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COLOMBIA^_l_97_0-85. MAHAGEMENT AMD CONSEQUENCES OF TWO LARGE 
EXTERNAL„SHOCKS. 

' C o l o m b i a emerges as a s h i n i n g e x a m p l e o f g r o w t h w i t h a 
p r a g m a t i c a n d s u c c e s s f u l m a c r o e c o n o m i c p o l i c y . . . w e c o u l d d a r e 
t o a r g u e t h a t we f a c e a c o u n t r y w h i c h was r e a l l y a b l e t o 
c o o r d i n a t e s h o r t r u n a d j u s t m e n t w i t h a l o n g r u n e c o n o m i c 
s t r a t e g y . S i m i l a r l y t o B r a z i l , b u t w i t h o u t i n f l a t i o n ' -my 
t r a n s l a t i o n - ( T h o r p and W h i t e h e a d , ) 1986:295) 



INTRODUCTION 

A f t e r more t h a n f o u r d e c a d e s o f s u s t a i n e d g r o w t h , a v e r a g i n g 
6.5% p e r annum, L a t i n A m e r i c a c o n f r o n t e d a p e r i o d o f s e v e r e 
a d j u s t m e n t as a r e a c t i o n t o s e v e r e s h o c k s m t h e 1970s and -
m a i n l y - m t h e 1 9 8 0 s . Most o f t h e s e were e x t e r n a l : o i l p r i c e 
i n c r e a s e s i n 1973-74 and 1 979-80; a d r a s t i c d e t e r i o r a t i o n i n 
t h e t e r m s o f t r a d e a f t e r 1980; and a d r a m a t i c r i s e i n w o r l d 
i n t e r e s t r a t e s i n 1980-82. T h e i r i m p a c t was s o m e t i m e s 
m a g n i f i e d by d o m e s t i c e c o n o m i c p o l i c y . O t h e r ' s h o c k s ' were 
p o l i c y - i n d u c e d : l i b e r a l i s a t i o n e p i s o d e s i n t h e ' s o u t h - c o n e ' 
r e g i m e s , and b o r r o w i n g d u r i n g t h e 1970s t o f i n a n c e many t y p e s 
o f e x p e n d i t u r e s , n o t a l l ' p r o d u c t i v e ' . 

The i n t e r n a t i o n a l e n v i r o n m e n t f a c e d by t h e d i f f e r e n t 
c o u n t r i e s o f L a t i n A m e r i c a was s i m i l a r i n many a s p e c t s , b u t 
t h e m a g n i t u d e and c o n s e q u e n c e s o f t h e e x t e r n a l s h o c k s were 
d i f f e r e n t . As r e g a r d s C o l o m b i a , c o f f e e was a s p e c i a l 
c o m m odity i n t h e 'commodity l o t t e r y ' ; e x p o r t s o f d r u g s 
c o n t r i b u t e d h e a v i l y t o f o r e i g n - e x c h a n g e e a r n i n g s ; and t h e 
c o u n t r y has a l w a y s b e e n more o r l e s s s e l f - s u f f i c i e n t m o i l . 
C o l o m b i a ' s e c o n o m i c p o l i c y was a l s o d i f f e r e n t , v e r y 
c o n s e r v a t i v e , e s p e c i a l l y on t h e e x t e r n a l f r o n t : t h e c o u n t r y 
n e v e r c o m m i t t e d s u i c i d e by b o r r o w i n g h e a v i l y a b r o a d , and 
f o l l o w e d p r a g m a t i c ( a n d , a g a i n , c o n s e r v a t i v e ) f i s c a l and 
m o n e t a r y p o l i c i e s , a l w a y s p r e o c c u p i e d w i t h t h e f e a r o f 
i n f l a t i o n . E v e n more i m p o r t a n t , most C o l o m b i a n p o l i c y m akers 
were a l w a y s s c e p t i c a l a b o u t t h e p o s i t i v e c o n t r i b u t i o n o f t h e 
i n t e r n a t i o n a l m o b i l i t y o f money. Some f i n a n c i a l 
l i b e r a l i s a t i o n o c c u r r e d i n 1974 and 1978, b u t i t was m a i n l y 
' d o m e s t i c ' ' . F i n a n c i a l f l o w s i n t o and o u t o f t h e c o u n t r y were 
a l w a y s w e l l c o n t r o l l e d , a t l e a s t i n c o m p a r i s o n w i t h t h e 
s o u t h - c o n e r e g i m e s where s u c h f l o w s were e n c o u r a g e d a n d 
p r o m o t e d . 

I n t h i s p a p e r we r e v i e w t h e e f f e c t o f t h e e x t e r n a l s h o c k s on 
t h e C o l o m b i a n economy, t h e m a c r o e c o n o m i c p o l i c i e s a d o p t e d as 
a r e a c t i o n t o them, and t h e i r u l t i m a t e e f f e c t on g r o w t h . 



C o m p a r i s o n s w i l l be made w i t h o t h e r L a t i n A m e r i c a n c o u n t r i e s 
and w i t h o t h e r c o f f e e p r o d u c e r s i n o r d e r t o h i g h l i g h t 
p a r t i c u l a r a s p e c t s o f t h e C o l o m b i a n ' c a s e ' . 

The p a p e r i s s t r u c t u r e d as f o l l o w s : t h e m a c r o e c o n o m i c 
i d e n t i t y b e t w e e n s a v i n g s and i n v e s t m e n t l i n k s t h e f i r s t two 
s e c t i o n s . The f i r s t , on e x t e r n a l s a v i n g s , s t u d i e s t h e 
e v o l u t i o n o f C o l o m b i a n and L a t i n A m e r i c a n t e r m s o f t r a d e , and 
t h e d i f f e r e n t s u b - a c c o u n t s o f t h e b a l a n c e o f payments 
t o g e t h e r w i t h f o r e c a s t s f o r t h e r e s t o f t h e 1 9 8 0 s . The s e c o n d 
t r i e s t o e x p l a i n t h e i n t e r n a l a d j u s t m e n t ( i n d o m e s t i c s a v i n g s 
and i n v e s t m e n t ) t h a t t o o k p l a c e d u r i n g t h e 1 9 8 0 s . A f t e r 
d e a l i n g w i t h some t e c h n i c a l i t i e s o f t h e s a v i n g s - i n v e s t m e n t 
i d e n t i t y , t h e s e c t i o n c o n s i d e r s l o n g - r u n t r e n d s i n s a v i n g s 
and i n v e s t m e n t i n C o l o m b i a , and t h e i r m o n e t a r y c o n s e q u e n c e s . 
I t ends w i t h a c o m p a r i s o n w i t h o t h e r L a t i n A m e r i c a n 
c o u n t r i e s . 

S e c t i o n 3 b r i e f l y r e v i e w s t h e l o n g - r u n e c o n o m i c o b j e c t i v e s o f 
t h e d i f f e r e n t g o v e r n m e n t s i n C o l o m b i a s i n c e 1970. T h e i r 
f u l f i l l m e n t d e p e n d s on t h e s i z e o f t h e e x t e r n a l s h o c k s , t h e 
management o f t h e c o f f e e v a r i a b l e s , and how e x p l i c i t t h e s e 
o b j e c t i v e s a r e . We s h a l l c o n c e n t r a t e on two p a r t i c u l a r l y 
i n t e r e s t i n g c a s e s : t h e L 6 p e z (1974-78) and B e t a n c u r (1982-86) 
a d m i n i s t r a t i o n s . B o t h g o v e r n m e n t s s u f f e r e d t h e w o r s t 
e x t e r n a l s h o c k s o f t h e l a s t 50 y e a r s , o n l y c o m p a r a b l e w i t h 
t h e s h o c k s o f t h e 1 9 3 0 s . B u t t h e r e a r e a d d i t i o n a l f e a t u r e s 
w h i c h i n c r e a s e o u r i n t e r e s t : i n t h e f i r s t c a s e ( L 6 p e z ) , t h e 
g o v e r n m e n t p r e s e n t e d a v e r y w e l l s t r u c t u r e d e c o n o m i c 
programme, w h i c h was much more a m b i t i o u s t h a n t h e t r a d i t i o n a l 
C o l o m b i a n P l a n . M o s t o f t h e p r o p o s e d p o l i c i e s and o b j e c t i v e s 
u l t i m a t e l y had t o be s e t a s i d e and s a c r i f i c e d i n o r d e r t o 
f i g h t t h e u n d e s i r a b l e e f f e c t s o f t h e c o f f e e b o n a n z a . The c a s e 
o f t h e B e t a n c u r g o v e r n m e n t i s a l s o v e r y i n t e r e s t i n g , b e c a u s e 
h i s p r o p o s a l s f o r p e a c e i n t h e c o u n t r y had n e c e s s a r i l y t o be 
t i e d t o l a r g e g o v e r n m e n t e x p e n d i t u r e i n t h e g u e r r i l l a z o n e s . 

B u t t h e s i z e o f t h e p u b l i c s e c t o r d e f i c i t c o u l d be c l o s e l y 
a s s o c i a t e d w i t h t h e s i z e o f t h e c u r r e n t a c c o u n t d e f i c i t , and 



i n t e r n a t i o n a l r e s e r v e s w ere r e d u c e d by h a l f i n 1983. An 
e c o n o m i c p l a n had t o be n e g o t i a t e d w i t h t h e i n t e r n a t i o n a l 
f i n a n c i a l i n s t i t u t i o n s and f o r e i g n b a n k e r s , and r e d u c t i o n o f 
t h e p u b l i c d e f i c i t was a p r i o r i t y . 

S e c t i o n 4 l o o k s a t C o l o m b i a n l o n g - r u n g r o w t h . The r e c e n t 
l i t e r a t u r e on t h e 'Dutch D i s e a s e " h a s c h o s e n C o l o m b i a as one 
o f i t s f a v o u r i t e e x a m p l e s , b u t we show t h a t t h i n g s a r e 
b a s i c a l l y more c o m p l i c a t e d , and t h a t i t i s n o t enough t o 
r e f o r m r e l a t i v e p r i c e s t o g u a r a n t e e f u t u r e h e a l t h y g r o w t h . 
We r e v i e w t h e s i t u a t i o n o f a g r i c u l t u r e and i n d u s t r y - t h e two 
c l a s s i c e n g i n e s o f g r o w t h . 

The f i n a l s e c t i o n on l e s s o n s t r i e s t o draw t o g e t h e r t h e m a i n 
c o n c l u s i o n s o f t h e p a p e r , and g i v e some p r e l i m i n a r y i d e a s on 
C o l o m b i a ' s f u t u r e p o l i c y and g r o w t h . 



1. EXTERNAL SHOCKS 

I n t h i s s e c t i o n we r e v i e w t h e e v o l u t i o n o f t h e i n t e r n a t i o n a l 
t e r m s o f t r a d e , w i t h s p e c i a l e m p h a s i s on c o f f e e , and t h e 
b a l a n c e o f p a y m e n t s . C o m p a r i s o n w i l l be made w i t h o t h e r L a t i n 
A m e r i c a n c o u n t r i e s . 

1.1 Terms o f T r a d e 

L a t i n A m e r i c a n t e r m s o f t r a d e i n t h e f i r s t p a r t o f t h e 1980s 
were t h e l o w e s t r e c o r d e d i n t h e p r e v i o u s 50 y e a r s . T h e i r 
i n d e x v a l u e i n 1986 ( 5 4 . 5 ; 1950=100) was m e r e l y h a l f t h e 
a v e r a g e f o r t h e 1950s (101.9) - t h e i r h i g h e s t l e v e l . The 
d e c l i n e b e g a n ( E c h a v a r r i a 1 9 8 2 c ; CEPAL, 1986) d u r i n g t h e 
1 9 6 0 s , and a f t e r a s m a l l i m p r o v e m e n t i n 1970-74, s t a r t e d t o 
f a l l a g a i n , d r o p p i n g 2 0 % b e t w e e n 1981 and 1986^. The d e c l i n e 
was e s p e c i a l l y marlted f o r n o n - o i l m i n e r a l s ( h i t t i n g c o u n t r i e s 
l i k e C h i l e , P e r u and B o l i v i a ) , b u t was a l s o i m p o r t a n t f o r 
a g r i c u l t u r a l p r o d u c t s and f o r c o u n t r i e s l i k e P a r a g u a y 
( c o t t o n ) o r t h e D o m i n i c a n R e p u b l i c ( s u g a r ) . 

C o l o m b i a n t e r m s o f t r a d e b e h a v e d v e r y d i f f e r e n t l y f r o m t h o s e 
o f t h e ' t y p i c a l ' L a t i n A m e r i c a n c o u n t r y d u r i n g t h e 1970s and 
1 9 8 0 s . They d i d n o t d e t e r i o r a t e b u t i m p r o v e d i n t h e s e c o n d 
p a r t o f t h e 1 9 7 0 s , and i m p r o v e d a g a i n (by 13%) b e t w e e n 1981 
and 1986. C o f f e e p r i c e s i n 1977 were t h e h i g h e s t e v e r 
r e c o r d e d , and t h e l e v e l r e a c h e d i n A p r i l o f t h a t y e a r (USS 
3 . 2 0 / l b ) r e p r e s e n t e d n e a r l y 5 t i m e s t h e maximum p r i c e 
r e g i s t e r e d i n t h e p r e v i o u s 'bonanza' (1950-55) ( J u n g u i t o , 
1977, p . 2 1 8 ) ^ and 7 t i m e s t h e maximum p r i c e o f t h e 1960s. 
They d r o p p e d b e t w e e n 1979 and 1984, b u t t h e i r l e v e l i n 1984 
was n o t h i s t o r i c a l l y l o w . The new c o f f e e ' b o n a n z a ' o f 1986 
was a g a i n v e r y u n t y p i c a l . Terms o f t r a d e f o r n o n - c o f f e e 
e x p o r t s were c o m p a r a t i v e l y s t a b l e , b u t t h e i m p o r t a n c e o f 
c o f f e e i n t o t a l C o l o m b i a n e x p o r t s was ( i s ) s o h i g h , t h a t t h e 
t e r m s o f t r a d e f o r t h e a v e r a g e c o m m o d i t y e x p o r t e d b e h a v e d 
s i m i l a r l y t o c o f f e e . The e v o l u t i o n o f co m m o d i t y p r i c e s i s 
a n a l y s e d more c a r e f u l l y i n T a b l e 1.1. 



The behaviour of c o f f e e p r i c e s was not e n t i r e l y s i m i l a r to 
that of other commodities. They d i d not i n c r e a s e much 
between 1970 and 1974 u n l i k e other products, ( e s p e c i a l l y o i l 
and sugar)'" , but presented the l a r g e s t i n c r e a s e i n 1974-79 
and one of the l a r g e s t drops i n 1979-84. The c o f f e e 'bonanza' 
which s t a r t e d i n the f i r s t q u a r t e r of 1986 could a l s o be 
c o n s i d e r e d r e l a t i v e l y u n t y p i c a l , with p r i c e increments double 
those f o r sugar and bananas, the only two other products with 
p o s i t i v e v a r i a t i o n s . 

A l l t h i s shows, at the same time, that c o f f e e p r i c e s were 
h i g h l y u n s t able a f t e r 1970. Only sugar, o i l and cocoa were 
more unstable", and t h i s i s s p e c i a l l y important f o r Colombia, 
as c o f f e e r e p r e s e n t s more than h a l f of i t s t o t a l exports, 
something unusual even by L a t i n American standards. E x c l u d i n g 
the e x c e p t i o n a l case of Venezuela ( o i l ) , only C h i l e (copper) 
presents s i m i l a r l e v e l s of c o n c e n t r a t i o n ' . 

1.2 F o r e i g n Borrowing 

I n t e r n a t i o n a l p r i c e s , t o t a l exports and o i l imports were only 
m a r g i n a l l y i n f l u e n c e d by government p o l i c i e s . We could 
t h e r e f o r e say t h a t some c o u n t r i e s d i d b e t t e r j u s t because 
they were l u c k i e r . However, i n our g l o b a l p i c t u r e of the 
e x t e r n a l s e c t o r (see below) there i s another v a r i a b l e -
f o r e i g n borrowing - which became more important over time, 
and which, no doubt, was under government c o n t r o l . The supply 
of f o r e i g n funds was almost ' u n l i m i t e d ' i n the 1970s, when 
p e t r o - d o l l a r s were i n t e r n a t i o n a l l y r e c y c l e d . Each country 
'decided' how much i t 'wanted'. 

