c+dre)
(a) Net external non-compensatory capital
Direct investment
long= and medium~term loans
Arnortization payments
Short-~term liabilities
Of fieial transfer payments
(b) Domestie non—compensatory capital or assets
(¢) Errors and omissions
(d) Allocation of SDR units
(e) Net compensatory financing (increase «)
Balance=-of-payments loans, trade arrears,
IMF loans and other liabilities of the
monetery authorities
Anortization payments
Movements of foreigh exchange reserves
(inorease =) ,
Yovements of gold reserves (inorease =)
SDR units (increase =)

1970 1971 1972 1973 1974
3 06040 3 27940 4 029.0 5 641.9 7 169.8
2 739.0 .2 88240 3 63040 5 13346 6 62542
32940 3970 39940 50343 5llte6
1670 16540 16840 194,0 2214,5
30,0 3640 3540 49,0 54.0
3 29740 4 182.0 Y 9% ,0 6 47341 12 07742
2 50740 3 2146,0 3 862.0 5 132.8 10 4184
79040 936s0 - 1 06l,0 1 34043 1 65848
349.0 1421,0 470.0 70642 M7 <9
16040 17140 19940 218.8 24543
" }428,0 =517.40 57040 67340 =1 02247
~186,0 -188.0 -19040 ~2l740 «291,0
24240 =32940 ~380,0 1426 40 73147
1340 11.0 1,0 19.1 29.1
S0 =1 4090 -1 66,0 -1 485.1 =5 901.0
64k ,0 1 409.0 1 46640 1 485.1 5 90140
.1 22240 2 25740 3 633.0 3 226,40
19640 22540 382.0 901,0
1 143,0 1 8300 Y 25640 3 92140
7540 57240 <=1 121,0 -1 440,0 s 907.8
35440 764,0 112.0 ~160,0
8.0 240 4,0 4,0
41,0 «275.0 «30240 ~336,0
38,0 ~640 403.0 205.1
5940 4740 47,40 -
~634,0 6140 =2 315,0 <1 61040 993.2
140 - 51.0 -
~101.0 7840 =5040 46,0 ves
=367 .0 L8840 -2 26940 =1 56240
=10540 - - -
6240 48,0 {740 - vee

Soupce ¢ Internstional Monetery Fund (IMF), Balance of Payments Yearbodk, vol, 26.

a/ Estimates based on offisial statistiocss

/It must



I% must be borne in mind that the import coefficient rose from
7 per cent to 10.2 per cent in the space of four years, waich means
thet their eanual growth rate was 22 per cent. The recent tread
indicates that for every 1 per ceat of growth of the product, the
volume of imports must increase by over 2 per cent.

However, one~yvear projections must allow for the fact that the
growth potential which the economy has acquired in recent years, the
inflow of foreign'cépital and the borrowing capacity of the econony
would seem to be sufficient to offsét any bottlenec!: which may arise
in fbreign trade in goods and services.

Under these circumstances, the short~term outlool is that the
Brozilian econony will maintain high growth indexes, although possibly

not as high as in recent years.

/COLOMBIA
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COLOMBIAX

1. ﬁecent economic trends

In 1974, the gross domestic product increased by 6.1 ner cent,
which is lower than the rate recorded in 1973 but the sane as tue
annual average growth rate for the period 1970-1972. The trent of
the total product was the result mainly of a slackening in tie grouth
of manufacturing compared with the previous year. Output ol nining
also decreased, particularly that of petroleum. On the other hand,
agriculture and construction improved their rates of expansion
(see table 1).

Total supply of goods and services grew at a faster rate than
the gross domestic product, owing to the considerable increcse in
the volume of imports of goods and services. On the demanc side,
exports of goods and services and total consumption increasecd a
slower pace than in 1973. Gross domestic investment, however, ose
by over 1l per cent, which enabled the capital formation coefficient
in relation to the gross domestic product to reach 21 pexr cent
(see table 2).

In the external sector, exports of goods grew by 20 ner cent,
i.e., at a slower rate than in 1973, mainly owing to the stagnation
in the value of coffee exports. Imports of goods showed¢ a substantial
increase (39 per cent), which was higher than that recorcdecd the
srevious year and was due to increases of 14 per cent in volunie ond
21.5 per cent in unit value. As a result of these trends, the ceficit
on current account rose to 127 million SDR units. It was financec
by a net inflow of non-compensatory capital and of extermal resources

of a compensatory nature, including the use of international. recsecrves.

"

See, in Part One of this Survey, the action dealing with
Colombia in the chapter on inflation.

/Table 1
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Table 1

'COLGMBIA: GROSS DCiISTIC PRODUCT AT FACTOR COST, BY SZCTCR OF ECONOHIC ACTIVITY

' Hillions of pesos at o s Structure 4nnual growth rate
1970 prices - - L {peroentages) {percentases)
1970, 1973 e/ 2970 1973 19749/ 1?;2 1573 1974/
Agriculture 34 880.5 39 830.7 L2 0214 29.1 2.1 26,9 b 5.3 545
Mining 24577 23094 21939 2.0 16 14 <5.3 b8 5.0
Fanufacturing 20 9767 77 610.9 29 543.6 ~ 17,5  16.8 18,9 8.9 10,9 7.0
Construction 62811 7631 8585.0 5.2 542 5.5 Wb 115 1245
Subtotal goods - 64 596.1 77 382.1 . B82.343.9 . 538 - 52.7 5247 S.t 7.8, Gl
Elestricity, gas and - s S .
wa,ter 1 787-9 2 53300 ser 1.5 1.7 Xyl 1108 ) 1303 XXy
Transport and . o . N ) S -
conmunications 8 881.1 11 037.2 cae 7-"" 7;5 ase 7.0 8.6 ses
Subtotal basic ’ " -

S'ervices" - 10 669:0 13 570.2 ' X o §_o_2 ) M : vee z_-_§ 9_._“_‘_ see
Commerce and finance 20 521.2 ‘ 26 003.2 I.l::" . 17.1 v 1707 -n;! o 802 8-2 ! se s
Government 8 28345 10 458.9 ' cos 6.9 - 7.1 cos 8.6 2.1 oes
Ownership of dwellings -~ 6 886,9 8 266.6 - coe 57 - 56 645 509" wee
iliscellaneous services * 9 069.7 ‘11 2U49,.8 - © 7.6 747 cos 74 70 eee

Subtotal other ‘ ‘

services Co m"' 26102 §5 228.5 ore ’ M 38.1 e 2_0_2 z_n_’i ves
Subtotal services 55 ",'30.3 69 5",'8-7 23J9018 ‘ ""6.2 ""7‘3 ""2.3 Z’i L_é A “ee
Grosg domestio . . ‘ o . ‘ ) . . ‘ PR ' .
product, total 120 026.3 146 014.0 154 920.8 100.0 10040 100.0  6.H . 7.5 6.l

Sourses: 1970~1973: ECLA caloulations based on figures supplied by the Banco. de la Repiiblica; 1974: ECLA estimates
based on offiocial statistics.

Hote: As the individual activities and the totals were caloulated independently, the sum of the former does not
correspond exactly with the latter.

&/ Preliminary figures.

/Table 2
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Table 2

COLCHBIA: TOTAL SUPPLY AND DEMAND

HMillions of pesos at Structure Annusl growtl rate
1970 prices : (percentages) {percentazes)

1970 1973 e/ 1970 1973 17/ fi;;:' 1973 1974e
Total supply 151 2304 178 655.5 190 261,7 115.3 113.0 1134 5.2 6.8 6.5
Imports b/ 20 639.6 20 548,0 22 505.6 15.8 13.0 13.4 1.8 343 9.5
Gross domesti¢ product 130 590,8 158 107.5 167 752.1 100,0 100.0 100.0 6.4 . 7.5 5.1
Total demand 151 2304 178 655.5 190 261.7 115.8 113.0 1134 5.2 6.8 6.5
Exports b/ 18 515.8 24 150,2 25 996.2 14«2 15.3 1545 9.1 95 746
Donestic demand 132 714.6 154 505,3 164 265.5 101.6 977 9.3 46 6e3 6.3
Gross domestic investment 28 130.3 31 hol.9 35 019.0 215 19.9  20.9 247 6.1 11.2
Gross fixed investment 25 850.3 30 631.7 eee  19.8 19,4 cee 246 1205 eae
Public 7 73241 5.9
Private 18 118.2 ee Gee 1349
Construction 15 465.3 18 878.2 ees 118 119 ver 3¢9 1341 eee
Hachinery and equipment 10 381.0 11 753.5 8.0 745 eee 0.8 11,5 ...
Total consumption 104 584.3 123 013.4 129 246.5 80,1 77.8  77.0 5.1 64 5.l
General government 9 96146 11 800.2 e .6 7.5 eee 5.8 548 ..
Private _ . ol 6227 111 213.2 eee 72,5 70.3 see - 5ol 6.5 a

Sources: 1970-~1973: ECLA calculations based on figures supplied by the Banco de la Repdblica;
1974: ECLA estimates based on official statistiocs.

Note: The figures for exports and imports of goods and services were talien from balance of payments data
expressed in dollars at current prieces, which were converted to constant 1970 values by deflation,
using price indexes calcoulated by ZCLA for the purpose.

&/ Preliminary figures.
b/ Goods and.services, excluding factor paymentse

/The rate
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The rate of inflation increased slightly, but the steeder
increases in prices were concentrated in the first half of the year,
sarticularly as a result of the rises in food prices. At the ond of
the year, new levels of minimum nrban and rural wages anc salaries

wvere established.

[N
s

The change in the polltlcal admlnlstratlon whlch too!: ;lac
August gave rise to important modlflcatlons in varlous ‘lines of
economic policy. Noteworthy in this respect were the ener r"en.cﬂ*r
economic measures put into practlce, the main objective of Wl"CA vas

to redefine the anti- 1nflatlonary brogramme that was being 1mulekented.

2. Major sectors of activity

The agrlcultural sector grew by 5.5 per‘cent that is; at a
aigher rate than that recorded for the perlod 1970 197) anc Taster
than the population growth (3.2 per cent annually) Tnus, Coloua-qn
agriculture continued to show a relatlvely cynamlc frenc{ w"- b has

14

frequently not been the case in other countrles of the “e zion. Whe
nain developments in the agricultural sector were the 1nc -eases of
30 per cent or more in output of cotton, rice, barley, becus anC
soya, while in the animal production sub-sector there was an
increase in stock. . - o

The contribution of mining to the gross domestic produet'
dropped by 5 per cent as the result of a similar drop in the nreduction
of crude petroleum, which has declined steadily since 1970, fron -
50 million barrels that year to about 64 million in 197k,

In manufacturing, the growth of productien was 7 per cent,
a lower rate than that ohserved 1n 1973 and also in the yeors
1970-1972. This loss of dynamlsm was malnly due to circumstantial
factors - connected with the change of administration anc the
reTormulation of ecomomic policy which tool: place during tiie year -
rather than to the bottleneck in the supply of inputs for inlustry
or to the seriously restricted growth of demand for manufactures,

or botn factors at once.

/Construction grev
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Construction grew at a slightly faster pace than in 2972,
easily exceéding the rate of increase recorded for the threec-year
neriod 1970-1972.

Altogether, the goods producing sectors grew by 6.4 Hor cent,
which compares unfavourably with the previous year's rate ol 7.0 Der
cent. In line with this trend in the production of -goocs, thc
increase in the gross domestic product was estimated at 6.1 Der cent,

in contrast with 7.5 per cent recorded in 1973 9/ (see table 1)..

3, The external sector

Exports of goods, expressed in SDR units, rose by 20 —er cent,
as a result of increases of 10 per cent in volume and 16 »er cent in -
unit values (see table 3). Coffee exports remained at mucn tiic sane
level as in 1973, the same quantity being exported and there being
only a slight increase in the world price of this commodity.}p/ n
the other hand, non-traditional exports grew by over 50 per cent;
thus the trend towards diversification of exports which had been
observed since the end of the previous ‘decade was accentuatec.

Imnorts of goods rose by 39 per cent, with increascs of LI ner
cent in volume and 21.5 per cent in unit value. The import
liberalization policy followed in 1973 and the early montis of 197
contributed to the expanding trend shown by this variable, especially
as regards raw materials.

The different rates of growth of exports and imports of soocls
were determining factors in increasing the deficit on curreat account

from 46 million SDR units in 1973 to 127 million in 1974,

o

S/ No information was available on the variations in tae sectors
producing basic services and other services.

;p/ World coffee prices dropped by more than 10 per cent hetween
April and October 1974, but recovered in the last two montiis
of the year.

¢ - -
,Mabhle O
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Table 3

COLOMBIA: BALANCE CF PAYIMENTS

(M11lions of SDR units)

Current account
Exports of goods and ssrvices
Goods FOB
Services
Transport
Travel
Imports of goods and services
Goods FOB
Services
Trangport
Travel
Net external investment income
Profits o
Interest
Net private transfer payments
Balance on ourrent account

Capital acoount
Het external financing (a*tb+o+d+e)

(a.) Net external non-compensatory capital
Direct investment ‘
Long~ and medium~term lcans
Anortization psyments
Short-term lisbilities
Official transfer payuents
(b) Domestic non-compensetory capital or assets
(¢) Errors and omigsions
(d) Allocation of SDR units
(a) Net compensatory finanecing (incresse -)
Balance~of-payments loans, trade errears,
IMF loans and other limbilities of the
monetary authorities
Amortization payments
liovements of foreign exchange reserves
(inerease =)
Iiovements of gold reserves (1norea.se -)
SDR units (increase -)

1970 1971 1972 1973 1o74e/
1 000.0 98,0 1 10,0 1 34840 69945
288.0 - 755.0 88340 1-106.0 1 413.5
212.0 229.0 22140 242.0 286,0
95,0 106.0 9740 96.0 115.6
54.0 69.0 65.0 82.0 956
1-149,0 1 260.0 1 121.0 1 23340 1 64643
802,0- . - §78.0 749.0 848.0 1 180.7
347.0 38240 37240 385.0 455.6
163.0 192.0 178.0 187.0 2370
66,0 - 72.0 74.0 89.0 103.9
-180,0 ~17640 ~18240 ~17240 ~19142
-91.0 71,0 -840 ~5640 ~60.7
~89.0 ~105,0 =118.0 ~116.0 -130.5
-1.0 3.0 10.0 10.0 10.8
~330.0 -h49.0 -189.0 ~47.0 ~127.2
330.0 lh9,0 - 18940 47.0 12762
405.0 303.0 2590 161.0
13.0 © UL43.0 17.0 2240
308.0 - 290.0 387.0 30740
-121.0  -1h4o0  -152,0 ,=135.0 5142
138.0 163.0 ~15.0 «5640 *e
37.0 31.0 2240 - 2340
-36.0 -12.0 ~22.0 -33.0
~18.0 55.0 77.0 32,0
21.0 17.0 17.0 0.0 -
42,0 | 6.0 ~142.0 «113.0 76.0
k2.0 . 55.0 2948 26,0 ces
-87.0 J2.0 -55.0 ~10.0 cee
240 -2.0 ~106.40 8440 e
1.0 3.0 -1,0 " -3940 ves
0.0 ~5.0 -9.0 =640 ere

Source: International Monetary Fund (DMF), Balance of Payments Yearbook, vols 26,

_/ Estimates based on official statistiocse.

/A factor
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A factor which contributed to financing the 1974 ceficit vas
the net inflow of non-compensatory capital of 51 million SDR units,
eveﬁ fhough this was much less than the 16vaillion the year Defore.
It is estimated that this smaller inflow was due to a sinilas
cecrease in the amount of external public indebtedness, narticularly
with non-official sources.

Recourse was also had to compensatory capital to a value of
76 million SDR units, which includes the reduction which too!l: pléce
in the country's net international reserves.

4., The course followed by prices and other variables
linked to the -inflationary process

In 1974, the rate of increase in prices was slightly higher
han in the previous period,.éiﬁce the consumer price incex rose
By about 26 per cent,}&/ comnared with 24 per cent in 1973. ool
nrices went up for about 28 per cent, which confirms the trenc
towards an improvement in their relative prices observable since 1971,

Tn the first three months of 1974, mainly owing to the impact
prq@uced by the internalization of imported inflation, foocd wrices
rose by 12 éer‘centb(i.eg, at an annual rate of over 50 »er cent),
wiich meant an increase of 9 per cent (about 40 per cent annually)
in the genefal index. Subsequently, this impact lost some of its
force - added to which the stabilization policy was refornulatel in
August - and inflation slowed down to the annual rates indicatel
above. ‘

As regards the public finances,; on the‘bésis of the information
collected it is only possible to compare the figures for the first
half of 1974 with those covering the same period in 1973. Current
iﬁqome of the National Government increased by 26.7 per cent, wiile
total expenditure rose by 2h.4 per cent. Therefore, in the first half

[

11/  Between December 1973 and December 1974, as an average for the
whole country and considering employees and worlers as a .
whole. See National Administrative Departuent of Statstics
(DANE), Indice nacional al consumidor.

/of 197k



of 1974 the nationnl éevefnmeht deficit'WaS”almost negliible; net
zternal indedtedness Showed & nefative balahce of 205 million pesos,
cnd net interanal indebtedness rose to 208 million. The reverse
situation had arisen in 1973, when ex tternal credit was an importaat
source of financing (see table L).

The available data on monetary treands were also incqmplete,q
Detween Decenber 1973 and July 1974 the money supply increased by
9.5 ner ceat, in contrast with the 10.5 per cent increase recorded
between December 1972 and July 1973.12/ It is estimated that in the
last few months of 1974 the slower rate of srowtli of the money supply
nay have been accentuated, so that the increuent for the whole 3 year
woulcd be onproiximately 25 per cent. ‘“his is below the rates orf

27 »ner cent ana 31 pe; cent recorded for 1972 aad 197J respectively.

;Ae slnckelln” in the growth of the neans of paymene was influencec
by tne change in the balanceéef-paymehts poSition. Unile in 1972 and
1973 the ga ain in net 1nuernatlon“l reserves ac»ed as a fecfer of

xpansion within the operation of the monetary systed, in 197b the
decrease in reserves acted in the oppos ite direction, i.e., as a factor
ol contraction.l3/

-

As regards foreign exchange, the mecheanism of periodical

(3]

mini~devaluations of the peso designed to maintain the real value of the
national currency was continued. DBetween the end of 1973 and the

end of 1974, the principal rate of exchange was devalued by 15.3 per
cent, the rate rising from 24.09 to 23.69 pesos to the dollar. In

the second half of the year, the rate of devaluation was much nore

rapnid than in the first.

12/ Bee Iii¥, Iateranational Financial Statistics, June 1974 and
licreh 1975.

13/ Although the trend followed by net international reserves in
7. 197h is not known, as an indication of what took place it wc) be
mentioned that between December 1973 aand December 1974 tlhe
reserves of the monetary authorities ceclined from 534 to

Lo million dollars.
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Table 4
CCLGIBIA: NATIONAL GOVERNMENT FINANCE

(Millions of pesos at current prices)

Percentage
Jenuary- January- variation -
1973 ‘i‘m . i‘:‘z Firts half 1974/
93 57 firts half 1973
Current income a/ 20 073 9 638 12 206 2646
Total expenditurs 22 U g 815 12 209 pu
Total national government defieit 2 376 177 3 -
Finaneing of the deficit b/ 2 376 177 3 -
(a) Net external indebtedness 3 051 1 696 -205 -
{b) Net internal indebtedness o/ ~675 -1 519 208 -

Source: International Monetary Fund (IMF), International Pinancial Statisties, Harch 1975.

5/ Exeluding tax rebate certifiocates (Certificados de Abono Tributario - CAT) and Tourist
Development Certificates (Certificados de Desarrollo Turistico - CDT).

b/ After deduction of amortization peyments on the external and internal debt.

o/ Including variations in cash balances.

/Lastly, as
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Lastly, as regards the trend ol wages and salaries, it is
interesting to note that ih November 1974 new levels were established
for urban and rural nlnmmxlwages,Wnlcn had not been adjusted since
April 1972. The adjustments approveo range from a minimum of 33 »er
cent in activities such as,constructlon to a naximum of 4G per cent

in tréasport and agriculture.

5. Sone ecowomlclgpllql_trei ds.

‘ A,Aew addlﬂl'trHtion initiated its period of governmeat in August
llaturally, uh ‘ len”e gave rise ~ and continued to ;ive rise = to
important Hodl*lC:tlonS in the basic orientation of zoverament economic
nolicy, whici: affect both the development strategy itselfl and
cshorter~term prohlens, partibularly as regards the combating of
inflation. Howevér;‘iﬂ view of the essentially conjunctural nafure
of this note and taling into account the etipnasis which thae
administration has placed on ‘economic emergency’ measures adopted in
October 1974, it seems desirable at this time to refer to these
mezsures rather than to other provisions oriented more to the medium
and the long tern that.have gradually teken shape.

