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 Yves Maroni

*&egLonal market and
f any reglonal market.

to cbver more than a few aspec”_fof’the Latin Amerlcan,scene.

- Let me begin by draw1ng you ‘ ttention to a few flgures.’_/, ,
QseVen ountries accounted for about 5 cent of the total ‘exports of |

ca, not 1nclud1ng Cuba. The remai gytwelve countrles ‘accounte
g bl per cent. In 1962, the seven countries in the first grot

U5 million less than in 1950, a L per cent decline, while the
es in the second group were exporting $2,800 million more, somewhat mn
~ ice as much as in 1950. By comparison, total exports of the free wor
' 1962 were also a little more than double the 1950 level. (See Table 1.

It seems to me that these figures show that Latin America cannot be
to have failed to participate in the growth of world trade. Twelve of the
American countries participated in this growth to a very satisfactory extent.
the other seven countries have legitimate grounds for wondering why they did
share in it., They are Argentina, Colombia and Haiti, whose exports rose ve

Paraguay, whose exports were unchanged, and Bolivia, Brazil and Uruguay, whbs, exy
fell,

The failure of Haiti's exports to rise is due to many causes, only some‘
of which are economic in nature. The well known social and political cond
of the country make of it a special case which I would prefer not to dlscu

Bolivia is, likewise, a special case. The difficulties which have
flicted its tin production are well known. The price of tin today is abou
cent higher than in 1950, Yet, Bolivia today is exporting 31 per cent les
(by volume) than it did then. v

This leaves the three countries whose trade is through the Riv
(Argentina, Uruguay and Paraguay) and the two biggest coffee producers (Br
Colombia)., I want to be the first one to recognize that the decline in co
prices since 1954 has played an important role in the failure of Brazil an

1/ Talk given before the trainees from the Center for Latin American Mone
Studies, September 5, 1963.

,2/ The year 1950 was chosen as being fairly representatlve of the peri
‘The results would be substantlally the same if the average of 19&8—52 we
the base. /
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2xpansion of world trade. But I think it is only fair to add that
”el e other Latin American countries which produce coffee and,all of 2
expand their exports, gsome of them in 2 very snectqcular way, 1n
rop in coffee prices. Several of these countries even menaged to
offee exports, taking advantage of the Brazilian and Colombian
undertook to limit exports so as to slow down the decline in prlces.
so diversified their production and expanded their exports of such
tton, cocoa, and bananas. Brszil and Colombia also produce some of
modities, but failed to increase their exports of them. Why? Clearly

op in coffee prices iz not the full explanatlon,

o The countries of the River Plate area mainly export the products of
temperate agriculture, meat, hides. and skins, wool, wheat end corn. While it is

tr hat some of the markets for these products, notably‘ln Europe, have tended

: ficult to enter, this is not a satisfactory explanation, especially "hen'

1siders that wheat, for example, has frequently not been available in suf fL‘

nt quantities to supnly some of the neighboring Latin American countrles,'ﬂ, :

E I think that all five countries, the two coffee countries and tbe three

~ countries of the River Plate area, all have suffered from the same ailment, 1n—'

~ flation coupled with policies designed to repress its effects. I do not want to

~ discuss the causes of inflation in these five countries. I wish only to point out
that, in each case, except for relatively brief periods, the rate of exchange
applicable to trade transactions has not been permitted to reflect currently the
real value of the currency as it shrank under the impact of inflation. Instead
the rate of exchange has generally been depreciated with a considersble lag in
these countries so that most of the time the currency has been overvalued.

; Now, it is well known that an overvalued currency discourages exports.
If T am correct in my judgment that the currencies of the five countries under
discussion have been overvalued much of the time in the last thirteen years, tlea
we need look no further for an explanation of why they have not shared in the
growth of world trade.