The outstanding debt of the d e v e l o p i n g c o u n t r i e s jumped from 
US$74.7 b i l l i o n i n 1970 to US$179.1 b i l l i o n i n 1975 (239, 
1970-100), and toUSS397.3 b i l l i o n i n 1979 (531.9). B r a z i l 
and Mexico account f o r n e a r l y 25% of the t o t a l , and r a p i d 
growth i n f o r e i g n borrowing was the common f a c t o r f o r moat 
L a t i n American c o u n t r i e s i n the p e r i o d . Again, Colombia 



p r e s e n t s a v e r y d i f f e r e n t c a s e , e v e n more c l e a r l y i n t h e 
1 9 7 0 s , The b e h a v i o u r o f c o f f e e e x p o r t s , t h e f e a r o f 
i n f l a t i o n " , t h e a b s e n c e o f m a t u r e p r o j e c t s t o be u n d e r t a k e n 
by t h e g o v e r n m e n t , and t h e f e a r o f s t a t e i n t e r v e n t i o n i s m m 
t h e economy, p r o d u c e d t h i s r e s u l t . The c o u n t r y d i d n o t want 
t o 'dance' w i t h f o r e i g n b a n k e r s . The c o m p a r a t i v e f i g u r e s f o r 
C o l o m b i a a r e : USS 1,249 m i l l i o n i n 1970, USS 2,348 m i l l i o n i n 
1975 ( 1 8 7 : 1 9 7 0 = 1 0 0 ) , US$ 3,343 m i l l i o n i n 1979 ( 2 6 7 ) . The 
s t o c k o f C o l o m b i a n d e b t i n 1984 was USS 7,541 m i l l i o n ( B e r r y 
and T h o u m i , 1985: T a b l e 6 ) . 

We m i g h t d i s t i n g u i s h f i v e p e r i o d s i n C o l o m b i a n f o r e i g n 
b o r r o w i n g : i ) 1970-72, o f f a s t g r o w t h ; i i ) 1972-78, when t h e 
s t o c k o f t o t a l d e b t d e c r e a s e d more t h a n 20% i n r e a l t e r m s , 
p r i v a t e b o r r o w i n g b e i n g t i g h t l y c o n t r o l l e d ; i i i ) 1979-82 w i t h 
d e b t i n c r e a s i n g a t s i m i l a r r a t e s t o t h e r e s t o f L a t i n A m e r i c a 
and p r i v a t e b o r r o w i n g i n c r e a s i n g e v e n f a s t e r ^ ; i v ) 1982-85 i n 
w h i c h C o l o m b i a was one o f t h e few c o u n t r i e s i n L a t i n A m e r i c a 
a b l e t o o b t a i n f r e s h l o a n s . F r e s h d i s b u r s e m e n t s were made t o 
b o t h t h e p r i v a t e and p u b l i c s e c t o r s , b u t t h e p u b l i c s e c t o r 
b e h a v e d more d y n a m i c a l l y a f t e r 1 9 8 4 /85. The r e l a t i o n b e t w e e n 
t h e s t o c k o f d e b t and e x p o r t s i n 1985 was t h e h i g h e s t 
r e c o r d e d i n o u r p e r i o d o f a n a l y s i s ( T a b l e A - 3 ) , and t h e 
s i t u a t i o n i s e v e n w o r s e i f we c o n s i d e r t h e r a t i o o f i n t e r e s t 
p a y ments t o e x p o r t s . I n 1986 C o l o m b i a d i d n o t n e e d new l o a n s , 
and i t i s s t i l l n o t c l e a r i f t h e money f r o m t h e 'Jumbo' 
c r e d i t w i l l be u s e d a t a l l ' . 

As t o i n t e r e s t r a t e s on t h e l o a n s , m a t u r i t i e s and g r a c e 
p e r i o d s , T a b l e A-3 shows t h a t n o m i n a l i n t e r e s t r a t e s jumped 
a f t e r 1978/80 t o d o u b l e t h o s e o f t h e p r e v i o u s y e a r s ( 1 3 % f r o m 
7 % ) ; t h e y d e c r e a s e d a g a i n a f t e r 1982, b u t t h e o p p o s i t e 
h a p p e n e d i n r e a l t e r m s . The m a t u r i t y o f t h e l o a n s d e c r e a s e d 
b e t w e e n 1970 (21 y e a r s ) and 1978 (14 y e a r s ) t o r e m a i n f a i r l y 
c o n s t a n t t h e r e a f t e r . F i n a l l y , t h e g r a c e p e r i o d h a s been 
s t a b l e . 

Compared t o o t h e r L a t i n A m e r i c a n c o u n t r i e s , t h e r a t i o o f d e b t 
t o GNP o r e x p o r t s was l o w e s t f o r C o l o m b i a i n 1979 ( e x c e p t f o r 



Venezuela), and i n 1986 (except f o r Paraguay)'". There were 
some in t e r m e d i a t e years l i l t e 1983, however, i n which the 
r a t i o s were not f a v o u r a b l e , mainly as a r e s u l t of the 
e v o l u t i o n of exports i n the other c o u n t r i e s (see below and 
Table A-1). 

1.3 Balance of Payments 

i ) 1970-86. 

Colombia's i n t e r n a t i o n a l r e s e r v e s s u f f e r e d tremendous 
o s c i l l a t i o n s d u r i n g the p e r i o d under c o n s i d e r a t i o n (See Table 
1.2; Graphs 1.2 and 1.3)''. From low (and unstable) l e v e l s i n 
1970-74 (USS441 m i l l i o n , e q u i v a l e n t to 3 months of imports i n 
1974), they jumped to US$5,056 m i l l i o n (14 months) i n 1980. 
They began to decrease s l o w l y i n 1982, with s u b s t a n t i a l 
r e d u c t i o n s i n the f o l l o w i n g years, mainly i n 198 3 - reduced 
by h a l f - with p o s i t i v e increments o n l y i n 1986. S p e c i a l 
emphasis w i l l be p l a c e d on the p e r i o d 1975-85 i n what 
f o l l o w s . 

The r e a l d e f i c i t s and s u r p l u s e s i n the trade and c a p i t a l 
accounts d u r i n g the f i r s t h a l f of the 1980s were much l a r g e r 
than i n any year of the 1970s, and tended to compensate each 
other throughout the p e r i o d considered'^ . The compensation 
was f a r from complete, and the d i f f e r e n c e s between them - the 
i n t e r n a t i o n a l r e s e r v e s — f l u c t u a t e d markedly. As to the 
components of the c a p i t a l account, short-term borrowing has 
always been a minor p o r t i o n {Graph 1.3), and the i n c r e a s e i n 
c a p i t a l borrowing f o r 1979-84 was due to i n c r e a s e s i n l o n g -
term borrowing. D i r e c t investment i n 1981 and 1982 was higher 
than i n any year of the 1970s, but s t i l l r epresented l e s s 
than 25% of long-term borrowing''. 

On the c u r r e n t account, i n t e r e s t and a m o r t i s a t i o n payments 
(most of the d i f f e r e n c e between the trade and c u r r e n t 
balances) were h i g h both between 1970 and 1973 and a f t e r 
1982. The s i g n i f i c a n t d e t e r i o r a t i o n of the c u r r e n t account 



f r o m 1980 t o 1984 was due b o t h t o t h e f a l l i n r e a l e x p o r t s 
(up t o 1 9 8 3 ) , and t o i n c r e a s e s i n i m p o r t s (up t o 1982) 

S t a r t i n g w i t h e x p o r t s , c o f f e e , d r u g s , and ' n o n - t r a d i t i o n a l ' 
e x p o r t s were o f r o u g h l y s i m i l a r i m p o r t a n c e ' ' . However, t h e 
e v o l u t i o n o f t o t a l r e g i s t e r e d e x p o r t s was d e t e r m i n e d m a i n l y 
by c o f f e e ; d r u g e x p o r t s a r e n o t r e g i s t e r e d as e x p o r t s , and 
' n o n - t r a d i t i o n a l ' e x p o r t s d i d n o t show l a r g e o s c i l l a t i o n s . 

L o o l t e d a t more c a r e f u l l y , h o w e v e r , i t i s c l e a r t h a t 1975 
m a r l i s t h e end o f a p e r i o d w h i c h s t a r t e d i n t h e m i d d l e o f t h e 
1 9 6 0 s , i n w h i c h C o l o m b i a n g r o w t h was b a s e d more t h a n e v e r on 
n o n - t r a d i t i o n a l e x p o r t s . They r e p r e s e n t e d 6 0 % o f t o t a l 
e x p o r t s i n 1974, and d e c r e a s e d y e a r by y e a r t o r e g a i n 
h i s t o r i c a l l e v e l s ' ' . The r e l e v a n t a s p e c t t o be c o n s i d e r e d , 
h o w e v e r , i s t h a t t h e c r i s i s i n m i n o r e x p o r t s d i d n o t s t a r t i n 
t h e 1 9 8 0 s . 

The f i g u r e s i n T a b l e 1.3 do n o t p e r m i t a c o m p a r i s o n o f t h e 
e v o l u t i o n o f e x p o r t s i n d i f f e r e n t p e r i o d s s i n c e t h e y a r e 
g i v e n i n n o m i n a l US$. However, t h e y a l l o w us t o mal?e v a l i d 
c o m p a r i s o n s among d i f f e r e n t L a t i n A m e r i c a n c o u n t r i e s . We a r e 
m a i n l y i n t e r e s t e d i n t h e e v o l u t i o n o f m a n u f a c t u r e d e x p o r t s , 
and may s a f e l y assume t h a t p r i c e v a r i a t i o n s were s i m i l a r f o r 
t h e d i f f e r e n t c o u n t r i e s . C o l o m b i a n m a n u f a c t u r e d e x p o r t s 
i n c r e a s e d much more t h a n t h o s e o f any o t h e r c o u n t r y b e t w e e n 
1970 and 1 9 7 4 " , b u t d e c r e a s e d i n r e a l t e r m s a f t e r 1974, and 
e v e n i n n o m i n a l t e r m s a f t e r 1980. T h i s means t h a t t h e c o u n t r y 
l o s t i t s r e l a t i v e p o s i t i o n i n L a t i n A m e r i c a b e t w e e n 1974 and 
1980, w i t h o t h e r c o u n t r i e s l i l t e V e n e z u e l a , B r a z i l and P e r u 
d o i n g w e l l . We have o n l y two o t h e r c o u n t r i e s t o compare w i t h 
a f t e r 1980: A r g e n t i n a d i d w o r s e t h a n C o l o m b i a , B r a z i l d i d 
b e t t e r ' s . 

T h r e e i m p o r t a n t p o i n t s r e l a t e t o i m p o r t s . F i r s t , C o l o m b i a d i d 
n o t i m p o r t o i l h e a v i l y , b e i n g a n e t o i l e x p o r t e r i n 1973, 
1975, and 1984. N e t o i l i m p o r t s i n t h e i n t e r m e d i a t e y e a r s 
n e v e r r e p r e s e n t e d more t h a n 1 3 % o f t o t a l e x p o r t s , and t h e n e t 
b a l a n c e was a l m o s t i n e q u i l i b r i u m f o r the w h o l e p e r i o d . 



Second, r e a l imports were not reduced d r a s t i c a l l y d u r i n g the 
1980s. They decreased a f t e r 1982, but the l e v e l i n 1984 was 
comparable to that i n 1979-80. Even more important, c a p i t a l 
goods imports were more dynamic than consumer or i n t e r m e d i a t e 
g o o d s " . Investment was not r e s t r i c t e d by foreign-exchange 
c o n s t r a i n t s and, i n g e n e r a l , the country d i d not have to 
'adjust' l i k e other L a t i n American n a t i o n s . F i n a l l y , Colombia 
shows the t y p i c a l d e v e l o p i n g country import s t r u c t u r e , with 
c a p i t a l goods imports being more than 40% of the t o t a l and 
manufactured imports 65%*°. Most probably, domestic and 
i n t e r n a t i o n a l p r o d u c t i o n are complementary (Ocampo, 1986). 

In r e l a t i o n to other L a t i n American c o u n t r i e s , the two most 
d i s t i n c t i v e c h a r a c t e r i s t i c s of the Colombian f o r e i g n s e c t o r 
are, f i r s t , the low weight of o i l imports; c o u n t r i e s l i k e 
B r a z i l committed 30% of t o t a l exports to the payment of o i l 
imports. Second, as noted e a r l i e r the country d i d not 
'adjust' as the other L a t i n American c o u n t r i e s d i d , at l e a s t 
not u n t i l 1984. Broadly speaking, at the beginning of the 
i n t e r n a t i o n a l c r i s i s Colombian i n t e r n a t i o n a l r e s e r v e s were 
much higher than those of the average L a t i n American country 
(both i n terms of GDP and imports), but t h i s was no longer 
true i n 1984 when the country was i n a comparatively weak 
p o s i t i o n * ' . 

What happened i n 1985 and 1986 i s s t i l l i n d i s p u t e . Some 
tough, very 'orthodox', and ex-post r a t h e r unnecessary, 
p o l i c i e s were f o l l o w e d i n 1985, and no doubt s i m i l a r p o l i c i e s 
would have been a p p l i e d i n 1986. In that sense, Colombia 
would have had the t y p i c a l L a t i n American adjustment with a 
delay of three y e a r s . But sudden and p r e v i o u s l y unforeseen 
changes i n some important economic v a r i a b l e s made th i n g s 
e a s i e r . The new c o f f e e 'bonanza' of 1986, and the e x t e r n a l 
impact of the tough p o l i c i e s adopted i n 1984/85 brought 
f o r e i g n exchange to the country; t h i s , and the good long-run 
prospects i n the c o a l s e c t o r convinced i n t e r n a t i o n a l bankers, 
the IMF and the World Bank to t r e a t Colombia as a s p e c i a l 
case (see below). New loans came i n t o the country making the 
e x t e r n a l s i t u a t i o n even b e t t e r . I t seems, ex-post, that the 



C o l o m b i a n a d j u s t m e n t p r o c e s s l a s t e d o n l y one y e a r , and was 
r e m a r k a b l y m i l d . 

i i ) 1 986-90. 

We have a l r e a d y g i v e n some h i n t s as t o t h e p r o b l e m s w i t h any 
p r e d i c t i o n o f t h e f u t u r e o f t h e C o l o m b i a n b a l a n c e o f 
p a y m e n t s . The economy d e p e n d s t o o h e a v i l y on a s i n g l e 
c o m m o d i t y w h i c h , a t t h e same t i m e , i s v e r y u n s t a b l e . Nobody 
was a b l e t o f o r e c a s t t h e c o f f e e b o n a n z a o f 1975-79, o r t h e 
new boom o f 1986. I t was n o t e v e n a c c e p t e d , a t t h e t i m e o f 
t h e b o n a n z a o f 1 9 7 5 - 7 9 , t h a t i t would n o t l a s t f o r e v e r ; some 
e c o n o m i s t s b e g a n t o c o n s i d e r ' s t r u c t u r a l ' w o r l d d e v e l o p m e n t s 
(wars i n A f r i c a and C e n t r a l A m e r i c a ) w h i c h c o u l d k e e p c o f f e e 
p r i c e s h i g h . Compounding t h e p r o b l e m s o f p r e d i c t i o n , t h e 
C o l o m b i a n f o r e i g n s e c t o r w i l l d e p e n d i n c r e a s i n g l y on o i l and 
c o a l e x p o r t s , two o t h e r v e r y u n s t a b l e c o m m o d i t i e s . 

However, t h e i m p o r t a n c e o f a d e q u a t e p r o j e c t i o n s i s o b v i o u s i n 
o u r p a p e r , and we s h o u l d make o u r b e s t e s t i m a t e s . I t i s 
r e l a t i v e l y c l e a r t h a t t h e C o l o m b i a n economy w i l l n o t ' s u f f e r ' 
f r o m a n o t h e r c o f f e e b o n a n z a as l a r g e as t h a t o f 1975-79. The 
new boom o f 1986 was v e r y m i l d - i n r e l a t i v e t e r m s - and we 
s h a l l s e e i n S e c t i o n 3.2 (on c o f f e e p o l i c y ) t h a t t h e c o f f e e 
b o n a n z a of 1975-79 was much l a r g e r t h a n any p r e v i o u s 
' b o n a n z a ' J u n g u i t o e t a l . (1977) p r o v i d e s u p p o r t f o r o u r 
s t a t e m e n t , and t h e y c o n c l u d e t h a t v e r y l a r g e booms o c c u r 
e v e r y 25 y e a r s . 

A c c o r d i n g t o W o r l d Bank p r e d i c t i o n s , r e a l c o f f e e p r i c e s i n 
1990 w i l l be s i m i l a r t o t h o s e i n 1983 - a bad y e a r - b e i n g 
r e l a t i v e l y c o n s t a n t i n t h e s e c o n d h a l f o f t h e 1980s (Thomas, 
1985; 3 4 ) . I n a d d i t i o n , o i l p r i c e s w i l l r e a c h U S S 1 8 / b a r r e l 
and w i l l r e m a i n c o n s t a n t u n t i l t h e e n d o f t h e d e c a d e . B a s e d 
on t h e s e a s s u m p t i o n s . T a b l e 1.4 p r e s e n t s some g u e s s e s a b o u t 
t h e f u t u r e o f t h e C o l o m b i a n b a l a n c e o f p a y m e n t s . The f i g u r e s 
shown r e p r e s e n t t h e a v e r a g e s o f two r e c e n t e s t i m a t e s made 
s e p a r a t e l y by FEDESARROLLO a n d t h e N a t i o n a l P l a n n i n g 
C o m m i t t e e (DNP)**. 