 Dyoliing its cbnsfi%utioﬁal powers, the new administration adopted
a nurther of meaéurés designed to intensify anti-inflationary policy
and. to provide better protection for the lower-income groups agalnet
the consecuences for them of the continuous steep increases in prices.

The'me asures a2dopted - and other supplementary action - mainly
cover three spneres of actioi. '

In the fiscal field, the basic objectives was to reduce the
goverament Gefi01t; which it is estimated may amount to 3,000lmillion
pesos in the second'half of 1974 and over 5,000 nillion in 1975.

With this end in view, the severe curtailment of public
expenditure was approved, subsidies for wheat imports ezind consumption
were eliminated and incentives Lo encourage exports were recuced. As
ds export incentives, a change wes introduced in the mechanism

% rebate certificates, Certificados de Abono Tributario (CaT), by

:

virtue of whaiclh a %tcx incentive of up to 15 per centl was granted for

/noa=-traditional exports
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non-traditional exports; as from January 1975 the maximum subsidy was
reduced to 5 per cent and only 1 per mil for those products considered
of vital importance for domestic supply.
Concurrently, a tax reform was introduced with the aim of stepping
up the collection of fiscal revenue, in the form of an increase in
sales taxes and o heavier tax on capital income and non-essential
consumption. At the same time, however, preferential treatmenti was
ziven to income from labour, particularly below certain minimum levels.
Ia the financial sector, several provisions were put into effect
with o view to the more efficient co-ordination of the different

savingse

instruments in operation for tapping
ts w

hi ere made in the interest rctes

=

or

9]

purpose, adjustments
paid in respect of some of these instrumeants, and, on the other hand,
the nonetary correction which may be earned by the units of constant
purchasing power (UPAC) used ia the system of adjustable savings and
loans for housing was limited to 20 per cent. ’ ’

In cddition, the Monetary Doard introduced important changes in
the management of the monetary apparatus designed to make the Board's
control over its development more effective. These changes include
the measures cdopted as regards cash reserves, rediscount margins aad
regional distribution of credit.

Lastly, as regards the income and prices policy, reference has
already been made to the increase approved in minimum wages. To
supplement tiis, a system of %ripartite commissions was established
- composed of representatives of the State, the worlkers and the
entrepreneurs - with the object of studying and negotiating various

messures desisned to achieve concerted changes in prices and wages.

/COSTA RICA
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CoSTA RICA® .

1. Recent- economic trends

In 1974 the Costa Rican economybeipaﬁded by a little over
4 per cent: that is to say, at a slower rate than in the last.three
years (see table 1). '

The fragmentary information available on the evolution of the
supply ' by sectors brings out particularly .the drop in agriéult@ral
activity due to the lower production of bangnas, sugar cane, maize and
. beans, which the increases in coffec, tobacco and beef failed to make
“up for. The 'sectors showing most growth were those of construction
and manufacturing, the most important elements in their growth- being
the exports to Central America and .the demand generated by capital
formation in both the public ahd the private sectors, especially as
“a result of private construction activity (see table 2).

In more genefal terms, the loss of dynamism of the econony as a
" whole was due fundamentally to events which could not be counteracted
by economic policies, although it was also due to some extent to
structural maladjustmenfs such as the lack df’diversification of
exports, the negative effects of which were quite marked in the
conditions of 197h4. - | ' |

Costa Rica faced a numbér of aéversé circumétances of “external
origin which affected the initial impulse gnd multiplication and
acceleration effects normally produced by external demand.‘ Thus, as
a result of the instability of international markets, but also partly
because of certain internal difficulties which affected production,
exports of bananas dropped by 11 per cent in 1974 in contrast to a

rise of over 9 per cent the year before.

L See the section corresponding to Costa Rica in the chapter on
inflation in Part One of the present Survey.

/Table 1
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Table 1

COSTA RICA: TOTAL SUPPLY AND DEIIAND

Total supply
Imports b/

Gross domestic product
Total demend
Exports b/
Domestic demand
Gross domestio investment
Inorease in stocks
Gross fixed investment
Public
Private
Total consumpticn
General govarnmeht

Private

Millions of ocolones Structure Annual growth rate
at 1970.prices (persentages) (percentages)
1970 1973 1974a/ 1970 1974s/ i;;:" 1973 197M4e/
3 8074  10409.9 11 06443 135.0 13&;2 ;6_,9 51 6.3
2 28249 2 531.3 2 86247 3540 3449 43 149 1341
652445 7 87846 8 20146  100,0  10040° I3 62 bel
8 8ozt - 10 409.9 11 0643 13510 13409 6.0 5el 63
18 2 g 2 459a 2842 3060 121 143 4e9
6 966.2 B 065.2 B 605.2 1068 10449 b 6.3 6.7
1 33949 173740 2 08343 2045 25 M4 59 15.7 1949
1 269.8 1 59245 1 71949 1945 2049 10.4 249 8.0
28946 35348 364 4 a5 ot 143 65 3.0
98042 12387 1 3555 1540 165 942 640 9t
5 62643 ‘ 6 328.2 652149 8643 7945 4.0 4eo 36l
81948 96148 1 02941 1266 1245 549 ks 700
4 8065 5 3664 5 1492,8 738 - 6140 347 3¢9 264

Sources: 1970~1973: ECLA calculations based -on figures supplied by the Central Bank of Costa Rica; 1974 : ECLA
estimates based on official data.

Notes The figures for exports and imports of goods and services werse taken from bslance of payments data
expressed in dollars at ourrent prices, whioh were converted to constant 1970 values by deflation, using
price indexea caloulated by ECLA for the purposes

a/ Preliminary figurese

b/ Goods and services, excluding faotor paymemts.

/Table 2
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Teble 2
COSTA RICA: GROSS DOHMESTIC PRODUCT AT FACTOR COST , BY SECTCR P ECONCMIC ACTIVITY

Millions of colones | Strueture Annual growth rate

at 1970 prices ) (p_ercenta.geé) o (percentages)
19700 - 1973 1ha/ 10 193 % 2"' 1973 1974s/
Agriculture o152 17375 17028 2500 2B 5eb: - Te2. . =240
Mining b BB 11520 125548 154 164 92 100 940
Nenuf acturing b " , ‘
Construotion 27542 32746 , 370.,2 T A ¥ 72 365 1340
Subtotel goods - 2 60547 3 217.2 3 32848 Ly 8 45.9 : 740 768 345
Electrioity, gas and weter 11’-'-.3 ) 15600 . o 2.0 202 11‘2 » 10.3 sse
Transport and communications 27647 34247 P X Ly, 747 64 oee
Subtots] basic services 391.0 L1987 ces 6.8 7.1 8.8 . 18 e
Commerce and finance 1 29947 1 59048 e 224 2247 749 7 540 .o
Government 69342 TG ees 1240 11.1 3.6 4l es
Ownership of dwellings 485,5 55948 ' wr Bt 8.0 5 348
Miscellaneous services 32442 36440 ' ese 546 '5-2 4.1 347 see
Subtotal other services 2 8026 3 289.3 e 48 4 740 6.0 45 vee
Subtotsl servisces o 3 193.6 3 78840 3 96346 55,2~ 5lel 6.3 L9 4.6
‘Grosg domestic product, - | .
62 Ml

total § 799.3  7.005.2 7 2924 100,0 - -100,0 6.6 6.2

Sources: 1970-1973: ECLA caloulations based on figures supplied by the Central Bank of Cost_a. Rica; 1974: ECLA
estimates based on offloial data.

8/ Preliminary figurese.

/On top



On top of the slowing down in this important activity there
was the increase in the cost of imports - particularly of petroleum
and petroleum products - which increased the inflationary pressures
already quite noticeable in the previous year and affected the
Apurchasing‘power of the broad sector made up of those receiving
medium and low incomes, thus having repercussions on domestic demand.
In contrast, the rise in the real income of the richer social groups
led them to obtain foreign credit facilities for the purchase of
imported consumer éoods, in the expectation of a rise in world prices.
This partly explains the substantial rise of 13.1 per cent in the
volume of imports of goods and services (see table 1).

The recent inflationary process, which involved a rise in
wholesale prices estimated at between 35 and 40 per cent and reduced
the purchasing power of large sectors of the population, led the
Government in April 1974 to grant wage increases designed to palliate
the deterioration in the real wages of the working classes. These
increases proved to be insufficiert, howéver, as prices continued to
go up.

The change in, wage levels practically coincided with the
unificationjﬁf the exchange rates, which had become necessary owing
to the critical balance of paymeﬁts situation but which caused
considerable increases in domestic production costs and thus further
depressed the purchasing power of wagesu

As a result of the above developments, private consumption once
again grew only slowly, its growth rate being lower than that of 1973
and actually negative in per capita terms (see table 1).

Apart from the measures taken to avoid a serious deterioration
in the purchasing power of wages, there were compensatory elements
on the domestic expenditure side. Thus, total investment and
Government consumption showed some degree of dynamism. Private
investment, mainly on housing construction, rose 9.4 per cent, and
the 7 per cent increase in Government consumption expenditure was
also of significance when compared with the tendencies of 1972 and
1973. TFinally, public investment, which had fallen in 1973, rose by

/a modest
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a modest 3 per cent in 1974, the main expenditure being on economic
infrastructure programmes (among them work in the energy field) and
social progress (mainly housing and health). '

vw&th the psssage 6f time, the possibilities for mandeuvring
in ecouemicbpeliéy have become smaller, partly because of the
increasing indebtedness of the eéOnomy which has in its turn reduced
its capa01tv to import, and partly because of the need to allot
appre01ab1e volumes of external credit to malntalnlng the supply of
goods and services. In 1974, against a background of a marked
deterioration in the terms of trade, the major part of the real
resources from abroad - plus part of the foreign currency reserves -
had to be used to flnance ‘essential imports such as fuel and other
industrial inputs and to help to satlsfy the demand for consumer
goods. ' - ' ‘

Thus, the external sector continues to be the central element
in economic activity, as well as remsining one of the basic causes
of the process of rising prices. With this in mind, steps have been
taken to work out unitary and convergent action on various economic
policy fronts.

In this respect, the Government adopth a number of measures
designed to reduce 1nf1at10nary pressures and external 1mba1ances°
From the p01nt of view of supply, the main measures taken were the
fixing of support prices for producers of basic gralns, the
maintanance of adequate external supplles of mass consumption products,
and the stimuli provided through new selective credit programmes and
favourable interest rstes in order te give sustained support to the
produqtive sectors - especially manufacturing - and facilitste the
expansion of exports of non-traditional_producté-

From the medium- and long-term point of view, the above
programmes havekbeen complemented with actien designed to promote
economic growth and make better use of resources. Ixternal loans
have been obtained for new investments in agriculture, industry and
tourism, and efforts have been stepped up in connexion with public

works, especially as regards the strengthening of road construction

/programmes (with
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programmes (with particular importance being attached to secondary
roads), the beginning of the construction of a new port at Caldera,
the continuation of work to modernize and expand the port facilities
at Limdn, the renewed impulse’being given to the hydroelectric
project at Arenal, and the expansion of the national telecommunications
system. There is also every indication that progress is being made
in the execution of high-priority investment projects sucﬁ as those
connected with the extraction of copper and aluminium and the refining
and overland transport of petroleum and petroleum products.

With the aim of modifying the structure of demand, changes
were made in the taxation system, especially as regards the raising
of the selective taxes designed to check luxury spending and the
introduction of export duties. Other measures aimed at reducing
pressures on the balance of payments and checking luxury consumption
include the regulation of credit purchases, the regulation of credit
‘operations by private finance companies, and the raising of interest

rates on deposits of foreign currency.

2o Thevéxternél sector and the balance of payments

There was a serious deterioration in the balance of payments
in 1974, when, mainly as the result of an exceptional increase in
imports, the current account deficit reached the unprecedented level
of 211.3 million SDR units (see table 3)5' Despite a significant
inflow of capital from abroad, the capital account income was not
enough to finance the current account deficit, and there was
consequently a drop in net reserves of 32.5 million SDR units. It
is estimated that the level of reserves at the end of 1974 was not
enough to finance the imports needed by the Costa Rican eccnomy for
two weeks. Furthermore, a considerable proportion (90 million SDR

units) of the capital account income was from short-term loans.

/Table 3
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Table 3

COSTA RICA: BALANCE CF PAYMENTS

{111lions of SDR units)

1970 1971 1972 1973 1974/
Current account X ‘ v '
Exports of goods and services 280.1 283.8 319.1 3454 433.6
Goods FOB © 231,0 29446 256,8 23341 35745
Services Jh9.1 5942 623 . 62.3 7641
Transport 1445 2046 19.0 19.5 26.4
Travel 2241 22 27 271 3.6
Imports of goods and services 346.5 390.7 385.2 hoy. b 6070
Goods FOB ' 286.8 © 36,3 310.5 331,0 504.3
Services 59.7 © k. . 76,4 102.7
Transport 3549 T | 4345 46.9 6745
Travel 12.7 17.0 174 17.2 19,8
Net external investment incone -13.6 -14.6  -32.1 =31 -40.9
Profits =38 ~3elt 194 ~2043 -23.3
Intercst ~9.8 ~1142 -12.7 -13.8 =17.5
Net private transfer payments ER 345 347 3.0 3.0
Balance on current ascount 7646 -118.0 ~9k4.5 - =931 -211.3
Capital account . N 3
Net external finaneing (a*b+e+d+c) 76,6 118,0 9l.5 93.1 211.3
(a) Nz:pﬁzfmal non-compensatory 2501 12820 98.1 8125 15140
Direct investment 26,4 22,0 23.8 2242 2340
Long- and modium-term loans 4oe2 68.4 87.1 100.7 153.0
Amortization payments 1942 ~30.6 ~35:3 <4841 -53.0
Short-term liabilities 27.2 4.3 20,1 75 €.0
Officiel transfer payments 245 3.9 2.4 ~0.k wee
Domestic - itel S : .
(b) Do azsitsnon compegsatory_ capite 5.9 198 ey 315 } .
{¢) Errors and omissions =945 20,3 3549 50.9 ‘ -
(d) Allocation of SIR units be2 3kt 3ukt - -
(s) Net compensatory financing
{increase =) 8.7 ~1349 ~0+3 -8e2 3245
Bazlance-of-payments loans, trade
arrears, INF loans and other
ligbilities of the monetary
authorities 1.b 3.8 15,7 1.7 .oe
Amortization payments o2 ~33 -8.4 ~5elt . ces
Movements of foreign exchange
reserves (increase =) 15,7 -20.2 ~347 445 vee
kovements of gold reserves
(inerease «) w0 547 - - wes
SDR units (insreuse -) =042 0.1 '-3.9 - x
Sourse: Internaticial :.onetery Fund (LF), Balance of Peyments Yearbook, vols 264
&/ Estimates based on official statistics.
/The growth
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The growth of 35 per cent in imports is to be attributed
primarily to the extraordinary increase of 31.3 per cent in prices,
due largely to the higher price of petroleum and petroleum products.
It should be noted, however, that even in constant terms there was
an appreciable increase estimated at 13.1 per cent in imports of
goods and services, due largely to purchases of a speculative nature
made in the expectation that prices would soon go up. From this
point of view there was no external strangulation, and the increased
cost of imports did not prevent them from growing more than in
previous years, although this was achieved at the expense of greater
indebtedness and the depletion of reserves.

Lxports of goods, for their part, rose by 26 per cent, mainly
because of the higher prices obtained (18.3 per cent) although these
were of course outstripped by the rise in the prices of imports, thus
leading to a serious deterioration in the terms of trade.

Analysis of the main export products of Costa Rica shows an
increase in both the price and the volume of exports of coffee. The
increased volume was due”fundamentally to the greater production
achieved as a result of the favourable weather conditions prevailing
during the last harVest, but the prospects for coffee are uncertain,
since it is expected that next year domestic production will be
smaller, mainly on account of the reduction in the use of fertiligzers
because of their higher price and scarcity. '

Thé price of bananas went up, but the volume exported went
down as a result of lower production caused not only by a strike
lasting over a month in one of the main producing companies, but
also by the negotiations regarding the establishment of an export
tax.

The volume of sugar exported went down also, but the price went
up considerably. The lower volume is explained by the effects of the
drought in the preceding year and also by the reduction in cutting
in various areas attributed to action by producers to obtain higher

prices.

/In the
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In the case of meat the price went down in the second half of
the yéar and some difficulties wer encountered in placing meat on the
external market, but even so the total volume exported went up.

Finally cocoa exports went up in both volume and price.

One of the most favourable factors in the external sector was
the increase in exports to the rest of Central America, which made
it possible to balance transactions with the other members of the
Central American Common Market and helped to encourage the production
of manufactures, which form the main part of such exports.

As regards capital account movements, the most significant
~development concerned long- and medium-term loans, since these
1ncreased by 52 per cent in 1974 to a total of 153 million SDR units.
Direct investment, however, did not show any variation compared with
the recent past (see table 3) ‘

Durlng the year, ‘the Costa ‘Rican Government tool a number of
measures designed to relieve the balance- of-payments situation. Among
the most important of these was the exchange rate unification which
eliminated the rate of 6.62 colones to the dollar and thus made it
possible to bring the prices of the countrv s international trade
goods in line with the higher prices reigning on the world market.

Thé rates‘of interest prévailing in Costa Rica were brought
~into line with the higher‘rates offered abroad, so as to stop the
exit of,capitalland stiﬁulate national saving. '

In addiﬁion, restrictions were imposed on foreign travel and
on other forms of expéndifure which might affect the balance of
payments. At the same time, the banks were allowed to receive term
deposits in forelgn currency with the aim of attracting funds and
avoiding the flight of capital abroad. Stricter control was also
applied to the granting of loans for the purchase of non-essential
consumer goods, with the aim of avoiding the naturally unfavourable
cbnsequences on the availability of foreign exchange.

Furthermore, as alreaay stated, export taxes were introduced
which will keep in line with the prices attained by the products

affected on the foreign market. These new taxes not only constitute

/an important
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an important instrument from the point of view of their fiscal effects
but will also make it possible to reduce the possible effect of higher
prices abroad on domestic prices.

Following the tax payment certificates introduced in 1973 which
can be used by exporters to pay any form of taxes and thus represent
a stimulus for exports, a number of additional measures wefg taken in
1974 to encourage exports of industrial goods. Prominent among these
measures was the increase in the amount of credit made available at

favourable interest rates.

3. The budget situation

In_1974, for the first time in this decade, it proved possible
. to reduce the central government deficit as a result of an increase
in 38.5 per cent in'cufrent income contrasted with increases of only
28.4 per cent in current expenditure and 15.5 per cent in capital
expenditure.ll/

The bigger tax revenue was due on the one hand to the
introduction of new taxes and on the other to the rise in revenue
from existing taxes. Among the new taxes were the export taxes
established on an ad valorem basis, with rates varying from 2 to
13 per cent. The lowest’rate - 2 per cent - is applied to exports
of non-traditional products to the rest of the world, the rate of
7 per cent to exports of 6ther goods to the rest of the world and
exports to Central America and Panama in general, while the highest
rate of 13 per cent is applied to traditional'export products such
as coffee, meat, sugar and cocoa.

The bigger revenue achieved from existing taxes is of course
attributable partly to the rise in prices, but also to a number of
adminisfrative measures taken in order to check tax evasion.

The taxes which played the biggest part in this increased revenue
were income tax, selective consumer taxes, sales tax and import duties.
The latter, of course, reflect the considerable increases in the prices

of imports.

14/ Source: Ministry of Finance and Popular Credit.

/As regards
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As regards current ezpendlture, the 1ncreases were cdue mainly
to the wage increases granted to central government employees and to
the bigger payments whlch had to be made by the central government
to finance 51m11ar vage 1ncreases 1n decentrallzed bodies.

The biggest expendlture on capltal account corresponded mainly
to the expansion of the economic infrastructure (construction of
highways, cirports, etc.) and the building of more schools. -

As far as the financing of the fiscal deficit was concerned,
it proved possible to place a considerable proportion of the bonds
issued (although this proportion was less than the previous year) and
" thus avoid issuing more means of payment.