Today, the five countries are still suffering from inflationary pressures.
This is particularly true of Brazil and Argentina where the budget deficit exceeds
30 per cent of total govermment expenditures. However, we must note that in
Argentina,' at least, there is a completely free foreign exchange market with
single rate for all types of transactions, a market in which the exchange rate has
been allowed to fluctuate without official support for nearly 18 months. Such a
policy means that Argentine exporters, whether they wish to sell the traditional
agricultural products of Argentina or any new export, manufactured or of any other
type, no longer have to face the obstacle of a penalty exchange rate.

In Colombia, courageous steps have been taken to reduce the budget deficit
this year following the devaluation of last November, particularly the adoption last
month of a law under which a significant tex reform is now taking place. HNeverthe-
less, the price increases which followed the devaluation may have once more priced
some of Colombia's potential exports out of the market. Uruguay hss also devalued
its currency in recent months and attempted to place its exports in a competltlve
position in world markets. ~




As for Brazil, the adverse effect on growth is no less real even
is*better masked. Brazil increased its 1mports by about 3l per cent from
In fact, only Argentina, Uruguay and Haiti had smaller increases. of
her Latin American countries had increases in imports of at least 80,per'cent,
1 provided “hem with many of the means for further economic growth., Note also
the increase in Brazilian imports. occurred in the face of lower expo '
: other words, the trade balance worsened and Brazil was forced to accumula
 increasing foreign debt. -

The Brazilian statistics indicate that- GNP rose on the average by

than 6 per cent a year in real terms between 1953 and 1962. This seems a s
factory growth rate; if the statistics can be relied upon. There is a seri
question, however, whether the usual defects of GNP statistics in less de
countries were not magnified in Brazil because of the severe inflation.
the figures are reliable, the question arises as to how long such rapid rate
growth can be sustained. The Brazilian inflation is clearly retarding expo
and the growing foreign debt is forcing an increasing burden of interest and
amortization on the balance of payments. It is obvious that there must come a
time when additional borrowing abroad will be impossible. Slower growth may then
be inevitable. Moreover, inflation discourages savings and diverts investment
. into speculative activities and away from more genuinely productive undertaklngs.,
Who knows how much more rapid the Brazilian economic growth would have been w1th
relatively stable prices and a free foreign exchange system?

So much for the countries which did not share in the growth cf wor'a -
trade., lLet us now talk about the countries which did. Time does not allow me to
discuss them all, so permit me to mention just two. |

Consider first the case of Mexico. This is a country which has had,a
78 per cent increase in exports from 1950 to 1962, not the biggest, by far '
Latin America. This is an average of more than 5 per cent per year. Noti 1
the years 1957-60 were bad years for Mexican exports, with a 16 per cent drop in
1957 and little recovery in the next three years. But 1961 and 1962 (and, 1
would seem, also 1963) have witnessed an average rise of 10 per cent per ye.
not far from the average rise of 1h.5 per cent recorded in 1954-56, but m
pressive than this earlier period because it did not follow a devaluation

the 195L-56 expansion.
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... This export rise is impressive also because of its composition. The
traditional Mexican exports, cotton, coffee, copper, lead, and zinc, which ac~
cogpgéd,for~60‘per cent of total exports in 1953, represented only LO per cent
of the total in 1962. New products including certain manufactures were the chief
reason'ior the rise in exports. There were also increases in exports of cattle,
,mgat, shrimp and sugar. This rise in exports has been an important force behind
Mexican economic growth. It made possible a doubling of the level of imports
?e@wesn'l950 and 1962 without causing balance of payments difficulties. These
imports provided important resources to sustain the growth of domestic production.
From 1953 to 1962, the Mexican GNP in real terms rose on the average by more than
6 per cent per year, with only two years in which it rose less than L.5 per cent.
Allowing for the growth of population, this places the average rate of growth per
capita well above the 2-1/2 per cent set as the target in the Charter of Punta
del Este, Only in 1959 did Mexico experience a small decline in per capita income.