A t t h e most a g g r e g a t e d l e v e l t h e C o l o m b i a n economy w i l l 
p r e s e n t l a r g e and i n c r e a s i n g c u r r e n t a c c o u n t d e f i c i t s f o r t h e 
r e s t o f t h e d e c a d e , p a r t i c u l a r l y a f t e r 1988, as t h e t r a d e 
s u r p l u s e s w i l l n o t be enough t o pay f o r s e r v i c e s and 
t r a n s f e r s ( e x c e p t i n 1 9 8 6 ) . T h i s i t e m - s e r v i c e s and 
t r a n s f e r s - i n 1988 and 1989 w i l l be s i m i l a r i n s i z e t o t o t a l 
c o f f e e e x p o r t s . However, i t must a l s o be s a i d t h a t t h e 
r e l a t i v e - t o e x p o r t s o r GNP - s i z e o f t h e d e f i c i t i s n o t 
c o m p a r a b l e i n t h e f u t u r e w i t h t h e w o r s t y e a r s o f 1982 and 
1983. E v e n b e t t e r r e s u l t s w i l l be shown i n r e l a t i o n t o t h e 
d e b t b u r d e n . The r a t i o o f d e b t t o e x p o r t s has b e e n f a l l i n g 
s i n c e i t s peak i n 1985, and t h i s t r e n d w i l l c o n t i n u e d u r i n g 
t h e r e s t o f t h e d e c a d e (Ocampo, 1986: G r a p h 1 . 2 ) . 

On t h e e x p o r t s i d e i t i s r e l e v a n t t o n o t e t h e i m p o r t a n t 
d i v e r s i f i c a t i o n o f t h e economy f r o m c o f f e e t o two o t h e r 
c o m m o d i t i e s , o i l and c o a l ; t h e i r a c t u a l c o m b i n e d 
p a r t i c i p a t i o n i s 1 5 % , and w i l l jump t o 36% i n 1990. T h i s 
means b o t h g o o d and bad news. J u s t b e c a u s e a l a r g e r -
c o m p a r e d w i t h c o f f e e - p e r c e n t a g e o f t h e s e e x p o r t s w i l l go 
d i r e c t l y t o t h e s t a t e ; and s e c o n d , i t i s l i ) i e l y t h a t t h e 
c o m b i n e d p r i c e o f t h e t h r e e c o m m o d i t i e s w i l l f l u c t u a t e l e s s 
t h a n t h e p r i c e o f o n l y one o f them - c o f f e e . Bad b e c a u s e , t h e 
p r i c e o f c o a l i s t i e d t o t h e p r i c e o f o i l , and a l s o , b e c a u s e , 
b o t h a c t i v i t i e s a r e v e r y c a p i t a l - i n t e n s i v e and c r e a t e few 
j o b s . 



2. INTERNAL ADJUSTMENT. SAVINGS AND INVESTMENT 

New i n t e r n a t i o n a l l o a n s d i s a p p e a r e d a f t e r t h e M e x i c a n c r i s i s 
o f A u g u s t 1982*='. R o l l - o v e r s were a u t o m a t i c a l l y e x c l u d e d f o r 
most c o u n t r i e s , and t o t a l i n t e r e s t p a y m e n t s were h i g h e r t h a n 
e v e r b e f o r e : 4 1 % o f e x p o r t s f o r L a t i n A m e r i c a a s a w h o l e , and 
n e a r l y 50% f o r A r g e n t i n a , M e x i c o , B r a z i l and C h i l e * ' ' . A g r e a t 
e f f o r t was made on t h e e x t e r n a l f r o n t by most L a t i n A m e r i c a n 
c o u n t r i e s t o a d j u s t t h e i r e c o n o m i e s . D ebt c o n t i n u e d t o be 
s e r v i c e d , e n t a i l i n g a b u r d e n d o u b l e t h a t w h i c h Germany 
c o n s i d e r e d i n t o l e r a b l e a t t h e end o f t h e F i r s t W o r l d War 
( F i s h l o w , 1985: 1 5 9 ) . 

To pay t h e d e b t , e x p o r t s were i n c r e a s e d and i m p o r t s 
d e c r e a s e d , w h i c h meant t h a t l o w e r e x t e r n a l s a v i n g s were 
a v a i l a b l e f o r d o m e s t i c i n v e s t m e n t . I f a c o n s t a n t l e v e l o f 
i n v e s t m e n t was t o be s u s t a i n e d d o m e s t i c s a v i n g s h a d t o 
i n c r e a s e ; a l t e r n a t i v e l y , t h e l e v e l o f i n v e s t m e n t h a d t o be 
r e d u c e d a n d b o t h a l t e r n a t i v e s were c o s t l y i n t e r m s o f p r e s e n t 
and f u t u r e c o n s u m p t i o n . I n t h i s S e c t i o n we a n a l y s e t h e 
b e h a v i o u r o f s a v i n g s and i n v e s t m e n t i n C o l o m b i a i n t h e 
p e r i o d 1 9 7 0 - 8 5 . As b e f o r e , we end w i t h a c o m p a r i s o n w i t h 
o t h e r L a t i n A m e r i c a n c o u n t r i e s . 

2.1 S a v i n g s and I n v e s t m e n t . A n a l y s i s o f I d e n t i t i e s . 

T o t a l s a v i n g s - e x t e r n a l and i n t e r n a l - a r e i d e n t i c a l l y e q u a l 
t o t o t a l i n v e s t m e n t . F o r m a l l y : 

i = S f + S i 

w h e r e : 
i = Investment 
Sf= Foreign Savings 
S i = I n t e r n a l Savings ( p r i v a t e and p u b l i c ) 



F o r e i g n s a v i n g s a r e t h e d i f f e r e n c e b e t w e e n C o l o m b i a n i m p o r t s 
and e x p o r t s . We c o u l d i n c l u d e f a c t o r p a y m e n t s a b r o a d (R) w i t h 
t h e s u b s e q u e n t m o d i f i c a t i o n i n t h e d e f i n i t i o n o f t h e o t h e r 
v a r i a b l e s . 

F o r m a l l y , we c o u l d d e f i n e Sf=M-X - t r a d e a c c o u n t o f t h e 
b a l a n c e o f p a y m e n t s - i n w h i c h c a s e Si=GDP-C-G*'; 
a l t e r n a t i v e l y , i f Sf=M+R-X - c u r r e n t a c c o u n t , Si=GNP-C-6, 
w i t h GDP+R=GNP, b e i n g GNP l a r g e r t h a n GDP i n o u r c o u n t r i e s 
(R>0). I n what f o l l o w s we s h a l l d e f i n e Sd ( d o m e s t i c ) as t h e 
f i r s t a l t e r n a t i v e o f i n t e r n a l s a v i n g s ; and Sn ( n a t i o n a l ) as 
t h e s e c o n d (See BID, 1985 Chap. 2 ) . 

I n t u r n . S i c o u l d a l s o be d i v i d e d i n t o p r i v a t e and p u b l i c 
i n t e r n a l s a v i n g s , i n w h i c h c a s e : 

i=Sf+Sg+Sp 

Where: 
Sf= E x t e r n a l S a v i n g s , w i t h Sf=M-X ( f i r s t a l t e r n a t i v e ) 
Sg= P u b l i c S a v i n g s , w i t h Sg=T-G 
Sp= P r i v a t e S a v i n g s 
G, T: C u r r e n t g o v e r n m e n t e x p e n d i t u r e and T a x e s 

T hese a r e j u s t accounting i d e n t i t i e s a nd, as s u c h , t h e y s a y 
n o t h i n g a b o u t c a u s a l i t y . I t c o u l d be s a i d t h a t h i g h e r 
i n v e s t m e n t p r o d u c e s h i g h e r s a v i n g s ; o r t h a t t h e economy f i r s t 
n e e d s h i g h e r s a v i n g s i n o r d e r t o f i n a n c e a d d i t i o n a l 
i n v e s t m e n t . However, t h e s e c o n d a l t e r n a t i v e i s v a l i d o n l y 
when t h e economy i s a t f u l l employment*«^ n o t a v e r y 
p l a u s i b l e a s s u m p t i o n f o r L a t i n A m e r i c a n t o d a y . I t seems more 
r e l e v a n t t o assume t h a t i n v e s t m e n t g e n e r a t e s s a v i n g s t h r o u g h 
v a r i a t i o n s i n p r o d u c t i o n and t h r o u g h f o r c e d s a v i n g s * ' . 

2.2 C o l o m b i a 1970-85 

i ) S a v i n g s a n d i n v e s t m e n t a f t e r 1970 
I n t h i s s e c t i o n we r e v i e w s a v i n g s and i n v e s t m e n t b e h a v i o u r i n 
C o l o m b i a s i n c e 1970 i n o r d e r t o s e e w h i c h d e v e l o p m e n t s o f t h e 



1980s c o u l d r e a l l y be c o n s i d e r e d a r e a c t i o n t o t h e 
i n t e r n a t i o n a l c r i s i s . I t w i l l a l s o be u s e f u l as an 
i n t r o d u c t i o n t o t h e n e x t two s e c t i o n s on E c o n o m i c P o l i c y and 
G r o w t h . The m a i n c o n c l u s i o n s a r e d e r i v e d f r o m t h e f i g u r e s o f 
T a b l e 2.1 ( s e e a l s o G r a p h 2 . 1 ) * a . 

The l e v e l s o f s a v i n g s and i n v e s t m e n t a r e v e r y l o w i n C o l o m b i a 
c o m p a r e d w i t h o t h e r c o u n t r i e s * ' , b u t a l s o v e r y s t a b l e ^ " . 
However, t h e a g g r e g a t e s h i d e t h e c r u c i a l f a c t t h a t p r i v a t e 
and p u b l i c s e c t o r b e h a v e v e r y d i f f e r e n t l y : t h e p u b l i c s e c t o r 
s a v e s much l e s s t h a n i t i n v e s t s , and t h e o p p o s i t e i s t r u e of 
t h e p r i v a t e s e c t o r . The d i f f e r e n c e i s e v e n more c o n s p i c u o u s 
t o d a y , as p r i v a t e i n v e s t m e n t h a s b e e n f a l l i n g (and p u b l i c 
i n v e s t m e n t r i s i n g ) o v e r t i m e . To g i v e an i d e a of t h e l e v e l s , 
p u b l i c s a v i n g s were a l m o s t n i l i n 1983, and p u b l i c and 
p r i v a t e i n v e s t m e n t were s i m i l a r . 

The f i g u r e s j u s t m e n t i o n e d h a v e been u t i l i s e d t o c h a r a c t e r i s e 
t h e C o l o m b i a n economy as one i n w h i c h g o v e r n m e n t e x p a n s i o n 
h a s p r o d u c e d ' c r o w d i n g o u t ' and t h e p r i v a t e s e c t o r does n o t 
have enough r e s o u r c e s t o i n v e s t . T h i s c o u l d be t h e c a s e , b u t 
more r e s e a r c h n e e d s t o be done on t h e s u b j e c t b e f o r e we 
a r r i v e a t d e f i n i t e c o n c l u s i o n s . 

P u b l i c s e c t o r i n v e s t m e n t c a n c a u s e c r o w d i n g o u t i f i t 
u t i l i s e s s c a r c e p h y s i c a l and f i n a n c i a l r e s o u r c e s t h a t w o u l d 
o t h e r w i s e be a v a i l a b l e t o t h e p r i v a t e s e c t o r , o r i f i t 
p r o d u c e s m a r k e t a b l e o u t p u t t h a t c o m p e t e s w i t h p r i v a t e o u t p u t . 
A l s o , t h e f i n a n c i n g o f p u b l i c s e c t o r i n v e s t m e n t - t a x e s , d e b t 
o r i n f l a t i o n - w i l l l o w e r t h e r e s o u r c e s a v a i l a b l e t o t h e 
p r i v a t e s e c t o r . B u t i n o r d e r t o p r o v e t h e e x i s t e n c e o f 
c r o w d i n g o u t i t has t o be shown, a l s o , t h a t t h e p r i v a t e 
s e c t o r w i l l i n v e s t more i f a d d i t i o n a l r e s o u r c e s a r e 
a v a i l a b l e . 

A c c o r d i n g t o t h e p r e v i o u s d i s c u s s i o n , t h e r e a r e some 
c h a r a c t e r i s t i c s o f t h e C o l o m b i a n economy w h i c h c o u l d i n d i c a t e 
t h a t c r o w d i n g o u t i s n o t i m p o r t a n t : most p u b l i c i n v e s t m e n t i n 
C o l o m b i a i s r e l a t e d t o i n f r a s t r u c t u r e and ' p u b l i c ' g o o d s ; t h e 



economy i s n e v e r w o r k i n g a t f u l l c a p a c i t y ; and t h e p r i v a t e 
s e c t o r d o e s n o t seem t o r e a c t v e r y d y n a m i c a l l y t o t h e 
a v a i l a b i l i t y o f a d d i t i o n a l r e s o u r c e s o r t o l o w e r i n t e r e s t 
r a t e s . I n a d d i t i o n , f i r m s have n o t c o n s i d e r e d c r e d i t 
a v a i l a b i l i t y t o be b i n d i n g , a t l e a s t s i n c e 1 9 7 9 3 ' . F i n a l l y , 
a t a more t h e o r e t i c a l l e v e l , i n an open economy w i t h 
' f l e x i b l e ' e x c h a n g e r a t e s l i k e C o l o m b i a , g o v e r n m e n t e x p a n s i o n 
a l s o c r o w d s o u t t h e e x t e r n a l s e c t o r - l o w e r s i n t e r n a t i o n a l 
r e s e r v e s - and n o t j u s t p r i v a t e i n v e s t m e n t . 

B e f o r e l e a v i n g t h e t o p i c we s h o u l d a l s o n o t e t h a t a l a r g e 
p r o p o r t i o n o f t h e p u b l i c i n v e s t m e n t c o n s i d e r e d c o r r e s p o n d e d 
t o a p a c k a g e , m a i n l y r e l a t e d t o e l e c t r i c p o w e r , i n d u s t r y and 
m i n i n g , w h i c h was c a r e f u l l y p r e p a r e d f o r t h e C o n s u l t i n g G roup 
m e e t i n g i n P a r i s i n O c t o b e r 1983. I t seems t o d a y t h a t 
e x p a n s i o n p r o j e c t s i n t h e e l e c t r i c i t y s e c t o r were more t h a n 
t h e c o u n t r y r e a l l y n e e d e d , b u t t h i s o n l y means t h a t some 
p r o j e c t s c o n c e r n i n g what t h e c o u n t r y w i l l n e e d i n t h e f u t u r e 
were u n d e r t a k e n i n a d v a n c e . 

U n t i l we g e t more c o m p l e t e s t u d i e s , t h e n , we c o u l d s a y , t h a t 
t h e p u b l i c s e c t o r has p l a y e d an i m p o r t a n t s t a b i l i s a t i o n r o l e , 
c o m p l e m e n t i n g p r i v a t e i n v e s t m e n t . I t i s a l s o c l e a r t h a t i t 
has p l a y e d a c o m p e n s a t o r y r o l e i n r e l a t i o n t o e x t e r n a l 
s a v i n g s , m a k i n g t o t a l s a v i n g s much more s t a b l e . P u b l i c 
s a v i n g s i n c r e a s e d i n t h o s e p e r i o d s when e x t e r n a l s a v i n g s were 
d e c r e a s i n g ( 1 9 7 4 - 7 7 ) ; s t a y e d a t h i g h l e v e l s when e x t e r n a l 
s a v i n g s w e r e l o w ( 1 9 7 5 - 8 0 ) ; and d e c r e a s e d a g a i n i n t h e f i n a l 
p e r i o d a n a l y s e d , c o m p e n s a t i n g f o r t h e i m p o r t a n t i n c r e a s e i n 
e x t e r n a l s a v i n g s ^ * . 

i i ) . M o n e t a r y e f f e c t s o f s a v i n g s and i n v e s t m e n t 

F l u c t u a t i o n s i n h i g h p o w e r e d money can be c l o s e l y a s s o c i a t e d 
w i t h t h e e v o l u t i o n o f i n t e r n a l and e x t e r n a l s a v i n g s and 
i n v e s t m e n t . F o r m a l l y , f r o m t h e b a l a n c e s h e e t s o f t h e C e n t r a l 
Bank, t h e p u b l i c s e c t o r , and t h e f o r e i g n s e c t o r : 



dH= [ ( G - T ) - C p g ] + [CA+Cfp] + [Ccp] (4) 
(1) (2) (3) 

w h e r e : 

dH = C h a n g e s ( a b s o l u t e ) i n H i g h Power Money ( M o n e t a r y B a s e ) . 
Ccp = C r e d i t f r o m t h e C e n t r a l Banlt t o t h e p r i v a t e s e c t o r 
C f p = C r e d i t f r o m ' f o r e i g n e r s ' t o t h e p r i v a t e s e c t o r 
Cpg = C r e d i t f r o m t h e p r i v a t e s e c t o r t o t h e g o v e r n m e n t 
G: G o v e r n m e n t e x p e n d i t u r e s ( t o t a l , i n c l u d e s p u b l i c 
i n v e s t m e n t ) and t r a n s f e r s 
T: T a x e s 
CA: C u r r e n t a c c o u n t o f t h e b a l a n c e o f p a y m ents*^ 

E q u a t i o n (4) s i m p l y s a y s t h a t a b s o l u t e v a r i a t i o n s i n H i g h 
P o w e r e d Money c a n be due t o : a. f i s c a l d e f i c i t ? n o t f i n a n c e d 
by t h e p r i v a t e s e c t o r * " ; b) c h a n g e s i n f o r e i g n r e s e r v e s ; c) 
c r e d i t f r o m t h e C e n t r a l Banlc t o t h e p r i v a t e s e c t o r . We s h a l l 
c a l l t h e f i r s t two c o m p o n e n t s t h e a d j u s t e d f i s c a l d e f i c i t and 
t h e a d j u s t e d b a l a n c e o f p a y m e n t s . 