External funds, which totalled almost as much as domestlc funds
- in 1974, played a more significant part than in 1973 in flnanc1ng thev

‘deficit.

b, :Inflationafﬁ pressures

From the informatien availaele on wholesale prices, it woﬁld‘
appear that inflationary,pressures”persisted in Costa Rica during
1974, although they showed a ‘declining trend in the second half of
the year. Thus, while the increase in prices during the first half
of the year was 26 per cent (an average of 4 per cent per month),
the monthly rate was around 1.7 per cent in the period July-November.
On the basis of this information, it may be estimated that wholesale
prices rose by between 35 and 40 per cent in 1974 compared with a
rise of 27 per cent in the previous year.
From the middle of 1973 onwards, imported inflation was of
special significance in Costa Rican price movements. An acceleration
in the rise of import prices will obviously affect domestic prices
also in an economy so open to the exterior as that of Costa Rica.
It may be recalled in this connexion that the prices of imports rose
by 15.3 per cent in 1973 and by 31.3 per cent in 1974.
One of the more important elements among the domestic inflationary
factors was the greater liquidity in the economic system. Thus, overall
.liquidity rose by 32.4 per cent in 1974 compared with 12.8 per cent the

year before (see table 4).
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Table 4

COSTA RICA: MONETARY POSITION

(End~of =period figures in millions of colones) ,

Composition of monetary resources

Money
Quasi-money
Long«term loens

Other items (net)

Expansion and oontiraontion factors

Reserves
Credit
To the govornment e

To officia) bodies

To the private sector

19

197é‘ ‘ 1973 ‘1971;9/ Growth rate

' 1973/ 1974/

a 1972 1973
2 62942 2.96502 , - 39274 1248 32.4
1 617.3. © 2 00747 2 34,3 2lel 19.3
85546 95141 *1 60346 112 6846
7940 7246 19749 =81 17246
773 ~6642 268 4 - -305 4
262943 2°96545° 39272 12.8 32.4

18941 276H4 11549 4642 -
2 44042 2 689.1 L oisar 1042 5044
o 37940 3045 33649 ~1947 1046
" es3 1633 34042 9640 108.3
., 22143 336640 1243 5145

Source: International Monetary Fund (DF ),.Internbstidnﬂ Finencial Statistics 5 Mareh 1975.

&/ Preliminary figures.

0

" /Thé 51.5 per
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The 51.5 per cent increase in:-credit to the private sector,
which was receiving 83 per cent of total credit at the end of 1974,
appears to have been the main cause-of this expansion, but another
contributory cause was the credits granted to the Government of
official bodies, even though the1r total amount 1s much less than
credlt to the private sectoray ,

The drop in reserves acted as a form of contractlon and had a
4fa1rly slgnlflcant effect on the overall llquldltv of “the economvoz
q From the point of view of monetary resources, ‘the most 1mportant
~ changes concerned money and quasi- money, ‘both because of the important
‘_1nf1uence they have w1th1n the total and because of the consloerable
‘51ze of the var1atlons in them,,whlch came to 19. 3 per cent and
69? er cent respectively in 1974 ' -

~ The foregoing developments 1ed to the'aooptlon of a number of

meas ures designed to achieve greater control over the whole monetary
and credlt system° Outstandln among these was the regulatlon of
the non—banklng f1nance system, Wthh seems to be handlln an
apprec1able amount of funds used malnlv for the acqulsltlon of non-
essentlal consumer goods.. Also noteworthJ were the measures taken
to le more restrlctlve condltlons for credlt sales of consumer

durables°

/CHILE
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CHILE

1. General appreciation

The economic evolution of Cniie in'recent'times hes been
influcuced by political events known to“sil,'which have had a decisive
effect on the important variables considened in these annual accounts.
This does not, however, prevent some obJectlve elements, which are
important and valid over and above any controversy, from belng 81ngled
out.

Naturally, the very particular and obvious impact of the external
economic situation on ‘the economy of Chile draws one's attention; it
once again brings to the fore’ certain features and weaknesses in the
struciure of production, and while these are not absolutely original
in the’ context of Latin Amerlca there is no doubt that they tend to
stand out particularly in Chile.

Some facts detailed below give en.idea of tne essence of the
problem. In 1974 the country hsd to pay nearly:ho ‘per cent more for
imports, the volume of which 1ncreased by sllghtly over 1 per cent.
Although the value of exports 1ncreased by a respectable 54 per cent,
it is equally true that their quantlty had to increase 33 per cent to
produce this result.

The reasons for such uneven - and in the last instance such
onerous - developments continue to be the same as affected other
critical external trade situations, whether expansionist or recessive.
The structure of imports with its high proportion of food products
and basic inputs on the one hand, and the overdependence on copper
for foreign exchange earnings on the other, make Chile highly
vulnerable to fluctuations in international trade. 1In addition, in
periods of general price increases, like that of recent years, facts
(like the above) show that the protection provided by copper is far
from offsetting the weakness implicit in Chile's import structure.

It cannot be ignored that these facts have an important
influence on the difficulties which have affected the economy of Chile.

They also aid in evaluating the initiatives and procedures aimed at

/expanding and



) 541";“

expanding and dlver51fy1ng the country s export base - an old but
elusive obJectlve of many attempts at an economic pollcy for Chile.
_ It should, however, be borne in mind that as a whole 1974 was
a fa1r1y good year and aid not brlng up any major difficulties for
the administration of the external accounts. The deterloratlon of
the 51tuat1on towards the end of the year was malnly caused by the
divergence between the downsw1ng in copper and rising 1mport costs,
but in addition to this element there was a certain’ under-estimation
of the tradltlonal vulnerablllty of Chlle 5 external ‘sector. When”
the optimistic estlmates made 1n some c1rcles at the beglnnlng of
1974 came to nothlng, 1t was once more seen that the margln for
liberal policies in forelgn exchange expendlture contlnued to be
narrov _ S

The cont1nued ex1stence of 1nflat1on is another aspect which
requlres comment on account of 1ts declslve 1nfluence in recent t1mes°
As will be seen below, desplte the pr1or1ty glven to efforts to
contain it, progress has been rather 11m1ted. ‘ '

In order to form an accurate idea of this, it is indispensable
to consider the variety of influences or stimuli which have kept
inflation alive. Obviously, a.capital element is the, legacy of
accelerated price increases from 1972-1973, together W1th the serious
repercussions of -imported inflation. Against thls background - the
inflationary potential of which requires no comment‘- appear_the
consequences of what is-known as '"corrective inflation” (undertaken
‘to-eliminate the price distortions which had accumuiated)_and of a
policy of liberalized prices and periodic readjuatments in the |
exchange rate. v v , |

Although the first two factors were out51de the shpere of
influence of the authorities, the others, however, derive from the
general strategy employed. Seen from this point of vieu, the Qﬁiﬂ
pro_quo facing this policy emerges clearly. On the one hand were the
specific objectives of '"corrective inflation' and the measures for
liberalization and exchange readjustments, and on the other the impact

of these objectives on the increase in prices. In solving the dilemma

/the first



- 542 -

the first group of considerations would appear to have prevailed over the
second. The inherited or exogenous influences.of the inflationary
process were thus to some extent maintained or fortified by the
directives of the economic policy already mentioned. In other words,

it remaoins open to discussion whether the tactics were the most
appropriate for reinforcing or recovering control over the development

of inflation.

In any case the persistence of the phenomenon has aroused
understandable controversy over these tacties. -If for some their
fault was in not making any attempt to moderate the powerful stimuli
from recent years the impact of which.was redoubled by the
international economic:situation, for others the root of the question
lies in the fact that no drastic measures were taken to check the
accumulated inflationary potential at its base..

In view of the acuteness of the phenomenon and the magnitude
of the unknowns laid bare by any of these criteria, it should not
appear surprising that the policy has: hesitated to opt finally for

any one of them.

2. Recent economic trends

‘ In 1974 the Chileah ecbnomy showed a.clear'recovery, and began
to get the better of the squeeze:which affected it the previous year.
In 1974 the gross domestic product increased by around 5 per cent
following its 4 per cent drop in 1973. Howeyer, this result as
regards the growth of the product took the form of a rather smaller
increase in real income, with the deterioration of the terms of trade
as a result of the lower prices obtainedvby copper in the
international market, especially in the second half of the year and
the higher prices which the country had to pay for the products it
imported. (see table 1). - ‘ ‘

/Table 1
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Table“1l:

- CHILE: GROWTH OF THB PRODUCT AND REAL INCOME

(Annual growth rate)

Gross domestic

Year " Real incomne

o . product .
1970 TR 3.7 0 e 3.8
1971 . S 7.7 L o ; L,2
1972 S T 1.2
1973 S b0 . =19
1974 o 5.0 L 2.5

Source: ECLA, onithe baéis of‘national‘statistics.

In the performance of the ‘main sectors of productlon the
considerable dvnamlsm of the act1v1t1es produc1ng goods stood out,
with the exceptlon of manufacturlng,'compared w1th the poor level
of growth of the serv1ces sectors. M1n1ng output 1ncreased
substantlally as the result of the magor increase in copper mininé
(basically in the flrst half of the year) and other smaller
increases 1n the other m1nera1 productsg\ Another 1mportant factor
was the recovery in agrlcultural and constructlon act1v1t1eso ‘The
.growth rate of the manufacturlng sector was very poor, and there':
'were sharp decreases 1n the output of consumer goods and in the |
metal manufactures and mach1nery sectors. There was a large-scale
increase in the generatlon of electrlcal energy compared with the
result of the previous year,vhut it did not reach the average rate
of the period 1970-1972. S “ o
| Total supply increased durlng 1974 less than the gross'
domestlc product owing to the standstlll in imports of goods and
.serv1ces (expressed 1n constant values) The most active components
,Of total demand were exports (the volume of which increased by -
27. per cent) and expendlture on 1nvestment. The formatlon of flxed

capltal 1ncreased by 8.5 per cent exclusively as a result of the

/increase in
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increase in expenditure on construction. Total consumption declined
much further than in 1973, as a result of a sharp squeeze in consumer
expenditure in the private sector, while general government
expenditure probably increased at a rate similar to that of 1973.

The increase in the value of exports was much more.pronounded
than in imports, but since the deficit in the services account and
net remittances abroad of profits and interest increased significantly,
especially the latter, the decrease in the current account deficit
at the end of the year did not turn out to be very large (it was
reduced by around 30 million dollars). On the other hand, as total
net inflows of non-compensatory capital were larger than those of
the previous year - of these 50 per cent was accounted for by the
returnh of funds existing abroad but owned by Ch11ean residents -
the balance of payments deficit dropped to less than half its 1973
level. ‘

As regards the evolution of domestlc prlces, their growth rate
showed some decrease. The consumer pr1ce index rose 375 9 per cent
between December 1973 and December 1974 wholesale pr1ces 1ncreased
by 570.6 per cent over the same perlod° The dec11ne 1n the growth
rate of prices was more pronounced in the second half of the year.

As regards real wages, the results obtalned durlng the year ‘
showed that their average level was around 6 per cent lower than
that of 1973. 1In any case, the evolution of average wages durlng
the ‘second half of the year came closer to the 1eve1 wh1ch had been
proposed as a wage pollcy target, and wh1ch cons1sted in maintaining
in 1974 the average 1973 level of real income.

The unemployment sltuatlon, according to data available for
Greater Santiago, tended to deteriorate in the course of the year;
At December 1974 the unemployment rate was close on 10 per cent, in
contrast to December 1973 when the rate was‘around 7 per cent. 1In
the last quarter an increase was to be seen in the percentage of
persons seeking work for the first time and a similar trend in the
indicator for the out-of-work periodo Thewsituation.in Government

finance was characterized by an improvement in the attraction of

/resources, basically
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resources, basically from taxes, and a much slower increase in
expenditure than in income while the thange in-thie ‘pattérn of
expenditure came to place emphasis on''capital formation. Current
expenditure as a percentage of tbtai'expenditdre dropped from 73 per
cent in 1973 to slightly over 60 per cent in’1974, and was complemented
by an increase in the- percentage allocated to. 1nvestment. The
proportionally larger increase in income than in expendlture took

the form of a reduction in the fiscal deficit from 35 per cent in

1973 to 21 per cent in 1974 of total expendlture ;2/ ‘

- Lastly,. in connexion with monetary trends, a large-scale
increase - almost uninterrupted in the course of the year - waevto
be noted in' the high growth rates of the quantity of money. While
in January 1974 total money grew at an annual rate of 40# per cent
and private sector money at a rate of 347 per cent, in November 1974
total money increased at the rate of 320 per cent, and private
sector money at the rate of 240 per cent.m Of the increase in total
money over the year, the larger share was accounted for by the money
supply of the fiscal sector. ..Between Januaryvand.November total
money increased by 237 'per cent, private sector money by 178 pef
cent and fiscal ‘sector money by 398 per cent. |

The basic factors of expansion of money. 1ssue, whlch accordlng
to-figures provided by the Central Bank of Chile 16/ increased by
168 per cent up to October, were the-fiseal deficit and domestic
credit operations which had a much smaller influence; exchange
operations on the other hand apear as a factor of abSOrptlon, Thef
impact of these factors, however; was different in the two halves
of the year. In the first half of the year the fiscal deflclt had
a relatlvely slight influence, owing to the fact that exchange
operations constituted an 1mportant element of expanslon owing to
sizeable purchases of forelgn currencies, stemmlng from the favourable

balance of payments ‘situation. Domestlc credit was a source of

15/ Statement on the state of the Public Treasury, October 1974,
16/ Summary of money matters.

/absorption during
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absorption during this period. However, in the second half of the
year, exchange operations became a marked factor of absorption of
money 1ssue, thus reflectlng the deficit in the balance of payments v
during those months; the opposlte was the case w1th total domestic
credit, whlch came to constltute a factor of expans1on.

2. Main sectors of act1v1ty and total supply
and demand

(a) Sectors of production

The recovery in the growth rate of the gross domestic product
during 1974 basically reflected the forward-looking performance of
activities producing goods with the exception of manufacturing; as
a whole they recorded an increase of nearly 8 per cent: however,
the contribution to the services sector was estimated at barely
exceeding 1 per cent (see table 2).

As regards the output of the agricultural sector, the most
recent ODEPLAN estimates 17/ attribute to it an increase of around
17 per cent, expressed in terms of its value added and of around
12 per cent measured in terms of the gross value of production. The
estimation of this difference can only be a drop in the proportion
of the inputs used by the sector as a whole.l§/ This reactivation .
of agricultural production was motivated to a large extent by the
increase in agricultural output, which settled at around 16 per cent

above the previous year's level.

17/ Estimates provided by the Department of Agriculture of the -
Division of Social Accounts (February 1975). .

18/ = In support of this opipion, mention may be made of the fact
that the increase in agrlcultural output was based to a large
extent on the increase in the harvests of the main annual
crops, almost exclusively as a result of the increase in the
area under cultivation. During the farming-year 1972-1973
there was a decrease of slightly over 20 per cent in the
area destined for these crops. In addition, it is possible
that the high prices reached by the main inputs during the
year (fertilizers, cattle-feed, fuels, etc.) influenced this
trend. ' T

/Table 2
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CHILE: GROSS DQMESTIC PRODUCT AT FACTCR COST, BY SECTR CF ECONCMIC ACTIVITY

Millions of ‘escudos Strusture Annusl growth rate
at 1970 prices (percentages) (peroentages)

. agp0 wre e 1990 - 1973 13772’ 19738/ 198/

Agriculture ' 638640 5 326 1 6 MT6 7.8 T 6el =005 =15.2 1743
Mining ' ' 110 10140° 10 195.3 12 182.8 12437 1le7  =0e6 2¢1 1945
Menufacturing 23 56946 26 260:0: 26 4280 2847 30i2 . Be5  =5e3  0eb
Construstion ' o © 361049 3 13060 '3 55240 . Ul 7306 =07 1240 . 1345
Subtotal gdods . 43 667y b 909,9 UM 4104 53.2 w516 Mo -5e6 ¢ 7.8
Eleotrisity, gas and water TUoroug4 1 606 193547 4)5 | 1.8  13.0 - 1.0 8.0
Transport end communications : Yogohe2 U T ¢ ee 0 vee 650 7 ese | 345 ags .. eee
Subtotal basic services G M6 - ede’T - eee  JeB  ees  5eB asa.  eee
Commerce end finance - 7 14 BBBeS ess T ees 18el 0 aewr - 5. | voe eon
Govermment ' C U5 BML0 ees o ebé C 6e7  ees - 35 - sas  ese
Ownership of dwsllings 1 35445 ° ees " ees’ 1d6 7 ess  =0e2 .o eos
Miscellaneous S,érvi'c'e“s' ST 1008040 .ss " eew 124977 eas " Bolt. cos voe
Subtotal other servises - 32 42650 wse’ - eee 393 e M3 . see  aes
Subtotal services - 38 575.6 42 083.1 42 610.7 - 4E.S 4Bk 5.0 - «le0  1e3
Gross domestio produst,total ' - 82 2U3.1° 86 22647  90-536.4 - 10040 ' 10040 4e5 - a0 540

Sourees ECLA oalculations on the basic of officlel stetistiles supplied by ODEPLAN,

2/ Preliminery figures.
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. The increase in cereal production was 25 per_cent in wheat and .
malze, which are major crOps, while harvest of oats and barley
increased by nedfi;vho per cent and rye by over 70 per cent. The
~only cereal crop which showed a decrease (which had in fact been the
case ?er several years aiready) was rice, with a drop in production
of around 38 per cent. Pulse crops showed an increase of rather
more than 17 per cent, with a lafge‘fhcreese in peas and lentils
(over 30 per cent), and a slightf§:sﬁallef one in beans and chickpeas
(15 per cent for the former and 22'per cent for the latter). Of the
industrial crops, sunflourdfroduEtion dropped by 23 per cent while
sugarbeet production increased by around 7 éer cent. As regards
other outputs by the agricultural sector, a substantial increase |
was 12 be obsérved in the potato harvest (62 éer cent) and a much
smaller increase in fruit and vegetables. HWine-growing dropped by
12 per cent éébordihg to first estimates.

According to preliminary calculationé;‘iivestock activity grew
mich more slowly than agricultural activity and its rate probably
fluctuated around 7 per cent. Some of its main components reflected
thé adverse effect of depressed demand and sharp increases in the
"prlce of inputs (poultry and plg productlon among others)

Production levels in Chilean mining were relatively favourable
during 1974. The estimates available give an increase of around
20 per cent, based on an increase of %0 per cent in copper, 1l per
cent in iron ore and 12 per cent in coal mining, and 6 per cent in
nitrates and iodine. Production of crude oil, however, dropped by
12 per cent.

While the production of large-scale copper mining increased
by 24 per cent (exceeding 760,000 tons), medium- and small-scale
mining grew by 66 per cent. It is estimated that the output of this
last-mentioned sector may have reached 200,000 tons. The comparable
figure for 1973 was 120,100 tons.

The increase in the value of the main mineral products during
1974 had a decisive influence on the price increases of nearly all

these products on the international market. In the first months of

/the year,
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the year, copper reached the highest prices on record,lg/ and while
these prices dropped sharply after the month of June, the average
price for the year was nearly l6 per cent hlgher than the average
price in 1973. The price of nltrates more than doubled compared

with the average for the previous year (in 1973 the price per ton

was 56.2 dollars and in 1974 it was estimated at 10k.7 dollars) while
the price of iron also increased, although By‘a much‘sméller pefcentage
(approximately 7 per cent). It is estimated that}menquCturing
production in 1974 made a slight recovery, which maY‘be expressed

as a rate of 0.6 per cent, thus maintaining the~1evellof the 1973
squeeze (see table 2). As a whole, the 1ndustr1es manufacturing
goods for. personal consumptlon showed a drop in the1r level of
output, although this was less pronounced than in 1973 (posslbly
around 3 per cent)- The only sectors of this 1ndustr1al group which
escaped the downwards trend were those manufacturlng food products
and tobacco (see table 3). However, some act1v1ties _in food
production, such as the processing of flourmllluand bakery products
and the manufacture of cocoa and sugar products; remeined at levels
lower than those..of 1973. The decline in the production of

beverages and in the. manufacture of footwear and clothlng was
particularly pronounced although in the last-mentloned sector the
percentage was smaller..

‘i, The group of 1ndustr1es producing raw materlals ano 1ntermed1ate
-goods was the only sector Wthh achleved posltlve results on account
of the increased activity of the 1ndustr1es which process cellulose,
paper and its products (partlcularly cellulose), non-metalllc

mineral products and basic metal products. However, there was a

sharp drop in the leather and leather products industries and in

the industry producing chemical substances and prOducts.

o

19/ On 1 April the price of a pound of copper was 1.52 dollars.
R /Table 3
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Table 3

CHILE: MANUFACTURING PRODUCTION INDEX

1972 1973 1974

Manufacturing ‘ 105.6° 100.0 100.6

Consumer goods industries ‘ 106.3 100.0 97.0

Intermediate goods industries ©-107.0 100.0 103.0
Metal manufactures and '

machinery industries . , . 95.8 100.0 95.0

Source: ECLA, on the basis of statistics supplied by: INE, Index
of manufacturing output; SOFOFA, Indices and percentage
variation in volume of output, Boletines. mensuales.