This very satisfactory growth record has taken place with a rise in the
,,,.,ﬁc‘ost of living of slightly less than 6 per cent per year between 1953 and 1962.
W In only three years did the cost of living rise more than 10 per cent and two of
these years, 155L and 1955, were the first two years after the last devaluation
of the Mexican peso. Since 1956, the average rate of increase of the cost of
living has beer. only 3.6 per cent per year. In two years, the cost of living fell
slightly and in two others it rose less than 1.5 per cent. g

This record of satisfactory growth with relative price stability can be o
simply explained by the careful management of the country's finances. The Government's
budget deficit has been held quite consistently below 10 per cent of total expendi-
tures (and has often been much less than this), that is to say at a level which could
be financed more or less from the savings of the economy. At the same time, the Bank
of Mexico has judiciously conducted its monetary policy so as to prevent an excessive
expansion of credit, while encouraging the commercial banks by means of selective
credit regulations to make productive loans and other desirable investments.

These policies have been instrumentsal in holding the growth of imports

I' within the limits set by the rise in foreign exchange earnings from exports,
tourist receipts, and other factors, and by the inflow of private capital. As a
result, the Mexican trade balance was virtually the same in 1962 as in 1953 and
the Mexican peso remained fully convertible throughout the period. In the last
few years, the Mexican external position has been so strong that Mexico has been
able to purchase all of the electric power companies from their foreign owners
and to redeem in advance a substantial foreign debt dating back many years, without
creating undue difficulty for the reserves of gold and foreign exchange. The con-
fidence which such a situation inspires, augmented by a long record of political
stability, has even made it possible for Mexico to begin flcating securities in the
private financial market in New York.

Consider now the case of Peru, which is just as impressive. Since 1950,
Peru's exports nave nearly tripled. In the last nine years, the average rate of in-
crease in exports exceeded 10 per cent per year. Seven of these nine years had in-
creases of more than 8 per cent. Only one year, 1958, showed a decline in exports.



 ort expan51on resulted malnly from the spectacularf"

dustry which, /
ang and accounted for 22 per cent of total axports. It?'
ng up of a new copper mine at Toquepala, thanks to whic
per cent of 1962 exports. These two products toget
10 per cent of the 1953 exports. With the dynamic perf
hmual ~even. the large inereases shown by most of the ‘tradit

. Thls rapid expansion of Peru's exports made possible a tripling of
s from 1950 to 1962, However, the Peruvian suthorities were not q
ul as ths Mexicans in holding imports in each year to the limits
?gn exchange earnlngs. The government budget deficlt in partlcul

. Asa result, the level of imports tended to be excessive in 1952 and 1953,
in in 1957 and 1958, Very large trade deficits developed in these
eruvian forelgn exchange reserves decllned dangerously., In these 01r““”

fpol'cy had fhe advantage of not lnterferrlng'wlth the growth of exports,
‘have occurred if they had chosen instead to adopt exchange controls and hold
-exchange rate at its former level.

Since 1959, the management of Peru's finances has been excellent.
Government has stopped borrowing from the central bank and the central bank
used the instruments of monetary policy at its command, primarily changes; -
serve requirements but also discount policy, to prevent an excessive expansion
of credit to the private sector. The cost of living has risen only about L.5 per -
cent a year in the last three years and domestic production has grown rapidly.

Indeed, over the last 10 years, the Peruvian GNP has risen on the
more than 5 per cent per year in real terms. On a per capita basis, the av
rate of growth is nearly as high as the 2-1/2 per cent objective of the Char er
of Punta del Este. Even with the two currency devaluations which have taken place
in this period, the cost of living has risen on the average less than 7 per cent
a year, and in only one year was the rise in excess of 10 per cent.