E q u a t i o n (4) shows t h e c l o s e a s s o c i a t i o n b e t w e e n t h e e x t e r n a l 
s e c t o r , t h e p u b l i c s e c t o r , and t h e m o n e t a r y v a r i a b l e s , and 
why t h e c o n t r o l o v e r money s u p p l y (H) i s s o weali i n L a t i n 
A m e r i c a n c o u n t r i e s : t h e d e f i c i t moves w i t h t h e c y c l e - as i n 
t h e i n d u s t r i a l c o u n t r i e s - and Cpg i s a l m o s t n i l ( w i t h 
u n d e r d e v e l o p e d c a p i t a l m a r k e t s m o n e t a r y p o l i c i e s a r e n o t 
i n d e p e n d e n t o f f i s c a l p o l i c i e s ) ^ ' ; f i n a l l y , t h e e x t e r n a l 
s e c t o r i s v e r y v o l a t i l e b e c a u s e o f t h e i m p o r t a n c e o f 
c o m m o d i t i e s . 

I n t h i s s e c t i o n we r e v i e w t h e e v o l u t i o n o f t h e m o n e t a r y b a s e 
- and i t s s o u r c e s - i n C o l o m b i a s i n c e 1975. The c o n t r o l of 
t h i s v a r i a b l e was t h e m a i n o b j e c t i v e o f most g o v e r n m e n t s o f 
t h e p e r i o d , b u t m a i n l y o f t h e L 6 p e z A d m i n i s t r a t i o n . Such a 
r e v i e w w i l l a s s i s t us i n u n d e r s t a n d i n g t h e c o u n t r y ' s e c o n o m i c 
p o l i c y w h i c h i s t h e t o p i c o f S e c t i o n 3. The m a i n f i g u r e s a r e 



shown i n Table 2.2 (see a l s o Graph 2.2) a c c o r d i n g to equation 
4 above. 

The average change i n the monetary base between 1971 and 1974 
was CS3.5 b i l l i o n / y e a r , l e s s than one-tenth of the c u r r e n t 
account surplus i n 1977 and 1978^'. In other words, the 
m o n e t i s a t i o n of the c u r r e n t account s u r p l u s would have 
i n c r e a s e d the monetary base by ten times the average f o r the 
previous p e r i o d . And i n f l a t i o n r a t e s d u r i n g the Pastrana 
government were considered unacceptable by L6pez (see S e c t i o n 
3, p a r t 3.1). 

The p u b l i c s e c t o r c o n t r i b u t e d more than any other f a c t o r to 
" s t e r i l i s i n g ' the i n c r e a s e s i n the monetary base d u r i n g 
1975-78, mainly i n 1976 and 1978: f o r e i g n s e c t o r taxes 
i n c r e a s e d " a u t o m a t i c a l l y " , more than compensating f o r the 
r e d u c t i o n i n u n i t a r y c o f f e e taxes d u r i n g the p e r i o d , but the 
e f f e c t of the tax reform of 1974 was a l s o i m p o r t a n t " . On the 
expenditure s i d e , c a u t i o u s expenditure p o l i c i e s allowed the 
budget to p l a y a c o u n t e r c y c l i c a l r o l e . Colombia presents an 
important c o n t r a s t to other c o f f e e c o u n t r i e s i n the p e r i o d ^ s , 
i n d i c a t i n g once more th a t domestic p o l i c i e s were important i n 
d e c i d i n g the f i n a l outcome. The c o n t r a c t i o n a r y impact of the 
f i s c a l d e f i c i t of 1976 (-129%) was comparable to the 
expansionary e f f e c t of the c u r r e n t account s u r p l u s (+181%); 
i n 1978 the government s u r p l u s ' s t e r i l i s e d " 40% of the 
i n c r e a s e i n the monetary base. T h i s i s remarkable when we 
c o n s i d e r that i n most years of the 1970s and 1980s the 
government was running a d e f i c i t . 

P r i v a t e s e c t o r loans to the government (Cpg) were never 
important and c a r r i e d the "wrong" s i g n d u r i n g the bonanza. 
Instead of g e t t i n g money from the p r i v a t e s e c t o r to c o n t r a c t 
the money supply f u r t h e r , the government "gave money" to the 
p r i v a t e s e c t o r - net repayments of c r e d i t s obtained i n the 
p a s t . In 1976, f o r example, the f i s c a l d e f i c i t c o n t r a c t e d the 
monetary base by 129%, but the a d j u s t e d f i s c a l d e f i c i t o n l y 
by 123%. 



The p r e s s u r e s f r o m t h e e x t e r n a l s e c t o r w ere v e r y u n s t a b l e , 
w i t h p o s i t i v e peak; y e a r s i n 1976 (+181%) and 1978 (+ 2 9 8 % ) , 
F o r e i g n c r e d i t t p t h e p r i v a t e s e c t o r ( C f p ) p l a y e d a 
c o n t r a c t i o n a r y r o l e t h r o u g h o u t t h e b o n a n z a , and t h i s 
c o n t r a s t e d m a r k e d l y w i t h t h e b e h a v i o u r o f t h e same v a r i a b l e 
f o r t h e T u r b a y A d m i n i s t r a t i o n when c o n t r o l s w ere v e r y much 
r e l a x e d . I t was n o t i m p o r t a n t i n 1983, b u t i t s e v o l u t i o n 
h e l p e d t o e a s e t h e s i t u a t i o n i n 1984. 

C e n t r a l Bank c r e d i t t o t h e p r i v a t e s e c t o r (Ccp) was 
e x p a n s i o n a r y d u r i n g t h e c o f f e e b o n a n z a a n d , i n t h i s s e n s e , i t 
shows t h e same p a t t e r n as d u r i n g t h e P a s t r a n a A d m i n i s t r a t i o n . 
B e h a v i o u r c h a n g e d o n l y w i t h P r e s i d e n t T u r b a y , when m o n e t a r y 
p o l i c y p l a y e d a r e s t r i c t i v e r o l e ; i t was a g a i n e x p a n s i o n a r y 
u n d e r B e t a n c u r , a t l e a s t u n t i l 1984. 

A l l t h e e f f e c t s d e s c r i b e d a b o v e , when c o m b i n e d , p r o d u c e d t h e 
c h a n g e s i n t h e m o n e t a r y b a s e i n d i c a t e d i n T a b l e 2.2. The 
p o l i c i e s and c i r c u m s t a n c e s d e s c r i b e d detei;-mined t h e d e s i r e d 
r e s u l t s on t h e m o n e t a r y f r o n t . G i v e n t h e s i z e o f t h e e x t e r n a l 
s h o c k s , i t i s r e m a r k a b l e t h a t d u r i n g t h e c o f f e e b o n a n z a t h e 
m o n e t a r y b a s e i n c r e a s e d by o n l y 37% i n c o m p a r i s o n w i t h more 
t h a n 20% u n d e r P a s t r a n a . 

2.3 The R e a l A d j u s t m e n t o f 1980-84 i n L a t i n A m e r i c a 

U s u a l l y i n t h e p a s t L a t i n A m e r i c a n c o u n t r i e s u t i l i s e d f o r e i g n 
r e s o u r c e s - f o r e i g n s a v i n g s - t o i n v e s t d o m e s t i c a l l y . I m p o r t s 
o f goods and s e r v i c e s were h i g h e r t h a n e x p o r t s , and t h e 
d i f f e r e n c e was f i n a n c e d by l o n g - t e r m f o r e i g n l o a n s . B u t t h e 
s i t u a t i o n became much more d i f f i c u l t when new f o r e i g n l o a n s 
v a n i s h e d a f t e r 1982. E x p o r t s ( i m p o r t s ) had t o i n c r e a s e 
( d e c r e a s e ) , i n o r d e r t o s e r v i c e t h e d e b t . I n t e r n a l s a v i n g s 
o u g h t t o have b e e n h i g h e r i f t h e l e v e l o f i n v e s t m e n t was t o 
be s u s t a i n e d , b u t t h e o p p o s i t e h a p p e n e d . E c o n o m i c r e c e s s i o n 
p r o d u c e d s t i l l l o w e r l e v e l s o f i n t e r n a l s a v i n g s t h a n i n t h e 
p a s t , and a g r e a t d e a l o f t h e a d j u s t m e n t came t h r o u g h huge 
r e d u c t i o n s i n i n v e s t m e n t . The more r e l e v a n t f i g u r e s r e l a t e d 



t o t h e a d j u s t m e n t p r o c e s s b e t w e e n 1980 and 1984 a r e 
s u m m a r i s e d i n T a b l e 2.3, f o r 7 L a t i n A m e r i c a n n a t i o n s . 

On t h e e x t e r n a l f r o n t , as we saw i n S e c t i o n 1, L a t i n A m e r i c a n 
e x t e r n a l s a v i n g s became n e g a t i v e i n 1983 and 1984, a t t e r 
b e i n g p o s i t i v e most o f t h e t i m e i n t h e p a s t ; t h i s was m a i n l y 
due t o v e r y h i g h i n t e r e s t p a y m e n t s a b r o a d ( 2 . 2 % o f GHP i n 
1980; 6.6% i n 1 9 8 4 ) , b u t a l s o t o t h e i m p o r t a n t ' a d j u s f n e n r ' 
m t h e f o r e i g n s e c t o r a f t e r 1982. E x p o r t s were i n c r e a s e d and 
i m p o r t s r e d u c e d . 

C o l o m b i a was one o f t h e few c o u n t r i e s w h i c h y e a r a f t e r y e a r 
c o u l d i m p o r t more t h a n i t e x p o r t e d ; a l s o , i n t e r e s t p a yments 
a b r o a d were v e r y l o w i n r e l a t i v e t e r m s ^ ' . The f i r s t 
c h a r a c t e r i s t i c meant h i g h e r f o r e i g n s a v i n g s , b u t t h e s e c o n d 
p r o d u c e d t h e o p p o s i t e e f f e c t . The n e t r e s u l t was t h a t 
e x t e r n a l f o r e i g n s a v i n g s were n o t l a r g e r i n C o l o m b i a t h a n i n 
t h e ' t y p i c a l ' o i l - i m p o r t i n g c o u n t r y , b u t much l a r g e r t h a n i n 
t h e o i l - e x p o r t i n g c o u n t r i e s ' " ° . 

On t h e d o m e s t i c f r o n t , L a t i n A m e r i c a n d o m e s t i c i n v e s r m e n c 
f e l l b e c a u s e b o t h e x t e r n a l a n d n a t i o n a l s a v i n g s d e c l i n e d . 
The f a l l i n C o l o m b i a ' s n a t i o n a l s a v i n g s was n o t as d r a m a t i c 
as i n t h e o t h e r n a t i o n s ' " . 

C o l o m b i a was t h e o n l y c o u n t r y among t h e s e v e n s t u d i e d where 
t o t a l i n v e s t m e n t d i d n o t f a l l b e t w e e n 1980 and 1984, m a i n l y 
b e c a u s e o f t h e c o m p e n s a t o r y r o l e o f p u b l i c i n v e s t m e n t " * . A 
s i m i l a r r o l e d i d n o t talce p l a c e i n t h e o t h e r c o u n t r i e s 
a n a l y s e d , a t l e a s t n o t t o t h e e x t e n t r e q u i r e d t o c o m p e n s a t e 
f o r t h e d r a s t i c d e t e r i o r a t i o n i n p r i v a t e i n v e s t m e n t i n a l l 
t h e c o u n t r i e s o f t h e s a m p l e - m a i n l y i n A r g e n t i n a , a n d 
V e n e z u e l a . 

E v e n more i m p r e s s i v e , t h e s i z e o f C o l o m b i a ' s p u b l i c d e f i c i t 
was n o t l a r g e , a t l e a s t when compared w i t h t h e o i l - i m p o r t i n g 
c o u n t r i e s . I t r e p r e s e n t e d 2.0% o f GNP i n t h e w o r s t y e a r s 
(1983 and 1 9 8 4 ) , as c o m p a r e d w i t h 4.5% and 3.9% i n t h e o i l -
i m p o r t i n g c o u n t r i e s " ^ . A l t o g e t h e r , i t seems t h a t t h e 



government played a very important r o l e i n the economy: 
d e f i c i t s were not as e x p l o s i v e as many people thought, and 
government t o t a l expenditures i n c l u d e d a l a r g e p r o p o r t i o n of 
investment. U n f o r t u n a t e l y , we do not have comparable f i g u r e s 
f o r 1985 and 1986 when, i t seems, p u b l i c investment decreased 
markedly, and the p u b l i c s e c t o r d i d not continue to show the 
h e a l t h y c h a r a c t e r i s t i c s j u s t d e s c r i b e d (Coyuntura Economica, 
October, 1986). 



3. ECONOMIC POLICY 

Some a u t h o r s l i k e Ocampo c o r r e c t l y s t r e s s t h a t C o l o m b i a n 
p o l i c y m a k e r s do n o t f o l l o w l o n g - t e r m p o l i c i e s , b e i n g 
d i s t i n g u i s h e d s i m p l y by t h e i r p r u d e n t (and c o n s e r v a t i v e ) 
management o f t h e economy ( T h o r p and W h i t e h e a d , 1 9 8 6 ) . T h i s 
i s one o f t h e r e a s o n s why C o l o m b i a n p o l i c i e s d u r i n g t h e 1970s 
and 1980s a p p e a r so ' w i s e ' t o d a y , and i n a v e r y u n s t a b l e 
i n t e r n a t i o n a l s c e n a r i o p r u d e n t p o l i c i e s u s u a l l y p a y . 

I n t h i s s e c t i o n we want t o e x p l o r e a c o m p l e m e n t a r y t h e s i s . 
However, l o n g - t e r m o b j e c t i v e s were s o m e t i m e s p r e s e n t , as 
r e v e a l e d i n t h e f o u r - y e a r E c o n o m i c P l a n s , b u t t h e s e v e r e 
i n s t a b i l i t y o f t h e f o r e i g n s e c t o r f o r c e d g o v e r n m e n t s t o 
s a c r i f i c e them i n o r d e r t o a c h i e v e s h o r t - t e r m t a r g e t s . T h i s 
was e v e n more c l e a r when t h e s h o c k s were l a r g e , i n t h e L 6 p e z 
and B e t a n c u r A d m i n i s t r a t i o n s . U n d e r L o p e z t h e economy was 
' b l e s s e d ' w i t h l a r g e amounts o f f o r e i g n e x c h a n g e , w h i c h 
d i s a p p e a r e d u n d e r B e t a n c u r e s p e c i a l l y a f t e r 1983. I n t h e 
f i r s t p e r i o d a l l e c o n o m i c i n s t r u m e n t s were a i m e d a t t h e 
s i n g l e o b j e c t i v e o f c o n t r o l l i n g ' i m p o r t e d ' i n f l a t i o n . U n d e r 
B e t a n c u r a l l a v a i l a b l e i n s t r u m e n t s were d e v o t e d t o 
c o n t r o l l i n g t h e bank c r i s i s ( f i r s t ) , and t h e f a l l i n 
i n t e r n a t i o n a l r e s e r v e s ( t h e r e a f t e r ) . 