Lastly, the industries of the metal manufactures and machinery
group showed a drop in production which may have exceeded 5 per cent,
and which was basically to be explained by the decrease in the output
of machinery (with the expgption‘ofvelectrical machinery) and metal
products. _

The manufacture of electrical articles. and the construction of
transport material showed increases, although these were fairly
small in the last-mentioned sector. v v

The growth of construction activity, which was the third sector
to make a definite comeback in 1974, reached 13.5 per cent according
to preliminary figures supplied by ODEPLAN. Although this percentage
contrasted with the decline which affected it in 1973 and the near-
stagnation of 1970-1972, it was not sufficient for the sector to
recover the level of activity it achieved in 1970.

Fiscal expenditure on public works, such as the construction:
of dwellings, showed a relatively large increase, especially during
the last quarter of the year. Where government expenditure was for
construction, it should be mentioned that it was aimed to a large
extent at completing work begun in earlier periods (especially

dwellings) rather at beginning new construction work. This was to

/be seen
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_be seen in the sharp decrease in contracting as well as in the actual
start of constructlon work in 197;~

The constructlon “of dwelllngs flnanced by the private sector,
recorded a con81derable comeback,mespec1ally in the second half of
-“the year. Available data on the surface area of dwellings '
"constructed by this sector give an increase of nearly 25 per cent’
"for the first 10 months of the year (fonthly averages in 1973 &nd
©1974). The activity of the SINAP: Associations - at least 80 per
..cent .of private investment destlned for .the cenetructlon of dwelllngswwl~‘
~is tied up with the flnanclng of SINAP - was the decisive factor of
‘the boom in prlvate constructlon. o o :
(b) rT‘o+a]. supply and demand\‘”‘ o
Total supply was b.2 per cent up on its 1973 level, but grew pv

less ‘than the gross domestic product ow1ng to the slight decrease 1n

 the volume of 1mports of goods and serv1ces (O 6 per cent). Larger
"volumes of supplles of goods and services in the Chilean economy in
w19'7’+ were exclu51ve1y due to the growth of domestlc output.: The
1mport coefflclent as a percentage of the gross domestlc product
whlch had 1ncreased from 15. 5 per cent to nearly 17 per cent between
'1970 and 1973 dropped to 16 per cent 1n 197# (see table #)

The analysis- of the. evqlutlon of total demand shoWs that.;‘

clnd

EREE R

exports of goods and serv1ces (expressed at cbnstant values)
constltuted the most dynamlc component, ‘since they increased at the e et
high rate of 27.2 per cent in 1974 in contrast with the decline
experienced in the period 1970-1972 and in 1973 (1.2 per cent énd

1.7 per cent respectively). The reason for this growth in the:

volume of exports was to be found in the evolution of copper

production, and in the increase in other lesser outputs; this

situation is commented upon in the part of this study dedicated

to the external sector. The coefficient relating the volume of

exports to the gross domestic product also showed an appreciable

change: from 15.8 per cent in 1970 it dropped to 1li4.L4 per cent in

1973 and rose to 17.5 per cent in 1974.

/Table 4
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CHILE: TOTAL SUPPLY AND DEMAND

Total suEp}_z

Imports b/

Gross demestic produet

Total demand

Experts b/

Domestic demand
Gross domestic investment
Gross fixed investment
Public .
Private
Construction
Machinery and equipment
Total consumption
General governmeﬁt

Frﬁate

Millions of escudos Strueture Annual growth rate
- at 1970 prices. (percentages) (percentages)
wo i e ago g3/ ;z;g’ 19732/ 19748/
107031 . 115626 ° 118 391 O LI5S 1169 4e6.  -209 ka2 -
M358 16 465 16 372 155 1669 5.0 M1 -0.6
92673 97161 102 019  100,0 10060 45 M0 540
107 031 113 626 183 155 116.9 b6 2.9 U4y2
59l Mo 1 é'oyr_ 158 Bb L2 Ly 2.2
92 LYo 99 622 100 584 9947 .. - 10245 5alt. =3l 1.0
15 796 oos ees- . 1760 - ese =68 aue oo
13 818, 9 667 10 489 11+.9 .. 9.'9 =9¢3 al540 845
K1Y S Cees " S mee ‘eve ose o0 see ves
see’ o - PYYIE ses . . aes eoe vee see
7 478 eoe Cever Bl ess. cos ese ver
6 340. veo see . 68 . eve ove ese. - oo
76 64 89 955 “ese 8247 9246 . 748 =146 see
12 €13 15 439, ehe 1346 . 1569 9¢3 2e5 eee
64031 - '714-5162/ L eee 69e1 . 7667 745 . =244 oo

Sources: 1970-1973: ECLA oaloulations based on riguz-es supplied by d)EPLAN 1973-197“: ECLA estimates based

on preliminary official sta.tistica.
Note: The figures for exports and imports of goods and services were taken from balanco-of-payments data
expressed in dollars at current prices, which were converted to constant 1970 values by defla.tion,

using price indexes specially calculated by ECLA for the purpose.

-/ Preliminary figures.

,.:/ Goods and servioces, excluding f'a,ctor payments.

7/ Including increases in stocks.

/The cther



The other element of 'total demand which stood out as a driving
factor in the domestic ecoénomy was investment expenditure. Gross.
fixed capital formation increased in 1974 by 8.5 per cent; this rate
was inadequate but denoted a recovery compared with earlier years.
Betwe~n 1970 and 1972 it had decreased by an .annual .average of
9.3 per cent and in 1973 it dropped by .15 per cent. . This development
in fixed investment was also manifested.in a ‘decrease in the
investment coefficient as a percentage of the product of around
15 per cent in 1970 and nearly 10 per cent in 1973, .while it remained
at a similar level in 1974,

Construction expenditure became the dynamic element of fixed
investment in 1974, when it increased.by nearly 14 per cent.
Investment in machinery and equipment increased very little (not
more than 2 per cent) as a result of a small increase -in imports
of capital goods and the standstill in national output of these
goods. _
According to partial data, total consumption declined for the .
second year running as a result of the pronounced drop in private
consumption. Among the indirect indicators which would support this,
were the decrease in .the production of industrial consumer goods
(3 per cent) and the drop of approximately 6 per cent in ‘the average
level of wages. General government expenditure on consumption

maintained at least its 1973 growth rate (2.5 per cent).

4, The exterﬁél sector

_ The. general evolutlon of external trade in Chlle in the course
of 1974 was satisfactory but actually concealed falrlv d1$$1m11ar
performances in the two halves of the year. While income from
exports ihcreased considerably during the first haifbof the year,
enabling the country 8. reserves to increase and a favourable balance
of. pavments 51tuatlon to be achleved 1n the second half of the
year there was a dlametrlcally opposed 51tuatlon, when income from
exports decreased sharply, and generated a deflclt in the balance

of payments,

/The value
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The value of exports of goods,vfor the second year running,

showed a large increase of 54 per centyln 1974 compared with 1973,

and doubled their 1970- 1972 value° This evolution was due to a large
extent to the 1ncrease 1n copper exports, theAvalue of which increased
in the course of the year by 45 per cent (from 1,103 million dollars in
1973 to 1,600 million in 1974), Qith an increase of 26 per cent in the
quantity of copper exported and a r1se of 15.5 per cent in average
international prices. These results were made possible by the
conjunction of two factors whlch appeared slmultaneously the favourable
conditions prevalllng in prices 1n the international markets during the
first half of the year, and the ex1stence of spare production capacity
in the mining centres, wh1ch enabled Ch11e to expand 1ts product1on, and
increase its shipments abroad.‘

This situation was substantlally mod1f1ed 1n the second half of
the year owing to the sharp drop in 1nternat10nal copper prices, which
brought Chile and the other memher'countries of CIPEC to reduce
production by around lO per cent towards the end of the year, as a
measure aimed at moderat1ng the downsw1ng in pr1ces. To 1llustrate the
sharp drop in the price of copper between the two halves of the. Jear, it
may be observed that wh11e the average pr1ce dur1ng the f1rst six months
of 1974 was ll? 7 US cents per pound of electrolytlc copper, in the
second six months this price dropped to an average of 70 cents, i. e., a
decrease of 40.5 per cent.

While this was the situation in exports, expenditure on 1mports
also increased sharply, although at a slower rate, and while it had
amounted to 1,764 million dollars in 1973 it increased to 2,401 million
in 1974, i.e., an increase of 36 per cent.

Consequently, the trade balance which was in deficit by 37 million
dollars in 1973 became a surplus of 150 million in 1974. The performance
of the balance of goods already described had the effect of causing the
current account of the balance of payments to achieve a reduction in the
deficit at the end of 1973 (408 million dollars in 1973 and 379 million
in l974),.since the deficit of the services account had increased by
33 per cent (282.1 million dollars in 1973 and 375 million in 1974), and

/net remittances
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net remlttances of profits and 1nterest abroad also 1ncreased
substantially from 89 m1111on dollars in 197) to lSh million in 1974.

 The increase in the value of exporte of goods was partlcularly
affected by the 1ncrease of 33 2 per cent recorded 1n the export quantum.
The average unit value, however, 1ncreased by 16 5 per cent.

If exports of goods 1n 1973 and 1974 are compared in value and
volume, it may be seen that not only were there 1ncreases in nearly all
export items, but that thls 1ncrease was much more pronounced in the
case of products other than copper. The changes recorded in the main

items are indicated in table 5.

Table 5

CHILE: EXPORTS QF GOODS .

: Years -

Varlatlon 1974

1974 a/" 1974 o/ (percentages)
. (millicns of .
dollars) , , ..Value Quantity

1. Mining products =~ 1 206.9° 1 749.9 45.0 25.0
Copper 1 102.6 1°600.0  45.1 = 25.6
" Others | 99,3 149.9  51.0 17.4

2. Agricultural and marine ,j, . . | A
products 25.0 55.0 120.0 6h. 4
3. Industrial products 120.0 273.3  127.8 100.8
Total goods . - 1 346.9 ° 2 078.2 54.3 . 32.4

Total goods (excluding copper) 244.3 478.2  95.7 63.2

Source: ECLA, on the basis of data supplied by the Central Bank of
Chlle, Gerencla de Estudlos, Seccidn Comerclo Exterior.

a/ Provisional flgures.

/The,value:
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The value of exports of other mining products also increasec
substantially (51 per cent), with a more considerable improvenent in
the unit value than in the .quantum exported. The increase in exports
of nitrates and iron ore were decisive .factors in the above results.

The export items with the most important increases in 1974 were

hose in the agricultural and marine.sector and the industrial sector.
The level of these exports increased from 140 million dollars in 19753
to slightly less than 330 million in 1974 with an increase of 155 per
cenf. Industrial products, with a value -exceeding 270 million dollars,
achieved an increase in 1974 which more than doubled the value and
volume of the previous year's level (see table 5). The items which
had most impact in the upsurge of these products were exports of
fishmeal (shipments of which had increased by 492 per cent in the
first 10 months of the yéér) and exports bf baper and cellulose,

the 1974 value of which. quadrupled 1973 levels. -The-increases
recorded in exports of semi-processed copper and tramnsport material
vere also important. ,Lastiy, the volume of exports of agricultural
and marine products more than~doub1ed 1973 levels in 197Lk, reflecting
to a large extent the‘satisfacéory recovery of agricultural activity
in the course of the year.

It is interesting to observe that as a result of the dynanisn
in exports of agricultural and. industrial products, compared with
copper, the relative share of income generated by copper in the total
value of exports of goods dropped from 81.9 per cent in 1973 to
77 per cent in 19%7k. ‘

The exchange policf followed during the period under analysis,
which consisted of periodic and differentiated readjustments in the
value of foreign exchange so as to maintain its real value anc ‘
achieve some unification in the different areas of exchange,gg/ neant

an important stimulus to the‘growtbggf expdrts, this was nore

-

20/ The differentiated exchange rate which existed for copper returns

o reached the same level as the bank market rate as from August,
thus reducing the areas of exchange to two as from this Cate.

/intensive in
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1nten51ve in exports orlglnatlng 1n the manufacturlng, agllcultural
and small- and medlum—scale mlnlng sectors) . The bank marliet rate
vas readgusted between December 1973 and December l974 by 372 per
cent (from E° 343,23 to E° 1,619 per United States dollar) and the
brokers' market rate was read;usted by 124 per cent (from E° 775. 16 to
o 1,737 per dollar). The dlfferenoe‘between the rate in the two .areas
of excxange, whlch was'lZ6 per cent et Decembei l973,,was recuced to
slightly over 7 per cent at December l974

It 1s 1nterest1ng to compare the evolutlon of the exciiange rate
and of domestlc prlces in the course of the year. ‘Table 6 gives

these variations for each of the four quarters ofvl974.

Table 6
CHILE: QUARTERLY VARIATION IN EXCHANGE RATES AND PRICLS
(Percentages) '

Bxchange rate

Consumner
Period RIS AT U Bank ’ Brokefs' ?rlce
' market” - market Anees
-rate. .. .. rate. ...

1st quarter ' ko7 "3:8 | 62.2
2nd quarter 50.1 6.7 51.%
5rd quarter Lo.8 . 36.1 2L 1
kth quarter 58.6 60. 4 3C.9
Year 1974 371.7 124,1 375.9

PP

source: Basic figures, Central Bank of Chile, Boletin Mensual.
National Institute of Statistics, Consumer price ince:.

As may be seen, during the first half of the year, the
evolution of the rates in the two areas lagged behind the increase
in prices, but it was the bank market rate which was particularly
badly out of step. While the level of consumer prices increasec by

62 per cent in the first quarter and 51 per cent in the second, the

- /banl unariet
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bank market rate inereased by>40;7 5ér”céﬁf in the first quarter
and 50.1 per cent in the second, anditﬁe)brokers' market rate
dropped by nearly 4 per cent in the firef‘quarter and increased by
nerely 6.7 per cent in the second. o

T the last two quarters, thexreaajustments in the foreign
exchainge rates in both markets exceeded’the iﬁerease in domestic
orices during these periods.‘ As ‘a result of these development, while
the level of prices rose in 1974, Ehe béﬁk market rate increased by
372 per cent, and the brokers' market rate by 124 per' cent, as has
already been described. B

Imports of goods, the CIF value of which'exceeded'25200‘million
¢ollars, experienced an increase of around 39 per cent in 1974k, wlhich
was higher than the rate recorded in 1973 (25 per cent ). iis increase
vas exclusively due to the increase recorded in the 1ndeﬁ of unit
values of imports (37 per“qent),_s;ncemthe_1pcrease in terus of the
volume imported had only been slightly over 1 per cent, contrary
to the case of exports,; where an increase in value of 54 per cent
accompanied an increase'ih the voluﬁe exported of 33 per cent.
The very unbalanced percentage variations appearlng 1n 1974 1n the
values, quantltles and prices of the 1mports and exports of SOO(u may

De seen more clearly in table 7.

Table 7
CHILE: IMPORTS AND EXPORTS OF GOODS, 1974

(Percentage variation)

Imports of goods

Value . o ' 3849
Volume 1.4
Unit value 36.9

Exports: of goods

Value ' ' ST ) o - 55.7
Volume 33.2
Unit value 15.5
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In the performance of the different import items, of snpecizl
importance was the sharp drop 1n 1mports of food and also the
considerable growth achleved in’ 1mports of 1ntermed1ate goocds
(see table-8).- -Purchases of-foodstuffs -(finished products and rowv
vnaterials for the food 1ndustry) expressed in current valucs,
Cecreased by 21 per cent compared. with their 1973 level. If it is
considered ‘that the prices of these products on the international
narket increased sharply during 1974, it may be concluded that tle
decrease in the volume of imported foods was much greates (it is
cstimated to exceed 40 per cent). ) »

In imports of 1ntermed1ate goods the 1ncrease in cur rent values
reached 103 per cent; of particular importance was the increase in
the fuels and lubricghts group, thdh in 1974 more than tripled its
1973 value. This'growth above all réflected,fhe increase in
netroleum prices ‘in 1974. Also of importance was the growth of
nurchases abroad of ‘raw materials, the values of which increasec by
75 per cent compared with 1973 levels, and spare parts, the value of
which increased by 97 per-cent.- e e

One of the ltems reco;dlng the lowest growth rates wvas 1naorts
of capital goods which were slightly more than 18 per cent above
the levels they had reached in 1973 expressed in current values,
while expressed in real terms they would show an even more ntolest
growth rate. o

The increase recorded in net remlttances abroad of vroflts
and interests on foreign capital, which was 77 per cent, vas
basically motivated by the ihcrgased expenditure in the course oi
the year which_was used to;pover interest on thenlong-term debt,
the payment of which had been postponed in 1973, -Remittances of
vrofit. abroad as an item amounted to 9 millign dollars in 1974,
whi}e the interest_on lineé.gf ekternal 9redit pg@erwénp no variation.

Cea R TR
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~ Table 8.

CHILE: CIF IMPORTS OF GOODS

19732/ 19743/ Variation

in 1974
(millions of dollars) (percentages)
1. Food C s9k9 T 7200 -20.7
2. Consurier goods other ' - B
than food 64.0 © 704 10.0
3. Interucdiate goods . 663.8 ¢ 1-350.5 103.4
" Rav materials o 252.5: 7 610.8 ' 73.3
Snore marts 141.3 ' 298.0 96.7
Fucls and lubricants -~ 120.0 372.7 210.6
Lorge-~scale copper ¢ - S ‘
mining .. 50.0 - 89.0 - 78.0
L. Capital goods .. 285.0 . ..338.0 . 18.6
5. Total } . 1607.7 . 2.230.9 38.8

Source: oCLA, on the basis of data proiided bj fhe,Central Bank of
Chile, Gerencia de Estudios, Seccidn Comercio Exterior.

a/ Provisional figures.

‘In the evolution of the icapital a¢count of the balance of
payments, preliminary data show that during 1974 the economy of Chile
had a total net inflow of non-compensatory capital estimated at
225 million SDRs (see table 9). Of this, 50 per cent corresponded
to net income from foreign capital and the other 50 per cent to assets
owed by nersons resident in Chile, the inclusion of which was made
possible under facilities granted by the Central Bank in the form of
measures I{or legalizing holdings of foreign exchange. It should be
mentionec that the net flow of foreign funds - which was-less than
in 1973 .- was the result of a credit for 338 million SDRs for the use
of external loans and an outflow of 226 million SDRs in amortization

payments.
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Teble 9
GHILE: BALANCE OF PAYMENTS
(mmons of SDR wnits)

wo - iyl 1972 973 1ghe/
Jurrent acoount
Exports of goods and services ; ST 1 278.0 1 132.0 7 9230 1197.9 1 805.9
Goods FCB DR . 1 13540 - 984.0. - ; 79040 1 098.4 1 69347
Sarvices . . . . . . 11"300, . 1’4‘8.0 133.0 99.5 11202
Transport o T 900 75,00 7060 7045 7940
Travel T o 5060 . 5060 . : . U0 16.6 19.1
Imports of goods and services : 1 18340 1 231.0 A1 297.0, 1 462.0 1 996l
Goods FCB 848.0 91940 © ' 100340 1 128,7 1 572.3
Services o 33540 31240 . 294,0 33343 balel
Transport S e 194,0 210,0 * - 218.0 26043 345,1
Travel 8640 L4640 1340 270"1' 29.1
Net external investment income 16440 «13740 <9840 . =73.8 -128.1
Profits . . L - N «148.0 ., -72400 TR ©240 - ~7e5
Interest - o -16.0 =6540 =9640 =738 ~120.6
Net private transfer payments - ' ‘ - e . - 33
Balance on current ascount , - ~6900 . - #23640 ... H72,0 «33749 ~3153
Cupital account : -
Net external financing {atbrctdre) » 6940 . 236.0. - k7240 33749 . .. 31543
(2) Net external non-compensatory capital 24740  =31e0 " 239.0 128.1 ]
Direct investment SRR S Y J20 g
Long~ and mediumeterm loans - ., - o ;3800 . . 25,0 B07.0. . 217 6
Amortization payments. ) ~140,0 -192,0 -361. T w928 225.3
Shorteterm liabilities ~— -~ T o ghe0 T JM2.0 0 B7.0 - ‘ "
Official transfer paymemts . - - o .- - . 6e0 3.3
{b) Domestic non-compensatory capital or a.ssets A =7:0 25.0 ~1340 -
(c) Errors and omidsions ™ : 10340 2240 43.0 “0e1 |
(a) Allocation of SDR units : 2140 17.0 17.0 - -
(e) Wet compensatory, firancing (increase =) =8940 247.0 186.0 © 20949 90,0
Bvlanoa-of-pebrments loans, trade arrears, ’ '
IF loans . gnd other liabilities of the - : .
monetary authorities 540 102.0 125.0 192.4 .es
Amortizaticn” peyments T &340 40,0 M0 0 0 - aee
Movements of foreign exchange reserves A
(increase =) 8.0 202,0 2940 " 15.8 ve
Movements of gold reserves (inorease =) =70 ~1.0 - - .ve
SDR units (increa.se -) =220 1640 36.0 107 [T 1]

- :~3e: Internationsl Monetary Fund (IMP), Balance of Payments Yearbook, vol. 26.
:/ Estimatcs based on official statistics.