The financial policies followed since 1959 have had their effect on the :
balance of payments. The gold and foreign exchange reserves; which were only about
$29 million in June 1959, reached $11L million at the end of July 1963. The
strength of the external position enabled Peru, in 1960, to eliminate all remaxnlng
exchange restrictions and to join the few large European countries in moving to
make its currency fully convertible by adhering to Article 8 of the IMF's articles
of agreement. :

I wish there were time to discuss a few more of your countries, partlw
cularly those in Central America which have so well maintained the stability of
internal prices and the convertibility of their currencies while achieving rea-
sonably satisfactory rates of economic growth. If I did so, I would have a chance
to tell you also of the remarkable progress made towards the establlshment of thef
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er}qan\Common‘Market. Tariffs and other charges on trade among the

"Lcan countries have already been in large part eliminated and the rest.
inated under a rigid schedule so that virtually all trade within
‘lca will be entirely free by 1966. A common external tariff is rapidly
n t in place, A clearing house has been created to facilitate payments smong
countries of the region and, only last month, the Bank of Mexico joined the five
~ Uentral American central banks in an srrangement to facilitate payments between
~ Mexico and Central America. But there is no time for this. -

.. Ithink it is clear from what I have said, however, that the countries

;Wh¥Qh*have'had a rapid expansion in exports have also been those which have had

~ ‘the most satisfactory record of domestic economic growth and the greatest amount

7t ngjSuCQesS'in,avoiding price inflation and balance of payments crises. Thété?ére,
of course, exceptions to this. But I think that they can probably be explained
by special circumstances which would not be applicable to other countries.

~ What this means, in my opinion, is that the most desirable policy for
conomic development is likely to be one which concentrates on promoting exports
nd on producing the economic, political, and social environment in which exports
n grow rapidly. I recognize that there often are difficulties in doing this over
~ which exporting countries have little or no control, for instance declining world
- prices of the products which form the backbone of a country's exports. But let us
admit also that prices may fall not only because of market developments abroad but
also because of overproduction in the exporting countries. And let us not forget
that, generally, prices do not all move the same way for all products at the same
time, so that a policy of diversification of exports can go a long way towzrd ab-
sorbing the shocks which may occur in the market for any one of them. In this
respect, the diversification of the exports of such countries as Mexico, Peru,
FEcuador, and thes Central American countries is worth noting.

Notice also that the policies which I am suggesting do not preclude the
growth of industrial enterprises. If new industries can be made efficient enough
to begin exporting their products they will contribute to the healthy growth of a
country and this type of industry should be encouraged. The danger lies in forced

I' industrialization, that is the creation of inefficient industries which cannot
compete in foreign markets. Such industries require tariff or other protection
to survive even at home. Their prices are higher than those of the products
formerly imported and this contributes to domestic inflation. The incomes they
create are in part used to buy increased quantities of products and if these are
foreign products, imports rise even though the new industry was meant to substitute
domestic for foreign products and thereby reduce imports. Since inefficient indus-
tries cannot export, this rise in imports aggravates the balance of payments diffi-
culties which were to be solved through these industries.

I recognize that no one knows for certain whether a new industry will or
will not be efficient enough to sell its products abroad. I recognize also that,
even if an industry is efficient enough to export, it may be prevented from doing
so by a variety of factors, including protectionist policies in the countries
which might import its products. But, to me, this is no excuse for deliberately
promoting industries which are well known in advance to have no chance of ever
becoming efficient enough to compete in foreign markets. There are enough alter-
natives, I think, and little enough capital for the necessary financing, to choose
instead of those which have a good chance of exporting. o
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TABLIE 1

Latin American Trade in 1962
as a Percentage of 1950

Exports Imports
(1950 = 100) (1950 = 100)

Nicaragua 303.7 337.9
Peru 28L.6 305.7
Venezuela 223.4 195.8
N El Salvadcr 200.0 2601
' Doninican Republic 197.7 28,0
Chile 189.3 209.7
Ecuador 187.8 222.0
Mexico 178.3 205.6
Costa Rica 151.8 2h7.8
Panama 150.0 228.6
Guatemala 1LkL.3 192.9
Honduras 1h3.6 205.1
Colombia 116.9 1h47.9
Haiti 107.7 118.4
Argentina 103.2 11h.3
;‘éaraguay 103.0 19005
Frazil 9C.1 13).3
Eolivia 76.0 145.3
Uruguay 60.2 115.0

' Source: Tnternational Monetary Fund, International Financial Statistics.