3 .1 Long-Term E c o n o m i c Po l i c y ' * ' ' 

S i n c e 1972 t h e r e h a v e b e e n f o u r p r e s i d e n t s i n power and we 
s h a l l r e v i e w t h e e c o n o m i c s i t u a t i o n and o b j e c t i v e s f o r e a c h 
o f them. D u r i n g t h e g o v e r n m e n t o f M i s a e l P a s t r a n a (1970-74) 
i n f l a t i o n e s c a l a t e d t o 2 5 % o r more, and t h e a v a i l a b i l i t y o f 
f o r e i g n e x c h a n g e and t h e f i s c a l d e f i c i t s became n o t o n l y 
s u f f i c i e n t b u t i n d e e d so h i g h t h a t t h e y were c o m p l i c a t i n g 
f a c t o r s i n t h e c o n t r o l o f i n f l a t i o n . A t l e a s t up t o 1974 t h e 
g o v e r n m e n t a s s i g n e d h i g h p r i o r i t y t o e c o n o m i c g r o w t h and much 
l e s s t o s t a b i l i s a t i o n . L o n g - t e r m p o l i c y f o c u s e d on u r b a n 
b u i l d i n g a s t h e m a i n s o u r c e o f g r o w t h and employment 
c r e a t i o n ' ' = , and i n o r d e r t o o b t a i n t h e r e s o u r c e s n e e d e d t o 



f i n a n c e s u c h a c t i v i t y i m p o r t a n t f i n a n c i a l i n n o v a t i o n s were 
i n t r o d u c e d . The UPAC ( ' c o n s t a n t p u r c h a s i n g power f i n a n c i a l 
p a p e r ' ) was c r e a t e d , and i t was t h e p i o n e e r o f p a p e r s w i t h 
p o s i t i v e i n t e r e s t r a t e s " * ; t h e s e c h a n g e s became e f f e c t i v e 
o n l y i n 1972. M i n o r e x p o r t s were a l s o i m p o r t a n t . 

P r e s i d e n t L o p e z i n h e r i t e d a b o o m i n g economy w i t h h i g h 
i n t e r n a t i o n a l r e s e r v e s and i n f l a t i o n r a t e s w h i c h were n o t a b l e 
by C o l o m b i a n h i s t o r i c a l s t a n d a r d s . The m a i n g o a l s were t h e 
c o n t r o l o f i n f l a t i o n , and i m p r o v e m e n t i n t h e h i g h l y u n e q u a l 
d i s t r i b u t i o n o f i n c o m e , f o r w h i c h I n t e g r a t e d R u r a l 
D e v e l o p m e n t P l a n s a n d F o o d N u t r i t i o n Programmes ( s u p p o r t e d by 
t h e W o r l d Ban)<) were a d o p t e d . An i m p o r t a n t t a x r e f o r m was 
p r o p o s e d and u n d e r t a l t e n . The g o v e r n m e n t t r i e d h a r d t o 
l i b e r a l i s e t h e d o m e s t i c c a p i t a l m a r l t e t , and most f i n a n c i a l 
a s s e t s w ere ' f r e e d ' , now f o r p h i l o s o p h i c a l r e a s o n s ' " . L o p e z 
h a r s h l y c r i t i c i s e d t h e f o r m e r A d m i n i s t r a t i o n f o r what he 
c o n s i d e r e d i n c o m p e t e n t management o f t h e economy, m a i n l y i n 
t h e a r e a o f p r i c e s and i n f l a t i o n . A c c o r d i n g t o h i s d i a g n o s i s , 
p r i c e i n c r e a s e s h i t h a r d e s t t h e m i d d l e and p o o r g r o u p s o f t h e 
p o p u l a t i o n and o u g h t t o be s t o p p e d i m m e d i a t e l y . Mobody a t 
t h a t t i m e c o u l d i m a g i n e t h a t a f t e r 1975 t h e C o l o m b i a n economy 
w o u l d ' b e n e f i t ' f r o m t h e m i x e d b l e s s i n g s o f t h e l a r g e s t 
c o f f e e e x p o r t s e v e r r e c o r d e d w h i c h , i n t u r n , c a u s e d t h e 
h i g h e s t i n f l a t i o n r a t e s s u f f e r e d by any C o l o m b i a n g o v e r n m e n t 
t h i s c e n t u r y ' . 

The T u r b a y G o v e r n m e n t (1978-82) p r e s e n t e d t h e N a t i o n a l 
I n t e g r a t i o n P l a n whose m a i n e m p h a s i s was on p u b l i c 
i n f r a s t r u c t u r e : b e t t e r r o a d s b e t w e e n t h e t h r e e m a i n c i t i e s -
B o g o t a , M e d e l l i n and C a l i " ' . T h e i r c o n s t r u c t i o n was s t a r t e d 
a t t h e e n d o f 1979. The P l a n a l s o a i m e d t o i n c r e a s e t h e 
d e g r e e o f r e g i o n a l autonomy and p o l i t i c a l d e c e n t r a l i s a t i o n , 
i n o r d e r t o d e v e l o p t h e e n e r g y and m i n i n g s e c t o r s , and t o 
r e d u c e i n e f f i c i e n c i e s i n g o v e r n m e n t e x p e n d i t u r e s . A t l e a s t 
d u r i n g t h e f i r s t two y e a r s a d d i t i o n a l f o r e i g n r e s e r v e s were 
n o t h i g h l y r e g a r d e d , and t h e me m o r i e s o f t h e b o n a n z a 
r e m a i n e d . However, o v e r t i m e , many p e o p l e i n t h e g o v e r n m e n t 



began t o a r g u e i n f a v o u r o f g r o w t h and g o v e r n m e n t 
e x p e n d i t u r e , e v e n a t t h e c o s t o f h i g h e r i n f l a t i o n . 

B e f o r e m o v i n g t o t h e l a s t A d m i n i s t r a t i o n i n o u r p e r i o d , and 
as a summary o f what we h a v e j u s t w r i t t e n i n t h i s s e c t i o n we 
s h o u l d n o t e t h a t some p e o p l e c o n s i d e r e d t h a t t h e T u r b a y P l a n 
n i c e l y r o u n d e d o f f t h e s e t o f p r i o r i t i e s p r e s e n t e d by t h e 
d i f f e r e n t g o v e r n m e n t s . The sum o f d i f f e r e n t u n b a l a n c e d P l a n s 
c o u l d , a f t e r a l l , amount t o a l o n g - t e r m b a l a n c e d g r o w t h 
s t r a t e g y . Maybe t h i s g o e s t o o f a r b u t , i f t h e t h e s i s were 
c o r r e c t , we m i g h t e v e n a r g u e t h a t t h e s e p a r a t e s u b - p l a n s 
c o u l d a c h i e v e , and e v e n more e f f e c t i v e l y , t h e same g o a l s as a 
l o n g - t e r m p l a n b y c o n c e n t r a t i n g a t t e n t i o n on a l i m i t e d number 
o f g o a l s a t any one t i m e and on t h e n e e d s w h i c h seemed most 
p r o m i s i n g t h e n . A c r e a t i v e d i s e q u i l i b r i u m , t h e outcome o f 
H i r s c h m a n - t y p e b o t t l e n e c k s , i f n o t a s t r a t e g y ? . 

I n h i s f o u r - y e a r P l a n 'Cambio c o n E q u i d a d ' (Change and S o c i a l 
J u s t i c e ) P r e s i d e n t B e t a n c u r (1982-86) e m p h a s i s e d t h e 
c o n s t r u c t i o n o f u r b a n h o u s i n g . D i s t r i b u t i v e i s s u e s were now 
more i m p o r t a n t t h a n u n d e r P a s t r a n a - t h e o n l y o t h e r 
c o n s e r v a t i v e p r e s i d e n t i n t h e p e r i o d - and h o u s i n g f o r l o w -
i n come p e o p l e was e s p e c i a l l y s u p p o r t e d ' " . E x p o r t p u b l i c 
s e c t o r c o n s t r u c t i o n had t o i n c r e a s e e v e n more t h a n o r i g i n a l l y 
p l a n n e d , i n o r d e r t o c o m p e n s a t e f o r t h e l a c k o f dynamism o f 
t h e p r i v a t e s e c t o r , w i t h i m p o r t a n t c o n s e q u e n c e s f o r t h e s i z e 
o f t h e f i s c a l d e f i c i t . B u t g o v e r n m e n t e x p e n d i t u r e s were a l s o 
i m p o r t a n t f o r t h e 'Peace S t r a t e g y ' a d o p t e d by t h e g o v e r n m e n t , 
as any e c o n o m i c s t r a t e g y s i m u l t a n e o u s w i t h s u c c e s s f u l p e a c e 
e f f o r t s h a d t o c o n t e m p l a t e m a s s i v e e x p e n d i t u r e s i n g u e r r i l l a 
z o n e s . The r a p i d d e c l i n e i n i n t e r n a t i o n a l r e s e r v e s o f 1982 
and 1983 was a l w a y s a t h r e a t t o s u c h p u r p o s e s , u n d e r t h e 
a r g u m e n t ( s t i l l h e a t e d l y d e b a t e d ) t h a t h i g h e r f i s c a l d e f i c i t s 
( ' p r i n t i n g more money') w i l l r e d u c e i n t e r n a t i o n a l r e s e r v e s . 

The i n i t i a l a c t i o n s o f t h e a d m i n i s t r a t i o n c o n c e n t r a t e d on t h e 
' r e s c u e ' o f t h e f i n a n c i a l s e c t o r o f t h e economy, and an 
' e conomic e m e r g e n c y ' was d e c r e e d i n O c t o b e r 1982. The 
government and t h e C e n t r a l Bank b e h a v e d as ' l e n d e r s o f l a s t 



r e s o r t ' , and many banks and f i n a n c i a l i n s t i t u t i o n s 
i n c l u d m a the l a r g e s t f i n a n c i a l conglorrerate i n ths country, 
the G r u p o G r a n C o l o m b i a n o - were n a t i o n a l i s e d or subjected to 
g o v e r n m e n t i n t e r v e n t i o n . Schemes t o r e f i n a n c e p r i v a t e f o r e i g n 
d e b t s and l a r g e ' n o n - r e c o v e r a b l e ' d o m e s t i c l o a n s were a l s o 
i m p l e m e n t e d (Ocampo and L o r a , 1986: 2 0 - 2 1 ) . 

3.2 C o f f e e P o l i c y 

L a r g e o s c i l l a t i o n s i n c o f f e e p r o d u c t i o n and e x p o r t s 
i n e v i t a b l y p r o d u c e s e r i o u s i n c o n v e n i e n t e f f e c t s i n t h e 
economy. The few m a c r o e c o n o m i c i n s t r u m e n t s a v a i l a b l e -
t r a d i t i o n a l l y c o n s i d e r e d r e l a t i v e l y weak and i n e f f e c t i v e i n 
l e s s d e v e l o p e d c o u n t r i e s - w i l l be f u l l y u t i l i s e d t o f i g h t 
t h e s h o r t - r u n u n d e s i r a b l e e f f e c t s . B u t t h a t i s n o t a l l . 
R e l a t i v e p r i c e s ( m a i n l y t r a d e a b l e s v s n o n - t r a d e a b l e s ) w i l l 
a l s o move p r o d u c i n g l o n g - r u n e f f e c t s on t h e economy w h i c h 
s h o u l d n o t be a l l o w e d t o o p e r a t e u n d e r o p t i m a l p o l i c i e s : i f 
t h e r i s e ( f a l l ) i n c o f f e e p r i c e s i s t r a n s i t o r y - and 
e v e r y b o d y a g r e e s t h a t i s - f i r s t - b e s t p o l i c i e s s h o u l d aim a t 
a v o i d i n g l a r g e f l u c t u a t i o n s i n r e l a t i v e p r i c e s . I n what 
f o l l o w s we s h a l l be r e f e r r i n g m a i n l y t o t h e p e r i o d 1975-79, 
b u t we s h a l l a l s o h i g h l i g h t t h e e v o l u t i o n o f c o f f e e p o l i c i e s 
a f t e r 1979. 

R e l a t i v e p r i c e s w e r e f a r f r o m c o n s t a n t , and f o l l o w e d - w i t h 
some l a g s - t h e o s c i l l a t i o n s i n i n t e r n a t i o n a l p r i c e s . The 
huge i n c r e a s e i n t h e i n t e r n a t i o n a l c o f f e e p r i c e a f t e r 1975, 
p r o d u c e d by t h e s e v e r e B r a z i l i a n f r o s t o f J u l y , 1975=', 
c o m b i n e d w i t h i n a p p r o p r i a t e management, p r o d u c e d a 
t r a n s f o r m a t i o n i n t h e C o l o m b i a n economy w h i c h c o u l d o n l y be 
c o m p a r e d t o t h a t a t t h e b e g i n n i n g o f t h e c e n t u r y . C o f f e e 
p r o d u c t i o n h a d b e e n s t a b l e i n t h e 1950s and 1960s 
(7,000-8,000 b a g s a y e a r ) b u t i n c r e a s e d t o 12,300 bags i n 
1978 and 13,037 b a g s i n 1980. 

The t r a n s f o r m a t i o n o r i g i n a t e d m a i n l y f r o m i m p r o v e m e n t s i n 
p r o d u c t i v i t y - t h e r e was no n e t i n c r e a s e i n t o t a l l a n d u n d e r 
c u l t i v a t i o n d u r i n g t h e p e r i o d - w i t h t h e a d o p t i o n o f a h i g h l y 



commercially a v a i l a b l e i n Colombia around 1975'*. The country 
changed profoundly between 1975 and 1979, but there were no 
changes i n p r o d u c t i o n a f t e r 1980. The e v o l u t i o n of c o f f e e 
exports c o u l d be d i v i d e d a c c o r d i n g l y i n t o two p e r i o d s . The 
f i r s t (1975-79) with dramatic i n c r e a s e s i n i n t e r n a t i o n a l 
p r i c e s , p r o d u c t i o n and r e a l exports (volume); and the second 
(1979-85) when c o f f e e exports moved with i n t e r n a t i o n a l p r i c e s 
- p r o d u c t i o n and r e a l exports remaining r e l a t i v e l y constant.' 

The volume of c o f f e e exports almost doubled between 1969 and 
1978, and p r o d u c t i o n i n c r e a s e d even more d r a m a t i c a l l y with a 
very l a r g e accumulation of s t o c k s . In 1983 Colombia exported 
10,000 bags, produced 13,500 bags, and had 12,000 bags i n 
stock; the f i g u r e s f o r 1986 were 10,000, 11,000, and 8,800 
bags (see Table 3.1). The Colombian share i n world c o f f e e 
exports doubled between 1976 (10.1%) and 1979 (19.1%), with a 
f a i r l y constant p a r t i c i p a t i o n (14% approx.) i n the 1980s. The 
shares of GDP, a g r i c u l t u r a l GDP and a g r i c u l t u r a l exports 
reached t h e i r h i g h e s t v a l u e s i n 1977 f o r the f i r s t two 
v a r i a b l e s (9.6% and 32.5%) and i n 1978 f o r the t h i r d (85.4%). 

Coming back to the i s s u e of economic p o l i c y , there are three 
a l t e r n a t i v e s to n e u t r a l i s e the i n f l u e n c e of l a r g e i n f l o w s of 
f o r e i g n exchange i n t o the economy: a) keep f o r e i g n resources 
o u t s i d e the country i n the hands of p r i v a t e e x p o r t e r s ; b) tax 
these resources away from the p r i v a t e s e c t o r , and keep them 
o u t s i d e the economy; they c o u l d be t r a n s f e r r e d to the 
government (bl) or to the N a t i o n a l F e d e r a t i o n of Coffee 
Growers (FNC)(b2); c) i f f o r e i g n exchange i s already 
monetised, measures to ' s t e r i l i s e ' should be adopted: c l ) 
open market o p e r a t i o n s ; c2) other 'unorthodox' compensatory 
p o l i c i e s : f i s c a l s u r p l u s e s ; i n c r e a s e s i n 'import d e p o s i t s ' , 
e t c . 

A l t e r n a t i v e a) - keep f o r e i g n exchange o u t s i d e the country -
was never s e r i o u s l y c o n s i d e r e d by the government as i t would 
have completely eroded Colombia's long ( s i n c e the 1930s) and 
s u c c e s s f u l t r a d i t i o n of exchange c o n t r o l . Once dismantled, i t 
would have been almost i m p o s s i b l e to r e i n t r o d u c e a f t e r the 



b o n a n z a . Even more i m p o r t a n t , p o t e n t i a l b e n e f i t s c o u l d have 
v a n i s h e d t h r o u g h t h e c a p i t a l a c c o u n t as a d d i t i o n a l f i n a n c i a l 
r e s o u r c e s c o u l d h a v e come i n t o t h e c o u n t r y ; 1975-79 was a 
p e r i o d o f h i g h d o m e s t i c p r o f i t a b i l i t y - i n t e r n a t i o n a l 
i n t e r e s t r a t e s were n o t e s p e c i a l l y h i g h , and t h e n o m i n a l 
d e v a l u a t i o n o f t h e e x c h a n g e r a t e was l o w ( E c h a v a r r i a , 1982li . 