/In 1974
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In 1974 the monetary authorities maintained their policy for
rebuilding Chile's international reserves, with the accumulation of
a sum.of around 244 million SDRs. Although this was the amount of
gross reserves, the outstanding increase in external lisbilities
- as a rcsult of the renegotiation of debts and the utilization of
the oil facility to offset increased fuel costs - led to a deficit
of 90 million SDRs in the balenee of payments. In any case, the
level of this def1c1t was less than half that calculated for 1973
(209.9 wmillion SDRs).

5 ?rices, Wages and employment

(a) . Prices

In the evolution of domestic prices in 1974, the two most
. notewortly ele&ents of that year were the decrease in the growth
rate of »nrices, especially durlng the second half of the year,
althougn they remained at very high levels, and the marked process
of change taking place in the system of relative prlces.

. IT the trend descrlbed is measured against the consumer price
index, it may be seen that the increase in prlces between December 1973
and Deceiiber 1974 was 375.9 per cent compared w1th 508 l per cent.
between December 1972 ‘and December 1973. 1In the first 6 months of
the &ear, consumer prices increased by 145.6 per cent, while in |
the second hdlf of the year, this percentage dropped to 93.8 per
centagi/ The variations in the main components of this indicator
(see table 10) showed a sharper increase in the prices of Zfood,
housing, and miscellaneous items, while clothing showed smaller

increases.

NP

g;/ There was a weakening of this trend in the first months of
1975. 1In March 1975 the consumer price index had grown by
60.9 ner cent, compared with 62.2 per cent for the same period
in 1974.

/Table 10
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Table 10
CITLE: EVOLUTION OF CONSUMER AND WHOLESALE PRICES

(Percentage variation)

1973 . . . .. 21974

Dec:gber Dec:gber . To To
o oo “June Decembe:r

December = December

(a) Consumer prlces'

General indlex o | .508:1 | 375. 9  : | 135,6 93.8
Fool ” 44, 2 392.0  138.8 106.1
Housing - ' - 408.5 © 4372.5 " 184.2 89.1
Clothing : 646.6 cr 17244 74,3 56.3

Miscellaneous 'A 599.3 Lhg. 4 o 209.2 76.7

(b) Wholesale. prices

General indesx S 1147017 7 -570.6 0 189.1 132.0
National products 1 02l.2  517.5 191.1  112.2
Agricultural = - 512.9 = 381.0° = 116.7 1122.0

l'ining ... 1503.%L.-. 8234 . 305.7 ©:127.6
Incustrial 1 24h.2 - 527.4 - 200.0 - 109.1
Imao*tOd nroducts”, 1 692.2 714.5 . 183.6 187.2

-

Source: Hational Institute of Statistics, Consumer price index
and wholesale price index. :

" The p:iée increéses in wheat products (basically bread) and in
food and vegetables, especially in the first half of the year, had
a decisive influgﬁce:qg the performance of the food sector. Also
important wvere thé"price‘iﬁcreases recorded in oils, sugar and sweets
and millz broducts, but their importance was less since they carried
less welggt‘in the basket of goods used to calculate the index. . The
prlces for other food products showed more, moderate increases,:
espec1a11y in the case of meat, poultry and fish, and alsop preserves

and concentrates.

/The increase
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The increase in the prices of housing basically reflected the
increases which had taken,plaee_in items such as rent, water supply,
fuels and electricity,}while the {ﬁcfease in expenditure on transport
and comrunications was a decisive element in the high percentage
reprezauted by the miscellaneous section. .

4 A\cqnsideratiop’qf the importance which each item of expenditure
has in the consumer prieeAihaex sths-thét food was responsible for
an increase of 43 per cent in the general level of prices in 197k,
while exmenciture on housing had.a.shsre of 26 per cent and
miscellzneous expenditure a share of 25 per. cent; the share of
¢lothing was 6 per cent. _

As &egards the evolution of wholesale prices, the index showed
a growth rate . for the year of 570 6 per cent (December to December),
giving - as for consumer prices - a reductlon in the annual rate anc
in the rate for the second half of the year compared with the flrst
half (see table 10). The prices-.of local products increased by
517.5 per cent, basically as a result of the increase in industrial
prices, which during the same period increased by 527.4 per cent.

The manufactured items with the highest increases_included food and
beverages (588.4 per cent)g'chemical and petroleum products

(635.3 ner cent), metal products (625.4 per cent) and generation of
electrical energy for 1ndustr1a1 purposes (4,641.9 per cent). The
lowest »rice increases took place in articles produced by the textile
industry (215.7 per cent) and the clothing industry (322.4 per cent).
The 1ncrease in prices of constructlon materials was also falrly low
(390.1 per cent) '

Altaough agricultural products as a whole showed smaller price
‘inc}eases (381 per cent), their ﬁaih‘compénents gave evidence of -
markedly uieven variations. While the prices of the agricultural
sector exceeded the average for national products (532.3 per cent),
those frou livestock and fishing activities ‘increased at much more
moderate rates, the former by 288.1 per cént ‘and the latter by
10Lk.2 per cent. ’ e R s

/The section



- 565 -

The section includihg mining products grew m65t7durihg the year
(823.4 per cent), especially in the first half of the year,Vsince in
the second half the rate of change in its prices decreased notably.
This performance ‘basically followed the evolution of copper prices
on the international market during this period. |

Prices of imported goods recorded one of the largest increases
among the components of the general 1ndex (714.6 per cent), despite
which this increase was only of relative 1mportance, owing to its
low weighting in the wholesale price. index.

Imnorted goods of vegetable origin, like chemical products and
petroleun ﬁ”oqucts, experlenced the most accelerated price increases
(1,031.1 per cent for the forméer and 757.1 for thé latter). Among
the first, the magnitude of the increase in raw sugar and cotton,
and among the second crude oil, stood out. The prices of other
imported nroducts evolved within lower limits (between 200 and
300 per cent).

One of the important conclusions which emerged from‘the analysis
of the price indicators was constituted by the marked process of
change in relative prices recorded in the course of the year.

In intersectoral terms, it may be observed that during the
period there was a cliange in the price ratio of agricultural goods
to industrial goods,’markedly in favour of the latter. This basically
occurred in the first half of the year, when prices of industrial
goods increased by nearly 40 per cent compared with agricultural
goods and altered this relationship, and then remained practically at
this 1evé1l%of tﬁé réét -0f the yéér. fhis.result was probably adverse
for the abxlcultural sector as a whole, and basically was caused by
less pronounced variations in prlces which affected the products of
the livestock sector (partlcularly meat). The proof of thls was that
the 11veutoc1/crop broductlon prlce ratio changed in the course of

the year w1th a 60 per cent 1ncrease 1n prlces of agrlcultural goods.

/As important
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As important as the changes which took place in the relative
prices of the different sectors of the economy was the change in
prices of goods and services . considered individually. Table 11 shows
the percentage variation in the prices of a selected group of goods

in 1974,

Table 11

CIILE: VARIATION IN PRICES OF SOME FOOD PRODUCTS

i Percentage variations
Iteuns between November 1973
and December 1974

— - -

Dread - . s 1025
"Tea v i f -+ 780.
Sugar ' ‘ ' P L 733
Pastas 662
0il A - - 580 .
Pasteurized milk - ; 567
dice S o - 311 - -
Pulses : . 294 -
388 / : : . 250 -
Poultry meat = . 146
Cheap stewing-steak 100
fake 79
Beef sirloin : : 72

Source: ECLA, based on Patricio Meyer and Jaime Ruiz Tagle P.,
"El poder adquisitivo de los sectores populares y '
medios", Mensaje 236, January-February 1975.

As nmay be observgd, while products such as bread, tea and sugaxr
increased their prices between seven and ten times, the prices of
other products such as meat and fish increased by less than one and

half times.

/The price
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The price ratio of national goeds.to imported ‘goods evolved
in 1974 to the -advantage of the latter. AXl in all, this result
was influenced by the constant increase diring the year in prices.

"of imports - at simiilar rates in both halves of thé year - and by -
the ‘décrcase in the growth rate of industrial prices in the second-
half of tle vear. = - S

(b) * Wages™ ~ h o L ,

The basic objective of the wage .policy applied in 1974 was to
maihtain during this 'year thé 'average purchasing: power of 1973 wages,
the level of which wast26-per cent lower -than the ‘average for 1970.
In order to attain this goal, a wage policy was implemented which,
through veriodic readjustments and special.allocations to the lowest-
income sectors, would make it possible to avoid sharp fluctuations
in real wages and protect the purchasing power of these groups.

The results obtained .in the course of. the year in achieving

the target proposed sare given in table 12.

: Table‘iz__

CHAILE: INDEX OF REAL: SALARIES AND WAGES IN 197k
‘ s r(Average 1973 = 100).

January 102.02 July . ' o 95.09
February * = %~ 90,65 .  August - - . 99.31
March ot e 87.00 - September . - , 97.69
April A - 82.13 October = - .90.2k
May - e ob 44 November . - , 90. 30
June L " 9%.,76 | .. December 102.42

Average first half. 91.67 - Average second half - . 96.36
‘ Year's average for 1974 = 94.0

-—

Source: Department of Economics, University of Chile, Comentarios
scobre la situacibén econdmica, 29 semestre de 1974%
(Publication N2 18).

/As may
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As may be seen, in only two months of the year was the
Government's target slightly exceeded (January and December), while
in another three (July, August and September) there was a fair
approximation to the target. During:the other months, the purchasing
power of wages and salaries was below the level of the 1973 average,
while the cecrease in the real incomes of wage-earners which took
place betveen January and April tended to be fairly large (mearly
20 per cent). The fair recovery in real wages which took place in
the montis of May and June coincided with the general readjustment
of wages and salaries granted at this time, and:with the inclusion
and extension of other additional and special benefits of a compensatoxry
nature (fanily, collation, transport, length of service, and other
allowaaces). In the second half of the year the frequency of the
readjustnents in wages and other benefits was increased, and the
fluctuations in the index became less intensive, whilé as from
1 October a system of automatic quarterly readjustments of wages and
salaries was introduced. All in all, actual achievements remained
below the target of 6 per cent fixed for 1974, while the decrease
in the »urchasing power of ‘wages was mich more pronounced in the
first half of the year than in- the' second.  In the first six months
the decrease slightly exceeded 8 per cent and in the second six montis
it stood at around 4 per cent.

The drop in real average income which took place in 1974 probably
varied in intensity in the different income receiving sectors.
According to estimates by the Department of Economics of the University
of Chile, average real liquid wages in the fiscal sector decreased by
19 per cent compared with levels in the month of January 1974. Anmong
the wage-earners of this sector there are some employees who have
lost more than others and even some who have increased their real

earnings, as may be seeh from table 13.
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Table 13

CHILE: INDEX OF REAL LIQUID VAGES, SINGLE SCALE
© (Base: January: 1974 = 100) .

Annual
] . average

Grade 35 97.3
Grade 33 91.7
Grade 25 without professional allocatien ~ # -:-7 " . 77.1
Grade 25 with professional allocation SRR R 856.7
Grade 17 without professional allogdtion - =~ & "+ 7 73.0
Grade 17 with professional ‘allocatiom -~ -~ - 7~ .. 8k,
Grade 8 without professionél allocation =~~~ 0 72.6
Grade O with professional allocation S 8L.2
Grade 4 without professional allocation o - 73.0
Grade L:with professional -allocation G005,

Source: Department of Economics, University of Chile, 'Comentarios
sobre la situacibn econémlca, 2O semestre de 19'7[:'i
(Publication ‘N2 10). - O - ; ;

Lastly, the snarper decllne 1n the real earnlngs of the publlc
sector than 1ﬁ average overall wages, was offset by tne fact that in

the prlvate sector the real 1ncome of the wage wor:ers may heve
decreased to a lesser exteut or even 1ncreased in some cases.

(c) : lmaloymeat ' o

The only cuantitative data in ‘existence on the evolution of
employment in 1974 as this note is written, are the quarterly reports
nrepared by the National Institute of Statistics (INE) and the
Department of Economics of the University of Chile on employment and
unemployment in Greater Santiago. It may be observed that more than
one~third of the country's population is concentrated in this urban
centre, as well os a majority share of industrial, commercial and
service activities.

According to these data, the volume of employment in Greater
Santiazo in 1974 grew much less than the increase in the labour force,
and coaseqguently the level of unemployment increased substantially.

/Between December
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Between December 1972 and December 1974, according to the INE sample,
employment increased by 1.7 per cenf; the number of persons entering
the labour force by 6 per cent, and the rate of unemployment

increased from 5.6 per cent to 9.4 per cent. A similar trend may be
observad in the study being prepared by the Department of Economics of
the~University of Chile, although with a smaller difference between
employment and the labour force.

if‘unemployment throughout the year is analysed it may be
observed fhat in an increasing trend, the hlghest level of unemploymen
was founc between the months of June and October. In June, the
unemplovncnt rate given by the Department of Economlcs reached
10.3 per cent, and in October the INE 1ndex showed 1ts hlghest level
of 10.4 per cent. ' , ; )

Qf the components of unemployment both the out of work rate and
the rate for persons seeking work for the flrst tlme 1ncreased between
December 1973 and December 1974, However, the out of work index showed
a decrease in the second half of the year. . While it amounted to
7.5 per cent in June, it was 6.8 per cent 1n:Septenber,and 6.1 per
cent in December. : .

It may also be deduced from the survey of the Department of
Economics that there was a generalized spreéd of”unemploynent to all
the sectors of economic activity; the‘highest sectoral rates were for
activities producing goods (8.3 per cent), especially comstruction

(12.6 per cent), while services showed a lower rate (5.1 per cent).
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ECUADOR™

1. Recent economic -trends _

' In 1974, the gross domestic product rose by 9.2 per cent, whlch
is slizhtly lower than.the 1973 rate but hlgher than that recorded
for 1070 1972. "The trend of the total product was basically the result
of a drop in ‘the growth rate-of mining act1v1ty 1n ‘relation to 1973,
the first complete year of petroelum production in the country. The
construction and'transport'and communicetions,sectors also reduced
their rates of expansion. In contrast,. the growth rate of agriculture,
manufacturing and government,actiyity }mprpved\(see table 1).

. Total supply of goods"and.servicesirose at e higher rate than..
the gross domestic product, since the volume of imports of goods and -~ .
services increased significantly - On the total demand sidé, a
contractlon 1s notedin the volume of exports of goods and -serviges -
and a substantlal rise in -capital, formation, following others observed
in previous yeérs. Thus, the ratio of. gross 1nvestment to the gross:
domestlc product has ‘risen. steadily, from 19, 5 ver cent in 1970 to
24 4 per cent in 19?#‘(see,table .2). VU v

The maln‘ﬁevelopment 4n ‘the. external sector was the <sharp 1ncrease;_
in -the export and 1mport “trades Exports of aoods and services, in e
terms of SDR units, rose 113 per cent, in response to the 1ncréaSe'1n
the international prlces of netroleum and, on a lesser scale,. sugar
and cocoa. Imports of. goods and serv1ces rose. by 65 per cent, owing
to increases of around 30 per cent in both volume and unit value.
The current account reflected a surplus of 83 million SDR units and
the total balance-of-payments surplus stood at practically the same
figure because the net inflow of non-compensatory capital was reduced.
The rate of inflation spurted, but the most serious maladjustments

were concentrated in the first part of the year, particularly as a
result of increases in food prices. By the end of 1974 the annual rate
of inflation was approximately 20 per cent, or similar to that observed

in 1973,

E See, in Part One of this Survey, the section dealing with Ecuador

in the chapter on inflation.
/Table 1
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Ta.ble'L
ECUADOR: GROSS DOMESTIC PRODUCT AT FACTOR COST 3 BY SECTGR OF ECONOMIC ACTIVITY

.-

Miluons of sucres ' Struoture Annuel growth rate
at 1970 prices - {peroentages) (percentages)

1570 1573 1974/ 170 1974/ ;’;2‘ 1973 1974/

Agrioulture S 9kolr 98555 9 7% 29,9 - 23.2 1.5 -l . 2.5
Mining T hhe 2 827 ¢ 2 d4o 14 6,9 550 170.3 4,0
Manufacturing - 5713 739 8436, 18,2 . 19,9 7.9 11 140
Construetion 17387 ;1807 0 X BT UM L6 o 8.0 11,7 803
Subtotal goods 16953 20586 23127 533 FH6 5.2 135 Zad
Cleotricity, ges and water M8 e T eee T L3 ese 0 646 oo oes
Trensport and communications - 209 ' 2625 ° 2773 67 6e6 . 1 6,9 946 546
Subtotal baseo services v 2509 30% 3292 88 0 ZZ b3 22 50
Commeree and finance T 4505 s34 6171 aMM M6 87 1,0 14,8
Government 8275 0 3664  Wh1s 104 1o .0 34 2045
Ownership of dwellings - O 1'M8 278 2527 6.2 6,0 7.2 603 6e3 .
Miscellansous services " 2238° 2630° 0 2815  Tél T 6.7 6.3 40 740
Subtotal other services 1966 14046 15928 380  ALZ T &8 0 Al L34

Sourges: 19701973, ECLA caleulations based on figures supplied by the Centrol Bank of Eouador; 1974, ECLL
estimites based on statistlos from the same souroe. v
_q/ Proliminery figures, ) ’
_bj The disoz-epanqy between tie growth rate in this table and that in the table on total supply and demand
is due to the fact that thay measure different conoepts of the product (in the ﬂrst ocase at faotor
00st, and in the second at meriet prices)s

/Table 2
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Teble 2
. ECUADOR -TOT 4L SUPPLY - i¢D-DEMLID

Millions of gueres - ~ Stducture Annual growth rete
at 1970 praces (percenteges) (percentages)

Cag70 1973 Isf4e/ 1970 1gMe/ ;:;:' 1973 197/

~ Imports !y/ ’.: 7 629 9967 .. 12 Q7. . 205 - 26,0 762 13,8 26,6
‘ “G;-gs;a‘_:_qéylnes‘tio produst o 35 501 ; W 362 4B.451  100,0 10040 . 643  10s5 - 9.2
Exports b/ . .559% . 968 .. BB8B 158 183 167 2742 = =8.5
Domestic demend B ww 52,200 - 05,7 Ad%Z Le9 8.3 169
Gross domeétig inv.es.tmmt " : . 6936 . . 9.966 11 854 . 19,5 244 12,5 13,6 18,9
Inorease in stocks = . . ese  ees - eev. aes  wes soe oo vee
Gross fixed investment ‘, 6327 9323 10541, 17,8~ 218 132 15,0 13.1
Totel omeumtion . 3060h  WEKE . eee. 862 wew. Wl b aue
Generel government o cooo has2 o M752 L eee AL ves . 343 7.2 s
Priva.te 26452 29 924 .. eee THeS ees . 3eli7 645 ™

Sou.roes: 1970-1973, ECLA oo.loulations based on ﬁgureg supplied by the Centra.l Ba.nk of Eeuadorj 1974, ECL.
.estinates besed on sta.tistioa frem the same souroce, '

) y Preuminary ﬁ.gupsa. - o E o

_/Goods and servioes, oxoluding ractor pa.yments. . O B

b/éay Major
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2. Major sectors: of activity

The agricultural sector. grew.by .2.5 per cent,.that is, at a
slower rate than the uouulatlon, but higher than that recorded in the
‘period 1970-1973¢ TIt-is. estlmated -that the exportable agricultural
surplus inoreesed by about 15 per cént, whHile production for domestic
consumption remained "at tHe same lével, -

Mining increased its E%htributfon to the gross domestic product
by only 4 per ceﬁt; since petroleuﬁ'production rose by less than 3 per
‘cent. COPEC's poiioy of fixing‘internationai 0il prices and restricting
production in thé oil-exporting couﬁ{ries isxbasically responsible ‘for
the small increase in Ecuador's petroleum output Y

Manufacturing productlon rose’ by 14 per cent; thus the fairly
dynamic trend recorded’ by this sector since the end of the 1960s was
‘dccentuated. This brought Tndustry's shafe of the gross domestic
.produot to 20 per:cent; coMbared with 18.2 per cent in 1970 and
about 17 ner cent in 1967. "'The development“of manufacturing activity
was fdvourably influenced by the trends of both factory industry and
small-scale’ and dftisan 1nduétry. o
A Construction Nrew at a rate of 8 3 per cent,‘whlch is lower than
in 1973 but 31mllar to the rate observed in the perlod 1970 1972.