A l t e r n a t i v e b l ) - t a x t h e a d d i t i o n a l r e s o u r c e s and k e e p them 
m g o v e r n m e n t h a n d s - was n o t e a s y t o i m p l e m e n t b o t h on 
e q u i t y g r o u n d s and on p o l i t i c a l c o n s i d e r a t i o n s . As t o t h e 
f i r s t r e a s o n - e q u i t y - c o f f e e p r o d u c e r s c o r r e s p o n d t o a v e r y 
homoaeneous g r o u p o f l o w - and m i d d l e - i n c o m e f a r m e r s , and more 
t h a n 300,000 f a m i l i e s d e p e n d on c o f f e e e a r n i n g s ; why s h o u l d 
t h e y pay h i g h e r t a x e s t h a n o t h e r w e a l t h i e r g r o u p s i n t h e 
c o u n t r y ' ^ ?. On t h e p o l i t i c a l s i d e , t h e FNC - u n l i k e t h e 
A f r i c a n c o f f e e p r o d u c e r s o r B r a z i l - i s a p r i v a t e s e c t o r 
a g e n c y r e p r e s e n t i n g t h e i n t e r e s t s o f t h e c o f f e e g r o w e r s and 
e x p o r t e r s ' " , and i t i s c o n s i d e r e d t h e most p o w e r f u l p r e s s u r e 
a r o u p i n t h e c o u n t r y ( U r r u t i a , 1 9 8 2 ) . T h i s d o e s n o t mean, o f 
c o u r s e , t h a t i t i s i m p o s s i b l e t o t a x r e s o u r c e s away f r o m t h e 
c o f f e e s e c t o r " . I n t h e c a s e o f P r e s i d e n t L o p e z i t was 
e x p l i c i t l y s t a t e d and d e c i d e d t h a t t h e c o f f e e b o n a n z a 
b e l o n g e d t o c o f f e e g r o w e r s and e x p o r t e r s . E q u i t y d o e s n o t 
a l w a y s c o i n c i d e w i t h p r o p e r m a c r o e c o n o m i c management. 

I t i s c o m p l e t e l y r a t i o n a l t o i m p o s e e x p o r t t a x e s and q u o t a s 
i n l a r g e c o f f e e - g r o w i n g c o u n t r i e s l i k e C o l o m b i a , b e c a u s e 
p r i v a t e e n t r e p r e n e u r s s i m p l y w i l l n o t do what i s s o c i a l l y 
c o n v e n i e n t ; an e x p o r t t a x w i l l a l l o w t h e c o u n t r y t o e x e r t t h e 
m o n o p o l y power a v a i l a b l e , and t o f o l l o w an o p t i m a l p r i c i n g 
p o l i c y . On t h e o t h e r h a n d , i n t i m e s o f l a r g e a c c u m u l a t i o n o f 
s t o c k s , h i g h e r p r o d u c t i o n s i m p l y means h i g h e r u n s o l d 
s t o c k s " , and t h e o n l y s o c i a l b e n e f i t c o u l d be t h e 
D o t e n t i a l l y h i g h e r e x p o r t q u o t a s i n f u t u r e i n t e n t i o n a l 
n e a o t i a t i o n s - s t o c k s a r e one o f t h e a d d i t i o n a l v a r i a b l e s 
c o n s i d e r e d . The a r g u m e n t d o e s n o t s a y t h a t t h e s t a t e s h o u l d 
k e e p t h e t a x e s , w h i c h c o u l d a l s o be r e t u r n e d t o t h e FNC 
( a l t e r n a t i v e b 2 ) . However, f o r s t a b i l i s a t i o n p u r p o s e s 
a l t e r n a t i v e s b l and b2 a r e e n t i r e l y d i f f e r e n t as most 



r e s o u r c e s q i v e n t o t h e FNC go b a c k t o t h e economy t o i m p r o v e 
Che e c o n o m i c c o n d i t i o n s o f c o f f e e a r e a s ( i n v e s t m e n t i n 
i n f r a s t r u c t u r e , r e s e a r c h and d e v e l o p m e n t i n c o f f e e , e t c ) . 

How was c o f f e e p o l i c y i m p l e m e n t e d d u r i n g t h e b o n a n z a , and i n 
t h e y e a r s f o l l o w i n g 1979? T h e r e a r e f o u r i m p o r t a n t a s p e c t s o f 
c o f f e e p o l i c y w h i c h f i n a l l y d e t e r m i n e how much o f t h e 
i n t e r n a t i o n a l c o f f e e p r i c e g o e s i n t o t h e economy, and t h e 
d i s t r i b u t i o n o f t h e b e n e f i t s (among t h e g o v e r n m e n t , t h e FNC, 
t n e c o f f e e g r o w e r s and t h e c o f f e e e x p o r t e r s ) : 

i ) E f f e c t i v e i n t e r n a t i o n a l p r i c e . I n f i x i n g t h e v a r i a b l e s 
w h i c h d e t e r m i n e t h e e f f e c t i v e i n t e r n a t i o n a l p r i c e , t h e 
g o v e r n m e n t w i l l d e t e r m i n e t h e amount o f C o l o m b i a n p e s o s g i v e n 
t o t h e p r i v a t e e x p o r t e r and w h i c h e n t e r t h e economy'". 

i i ) D o m e s t i c p r i c e p a i d t o t h e g r o w e r ' ^ . i f t h e d i f f e r e n c e 
b e t w e e n i ) and i i ) i s s m a l l , p r i v a t e e x p o r t e r s w i l l s i m p l y 
n o t e x p o r t , and t h e FNC w i l l h ave co s e l l a b r o a d a l l t h e 
c o f f e e a v a i l a b l e . I t seems e a s i e r t o c o n t r o l f o r e i g n e x c h a n g e 
i n t h e h a nds o f t h e FNC, as t h e g o v e r n m e n t has a l o t t o s a y 
i n s i d e t h e i n s t i t u t i o n . 

i i i ) The g o v e r n m e n t c a n t r a n s f e r a d d i t i o n a l r e s o u r c e s t o t h e 
FNC, t a k i n g them away f r o m g r o w e r s and e x p o r t e r s , t h r o u g h t h e 
R e t e n t i o n Q u o t a s and t h e P a s i l l a and R i p i o Tax, w h i c h a r e n o t 
r e a l t a x e s i n t h e t r a d i t i o n a l s e n s e ; t h e o n l y r e a l t a x on t h e 
c o f f e e s e c t o r i s t h e A d - V a l o r e m t a x " . A d d i t i o n a l FNC e x p o r t s 
do n o t n e c e s s a r i l y mean t h a t t h e FNC w i l l o b t a i n a d d i t i o n a l 
r e s o u r c e s . On t h e c o n t r a r y , t h e a b s e n c e o f p r i v a t e e x p o r t e r s 
c o u l d s i m p l y mean t h a t i t i s n o t w o r t h w h i l e t o e x p o r t , and 
t h e i n s t i t u t i o n c o u l d be l o s i n g money; no s t u d y has y e t 
p r o v e d t h a t t h e FNC i s more e f f i c i e n t i n d o i n g b u s i n e s s 
a b r o a d . Of c o u r s e , most o f t h e s e v a r i a b l e s a r e i n t e r r e l a t e d . 
The R e t e n t i o n Q u o t a Tax, f o r e x a m p l e , has b e e n u s e d m a i n l y 
t o m a n i p u l a t e d o m e s t i c p r i c e s and t o s h i e l d d o m e s t i c 
p r o d u c e r s f r o m t h e f u l l e f f e c t s o f t h e c h ange i n 
i n t e r n a t i o n a l p r i c e s . 



T a D l e 3.1 p r e s e n t s t h e e v o l u t i o n o f some o f t h e v a r i a b l e s we 
have j u s t b e e n d i s c u s s i n g . The e f f e c t i v e e x t e r n a l p r i c e , 
d e p e n d s on: i ) t h e a d - v a l o r e m t a x : i t was n o t u s e d p r o p e r l y 
d u r i n g the b o n a n z a p e r i o d . I n s t e a d o f r a i s i n g i t t o 
s t e r i l i s e ' r e s o u r c e s , t h e t a x was l o w e r e d o v e r t i m e , and 

e s p e c i a l l y i n 1977 and 1978*''>. I n 1982 and t h e s u b s e q u e n t 
y e a r s the g o v e r n m e n t d e s p e r a t e l y n e e d e d money b u t t h e 
a d - v a l o r e m t a x was l o w e r e d e v e n f u r t h e r ; m 1982 i t was a t 
I t s l o w e s t l e v e l e v e r . i i ) The r e i n t e g r o p r i c e . I t s 
e v o l u t i o n d i d n o t h e l p i n i s o l a t i n g t h e c o f f e e s e c t o r f r o m 
t h e r e s t o f t h e economy, as i t has h i s t o r i c a l l y f o l l o w e d t h e 
i n t e r n a t i o n a l p r i c e w i t h some l a g s . i i i ) The p e r i o d o f 
m a t u r i t y o f t h e E x c h a n g e C e r t i f i c a t e s . I t was 120 d a y s d u r i n g 
the b o n a n z a p e r i o d , and a t f i r s t s i g h t a l l i t d i d was t o 
d e l a y by 120 d a y s t h e m o n e t i s a t i o n o f c o f f e e e x p o r t s -
c e r t a i n l y n o t v e r y i m p o r t a n t . However, as a c o n s e q u e n c e o f 
t h e d e l a y , t h e amount o f p e s o s ( p e r d o l l a r ) g i v e n t o t h e 
p r i v a t e e x p o r t e r was r e d u c e d . T h i s s e c o n d e f f e c t was more 
i m p o r t a n t . 

The d o m e s t i c p r i c e r e c e i v e d by t h e g r o w e r - Column 13 - shows 
t h e c o r r e c t t r e n d , b u t t h e m a g n i t u d e o f t h e c h a n g e s was n o t 
as s i a n i f i c a n t as d e s i r e d . I t has been c a l c u l a t e d t h a t t h r e e -
f i f t h s o f t h e v a r i a t i o n s i n t h e i n t e r n a t i o n a l p r i c e a r e 
a b s o r b e d by t h e d o m e s t i c p r i c e , and t h e p e r i o d o f t h e c o f f e e 
b o n a n z a was no e x c e p t i o n . The u n d e s i r e d r e s u l t i s e v e n more 
c l e a r i f one c o m p a r e s t h e f i g u r e s i n t h e t a b l e w i t h t h e 
a l t e r n a t i v e o f l ^ e e p i n g r e a l c o f f e e p r i c e s c o n s t a n t ' ' . F o r 
most o f t h e p e r i o d t h e d o m e s t i c p r i c e s p a i d t o t h e p r i v a t e 
p r o d u c e r r e p r e s e n t e d b e t w e e n 5 0 % and 5 5 % o f t h e i n t e r n a t i o n a l 
p r i c e ( 4 5 - 5 0 % d u r i n g t h e b o n a n z a ) . 

H a v i n g d e c i d e d t h a t t h e c o f f e e g r o w e r was g o i n g t o r e a p most 
o f t h e b e n e f i t s o f t h e b o n a n z a ( h i s t o r i c a l l y c o n s i d e r e d ) , and 
t h a t p r i v a t e e x p o r t e r s were g o i n g t o p l a y an i m p o r t a n t and 
a c t i v e r o l e , t h e r e was n o t much t o be d o ne. S o m e t h i n g c l o s e 
t o t h e i n t e r n a t i o n a l p r i c e h a d t o be p a i d t o t h e p r i v a t e 
e x p o r t e r s . 



Column 5 shows t h e enormous v a r i a t i o n s i n t h e p a r t i c i p a t i o n 
o f p r i v a t e e x p o r t e r s . They e x p o r t e d 6 0 % t o 80% o f t o t a l 
e x p o r t s i n 1975-78, w i t h much l o w e r p e r c e n t a g e s i n t h e y e a r s 
f o l l o w i n g t h e b o n a n z a . I n t h e e x t r e m e y e a r o f 1980 t h e i r 
a c t i v i r y was b a n n e d by t h e g o v e r n m e n t . T h e i r p a r t i c i p a t i o n i n 
t h e 1980s was s t i l l h i g h , b u t much l o w e r t h a n i n 1975-78. 

On t h e d i s t r i b u t i o n s i d e , (Columns 17 and 18) t h e FNC 
o b t a i n e d a l a r g e s h a r e o f t h e b o n a n z a r e v e n u e s t h r o u g h 
i m p o r t a n t i n c r e a s e s i n t h e R e t e n t i o n Q u o t a t a x - t h e P a s i l l a 
and R i p i o t a x was a l m o s t n i l . T o t a l " t a x e s ' - Column 19 -
i n c r e a s e d d u r i n g t h e b o n a n z a , m a i n l y b e c a u s e o f t h e e v o l u t i o n 
o f t h e R e t e n t i o n Q u o t a . 

3.3 R e a c t i o n s t o t h e E x t e r n a l Shoclts 

i ) E c o n o m i c P o l i c y 1975-80. F i g h t i n g i n f l a t i o n 

B e t w een 1952 and 1980 t h e C o l o m b i a n economy b e h a v e d as a 
s t a n d a r d s e m i - o p e n economy, w i t h an i n c r e a s e o f 10% i n h i g h 
p o w e r e d money i n d u c i n g a 5% r i s e i n t h e r a t e o f i n f l a t i o n 
and some r e d u c t i o n i n t h e l e v e l o f f o r e i g n r e s e r v e s ' - * . 
R e g r e s s i o n a n a l y s i s i s n o t p o w e r f u l enough t o p r o v e 
c a u s a l i t y , and some a u t h o r s a r g u e t h a t t h e r e l a t i o n b e t w e e n 
t h e s e v a r i a b l e s i s t h e o p p o s i t e , h i g h e r p r i c e s i n d u c i n g a 
l a r g e r amount o f money. I n a r e c e n t s t u d y , h o w e v e r , u s i n g 
more s o p h i s t i c a t e d s t a t i s t i c a l t e c h n i q u e s , L e i d e r m a n (1984) 
' p r o v e s ' t h a t i n 1953-78 t h e r e was no i m p o r t a n t m o n e t a r y 
' a c c o m m o d a t i o n ' i n r e s p o n s e t o i n f l a t i o n and o u t p u t g r o w t h . 
I n C o l o m b i a ( u n l i l t e M e x i c o ) money p l a y e d an a c t i v e r o l e i n 
c a u s i n g p r i c e i n c r e a s e s * * . F o r o u r p u r p o s e s a l l we need t o 
s a y i s t h a t money m a t t e r s i n t h e medium and l o n g t e r m , and 
e v e n more when t h e economy i s s u d d e n l y h i t by u n e x p e c t e d 
i n c r e a s e s i n f o r e i g n r e s e r v e s . How was i n f l a t i o n f o u g h t m 
t h e p e r i o d o f t h e c o f f e e b o n a n z a ? 

The i m p a c t o f t h e f o r e i g n s e c t o r was c e r t a i n l y i m p o r t a n t . As 
we s a i d i n S e c t i o n 2.2, t h e a v e r a g e c h a n g e i n t h e m o n e t a r y 
b a s e b e t w e e n 1971 and 1974 was C o l $ 3 . 5 b i l l i o n / y e a r , l e s s 



t h a n o n e - t s n t h o f t h e c u r r e n t a c c o u n t s u r p l u s i n 1977 and 
1978. I n o t h e r w o r d s , t h e m o n e t i s a t i o n o f t h e c u r r e n t a c c o u n t 
s u r p l u s w o u l d h a v e i n c r e a s e d t h e m o n e t a r y b a s e by t e n t i m e s 
t h e a v e r a g e f o r t h e p r e v i o u s p e r i o d . And i n f l a t i o n r a t e s 
u n d e r t h e P a s t r a n a g o v e r n m e n t were c o n s i d e r e d u n a c c e p t a b l e by 
L o p e z * " . 

As t o t h e s o u r c e s o f t h e m o n e t a r y b a s e and i t s c o n t r o l , we 
a l s o n o t e d t h a t : t h e p u b l i c s e c t o r c o n t r i b u t e d more t h a n any 
o t h e r f a c t o r t o ' s t e r i l i s e ' t h e i n c r e a s e s i n t h e m o n e t a r y 
b a s e i n 1975-78, m a i n l y i n 1976 and 1978; c r e d i t f r o m t h e 
p r i v a t e s e c t o r t o t h e g o v e r n m e n t was n e v e r i m p o r t a n t i n 
r e l a t i v e t e r m s - and i t h a d t h e wrong s i g n d u r i n g t h e 
b o n a n z a . The g o v e r n m e n t made an i m p o r t a n t e f f o r t t o c o n t r o l 
f o r e i g n b o r r o w i n g by t h e p r i v a t e s e c t o r ( C f p ) and i t s i m p a c t . 
F i n a l l y , C e n t r a l Banlc c r e d i t t o t h e p r i v a t e s e c t o r was 
e x p a n s i o n a r y d u r i n g t h e c o f f e e b o n a n z a . 

A l l t h e e f f e c t s d e s c r i b e d , when c o m b i n e d , p r o d u c e d t h e 
c h a n g e s i n t h e m o n e t a r y b a s e . G i v e n t h e s i z e o f t h e e x t e r n a l 
s h o c k , I t IS r e m a r k a b l e t h a t t h e m o n e t a r y b a s e i n c r e a s e d o n l y 
37% i n 1975-78, i n c o m p a r i s o n w i t h more t h a n 20% f o r t h e 
P a s t r a n a A d m i n i s t r a t i o n . The d i f f e r e n c e i s e v e n l o w e r i f we 
compare t h e c h a n g e s i n money s u p p l y (M2, T a b l e 3.2, Row 5 ) : 
25% f o r 1971-74; 29% f o r 1975-78, i n d i c a t i n g i m p o r t a n t 
r e d u c t i o n s m t h e money m u l t i p l i e r , t h a n k s t o a v e r y c o m p l e x 
scheme d e s i g n e d t o a v o i d s e c o n d a r y money e x p a n s i o n " . 

We now want t o a n a l y s e o t h e r v a r i a b l e s and p o l i c i e s r e l a t e d 
t o t h e c o n t r o l o f i n f l a t i o n d u r i n g t h e b o n a n z a . A f i r s t 
q u e s t i o n we must a s k i s , how much money was k e p t o u t s i d e t h e 
economy, o r s t e r i l i s e d d i r e c t l y . The C o l o m b i a n m o n e t a r y 
a c c o u n t s ( w h i c h b r i n g t o g e t h e r t h e ' n o n - m o n e t a r y 
l i a b i l i t i e s ' w h i c h c o n t a i n m a i n i t e m s : money k e p t o u t s i d e t h e 
c o u n t r y by t h e FNC, ' i m p o r t d e p o s i t s ' , and t h e r e s u l t o f some 
i n c i p i e n t o p e n m a r k e t o p e r a t i o n s - e x c h a n g e c e r t i f i c a t e s , 
e t c ) , i n d i c a t e t h a t i n t h e w h o l e p e r i o d 1975-79 C$36 b i l l i o n 
were k e p t o u t s i d e t h e economy, 32% o f t o t a l e x p o r t s and 2 5 % 
o f M2. T h e s e f i g u r e s m i g h t l o o k i m p r e s s i v e a t f i r s t , b u t n o t 



when compared with s i m i l a r r e l a t i o n s f o r 1971-74 and 1980-84. 
T h e i r importance i s comparable i n the three p e r i o d s , whereas 
i t should have been much higher d u r i n g the bonanza, the only 
time when f o r e i g n exchange should have been kept o u t s i d e the 
economy. Coffee exporters and the FNC brought back t h e i r 
resources d u r i n g the bonanza'*. 

I n f l a t i o n r a t e s were extremely high i n 1977 and 1979-81", 
but much lower than changes i n money supply; only i n 6 out of 
the 14 years s t u d i e d were both f i g u r e s comparable. Other 
v a r i a b l e s r e l a t e d to the c o s t - s u p p l y s i d e were important: 
wages, the exchange r a t e , and i n t e r e s t r a t e s somehow 
c o n t r i b u t e d to reduce the impact of monetary growth on p r i c e s 
d u r i n g the c o f f e e bonanza {Table 3.2) 

The i n c r e a s e i n r e a l wages between 1975 and 1980 was 
comparable with the h i s t o r i c a l i n c r e a s e i n labour 
p r o d u c t i v i t y (3%) and d i d not compensate, f o r the d r a s t i c 
r e a l d e t e r i o r a t i o n of the previous p e r i o d . The nominal 
de v a l u a t i o n s i n the exchange r a t e i n 1977 and 1978 (6%) were 
the lowest recorded i n the whole p e r i o d analysed, d e s p i t e the 
f a c t that i n t e r n a l i n f l a t i o n was high; s u b s i d i e s were 
s u b s t a n t i a l l y reduced i n 1974, and the combined e f f e c t of 
both was a s e r i o u s r e v a l u a t i o n of the r e a l e f f e c t i v e exchange 
r a t e : -13% i n 1977 (Row 15). F i n a l l y , the e v o l u t i o n of 
nominal i n t e r e s t r a t e s a l s o c o n t r i b u t e d to the c o n t r o l of 
i n f l a t i o n d u r i n g the p e r i o d . In 1977 they f e l l 5% i n nominal 
terms, when the i n f l a t i o n r a t e was 33%, producing a huge 
negative r e a l v a l u e . With the e x c e p t i o n of 1973, t h i s never 
happened again i n the p e r i o d a n a l y s e d " . V a r i a t i o n s i n the 
nominal i n t e r e s t r a t e were a l s o very s m a l l i n 1978 and 1980, 

The trend of the three c o s t v a r i a b l e s - mainly the exchange 
r a t e and nominal i n t e r e s t r a t e - helped to c o n t r o l i n f l a t i o n , 
but precluded the achievement of some long-term o b j e c t i v e s 
announced as d e s i r a b l e by P r e s i d e n t L6pez. The e v o l u t i o n of 
r e a l wages ran counter to the announced improvements i n 
income d i s t r i b u t i o n ' * ; the e v o l u t i o n of the r e a l exchange 
r a t e counter to h i s i n t e n t i o n s of s e e i n g Colombia as a 'new 



J a p a n i n S o u t h A m e r i c a ' ; and t h e e v o l u t i o n o f i n t e r e s t r a t e s 
c o u n t e r t o p o s i t i v e i n t e r e s t r a t e s r e f l e c t i n g s c a r c i t i e s i n 
t h e e c o n o T f i y " . 

But o t h e r p o l i c i e s were a d o p t e d w h i c h s h o u l d n o t have been 
u s e d f o r s u b - i n f l a t i o n a r y p u r p o s e s i n ' n o r m a l ' t i m e s . 
C o l o m b i a has u s e d t r a d e c o n t r o l s i n a p r o c y c l i c a l manner 
p a r t i a l l y f o r s t a b i l i s a t i o n p u r p o s e s ; p a r t i a l l y b e c a u s e t h e 
a v a i l a b i l i t y o f f o r e i g n e x c h a n g e a l l o w e d t h e a u t h o r i t i e s t o 
r e l a x c o n t r o l s ( C u d d i n a t o n , 1 9 8 6 : 7 ) . 

On t h e t a r i f f f r o n t t h e L o p e z G o v e r n m e n t a n n o u n c e d an 
i m p o r t a n t t a r i f f ' r a t i o n a l i s a t i o n ' i n t h e f i r s t months o f 
1975 w h i c h was n e v e r i m p l e m e n t e d . I n t h e f i r s t months o f t h e 
T u r b a y A d m i n i s t r a t i o n s i g n i f i c a n t t a r i f f r e d u c t i o n s were 
a n n o u n c e d b u t t h e y n e v e r m a t e r i a l i s e d ; p r e s s u r e s f r o m 
i m p o r t a n t e c o n o m i c g r o u p s were s t r o n g enough t o p r e v e n t them, 
and i t was n o t u n t i l 1981 t h a t m a j o r t a r i f f r e d u c t i o n s were 
a d o p t e d " ' . B u t n o n - t a r i f f b a r r i e r s a l s o m a t t e r : t h e y were 
r e d u c e d c o n s i s t e n t l y t h r o u g h o u t t h e b o n a n z a ( s e e G r a p h A . l ) 
and t h e p r o c e s s o n l y ended when t h e f o r e i g n s i t u a t i o n s t a r t e d 
t o d e t e r i o r a t e a f t e r 1 9 8 1 " * . 

The i m p o r t a n t p o i n t we want t o h i g h l i g h t i s t h a t t h e d e s i g n 
o f a more r a t i o n a l t a r i f f s t r u c t u r e , a i m i n g a t l o n g - t e r m 
i n d u s t r i a l - and a g r i c u l t u r a l - g r o w t h , n e v e r m a t e r i a l i s e d . 
N o n - t a r i f f b a r r i e r s were r e d u c e d m a i n l y t o f i g h t i n f l a t i o n . 
P r e v i o u s d e p o s i t s were a l s o r e - e s t a b l i s h e d t o g a i n a d d i t i o n a l 
c o n t r o l o f t h e money s u p p l y ( E c h a v a r r i a and G a r a y , 1 9 7 8 ) . 
D i r e c t p r i c e c o n t r o l s and s u b s i d i e s ( h o u s i n g , c o t t o n , 
c o n s u m p t i o n g o o d s - m i l l i , s u g a r and c o f f e e ) were i n t r o d u c e d 
i n 1975-78 t h o u g h t h e P r e s i d e n t h a d a t t a c l i e d r e p r e s s e d p r i c e s 
as ' p o l i t i c a l p r i c e s ' i n h i s e l e c t i o n c a m p a i g n . 

i i ) E c o n o m i c p o l i c y 1 9 8 0 - 8 5 . A c q u i r i n g f o r e i g n e x c h a n g e " * . 

The t h r e e most s i g n i f i c a n t e x t e r n a l s h o c l c s i n t h e p e r i o d 
1980-85 were t h e c o l l a p s e o f t h e c o f f e e mar)cet f r o m t h e 
m i d d l e o f 1980, t h e d e b t c r i s i s o f 1982, and t h e V e n e z u e l a n 



d e v a l u a t i o n of the b o l i v a r i n 1983. These shocks f o r c e d some 
accommodating domestic p o l i c i e s , but p o l i c i e s a l s o changed 
with d i f f e r e n t diagnoses of economic p o l i c y . 

F i r s t , the e x t e r n a l s i t u a t i o n of the country changed over 
time as d e s c r i b e d i n S e c t i o n 1. The i n i t i a l two years of the 
1980s were s t i l l years of i n c r e a s i n g r e s e r v e s , but they 
s t a r t e d to decrease i n 1982. In 1983 they f e l l to h a l t . With 
that trend, they would have been exhausted by 1984. New 
i n f l o w s of c a p i t a l were not enough. New loans were obtained 
but repayments were a l s o h i g h e r . 

Second, economic o b j e c t i v e s and p r i o r i t i e s a l s o changed, 
f i g h t i n g i n f l a t i o n was the main p r i o r i t y i n the second h a l f 
of the 1970s. The d i s c u s s i o n c e n t r e d on the determinants of 
poor growth performance i n 1979-82; and the behaviour of the 
f o r e i g n s e c t o r was the main i s s u e a f t e r 1982. More 
a c c u r a t e l y , the i s s u e was the i n t e r r e l a t i o n between p u b l i c 
d e f i c i t s and the f o r e i g n s e c t o r . 

T h i s sequence does not n e c e s s a r i l y mean that the s i t u a t i o n 
improved on that f r o n t b e f o r e being d i s c a r d e d as the main 
g o a l , and i t i s i n t e r e s t i n g to analyse the t r a n s i t i o n from 
one p r i o r i t y to another. Four reasons appear p l a u s i b l e . 
F i r s t , the new government simply changed p r i o r i t i e s : the 
newly e l e c t e d Turbay A d m i n i s t r a t i o n put more emphasis on 
growth, and l e s s on the c o n t r o l of i n f l a t i o n . Second, new 
more traumatic problems, appeared: the behaviour of the 
f o r e i g n s e c t o r a f t e r 1983 c o u l d be p l a c e d i n t h i s p a r t i c u l a r 
category. T h i r d , f o r some t h e o r e t i c a l or pragmatic reason the 
achievement of that p a r t i c u l a r g o a l was now c o n s i d e r e d more 
c o s t l y or l e s s b e n e f i c i a l than was o r i g i n a l l y thought: a f t e r 
1982, f o r example, i t was argued t h a t i n f l a t i o n was much more 
d i f f i c u l t to c o n t r o l because e x p e c t a t i o n s - formed i n the 
past - were now p l a y i n g an important r o l e . In a s i m i l a r v e i n 
- l o o k i n g now at b e n e f i t s - the o v e r - e n t h u s i a s t i c approach 
towards the advantages of l a r g e f i s c a l d e f i c i t s to i n c r e a s e 
demand was f o l l o w e d by a much more c a u t i o u s one'". Fourth, i t 
was f e l t that the problem was important but somehow i t was 



s i m i l a r - o r more i n t e n s e 
c o u n t r i e s . I n f l a t i o n was h i g h 
t h e economy d i d n o t grow, b u t 
l i k e o u r n e i g h b o u r s . . . . 

i n o t h e r L a t i n A m e r i c a n 
b u t l o o k a t o u r n e i g h b o u r s ; 

we d i d n o t have n e g a t i v e r a t e s 

Ocampo has d i v i d e d e c o n o m i c p o l i c y i n t h e p e r i o d i n t o t h r e e 
mam p h a s e s : 1980-82 ( i n c r e a s i n g d i s e q u i l i b r i u m and e c o n o m i c 
r e c e s s i o n ) ; 1 9 8 3 - 8 4 ( h e t e r o d o x management o f t h e e conomy); and 
1984-85 ( O r t h o d o x p h a s e ) . The m a i n e l e m e n t s o f e a c h p h a s e 
were t h e f o l l o w i n g : 

1S80-19S2. I n t h e l a s t two y e a r s o f t h e T u r b a y A d m i n i s t r a t i o n 
t n e new s t r a t e g y c o m b i n e d an e x p a n s i o n i s t f i s c a l p o l i c y , a 
c o n t r a c t i o n a r y m o n e t a r y p o l i c y , and an i m p o r t a n t i m p o r t 
l i o e r a l i s a t i o n p r o c e s s . F i s c a l d e f i c i t was s e e n as t h e 
i n s t r u m e n t f o r b u i l d i n g p u b l i c r o a d s - p u b l i c g o o ds s h o u l d be 
b u i l t by t h e s t a t e - and i t s h o u l d be f i n a n c e d by l o n g - t e r m 
c r e d i t w h i c h was n o t a v a i l a b l e d o m e s t i c a l l y ; i n t e r n a t i o n a l 
l o a n s were s e e n as t h e s o l u t i o n . I m p o r t l i b e r a l i s a t i o n was 
s e e n as one way t o c o n t r o l t h e i n f l a t i o n a r y i m p a c t o f t h e 
f i s c a l d e f i c i t . The d e t e r i o r a t i o n i n t h e f o r e i g n s e c t o r w h i c h 
showed i m p o r t a n t s i g n s f r o m 1980 o n w a r d s was n o t p e r c e i v e d 
u n t i l 1982. B u t n o t a l l t h e d e f i c i t c a n be e x p l a i n e d by 
l a r g e r e x p e n d i t u r e s , and t h e f i s c a l ' c o u n t e r - r e f o r m ' o f 1979, 
n e a l i g e n t t a x c o l l e c t i o n and i n c r e a s e s i n c u r r e n t g o v e r n m e n t 
e x p e n d i t u r e s e x p l a i n most o f i t . 

T a r i f f r e f o r m s were i m p o r t a n t i n t h e p e r i o d , and i n 1982 more 
t h a n 70% o f a l l t a r i f f i t e m s were i n t h e l i s t o f ' f r e e 
i p p o r t s "'. E c o n o m i c r e c e s s i o n was c o n s i d e r e d i n some 
q u a r t e r s t o have been c a u s e d by a c o m b i n a t i o n o f c r o w d i n g o u t 
by t h e p u b l i c s e c t o r and t o o much l i b e r a l i s a t i o n i n r e l a t i o n 
t o t h e i n d u s t r i a l s e c t o r . 

1980-1984. The new B e t a n c u r A d m i n i s t r a t i o n i n i t i a l l y a g r e e d 
w i t n most o f t h e p r e v i o u s d i a g n o s i s , b u t i t s f o r c e s had t o be 
d i r e c t e d t o t h e c o n t r o l o f d o m e s t i c f i n a n c i a l p a n i c . Rumours 
had s t a r t e d m t h e l a s t months o f t h e T u r b a y A d m i n i s t r a t i o n 
t h a t t h e b a n k s were mismanaged and t h a t t h e new g o v e r n m e n t 



was planning to intervene i n the a f f a i r s of the most 
important f i n a n c i a l group i n the country, the Gran Colombiano 
group. 

The r e a c t i v a t i o n of the economy was the c e n t r a l i s s u e , and to 
that end p r i v a t e c r e d i t and export s u b s i d i e s were increased, 
and import l i b e r a l i s a t i o n stopped. Housing c o n s t r u c t i o n was 
seen as the other t o o l to r e a c t i v a t e demand. Important 
measures were adopted - ex-post u n s u c c e s s f u l l y - to help the 
p r i v a t e s e c t o r i n s e r v i c i n g i t s f o r e i g n debt. 

I t soon became c l e a r t h a t the room f o r manoeuvre was not 
u n l i m i t e d , e s p e c i a l l y a f t e r 1983 when the e x t e r n a l s e c t o r 
d e t e r i o r a t e d r a p i d l y . D e f l a t i o n a r y demand p o l i c i e s were 
never s e r i o u s l y considered, however. 

1984-85. Some p o l i c i e s adopted i n t h i s phase c l o s e l y f o l l o w e d 
those of the previous phase'', but the d i a g n o s i s of the 
economy changed s i g n i f i c a n t l y on other f r o n t s , and excess 
domestic demand was now seen as the main reason f o r the 
e x t e r n a l d i s e q u i l i b r i u m . T h i s was even more c l e a r when the 
government became i n v o l v e d i n n e g o t i a t i o n s with the IMF and 
the World Bank. I t was necessary to reduce p u b l i c 
expenditures (both c u r r e n t expenditures - r e a l wages - and 
p u b l i c investment). The most s i g n i f i c a n t change on the 
f o r e i g n f r o n t was the compromise reached with the 
i n t e r n a t i o n a l agencies to r e - e s t a b l i s h i n 1985 the r e a l 
exchange r a t e of 1975 - an unprecedented r e a l d e v a l u a t i o n of 
30%. F i n a l l y , the government agreed to l i b e r a l i s e imports 
g r a d u a l l y , with important reforms at the beginning and middle 
of 1985 and i n February 1 9 8 6 " . 