The goods=~-producing sectors as a whole increased their contribution
to the gross domestic product by 7.1 péf’eént compared with 13.5 per
cent in 1973. Output of the basic services sectors rose by 5 per ceat
in 1974, which is lower than the rate recorded the previous year (see
table 2).

The slower growth rate of the goods~producing and basic services
sectors was, however, largely compensated for by the greater activity
of the services sectors (13.4 per cent in 1974 and 3.1 per cent the
year before). This bigger contribution to the gross domestic product
was mainly the result of the 20.5 per cent increase in government
activity. 1In this respect, it is estimated that the number of government
officials increased by 8.5 per cent and that, in terms of current
»rices, the total wages and salaries paid by the State rose by around

- 47 per cent.

/3. The



3, The external sector

Exports of goods and services rose by 113 per cent, in terms of
SDR units, as a result of an increase of over 120 per cent under the
head of goods (see table 3). "Reflecting, above all, the trend of
petroleum sales and the international market conditions for this
product, exports of goods dropped by 8 per cent in volume compared
with 1973, while thei? average unit value rose by 133 per cent.

International prices of a number of export commodities increaseéd
substantially. The rise in the price of petroleum was 246 per cent,
while sugar, cocoa and coffee. .prices rose 220, 68 and 32 per cent,
respectively. In cohtrast banana -prices went up by only 7 per cent. .

Imports of goods and services rose by 65 per cent, and those
of goods, considered separately, by 63 per cent. The volume of imports _
of goods incredased by 29 per\cent,hapd the average price paid for
them was almost 30 per cent higher than in 1973. |

The significant increase in imnorts was due, among other factors,
to the policy of progressive liberalization adopted in view of the |
increaeed capacity to import,22/ the expansion of domestic demand, and
a certain tendency of local entrepreneurs to stock up imported goods
in anticipation of a rise in world prices. In addltlon, the exchange
rate has been kent at 25 sucres to the dollar since 1970.

Thanks tothe trend of exports and iunports of goods arnd servxces,~
the trade balance changed from a deficit of 12 million SDR unlts 1n,
197).to a surplus of 225 million in 1974. However, mainly because
payments of nrofits on foreign capital doubled, the balance on current‘“
account showed a more moderate movement, from a def101t of ol million -
SDR: units in 1973 to a surplus of {3 million in 1974,

Since the net lnflqw of non-comnensatory capital amounted to
6 million SDT units, the total balance-of-~naymerits surplus was 89 million
SDR units, which includes the increase in the-country's net ‘international

[

reserves.

22/ This policy included the elimination of prior import deposits in
1973, and an appreciable reduction in customs tariffs in 1974,

/Table 3
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Teble 3

ECU~DOR: BALLNCE OF PAYMELTS

(M41ltons of SDR units)

1970 1971 1972 1973 1974
Current aocount
Exports of goods and servioes 258,0 - 269,8 326.1 508,4 1 082.6
Goods FOB 2343 24243 29747 476,0 1 o48.5
Services 2347 26.9 28,4 32,4 34,1
Trensport 1,1 1,0 5.0 7.7 8e3
Travel 8.5 8.9 8.4 12,3 13.3
Imports of goods and services 37545 459,7 43647 5203 857.2
Goods FOB 266,2 360,7 33707 407.8 68648
Services . 109.3 9940 9940 112.5 17044
Transport 44,8 58,3 59%2 6645 1014
Travel 9ol 1.5 10.1 13,0 15,8
Net extornal investment income 2942 ~35.7 42,0 -83.3 «158,0
Profits “1942 «25,2 31,6 <775  =159.6
Interest 10,0 ~10a5 10,4 548 1.6
Not private transfer peyments 745 747 5.8 .- 13.9 15.8
Balance on curccnt account <139,2  ~217.9  -146,8 -81.3 83.2
Cepitel acoouns
Net extornal financing (stbtotdre) 139,2 217.9 146,8 81.3 «83,2
(a) Net external nonmocompensatory cepital 18,0 193.1 226,9 9002
Direct investment 88,6 16241 138.2 45,0
Long= and mediuneterm locns 49,2 49.0 103.1 50,0
Amortization payments ~27 o4 29,8 2641 =279 5.8
Short~’erm liabilities 1.8 3.8 3.0 503 [ *
0ffiolal transfer poyments PR 8.0 8.7 17.8
(b) Domestlo nonecompensatory capital or assets 4,7 =3e2 -5,1 «8,6
(o) Errors and omissions 1542 548 1641 797
(d) Allooation of SDRs 4.2 3.5 3.5 - -
(o) Net compensatory fihancing (inorease =) «349 3043 ~GH,6 «80,0 ~39,0
Balanoe-of=payments loans, trade arrears, INF
loars =1d other 1iabilities of the monetary
authorities 2249 20,8 10,6 9,0 ose
Amortization peyments 645 <11,0 -32.6 <2l 3 see
Movements of foreign exchange reserves (increase =)  =21,3 23.3 =754 588 von
Movements of gold reserves (inorease ) 1.1 0.4 642 5.4 .so
SDRs (inoreese «=) . =0l =302 R 1.1 ere
Sourges IMF, Balanoe of Peyments Yearbook, vols 26,
Estimates based on officiel stetistics, .
/4. The



4. The trend of prices and other variables related to

the inflationary process 23/

A study of the variations from December to.December in the consumer

price index in Quito. shows that the rate of inflation rose to 21.2 per
cent in 1974, or slightly above the previous year'’s rate. On the other
hand, the variations between annual averages indicate an acceleration
of 12.9 per cent in 1973 and 23.4 per cent the following year (see
table 4). - '

Table 4

ECUADOR: CONGSUMER PRICE TRENDS IN QUITO

(Percentares)

1972 1973 1974
Variation frox Decéember to December
(a) General Index - 6.9 20.5 2l.2
(b) Food and beverages 10.7 31.1 28.0
Variation between annual averages 4
(a) General index . 7.9 12,9 23.4
(b) Food and beverages 11.1 20.3 32.4

Source: National Statistical Institute (INE), Indice de precios ol
consumidor. .

Moreover, pursuing the trend observable since the mid-1960s, food
prices rose more than the general index in 1974. This trend has been
associated with the stagnation of agricultural production and its impact
as a structural factor of inflation. )

Gonerally speaking, the trend of the inflationary process in
1974 continued to be defined by the same external and internal factors
as those identified in the special study on the subject. However, It °
is worthwhile to add some comments on developments in the fiscal and '

monetary areas.

ggy A special section in another chapter of this Survey is devoted
to the study of inflation in Bcuador.

/As regards
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As regards central government finance, total current income
rose by 387 per cent. The income not directly connected with increasing
petfoléum output went up by 22 per cent - or somewhat less than the
average rise in prices -~ while income obtained from petroleum rose
330 per cent. The National Development Fund (FONADE)E&/ obtained
an income of 3,555 million sucres (over 140 million dollars) (see
table 5). -

Total government expenditure grew by 30 per cent and, if FONADE's
disbursements are excluded, the increase was 47 per cent. At constant
prices, this increase was about 20 per cent.

The overall operation of the fiscal finances reflected a surplus
of 750 million sucres, in view of the surplus of 1,030 million sucres
obtained by FONADE. Therefore, excluding FONADE, the Treasury showed
a deficit of 276 million sucres, which was covered by means of internal
'borrowing to a value of 1,372 million, since at the same time there
* was a net reduction of 1,096 million in the external debt.

4 In addition to the expansionist effect produced by the vigorous
increase in fiscal demand, the government finances were partly responsibl
for the increase in the means of payment, to the extent that the foreign
currency income of the Government - especially of FONADE - had to be \
converted into national currency to finance local ekpenditure. This
was a particularly important factor during the first half of the

year when, as a result of the overall balance of payments trend, the
economy rapidly increased its level of gross international reserves.

In the second half of the year, however, the effect was less marked,
owing to the decrease in reserves on account of the sharp increase in

imports.__/

2k / The Tund which overates independently of the budret and finances
new investment »rojects, received all the income from petroleum
in excess of the reference price of 7.30 dollars per barrel.-

25/ Gross international reserves amounted to 241 million dollars in
December 1973, 44l million in June 1974 and 350 million in
December of that year.

/Table 5
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Table 5
" BCU.DOR: CENTRAL GOVERM.ENT FONANCE

(1lions of sucres at current prices )

Percext e - Peroent

1973 v;'f':g T - v:f_:g FONADE

: - 4lom ‘ tion
1, Current incoms | 780 o 14 853 867 3555
" (a) Exoluding petroleum .6 167 - 7 517 21,9 -
(b) Income from petroleum | 1643 - 7086 330.‘1; o -
2o Totel expenditure * 769 30,0 © 1381 79.8 2 527
(3) Excluding FONADE 7 692 - o 11304 47,0 -
(b) Expenditure of FONADE - - r 2,527 'v - -
3, Surplus (1-2) 118 =750 752 . - 1 028
4, Composition of surplus 118 - 752 - -
(a) Net external borrowing o/ 46 - 1 096 - -
(b) Net internal borrowing o/ 72 - -1 372 - -
(o) Surplus of FONADE - - 1 028 - -

Sourges ECLA, on the basis of official statistics,
The plus signs indiozte that there were net reductions in the external and the internel debt, while the
minus signs denote net borrowing,

/Between December
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Between December 1973 and October l974v£he increase in the money
supply was 21.2 per cent, but for the l2-month period up to December
197k it is expected to be around 30 per cent, that is, similar to the
increase in 1973 (see table 6).

A study of monetgrybtrends over the 10O-month period covered by
the table shows that the variation in net international reserves and
in domestic credit to the private sector acted as factors of expunsion,
while net credit to the Government (in the same 10 months and including
FONADE)vwas a factor of contraction. Nevertheless, between 1973 and
1974 the percentage increase in reserves was smaller than in the
previous year, while the rate of increase in credit to the nrivate

sector accelerated.

/Table 6



ECUADOR: MONETARY TRENDS

(#1llions of sugres at currant prices)

Table 6

1574
Peroent Paroent
1972 1973 v:i:g Oozrgér v.%?g:
tion (in' X0
months
I, Composition of monetary reseurces | D “
1, Money 4 o . 731 8568 30,7 1 595 21.2
2o Quasi-money - s 359 1942 758 ’ 334
3 Bonds T 2 135 15,8 2 621 22,8
by Other (nst) e a9 <740 ves -
11, f‘é.ct.ors bgf expansion and contragtion
5, Net international reserves \ 3199 5 874 83,6 9 3% 598
6 Dbﬁéstio oredit ' g 647 9 ey T - - 10 853, - 12,5
{a) to the Government (net) (1 821) - (211) {~88,4) (-1 561) o {eee)
(b) to the private sector v 826) v “ (9 433) . -{20.5) . (12 bal) (31.8)

Sources IMF, International Firencl:l Statistios, March 1975.
. 1’

' /EL SALVADOR
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EL SALVADOR

1. Recent economic trends

The growth rate of 6 per cent recorded by %héMSéiﬁéadrién economy
'in 1974 was thée highest rate achieved in the current decade (5.2 per cent
annually in the period 1970-1973), thus fulfilling the target laid
down in the Development Plan (see table 1).

The growth of 7.1 per cent in demand was stimulated in partieular .
by the considerable expansion of public investment and the significant
increase in private consumption (8.2 per cent). Public investment,
which included sizable inflows of capital supplemented by domestic
resources in the form of bank credit, rose at a rate of over Lo per cent.
This was the outcome of the convergence of efforts in connexion with a
group of projects which, because of their medium- andxlong—term effects
in overcoming the bottlenecks existing in the production syétem, are the
object of continuing attention.26/

The effect of those two factors of expenditure found a sufficiently
flexible response‘from the domestic production sectors, which, in
addition to the promotion meaéures, wére favoured by good weather
conditions for their crops, the existence of idle capacifj and the
accumulation of large stocks of raw materials and inputs that had been
imported the year before. These circumstances stimulated the production
of goods, the dynamic impetus of which was transmitted to the services

sectors (see table 2).

26/ Among the highest priority projects are the construction of the

__ Cerrdn Grande hydroelectric dam and promotion of the Ausoles de
de Ahuachapén Geothermic Project which will enable better use to
be made of natural resources for energy generation - thereby
reducing the country's dependence on imported fuels - which will be
supplemented by rural electrification programmes. Progress was
also made on the installation of the Valle de Jiboa Sugar Plant,
designed to spur the activity of a broad sector of medium- and

small-scale sugar cane producers.
/Table 1
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Table 1
EL SLLVADOR: TOTLL SUPPLY A¥'D DEA:D

Millions of c¢olones Structure Anmuel growth rate

at 1970 p.ri;o'es' “ v (peroentages ) - (percentages )....
10 a3 1 e/ 1970 157/ ig;g" 1973 1974a/
Iotel swply 1208 285 M1%a L4 Lok 60 Lo Zd
Inports b/ 63l M B7L7 . 965.0 24,6 304 94 153 10.7
Gross domestis product 2 5714 2 990.8 . 3170,3 100,0 100.0 502 5¢1 640
Total denand 3202:8 - 3882.3 1353 .S Ao 60 Z2  Zad
Exports b/ - 638.8  783.6 82,0 248 25,9 116 -l.6 4,8
Domestie devand 25640 30789 1343 9.8 1045 b6 97 . L&
Gross domestic investment - 340.6 84,2 . 519,4 13,3 154 3.3, 53.2_ 743
Gross fixed investment 308.0  H26,1 . 455.8  l2.0 144 167 1.6 7.0
Publie o © 72,3 194 . 171,3 - 2.8 54 30,0 ~2e2. 4.3.5‘_,_'
Private 2357 3067 2845 9.2 9.0 123 32 T2
donstruciton 132.2 - . 5.1 a
Maohinery’ and squipment 175.8 . 6.9 o 1
Total consumption 2 2234 2 594,7.- 2 794.9 - 86.5  88.2 4.8 6.3 7.7
General government 275.6 . 323.5 <3380 107  10.7 5.2 6.0 4.5
Private L 198 2ga 26y 758 755 M 63 8

Sources: 1970~1572¢ ECLA caloulations based onifigures supplied by tie Baneo Centra.l de Beserva. de El
Salvador; 19743 ECLA estinates besed on official statistiocs,.

Notet The figures for exports and imports of goods and services were taken. from.balan'ee_ of paymer.is date
expressed in dollars at current prices, which were. converted to.constant. 1970 velues by defletion,
using price indexed oaloulctes by ECLa for the purpose,

3/ Prelimluary figures.
3/ Goods end services, exoluding factor poyments,

/Table 2
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Table 2

Agrloulture
Mining
Mamufacturirg
Construotion

Subtotal goods
Electriocity, gas and water
Transport and communications

Subtotal basis services

Commerce and finance

Government

Ownership of dwellings

Miscellanenus services
Subtotal o7isr services

Cross doiiesbic produes, total

Millions of colones Structurse Annual growth rate
at 1970 prices (peroentages) {percontages)

" 1970 1973 1974 8/ 1970 1974/ ig;g’ 1973 1974a/
72743 803.0 6.0 30,6 2849 2.6 4.9 5l
be2 b7 he9 042 0,2 4,7 22 5.0
in8,0 495,3 526,0 17,6 18,0 5.8 5.9 642
7244 a8  209.9 2l 3.8  21.3 -11,0  15.9
38,8 52,0 566 1.6 L9 9.9 10,9 8.8
126,3 137,914,553 K9 3.1 2.7 W8
2650 189 2001 20 68 48 k8 5
483.3 5694  605.9 20,4 207 LT 7.5 6.4
20042 2k46,2 258,5 - &M 848 8.0 Sl 540
a9 108,0  111,9 40 3,8 4.8 3.5 346
209.7 249,1 263.0 8.8 8,9 6ot 4. s 5.6
988.1  1172.7 1.239.3 M4l.6 L42.3 5.7 6.: 5.7
2.375.1 2762.% 2928.2 1000 1200:0 5.2 2.1 G0

Sources: 1970-19729 ECLA ecalculations based on figures suppllied by the Banco Central de Reservas de El

Sajvadorj 1973=19743 ECL. estimates besed on official statistios,

Note: As the individual activities and the totals were calculcted independently, the sum of the former
does not correspond exnctly with the latter, ' )

3/ Preliminary figures.

/The agricultural



The agricultvral sector, apart from the sput prov1ded by favourable
weather conditions, responded to thé policy incentives based on theA
increase in support prices and the expansion of credit fa0111t1es,
achieving a growth of 5.4 per cent which compares favourable with the
1973 rate of 4.9 per cent and the moderate ‘progress made in prev1ous
years. Thekabundant rainfall contributed to geﬂerai increases in yield
and the bumper coffee harvest reversed the downward trend of the year
before. Thus, between green coffee and other varieties, over % million
quintals were exported, while production for domestic consumptien also
increased. Cotton producers also had “various ihcentiVes to‘maintain a
high level of output, but the main stimulus came froﬁ'the:;ighv
international prieeso_ In the second half of‘i974 qhotatians for
Salvadorian cotton tended to drop,. and this may have the effect of
reducing the l97h/1925 harvest, since in addition weather condltlons
were unfavourable in Octobero

The results obtained in the production of sugar4eane wereh
particularly 51gn1flcantn In response to external'demahd on the world
market, espe01allv the Mladle East, the cultivated area was increased by
about 10, OOO manzanas (20 per cent) which, combined with a biéger yield,
enabled production to be raised by 26 per cent. ThisAinerease,-together
with the<highbexternal prices, helped to boost the'couhtry’s foreignv
exchahge receipts. S V |

With a'population'of 2.9 million and an area of 21,0CO‘square
kilometres, less than half of which are arable, the expansion_of ‘
agriculture reached its maximum limits. o SR _

The incorporation>of new agricultural land, the greater4credit
facilities granted and the increase in support prices acted as *he main
factors of the 1ncrease in the production of grains and otner staple
products, which exceeded the previous harvests, partlcularlv of malze,.
beans and rice. However, in other basic lines of aorlcultural
production for home consumptlon (sorghum, tobacco, henequen, xenaf,
sesame and fruit and vegetables) and in-stocli~-raising) prbductioh ﬁas
maintained at practicailv the same levels as the previous year. The ,
shrimp catch, on the other hand, increased. o .

As revards manufacturlng, the valye added was 6.2 per cent hlgher
than in 1973. The faster growth (in 1973 the rate was siightly below

6 per cent) is basically attributable to the expansion of domestic and
/Central American
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Central American demand, the use of ihstglleé'capacity being stepped up
without any problems cf supply, in view 6f the f;irly large stocks of
semi—pfbééésed materials and products imﬁorted in 1973.

As ﬁublic investment gafhered momentum, its effects were felt
particularly in the construction sectors (a growth of approximately
16 per cent in value added). A significant level of activity was also
recorded inlelectricity serviqes and the provision of financial
services (see table 2). o

In spite of the satisfactory expansion of overall economic activity
disruptions caused by an unusual intensification of inflationary
pressures made themselves felt (in the first 10 months of 1974 the
wholesalelﬁficé index rose 25 per cent), the basic factors being the
increase in import prices and the transmission to the domestic market
of the situation of éteadily rising prices of some export commodities.
Despite the acceleration of inflation, private consumption expanded at
a rate of 8.2 per cent -~ compared with 6.3 per cent in 1973 =~ partly as
a result of the wage adjustments designed to prevent any further
deterioration of reélrincome in the labour sector. During the year,
wages and salaries were adjusted by proportions of over 20 psr cent in
commerce and industry, over 15 per cent in the private sector and over
10 per cent in agriculture. The rise in domestic prices, particularly
of imports (30 per cent), discouraged the private sector from incurring
new expenditure on capital formation, decisions to intensify the use
of equipment prevailing over expansion plans and projects. Thus, .
private investment dropped by about 7 per cent (see table 1).

The unfavourabie situation as regards international prices (the
unit vealues of expofts increased less than those of imports) led to a
seriovs disequilibrium in current external transactions, in addition
to a smaller increase in the volume of exports than in that of Imports.
Up to a point, this disequilibrium was due to the delay in marketing
substantial coffee surpluses'in the expectation of better prices,
although the resulting financial pressures were eased, at least in the
current financial year, by means of external loans actively contracted

by the Central Bank and other official institutions.

/The measures .



The measures designed to mitigate the effects of this external
instability centred on financial policy ihstrumentso Thus, not only ..
was domestic bank credit increased, but éxtensive use was also made
of fiscal incentives; in addition to strengthening the mechanisms

favouring producers by means- of support prices.

2. The external sector

Although exports of goods and services at current prices rose -

26 per.gent, the more rapid growth of imports of goods and services .
(4k per cent) led to a sharp increase in the balance of. payments-deficit
on-current acébunt (éee table 3). This deficit, which amcunted to

112 5 million S8DR units, was exceeded by non~compensatory 1nflows of
“capltal the result being an increase of 7.4 million SDR units in net
;nternatlonal reserves.

As regards the trade balance, there was an increase of 5.5 per cent
in the volume of goods.exported, which was supwnlemented by a 20 pef‘cent‘
rise in priceé; resultihg in an increcase of 26.4 ver cent in the total
value of exports. The resulte might have been even better had it not beer
for the long-drawn-out‘hegotiations between coffeé exporters and the
principal buyers in an attempt to reach agreements that would bé fair to
both parties. Placingitheir hopes on these agreements, Salvadorian
exportersfheld‘back considerable surpluses until the critical financing
aspects caused:them té}effect a high proportion of their operations
in the last thrée months of the year when prices had decreased
significantly. ' ' : ‘

There was a 44 per cent increase iﬁ'the volumé:of cotton exports.
Sales of meat and shrimps were affected by the liberalization of the
tradltlonal quota system and the protectlon accorded to Unlted States

_producers. Consequently, they fell short of the previous year's total
aﬁ&.in the case of shrimps, although the volume increased (20.8 per ... .
cent), prices fell more than proportionally to just over 4,300 dollars
per ton compared with 5,673 dollars in 1973.

In orcer in some degree to offset the instability of the external
markets for traditional commodities, steps were taken to promote exports

of new products. In this respect, various measures have been taken

/Table 3
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Bl 5.LVaDOR: BALLICE OF PiL.. Ko

Table 3

(M41140ns of SDR undts)

Current account

Exports of goods and services
Goods FOB
Servioces
Transport
Trovel
Imports of goods and services
Goods FOB
Services
Transport
Travel
Net external investment income
Profits
Interest
Net private transfer payments
Balance on ocurrent account

Capital account

Net external finanoing (atb+otdts)

{(a) Net external nonmcompensatory ocapital
Direct investment
Long= 2nd mediume~term loans
Amortizatlon payments
Short-term liabilities -
Official transfer peyments

(b) Domestic nonmconpensatory capital or assets

(6) Errors and omissions.

{(d) Allocation of SDR units

(e) Net ocompensatory finanecing {(inorease -)
Belance-of-paymants locrs, trade arrsars,

IMF

loans and other llabilities of the monetary

auttoritlies
Amortization payments

Movements of foreirn eixcl.cnce reserves (increase -)

" Movements of gold reserves (inorease =)
SDR units (inorease =)

Souree: Internatiencl I-chétary Fund (TF), Belgnoe cf Payments Vecrbook, vols

&/ Estimates based on official stetisties,

26.

1970 1971 1972 1973 1974a/
25241 26342 310,0 3345 421.3
231.5 23809 277-9 30137 38205
2049 24e3 C32.1 32,6 38,8
1,5 1.8 7.9 8.7 11,2
8.5 10,2 10,0 9.0 104
25308 291,0 29906 36900 53242
14,7 2273 230,0 28149 423,8
5%1 6347 69.6 87.1 1084
26,3 29,8 33.2 38,4 49,9
20l 204 18,8 2946 3506
5a 8 ~1062 ~10.1 ~10,0 ~11,6
6,7 5,4 643 ~6¢3 ~745
C =201 "308 '308 "3.7 -J"'ol
12.4 1641 8.2 9e9 10,0
"242 21,9 8.5 =38  <112,5
242 21.9 =845 34,8 112.5
14,7 2940 14,5 37.9
3e7 7.0 6.1 340
8.7 14,7 27.6 23,0
=648 ~1043 ~13.1 114 -
7e2 1645 9.0 12 [ 12%°
1.9 1.1 249 241
=6,0 ~1,0 ~11.4 64
247 -14,0, 1.7 ~0eb
‘1{'02 307 3.7 bad -
-12.}"’ 4.2 -17-0 3419 ’705
1'1 1803 1109 - - ons
«12.1 <1347 ~1248 -15:1 .o
1.1 1.7 -14,7 19,0 e
—2n5 0-1 002 had ese
- 22 . "106 - (22 ]
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to promote non-tradltlonal sales, in partlcular through the 1mp1ementat101
of the law on export promotlon and the organlzatlon of, and actlve
participation in, 1nternat10na1 fairs.

Imports of goods rose by 50 per cent as a result of increases of
15 per cent in volume and 30 per ' cent in price.

The increase in value of intermediate goods was 70 per cent,
representing two-thirds of the total value of imports of goods, wnore
than one-quarter of which consisted of crude petroleum and manufactured
fertilizers. ' |

As regards imports of capital goods, the increase was mainly in
the public sector which, as stated previously, showed great activity
in the execution of infrastructure projects.

In 1974 there was a net inflow of non-compensatory capital of
120 million SDR units, i.e., nearly four times morz than the prewvious
year. The banking sector received nearly half, and ihe rest were
privafe and official transactions. The latter accounted for 20 per cent,
with ths contraction of medium- and long-term operations which
facilitsted the process of increasing basic social .capital formetion.

That same year, the movement of bank capital financing rose to
unprecedented levels by virtue of the monetary authorities' policy
that permitted external borrowing by the Central Bank, commercial banks
and even private individuals to finance procduction.

As mentioned above, net international reserves showed a recovery
of 7.5 million SDR units which, added to the balance accumulated in
December 1973, brought the total to 68 million. This amount is In any
case somewhat meagre, since it is estimated that it would eanable the
count:y to pay for its imports for only one and a half months in 1975
if they follow the same trend as in the year under review. Over half
of this recovery took place in the last three months of the year as a
result of the greater activity in exports during that period.

As in previous years, the trade balance with Central America
reflected a surplus, but it now recorded an unusual increase of

70 per cent, notwithstanding the increase in freight rates which

J/affectcd trade
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affected trade with Nicaragua in particular, and the suspension of

certain imports from that market as from mid-November.

3. Public finance

The principal aim of the Government's financial policy in 1974
was to cushion some of the hegative effects of the inflationary
process on domestic economic activity and as far as possible to attain
the goals laid down in the Development Plan.

This meant public expenditure involving a considerable deficit,
as a result of the combination of several factors. First, tax
collections grew by a somewhat modest rate (18.6 per cent) considering
the increases in prices, owing to the adoption of a number of fiscal
measures to keep the domestic market supplied by means of preferential
treatment for external purchases of certain essential products, such
as wheat, petroleum and manufactured fertilizers. In this way, the
Government helped to maintain production and employment levels in
both the agricultural and the manufacturing sector.

Secondly, it was not possible to obtain a higher fiscgl revenue
because of the trend of exports of some traditional commodities, mainly
coffee and cotton, since the increase in the amounts collected in the
form of taxes did not correspond to the increase in the value of these
operations (possibly owing to marketing problems). Yet anothervfactor
was the granting of exemption in order to promote exports of manufactured
products.

Current expenditure of the central government rose by 24 per cent,
the share of social services (53.8 per cent) and those of the econcmic
and adninistrative sectors remaining the same as in previous years.

At the same time, capital expenditure was increased by 6C per cent,
mainly to provide assistance to the rest of the public sector in the
form of transfers of capital, important support being given to the
electrification programmes being carried out by the Rio Lempa

Hydro=electric Executive Commission.

/The autonomous
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The autonomous institutions, for their part, more than doubled
their capital'expenditure of the previous year. This trend was mainly
due to financial investmént, while material investment increased by
4O per cent. - _

' The Government covered the fiscal deficit mainly by having
recourse to comestic credit and, on,a lesser scale, to external
credit. Internal borrowing, which amounted to 65.6 million colones,
was affected by means of the sale of securities to the public through
the commercial banks, which served to finance the autonomous
institutions. With the new credit obtained in 1974, the public debt
rose to 566.7 million colones,; and continued to represent about

14 per cent of the gross domestic product.

4. loney and banks

-— e . e

In 1974 the means of payment increased by 35 per cent. This
expansion was appreciably greater than the year before (19.6 per
cent), notwithstanding the measures adopted to prevent excessive
monetary expansion.

Among the credit lines accorded cduring the vear were those
used for imports of fertilizers and raw materials for the agricultural
sector.

In order to cover the credit requirements of private institutions
and public investment programmes, the Central Bank increased its
external indebtedness from 77.2 to 212.5 million colones (figures for
November of each year), thus trebling the total reached in 1973%. These
resources were used basically to enable the official autoncuous
institutions to fulfil their investment programmes.

The credit institutions acquired securities issued or guaranteed
by the State in order subsequently to sell thenm to the publice. In
this operation, minimum percentages were established for purchases
by commercial banks (8 per cent of their total assets) and

insurance companies (15 per cent of their technical reserves).

/In the



In the middle of the year, a policy cf hanl cash reserves was
adopted as a means of fegulating the Central Bank's credit programme,
deposits at more than 90 days being included in the éompulsory
30 per cent deposit.

Furthermore, bank interest rates were raised with the aim of
encouraging domestic saving, discouraging the outflow of domestic
capital and promoting certain economic activities. The rates paid in
commercial bank opefations rose by approximately 1 per cent, while the
differential treatment of crédit was maintained according to its use.

. In order to restrict the outflow of foreign exchange, the

system for the sale of foreign exchange to cover travel expenses was
modified. In line with the new regulations, 20 per cent of the total
value of travel expenses in excess of 600 colones per head (to be
checked later) must be deposited. Moreover, new non-essential articles
were added to the import lists, subject to a prior deposit of up to

100 per cent of their value, as in the case of cars.

/GUATEMALA
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l. Recent economic trends

In 1074 there was a change in- the: treﬁo of the growth which had

. characterized the econony of Guatemala since 1970. The rate of growth
of the gross dome5u1c product, which had been 7.3 per cent in 1972

and 7.6 pér cent in 1973, dropped to 4.7 per cent in 1974 (see taktle 1).

This took place against a background of increasing inflationary
pressures which were reflected in an inéréase of 19.8 per cent invthe
sross domestic product,calculated at curreat prlces, and in an increaséﬂr
of 15.9 per cent in domestic consuner prlées.

Gross fixed qultal investment decreased by 5 1l per cent compared
with the previous year, ow1ng to a cor51uerab1e decline in the real
level of public investmeat and to stagnatlon in privete capital spending.
‘This uasatlsxactorv state of affairs may partly be attributed to the '
cbove-mentioned infle tionary ten51oqs, which meant a substontial increase

in the cost of capital goods, with the consequent decliae in purchases

E

of such goods, and the decrease in investment in the m”nufacturln"
sector in the face of conthulng uacertulnuy as to the ;uture of the.'
Central American Common Mg¢uet It is to be assumed that part of the
savings enerated 14 the course of 1974 were. chanaelled 1nto
stockpillng, OWlag to expectations. o;:an upsying in prlces. This may
be seen in the notable increase in total gross investment which
includes a considerable increase in stoci:s.

Among the activities making up overall dgmand; however, public
consumption and tiae export quantum proved fairly active. General
Governiient spending on consunption expressed in constant prices
increased by 7.5 per cent, following the stagnation of 1973.27/ This
change reflects the efforts made by the public sector to attend to a
series of services, the uusatisfiec demand for wiich had been
accumulating for a long time, and which ot least partly offsets the

low rate of increase in public coasumption.

27/ Con trary to eveats of 197? aud 1973 when publice sector cnpltal
cxpeadlture Ye.s one of the factors with most drive.
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Table 1

QUailialis TOTLL SUPPLY AND Ji...liD

Millions of quetzales Structure innuel growth rate
at 1970 prices (persentages) (percentages)

1970 1973 1974 o/ 1970 19742/ ig;g‘ 1973 1g7u3/

Total supply 2.24%2.5 27032 2818 17,8 82 28 L1 L2
Imports b/ 338,5 382,2 4417 17.8 18,2 2.0 8.6 15,6
Gross domestic product 1 9ck.0 2 321.0 2 430,1 100,0 100.0 6.5 7.6 4.7
Total demand 2 242.5 2 703s2 28,8 117.8  118.2 5.8 7 ka2
Exports b/ 35346 425.0 47,1 18,6 18,4 2.8 13.6 5.2
Domestio demand 18883 22782 22t 992 29:8 63 67 64
Gross domestic investmet 2lk4,2 281.7 ‘ 338.9 12.8 14,0 1.0 17.8 - 20,3
Gross fixed investment 238.6 28543 | 2707 1245 711’.1 T 3,8 10.9 ~5e1
Public v 45.2 75.0 60,0 2.4 24 20,7 140 =20,0
Private 193.3 21043 210,7 10,1 8.7 =045 9.8 0.2
Construction - 70,8 oo vee 3.7 eoe see cew eoe
Meohinery and equipment 167.7 oo vee 8.8 cee T eea cee -
Total consumntion 1 6447 1 996.5 2 085,38 86.4 85.8 744 5¢3 4,5
General government 1514 154.9 16647 8.0 648 1.1 - 745
Privete . 14933 186 199 78,4 7940 8,0 5.7 42

Sources: 1970=-1973, ECLA caloulations based on figures supplied by tl.e Benco de Guatemala; 1974, ECL. estimates
based on official data.

Notes The figures for exports and imports of goods and services were taken from balance of payments data
expressed 1n dollars at current prices, which were converted to constant 1970 values by deflation, using
prioce indexes ealoulated by ICLA for the purpose.

3_:/ Preliminary figures.
y Goods and s ervices, excluding fector payments.
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Logically enocugh, the external sector was affected by trends
in the world economy. The primary commodities exported by Guatemala
profited - at least during the first hzlf of the year - from the price
increases, and for the second year running assisted in attracting
foreign exchange, but this relative advantage was countered by still
higher increases in iuport prices, as will be deséribed below. Exports
of goods and services expressed in constant prices increased by
5.2 per ceant, and unit values increased by 24 per cent. Their value
at current prices increased from 53k mllllon dollars in 1973 to
693 million in 1974 (30 per cent).

Owing to the changes which were taking place in the courséuof
the year 1in the international economic situation, as 1974 édvancéd, the
balance-of-payments situation would appear to have deteriorated ‘
steadily, while the position of the Central Government improved, for
the reasdns given below. The increase in the means of paymentztod was
outwardly much greater in fhe first half of the yedr than during the
second half, and the montily price.index of consumér goods suggests
that inyl ationary pressures tended to diminish during the last quarter
of 197k. | '

Lastly, it wmay be concluded from an analysis of total supply and
demand in the econony, that for the second year running, the import
gquantum grew nmuch more than the gross domestic product. On the oue
hand this may be attributed to the tendency to stockpile imported
goods, owing to expectations of an upswing in priceswobserved duriag
mnost of the year, and also to the increase4in the earﬂings of the
export sector, where the tendency to consume imported products has
always Leen stronge.

The result of the increase in the import quantum, combined with
the considerable increase 01 30 per ceat im unit values, was an
unprecedented rise (50.5 per cent) in the total value of imports of
oods and services at curreant prlceu, parulcularly fuels. This
noteworthy increase tool: place against tae bacxground of a decline in
the purchasing power of exports on account of a deterioration in the

terms of trade. The financing of dmporis consequently affected the
1) I a

/country's cuternal
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country's external paywments situation and generated a current account
deficit of 112 million dollars {compared with the 10 million surnlus

of the previous year) and =z cutback in its international reserves.

2. Major sectors of activity .

From the point of view of sectoral supply, the drop in the growth
rate of the main sectors of production - agriculture and industry -
compared with the rates for 1972 and 1973, and the increase in the
value added by public administration, whiich increased by 9.4 per cent,
are noteworthy (see table 2). This last did in fact result ia the
extension of services to the population, and also provided a means of
alleviating the problen of unemployment and underemployment, but did
not contribute, in the short-term at least, to increasing the supply
of goods.

As regards the agricultural sector, the partial data available
show that the supply of basic foodstuffs, although slightly larger than
in 1973, was inadeguate to satisfiy domestic demand and was even lower
than in 1972. This may be attributed, at least in part, to the
inadequate supply of inputs for agriculture, to the lower level of
economic viability of such crops compared with those destined for export,
and to adverse weather and other natural conditions, inc¢luding the
effects of hurricane Fifi in September 1974 and the eruption of
Volcén de Tuego in October.gﬁ/ The output of the majority of
agricultural export items increased, hovever, at a rate estimated at

approximately 7 per ceat higher than 1973 levels.

28/ Hurricane Fifi, which ccused tremendous damage in Honduras, also
affected the ncrthern area of Guaterala, and led to the formation
of another depression ow the Pacific coast - hurricane Orlene -
which caused danage of some consideration in the coastal plains
of El Salvador and Guatemzla. The volcanic dust from the eruption
of Volchn de Fuego in October of the saue year seriously
jeopardized the sesame, maize and cottoa harvests. The Banco de
Guatemala estimcted losses at around 30 million quetzales for 1974
and at an even higher figure for 1975, particularly on account of
he damage suifered by the cotton plantations.

/Table 2
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Table 2

SCTOR CF ECOMCIIC ACTIVITY

Agriculture
Mining
Manufacturing
Construction
Subtotal goods
Eleotricity, gas and water
Transport and eommunications
Subtotal basie services
Commerce and finance
Government
Ownership of dwellings
Miscellaneous services
Subtotal other s:rvices

Total

Structure

Millions of gquetzales Annual growth rate
‘&t 1970 prices (percentages) (percentages)
1970 1973 M 1f0 1973 1M i;’;:’ 1973 19
535.6 647  703.9 301 32 30 - 7.h %1 b3

1.7 L7 23 0l 01 01 %4 143 35.3

259.8 317.6  333.2 14,6 1,7 14,7 6.3 8.1 k.9
38.6 54.9 57;5 242 245 245 9,8 18,0 ka7
859 L0489 10%6.9 M0 4B5  MBE 7.2 93 Mg
1549 2068 . 22,7 0.9 1,07 "1.0 - 9.1 10,0 846
5247 84,5 894 3,5 3¢9 3.9 9.8 11,8 5e9
489.5  580.9 60748 27,5 26,8 26,8 4.9 7.9 k5
125,0 13,5 7 1569 7.0, 66 635 5.9 2.2 9k
136,0 W63 9B 7.8 6B 66 2.0 1.8 2.4
11,9 '139.2 M6 - - 643 6ol 64 745 7.6 3.8
20685 22704 1000 1000 1000 £5  ZE

1.778.2

Sources: 1970-1973, ECLA caloulations based on figures supplisd by twe Cen’ral Bank of C-uatemala; 197+ ICLA

estimates based on officizl data,

Note: As the individual activities and the totals werg calcula:ﬁcd indopendontly, the suws of ithe formor

does not correspond exactly witl: the latter.
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n the manufacturing sector may be attributed

e
1

The lacl: of dynanisn
to the slow growth of private consumption and the shortfall in the
sﬁpply_of some row materials and induétrial inpu£5,.especially duriang
the first half of 1974k. It may be assumed that the drop in the real
income of large strata of the population, along with inflation, reduced
‘domestic consunption of non-essential maiauyfactures.and shifted it
towards bvasic foodstuffs and other essential goods and services. The
decline in domestic purchases of manufactures was partially offset, as
will be described below, by the steady increase in Central American
Common liarket demand, but despite this it was not possible to maintain
the rate of industrial growth.

_ The construction sector also recorded a rate of growth lower than
that of previous years, no doubt owing to the slowing down of the
growth of public iavestment, while the remeining sectors, generally

spealking, mainteined their relative share of the gross cdomestic procuct.

3« The externzl sector and the balance orf payments

For the third year runniag increcses were recorded in the quantum
and in the unit value of exports. The export quantum of goods and
.services increased by 5.2 pér cent in 1974. This growth was 5.5 per cent
in 1972 and'lﬁgépgef cent iﬁ‘i9?3-”hThe unit velue of exports for its
part increased by 24 per cent. The value of exports of goods increased
from 440 million dollers in 1973 to 585 million dollars in 1974 and
the value of services from 94 million to 100 millioxn dollars.

Increases of some consideration were recorded in the current
value of all the main export products. These were o result of
increases in volume and in unit prices, except in the case of meat
whose quantum did not chanpge compared with 1973, and bananas the unit
values of which decreased slightly. The biggest increase was recorded
by sugar, thanks to the counsiderable growth of output and the tripling
of prices. The value of sugar exports increased from 14 million dollars
in 1972 to 22 million in 1973 and 56 million in 1974 (see table 3).

/Tabvle 3
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Tebl

VALUE AND AUANT

e 3

Ul OF IAIN EXPORT PRODUCTS

Coffee
Cotton
Benanas
Fresh meat

Sugar

Coffee

Cotton

Bananas
Fresh meat

Sugar

Annual growth rete

1971 1972 - 19732/ 1974b/
— 1970-1973 1974
Millions of guetzcles ‘
9643 10543 14546 16343 131 1262
2640 4049 4646 €545 1947 Lie6
1ke5 '17.2 M7 2848 2240 1646
1744 18.0 251 2946 2540 1749
949 1641 2149 5641 3U440 156.2
Millions of quetzales at 1970 price:sy
10540 12042 12144 12542 6;5 3.1
2642 4040 3949 743 1346 1865
1549 1843 1640 1847 546 1649
1740 ‘16.1 16.i 18.1 1246 -
1047 1446 2041 .22.4 3C40

11

Source: ECLA, on the bosis of officlel flgures,
a/ Preliminary fizuress

b/ Estimatess

/Sonorts to
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Exports to the rest of the Centrol Americcn Common liarket also showed
considerable activity, with an increase of 2 per cent between 1973
and 1974. The boom in the export sector, however, reacihed its maximum
in mid~1974, and since then the prices of coffee, cotton and meat have
dropped. The second half of the year thus obscures the rather
favourable picture of the first half of the yeaf and prospects for
1975. : ‘ '

If the country's exports showed dyanamism, however, imports grew
et a much faster rate. The import gquantum of goods and services
increased by 15.6 per cent and unit values by 30 pner cent. Importis
of goods alone increased from 338 million dollars in 1973 to
607.0 million in 1974, i.e., by 55.6 per cent. Services, particularly
transport, increased from 130 to 171 million dollars during the sanme
veriod.

As may be supposed, the value of imports of fuels and lubricants
trinled, from 33 million dollars in 1973 to 105 million in 1974.
Imports of rauv materials increased by 53.2 per cent during the sane
period, dJdespite the shortfall in internatiocral supply of specific
products.

0f total imports »f goods, 11k million dollars' worth (15.5 per
cent) originated in the Common ilcrlzet, compared with 89.6 million

dollars!' worth in 1873, producing once agaln a positive trade balance
in intra-Central American trade, which increased Ifrom L0O.4 nillion
guetzales in 1973 to 70.9 nillion quetzales in 197k,
External transections of goods and services left a negative
n

balance at the end of 1974 of 93 nillion SDEs in the current account

of the balance of paynents (in 1973 & surplus of 7.8 million had been

recorded), which leduction the net inflow of non-

ol
compensacory capital of (2 millioa SDRs, resulted in a decrease of
around 11 million SDRs, in the country's international reserves, for

the first time in the present decade (see tuble It).
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Teble 4

GUATH .aLA® BaLallCE B PAYMENTS

(11111ions of SDR units)

Current account
Exports of goods and services
Goods FOB
Services
Transport
Travel
Lisports of goods and services
Goods FOB ’
Services
Transport
Travel
Net external investment inocone
Profits
Interest
Net private trensfer peyments
Balance on current account
Capital acoount
Net externz) financing (a+b+o+d+e)
(2) Net exterrz) non-compensatory caplial
Direct inrsstment
Long=~-and medium-term loons
Amortization peyments
Short=~term liabilities
Officiel transfer peyunents
{b) Domestie non-compensatory copiicl or assets
(¢) Errors and omissions
(d) Allocotion of SDR units
(e) Net compensatory finenoing (increrse -)
Balance~of ~payments loans, trade arrears,
DF losns and other liabilities of the
mone tary authorities k ’
Anortization peyments
Hovenments of foreign exechcnge reserves
(inerease -) ’
liovements of gold reserves (increcse ~)
SDR units (increcse ~)

1970 1971 1972 1973 - 1974a/
35048 344 43 364 42 43,0 57645
290G 43 25045 31048 3647 L4864
5245 5348 534 2843 9041
1049 11k 1049 13.8 1846
12.1 “1346 1546 3047 3543
33743 37302 36542 429,31 €47 46
26646 29240 27243 32767 505 ol
7047 C1.2 9249 107 ol . 1ho.2
S35l 37'¢9 4646 4E.6 T 7240
1445 2145 22 M4 1.7 3744
-31.2 ~36 44 1347 ~l041 , J"’S 3
~2249 2 a0 ~3048 =324 ~3548
~843 ~19 it ~12 49 747 ~94¢5
1749 2547 27 &7 34,0 2343
Qe2 ~39.46 ~17.0 743 ~93.1
~042 3546 1740 ~7.8 9341
LE, 5140 4 .6 77 6
2245 2243 1.1 23.0 |
7147 5943 6646 50e2 |
4649 ~3243 14849 3743 82.4
~1.3 342 18.0 332 7 *
Oel ~140 ~1e2 05 |
~1045 1.9 846 -20e8
~1241 ~11 45 =33 ~7 46
Y2 349 348 - -
~19e9. ~17 45 -l+o.7‘ ~57 o0 1047
3, 249 043 - eoe
~11e5 -l o0 ~248 ~540 see
—9.6»- 55 o ~3245 48,0 YY)
~0a2 '—2 oo =5 ¢9 ~(el ese
~2 80 ~5 e Oe2 ~349 ese

Source: International lonetery Fund (IiF), Balance

of Paymenis Yeorbool, vol, 26.

a/ Estimotes based on official stoiisticse



In capital account operstiouns, there was an important inflow of
private capital, since the bzlance of officisl and banking capital
operations barely reached 12.7 million SDRs in resnonse to the low
rate of disbursement of the international loans obtained by the public

sector, which contribute to financing its capital expenditure.

L. Inflationary pressures and current economic policy

One of the main factors which affected the evolution of the
economy in 1974, as in 1973, was the continuing and growing presence
of inflationary pressures which it proved very difficult to measure
accurately on the basis of the country's present price indexes.29/

The consumer prices of 46 essential articles in Guatemala City
rose by 16.9 per cent between December 1973% and December 1974. The
comparable increase for the previous year was 1lh.L per cent. The
wholesale price index rose by 22.0 per ceant while the deflator inferred
in the gross domestic product increased by 1h.4 per cent compared with
11.5 per cent in 1973.

These pressures are due to a large extent to factors of external
origin. The generalized increase in prices of imported goods and
services which began to appear in 1972 and became worse in 1973, took
on new dimensions with the dizzying rise in the price of petroleum
and its products. According to official figures, the unit value of
imports for 1974 increased by an average of 30 per cent, while the
unit value of crude increased by 240 per cent. The increase im import
prices also contributed indirectly to cost inflation in the form of
the introduction of imported iaputs in the goods produced by Guatemala.

Bigher prices in the international markets for goods produced
by Guatemala (supar, meat, cotton, timber and alsc a wide range of

manufactures) also brought pressure to bear on the domestic prices of
D

29/ The incexes suffer from certain defects which stem frem the
methodology followed for data collection, the content of the
basket of goods making it up, and the excessively cdistant base
vear used (1948). The Direccibdn General de Estadistica, the
Banco de Guatemala, and the Office of the General Secretary of
the National Lconomic Planning Council have already undertalken
the prenarction of a new index.
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the sane ﬁroducts. Tle booin in the export sector du"‘inm 1973 and the
flrst two or three q’“rters of 1974 slanuvd tpe stracture OL
oroductlon, redirecting it towards exportable output and creating
problemu of domestic svnply, in‘addition to the price increases already
referred to. ‘

Unfortunately, o rellable data is available on the evoluulow of
wages during 1974. There are, however, some indications that wage
adjustments did not keep up with price changes, with the conseguent
deterioration of the dlstrlbut101 of factor 1ncome.

The phenomena mentioned have meant 1ucrea31ng concern for ﬁhe
Goverament sector. Especially during the second half of 1974, the
Government adopted a series of weasures to deal with them, including
some aimed at stimulating supply, others aimed at maintaining an
adecuate level of deinand, aand yet others directed at mitigating the
effects of cost inflation. The first include neasures to encourage
the sowing of basic food grains, and include support prices, supplies
of iunputs at subsidized prices and concessional credits.

As far as demand is concerned, an endeavour was made to maiatain
the purchasing power of the wage~earning sectors, by fixing minimum
wages for some sectors of activity and revising others. In addition,
the Central Goverumeant and the majority of decentralized bodies agreed
on wage readjustments for their emplorees. In its turn, with a view
to regulating the expansion of the currency, the Banco de Guatemala
raised the ceilings on passive and active interest rates (from 7 and
9 per cent annually, to 9 znd 11 per cent). This measure was also
aimed at stimulating savings and cutting dowa the flight of capital.
In addition, the liquidity ratio on money deposits was increased fron
30 to 40 per cent and linits were set %o portfolio holdings of
securities in industries producing non-essentisl articles, while at
the same time a selective incentive policy for productions was
maintained. To alleviate cost inflation, price limits were set for a
selected list of essential articles. The State also adopted a
selective policy of subsidies, which enabled it to maiantain tariffs

tnchanged for electrical energy and public transport in the country's

/main urban



main urban areas, and made possible sales of bacic food grains,
especially of imported origin, by the National Agricultural Marketing
Institute, at prices lower than those currently operating in the market.
The great majority of the measures described came into force
during the third and fourth guarters of the jear., Their effectiveness,
hewever, may be restricted by difficulties of an administrative nature,
especially in the application of price limits, and by inadecuacies in
the machinery available to the private sector for promotiing wage
adjustments. All in all, the adoption of these measures indicates a
more flexible response than that of 1973 and is the Tirst integrated

action to further economic stebility in Guatemala.
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GUYANA

1. Recent growth characteristics

An expansion of. exports which practically doubledvtheir Qalﬁe,
as.the result of high wdrldwmafkét\prices that benefited Guyana's staple
export prodﬁcfs and of increases in the sales volume oﬁlsomgwof ﬁhese
goods, was the mainspring of economic activity, and in particular of
that linked ,to the export sector. Its dynamic influence made itself
apparent in .an increase of 17 per cent in the gross product at gurrent
prices, according to a highly tentative estimate based on the evolution
of the principal branches of production. This improvement compares
favourably with the lO-per=cent rise achieved in the preceding year,
even when allowance is made for the greater price increases. that
occurred in the meantime (see table 1).

Although imports of goods were subject to restrictions, they
expanded by 47 per cent =~ much less than exports -, which implied that
in rezl terms supplies of imported goods were 6 per cent Lazrger than
in 1973, since import prices rose by 38 per cent. Notwithstanding
this more plentiful supply of imported items available during the
year, the pdor results achieved in certain branches of production
mainly serving the domestic market, in conjunction with other factors,
such as the high prices paid for imported goods and the excessiﬁe
liquidity caused by the substantial export earnings, pushed up domestic
prices to higher levels than in previous years, despite the efforts
made to control then.

The consumer price index, which had risen by 5 per cent in 1972
and 7.5 per cent in 1973, showed an increase of 16.5 per cent Ly
October 1974 (taking the average for the ten months), and the
corresponding figure for the whole year was expected to be still
higher. 1In the case of the food component of the index, the increase

was approximately 25 per cent.

/Table 1
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Table 1

GUYiius GROSS DOMLSTIC PROLUCT T F.CTOR CosT,
BY SZCTORS OF ECONMGLIC ..CTIVITY

Millions of Guyana dollars Anruwal growth rates
Sectors at current prices . (percentages )
1972 1973 1971@/' | 192 1973 1974

hgriculture 92.7 93.6 ie 1,6 1.0

Sugar~cane (56.7) (49.7) (115.9) CRY (-12,3)  (133.2)

Rice (9.1) (12,9) (23.2) - (-18.8) (42.8) (80.0)
Figzuhg 5¢9 6.8 T 943 15.3 ese
Forestry 5.6 640 12,0 701 vos
Mining and quarrying " 8.7 80,5 - 117.0 1.1 10,3 45.3
Merm facturing 64,0 62,4 cer 4.6 ~2¢5

Sugar processing (29.9) (17.5) (#0.7) (%a2) - (~12.1) (132.6)

Rice procsssing (2.1) (2.9) (7)) (=3%4)  (381)  (96.6)
Transport and communications : 32,8 37.1 10,1 13.1 : oes
Construction 42,8 47,9 10,9 12,0 veo
Commerce 58T 6l 7.7 9.8
Ownership of dwellings .
Financiel and other services } 7 ¥ ... 2 w0 "
Government ) 79.1 121,2 126.6 13.0 5342 4,5
Jetel - - ‘ 222:0 57840 299.9 2at 210.3 .2

Source: Economic Survey of Guvene., 19713 end information provided by the Statistical Bureau, Guyana,

_g/ Provisional fizures,

/2. Production
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2. Production in selected sectors

The high growth rate of the gross product estimated for 1974 is
based on the .results achieved in four staple branches of agrowindustrial
and mining production intended mainly for export: sugar, rice, calcined
bauxite and alumina. The data on other products are on the'who‘e_
unfavourable as regards volumes of output (see table 2).

Production in the other sectors of the economy was adversely
affected by the high prices of imported inputs and materials, as would
seem to have been the case with construction and some linss of .
manufacturing. The government sector increased its contribvution to
the total product by barely 4.5 per cent in terms of current values.

In the agricultural sector, output of sugar cane exceeded
L million tons, tiaus improving upon the poor preceding crop by
25 per cent. The rice harvest expanded by ébout 27 per cent, thanks to
favourable weather conditions. These increases gain enhanced o
significance when multiplied by the high price levels re:ched during the
year, and account for the noteworthy expansion of the agricultural
producc (at current prices), of which they represent about 67 per cent.

| In the case of other agricultural producté volumes of output
dropped sharply, despite the Government's investment in agricultural
infrastructure and the subsidies granted to farmers with the aim .of. .
increasing food production and reducing imports.

The product of ‘the mining sector rose by 45 per cent at currentg
prices. In terms of volume, however, output of dried .bauxite.

(excluding refractory bauxite) contracted by about 10 per cent in the
first nine months of 1974, while that of calcined bauxite and aiumina
increased by 25 and 21 per cent, respectively, in the same period.

Despite the diversification of the structure of manufacturing
which has taken place in the past few years, the sugar industry and
rice processing still account for about one-third of the product of

the sector.

/Tadle 2
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Tiule 2

GUY4iT.: OUTPUD OF SZLuCTiD ST.PL.I PRODUCTS

rra. e

Product ‘ Unlss 1972 1573 1974
(thousands) |

Lo —r

Sugar=cang - Tons 3 566 325 . 4 050 &/
Rice {clean) “Tons 9k 110 1402/
Coconuts Units 68 U468 61 O74 eoe
Tubers ' Pounds , 60 500 . 62 678 45 000 &/
Plantains " “Pounds ' 52 000 55 016 22 000 2/
Citrus fruit " Pounds 23 000 23 759 22 000 &/
Bananas Pounds 1l 800 18 234 10 000 &/
Beef Pounds ‘ 9 600 "9 612 8 300 2/ »
Poultry b/ Pounds 10 &3 12 553 12 500 &/
Sugar Lon: tous 316 v 266 228 _9/
Edible oil : Gellons 1171 783 - 182 o/
Margarine Pounds | 3105 2 062 1 961 _q/
Molasses - Gollons | 19 888 17 080 ves
Dried bauxiZe . Lonz tons 1 616 1 664 1153 o/
Caloined bauxite Lonz tons 690 635 557 of
Alumina : Lowg tons “ 262 234 ' 227 o

Sources: Ministry of igrieculture of (vrenaj Stetistical Burezu, Guynic.
g/ Estimates.,

y/ Including only merketed output,

3/ Data up to September.

/It is
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It is estimated that output of sugar and rice expanded
considerably during 1974 as a result of bumper hiarvests. Owing 6 the
high levels reached by the prices of these commodities, the ‘increases in
the product of their processing (values at current prices)'areAestimated
at 133 per ¢ent in the case of sugar and 97 ‘per cent in that of “icea

Generally speaklng, output 6f other manufactures was very uneven

during the year.

2, Forelgn trade trends

. While the value of exports of goods almost ‘doubled in 1974
(rising by 9% per cent), that of imports increased by 47 per cent. -

,Of the .export increment, a little over 50 per cent was due to
the rise in prices and.28 per cent to the increase in the quantum.

Sales of sugar alone, which more than trebled in value, agcounted
for about two-thirds of the expansion of total exporis.

It is estimated that the export value of bauxite rose by about
LO per cent and that of alumina by over 50 per cent. Moreover, by
October external sales of rice had surpassed the value exported in the
whole of the year 1973 by 53 per cent.

The quantum of imports showed an increase of 6 per cent and their
unit value one of about 38 per cent. with the result that their value
rose by 47 per cent, despite the import restrictions imposed by the
Government on a wide range of goods, with the aim of safeguarding the
country's scanty reserves of foreign exchange and promoting the
substitution of domestic food production for imports. According to
incompicte data for the year, increases in imports were substantial in
the case of fuels and of inputs and intermediate goods, and slight in
that of food. A considerable contraction was observable in that of
manufactures.

The year 1974 witnessed changes in the direction of export flows.
By September the proportion of total exports shipped to the United States
had climbed from 21 per cent (1973) to 50 per cent, to the detriment of
exports to the United Kingdom, whose share dropped from 30 to 17 per cent

/Exports to
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Expofts to Latin American markets also showed a relative increase,
whefeas the percentage represented by trade with other Caribbean-
countries underwent little variation. -

As the expansion of exports was substantially greater than that
of imports during the year, the trade balance once aéain showed a
surplus - customary in the first years of the 1970s and lost in 1973 -
amounting this time to 24.9 million SDR units. This situation mzde for
a considerable reduction of the balance~of-payments deficit on current
account, and, in combination with a nef inflow of nonucompénsatory
capital which exceeded the preceding year's by 94 ‘per cent, brought
about an increase of 33 million SDR units in net international reserves,
which thus recouped the losses that had been recorded in 1973
(see table 3).

/Table 3
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Teble 3

GUYAN..: B.L.. CZ 0P 1iYlla 25

(«iillions of SDR units)

Current account

Exports of goods and services
Goods FOB
Services
Transport
Travel
Imports of goods and services
Goods FOB
Services
Transport
Travel
Net external investient incoiie
Profits
Interast
Net private transfer payments
Belance on current account

Capitel account

Net external finencing (atb+otdte)
{(2) Net external non-compensatory capital
Direct investment
Long~ and medium~term locns
Amortization payments
Short~term liabilities
Officizl transfer paymen:is
(b) Domestic nonwcompensebory capitzl or assets
{c) Errors and omissions
(d4) Allocation of SDRs
(e) Net compensatory financine (increase =)
Balancs -of=peyments lo-ns » trede arrears,
IMF juans and other licbilities of the
monetery authorities
Amortization pesyments
Mavements of foreign exchunge reserves (increase -)
Movements of gold reserves (increase )
SDRs (increase -)

1970 1971 1972 1973 1974/
148.9 165.7 152.4 130.1 2329,7
129,0 145,5 132.8 111.6 217,8

19,9 20,2 19.6 18,3 21.9

3.8 3.9 304 3.4 4,1
3.l ER 361 3.0 3¢5
152.6 154,2 152 b4 1644 236.0
119.9 119.7 113,7 131.1 192.9
33.7 3.5 33.7 33.3 43.1
17,1 16.5 17.7 18.6 25.6
3.0 3.4 3.3 3.6 b,2
~1549 -18,1 ~10.4 -10.8 ~14,0
=12 -16.5 6.8 4.7 749

“Le) -1.5 ~346 ~6.1 ~641

~0.5 ~0,2 2.8 0.7 0.9
21,1 -6.8 ~9.6 Y R

23,1 6,8 9.6 o4 9,4

14,1 9.1 10.5 26,3

9.0 ~55.6 2.3 -0, 9

9.8 6945 10.9 25.3

~1.2 ~1.7 2,3 ~3ol

~3.5 a1 0.7 2e [t
G 1.0 <1.1 2.7

1.5 4.0 1.8 ~3.5

3.1 4,8 4,8 ~Ca 9

245 2.1 2.1 - -
-0.1 ~3.6 ~-9.6 22.5 =33.0
- 262 - 359 coe
- «041 “2.1 - .os
0.6 =54 5,0 17.9 ves
-0.5 1.8 ~0.6 0.6 eee
-0,1 ~2.1 ~1.9 C.1 ere

Sourge: IMF, Balance of Payments Yeertook, vol. 26,

g_./ Estimetes based on official stotistics,

/HAITI
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