The n e g o t i a t i n g stance adopted was r a d i c a l l y d i f f e r e n t from 
that f o l l o w e d by other L a t i n American c o u n t r i e s , and 
'monitoring' by the IMF was f i n a l l y accepted by p r i v a t e 
bankers'", i n s t e a d of a normal agreement with the Fund. 
Ex-post, however, there was not much d i f f e r e n c e between the 
two p o s i t i o n s . 



4 - GROWTH 
4 . 1 E c o n o m i c G r o w t h i n t h e 1970s and 1980s 

Compared w i t h o t h e r L a t i n A m e r i c a n c o u n t r i e s C o l o m b i a d i d 
w e l l d u r i n g t h e r e c e s s i o n o f t h e 1 9 8 0 s , and o n l y B r a z i l i a n 
g r o w t h was c o m p a r a b l e {CEPAL, 1986: T a b l e 2 ) " ' . B u t g r o w t h i n 
t h e 1980s was t h e l o w e s t s i n c e 1925 ( s e e T a b l e 4 . 1 ) . I n t h e 
1970s t h e C o l o m b i a n e c o n o m i c r e c o r d c o u l d be c o n s i d e r e d 
' average'80 f o r L a t i n A m e r i c a . 

Over a l o n g e r p e r i o d t h e C o l o m b i a n economy showed one o f t h e 
h i g h e s t p e r c a p i t a g r o w t h r a t e s i n t h e p e r i o d 1913-1950 
t h o u g h modest by p o s t - W o r l d War I I s t a n d a r d s ) , and i n 1950-80 
g r o w t h a c c e l e r a t e d i n C o l o m b i a much l e s s t h a n i n o t h e r f a s t -
g r o w i n g c o u n t r i e s ( S y r q u i n , 1 9 8 6 : 3 ) . GNP p e r c a p i t a 
r e p r e s e n t e d 2 1 % o f t h a t o f t h e U n i t e d S t a t e s i n 1950, and 24% 
o f t h a t i n 1980i> ' . 

F o u r i m . p o r t a n t p o i n t s emerge f r o m t h e a n a l y s i s o f s e c t o r a l 
g r o w t h m t h e p e r i o d . F i r s t , a g r i c u l t u r e d i d much b e t t e r t h a n 
i n d u s t r y i n t h e 1970s and 1980s - an i m p o r t a n t breal< w i t h t h e 
p a s t . S e c o n d , p o o r i n d u s t r i a l g r o w t h i n t h e s e c o n d p a r t o f 
t h e 1970s - a f a c t f o r C o l o m b i a - was n o t common t o o t h e r 
L a t i n A m e r i c a n c o u n t r i e s ; L a t i n A m e r i c a n i n d u s t r i a l g r o w t h i n 
t h e p e r i o d 1975-80 was h i g h e r t h a n i n any p r e v i o u s p e r i o d 
( E c h a v a r r i a , 1986: 2 ) . T h i r d , n e i t h e r i n d u s t r y n o r 
a g r i c u l t u r e were t h e l e a d i n g s e c t o r s i n t h e 1970s o r 198033*, 
and t h i s u n h e a l t h y p a t t e r n w i l l h ave i m p o r t a n t c o n s e q u e n c e s 
f o r f u t u r e g r o w t h . F o u r t h , t h e economy grew a t i t s f a s t e s t 
h i s t o r i c a l r a t e b e t w e e n 1967 and 1974. T h i s c a n be 
a p p r e c i a t e d f r o m T a b l e 4.1, b u t we s h o u l d n o t e t h a t i t i s 
a l s o t r u e i n c o m p a r i s o n w i t h any o t h e r 7 - y e a r p e r i o d i n 
C o l o m b i a n e c o n o m i c h i s t o r y . However, t h i s i s n o t t r u e f o r 
a g r i c u l t u r a l o r i n d u s t r i a l p r o d u c t i o n , o n l y f o r a g g r e g a t e 
p r o d u c t i o n . 



wnac a r e t h e m a i n e x p l a n a t i o n s of s e c t o r a l and a g g r e g a t e 
g r o w t h ? We do n o t h a v e t h e a n s w e r , b u t some e l e m e n t s c o u l d 
be c o n s i d e r e d . 

4.2 D i f f e r e n t E x p l a n a t i o n s o f A g g r e g a t e and S e c t o r a l ^ G r o w t h 
i ) S u p p l y . C a p i t a l and L a b o u r . 

By d e f i n i t i o n , g r o w t h i n p r o d u c t i o n i s a c o m b i n a t i o n o f 
l a b o u r p r o d u c t i v i t y (Q/L) and employment ( L ) . G r o w t h i n 
l a b o u r p r o d u c t i v i t y , i n t u r n , depends on t h e s t o c k o f c a p i t a l 
(K) and on t h e ' r e s i d u a l ' . 

P u t f o r m a l l y : 

Q = ( L ) ( Q / L ) (1) 

w h e r e : 
Q= P r o d u c t i o n 
L= Employment 
Q/L= L a b o u r P r o d u c t i v i t y 

From ( 1 ) : 

( Q * ) = ( L * ) + ( Q / L ) * 

w here: 
= P e r c e n t a g e c h a n g e s i n t h e v a r i a b l e 

P r o d u c t i o n g r o w t h c a n a l s o be ' e x p l a i n e d ' m t e r m s o f 
employment ( L ) , i n t h e s t o c k o f c a p i t a l ( K ) , and t h e 
r e s i d u a l . F o r a p r o d u c t i o n f u n c t i o n w i t h c o n s t a n t r e t u r n s t o 
s c a l e we c a n d e f i n e t h e r e s i d u a l as t h a t p a r t o f g r o w t h n o t 
e x p l a i n e d by l a b o u r and c a p i t a l . 
R e s i d u a l = Q * - ( E l . L * ) - { E 2 . K * ) 

w here: 
Q*, L«, K*= G r o w t h r a t e s of p r o d u c t i o n , employment and 

c a p i t a l s t o c k . 



E l , E2= E l a s c i c i r y of p r o d u c c i o n w i t h r e s p e c t t o 
employmenc and c a p i t a l i n v e s c m e n t , W i c h o u r a s s u m p t i o n s 
e l a s r i c i t i e s c o i n c i d e w i t h f a c t o r s h a r e s : 40% f o r l a b o u r and 
50% f o r c a p i t a l , p e r c e n t a g e s n o t f a r f r o m t h e a c t u a l f i g u r e s 
m C o l o m b i a . 

F o r t h e C o l o m b i a n economy as a w h o l e M c C a r t h y e t a l (1985) 
f i n d c h a t l a b o u r and c a p i t a l e x p l a i n n e a r l y 70% o f g r o w t h 
b e t w e e n 1963 and 1980, and more t h a n 85% i f t h e p e r i o d 
1967-74 IS n o t i n c l u d e d . The i m p o r t a n c e o f t h e r e s i d u a l 
jumped i n 1967-74, w i t h t h e ' h e a l t h y w i n d s o f g r e a t e r 
m c e r n a c i o n a l c o p i p e t i t i o n ' . The c o n t r i b u t i o n of K i s a l w a y s 
l a r a e r t.rian t n e c o n t r i b u t i o n of L, b u t t h e i m p o r t a n c e o f t h e 
r e c o r d has i n c r e a s e d o v e r t i i r i e . Tne s t u d y j u s t m e n t i o n e d i s 
the o n l y one a v a i l a b l e f o r t h e a g g r e g a t e economy. F o r 
i n d u s t r y , t h e r e a r e more c o m p l e t e s t u d i e s ( E c h a v a r r i a . 1986: 
14-19) w h i c h show: 

a i The s t o c k o f c a p i t a l grew f a s t e r m i n d u s t r y t h a n i n t h e 
r e s t o f t h e economy d u r i n g t h e l a s t d e c a d e s : i n 1925 K/L was 
l o w e r t h a n a v e r a a e i n i n d u s t r y ; i n 1967 i t was 30% h i g h e r i n 
i n a u s t r y t h a n i n t h e r e s t o f t h e economy. 

Cl E.tiployment (L") and l a b o u r p r o d u c t i v i t y IQ/h) * were 
e q u a l l y i p i p o r t a n t i n t h e e x p l a n a t i o n o f g r o w t h b e t w e e n 1950 
and 1983. However. t h e i m p o r t a n t t r a n s f o r m a t i o n s i n l a b o u r 
p r o d u c t i v i t y o c c u r r e d m t h e 1950s and 1 9 6 0 s , and l a b o u r 
p r o d u c t i v i t y r e r r a m e d c o n s t a n t a f t e r 1972. F o r t h e w h o l e 
p e r i o d I t grew a t an a n n u a l r a c e o f 3.1%. 

c) The R e s i d u a l i s more i m p o r t a n t i n i n d u s t r y t h a n i n t h e 
economy as a w h o l e , i t s w e i g h t o s c i l l a t i n g b e t w e e n 30% and 
50% d e p e n d i n g on t h e s u b - p e r i o d . However, t h e i m p o r t a n c e of 
t h e r e s i d u a l d e c r e a s e d d r a s t i c a l l y a f t e r 1970. 

Tne most i m p o r t a n t c o n c l u s i o n s t o be d r a w n f r o m t h e f i g u r e s 
j u s t q u o t e d a r e r e l a t e d t o s t r u c t u r a l p r o b l e m s i n C o l o m b i a n 
i n d u s t r y d u r i n g t h e 1 9 7 0 s . L a b o u r p r o d u c t i v i t y d i d n o t 
i n c r e a s e a f t e r 1972, m a i n l y b e c a u s e t h e i m p o r t a n c e o f t h e 



' r e s i d u a l ' d e c r e a s e d d r a s t i c a l l y . The c r i s i s o f t h e 1980s 
h i e an i n d u s t r y w h i c h had a l r e a d y b e e n r e l a t i v e l y s i c k i n t h e 
1970s. The c r i s i s i n i n d u s t r i a l p r o d u c t i o n , i n t u r n , i s n o t 
due t o l a c k o f i n v e s t m e n t o r employment. 

S y r q u i n ( 1 9 8 6 : 448) f i n d s s o m e t h i n g s i m i l a r f o r t h e o t h e r 
L a t i n A m e r i c a n e c o n o m i e s , a n d , n o t j u s t f o r i n d u s t r y : ' growth 
i n L a t i n A m e r i c a a f t e r 1973 c a n n o t be d e s c r i b e d as h a v i n g 
b e e n ' s a v i n g s - c o n s t r a i n e d " o r " t r a d e - c o n s t r a i n e d " . I t a p p e a r s 
t h a t we n e e d a t l e a s t an a d d i t i o n a l c o n s t r a i n t t o d e s c r i b e 
t h e s l owdown i n g r o w t h d u r i n g t h e l a t e 1 9 7 0 s . A l i k e l y 
c a n d i d a t e m i g h t be " a b s o r p t i v e c a p a c i t y " . R e d u c e d g r o w t h 
c a n n o t be e x p l a i n e d as b e i n g due t o a f a i l u r e o f r e s o u r c e 
e x p a n s i o n : r a t h e r , i t was due t o t h e l o w e f f i c i e n c y i n t h e 
u t i l i s a t i o n o f i n t e r n a l and e x t e r n a l r e s o u r c e s ' ( i b i d . : 4 5 2 ) . 
The r a t e o f c a p i t a l a c c u m u l a t i o n i n c r e a s e d s i g n i f i c a n t l y 
a f t e r 1973 i n L a t i n A m e r i c a , b u t g r o w t h f a i l e d t o r e s p o n d and 
e v e n d e c l i n e d . W h i l e t h e r a t e o f i n v e s t m e n t was g o i n g up, i t s 
e f f i c i e n c y was d e c l i n i n g . S y r q u i n a l s o f i n d s t h a t t h e 
slowdown m l a b o u r p r o d u c t i v i t y s i n c e 1973 o r i g i n a t e d o u t s i d e 
a g r i c u l t u r e , p r i m a r i l y i n i n d u s t r y . 

i i j Demand. 
The e v o l u t i o n o f a g g r e g a t e demand p l a y s a v e r y i m p o r t a n t r o l e 
m t n e e v o l u t i o n o f i n d u s t r i a l p r o d u c t i o n , and o f u r b a n 
p r o d u c t i o n i n g e n e r a l . FEDESARROLLO c a l c u l a t e s 'autonomous 
e x p e n d i t u r e ' - t h e sum o f t h e p u r c h a s i n g power o f p u b l i c 
e x p e n d i t u r e , n o n - t r a d i t i o n a l e x p o r t s , and d o m e s t i c c o f f e e 
r e v e n u e s - and f i n d s a c l o s e r e l a t i o n b e t w e e n t h a t v a r i a b l e 
and i n d u s t r i a l p r o d u c t i o n . The i m p a c t o f t h e d i v e r s e 
autonomous e x p e n d i t u r e s i s n o t s y m m e t r i c a l . D e p r e s s i o n s i n 
t h e e x t e r n a l s e c t o r w h i c h m a i n l y h i t r u r a l g r o u p s a r e 
c o m p e n s a t e d f o r by e x p a n s i o n a r y f i s c a l p o l i c i e s w h i c h i n 
t u r n , b e n e f i t u r b a n g r o u p s . I t i s p a r a d o x i c a l , b u t p r o b a b l e , 
t h a t c r i s i s i n t h e e x t e r n a l s e c t o r b e n e f i t s u r b a n g r o u p s j u s t 
b e c a u s e o f t h e f i s c a l p o l i c i e s a d o p t e d as a r e a c t i o n . The 
g r o w t h o f 'autonomous e x p e n d i t u r e ' i n t h e f i r s t p a r t o f t h e 
1970s d e c r e a s e d a f t e r 1974, p r o d u c i n g an i m p o r t a n t e f f e c t on 
u r b a n p r o d u c t i o n i n g e n e r a l . 



A g g r e g a t e demand d r o p p e d d r a s t i c a l l y b e t w e e n 1980 and 1983 
p a r t i a l l y c a u s i n g one o f t h e l a r g e s t i n d u s t r i a l c r i s e s i n 
C o l o m b i a n h i s t o r y . B u t t h e w o r s t y e a r s a r e now o v e r , and 
s i n c e 1983 t h e e v o l u t i o n o f demand has b e e n r e l a t i v e l y 
f a v o r a b l e t o i n d u s t r y . I n d u s t r y grew by more t h a n 8% i n 1986, 
and i t i s b e l i e v e d t h a t t h e f u t u r e w i l l n o t be s o d a r k as i n 
t h e f i r s t p a r t o f t h e 1 9 8 0 s . 

i i i ) D u t c h d i s e a s e . 
An e x p l a n a t i o n w h i c h c l a i m s t o be d e r i v e d f r o m g e n e r a l 
e q u i l i b r i u m m o d e l s must have many f o l l o w e r s , as shown by t h e 
e x t e n s i v e l i t e r a t u r e p u b l i s h e d i n r e c e n t y e a r s " * . A 
r e v a l u a t i o n o f t h e e x c h a n g e r a t e ( p r o d u c e d by a commodity -
boom) h i t s t h e p r o d u c t i o n o f t r a d e a b l e s , w h i c h a r e a l s o 
i n d u s t r i a l goods i n c o u n t r i e s l i k e H o l l a n d o r B r i t a i n . 
C o l o m b i a h a s been c h o s e n as one o f t h e f a v o u r i t e e x a m p l e s o f 
D u t c h D i s e a s e , and t h e r e a r e some o b v i o u s r e a s o n s f o r t h i s : 
m a i n l y t h e i n d u s t r i a l c r i s i s s t a r t e d i n 1974/75 when t h e r e a l 
e x c h a n g e r a t e b e g a n t o r i s e . I t i s a l s o c l a i m e d t h a t t h e 
d i s e a s e h i t a g r i c u l t r u e , a h i g h l y c l a i m e d s e c t o r . B u t many 
p r o b l e m s s t i l l r e m a i n i n t h i s t h e o r e t i c a l e x p l a n a t i o n . 

a) I n C o l o m b i a t h e i n d u s t r i a l s e c t o r c o u l d be more l i k e l y 
a s s o c i a t e d w i t h n o n - t r a d e a b l e s , and t h e a g r i c u l t u r a l s e c t o r 
w i t h t r a d e a b l e s ^ " . ( i ) B u t t h e D u t c h D i s e a s e M o d e l d o e s n o t 
p r o d u c e s u c h c o n c l u s i v e r e s u l t s f o r n o n - t r a d e a b l e s , and as a 
c o n s e q u e n c e t h e m o d e l c a n n o t p r e d i c t t h e C o l o m b i a n i n d u s t r i a l 
c r i s i s , ( i i ) I n t h e r i s e o f t h e ' t r a d e a b l e ' s e c t o r -
a g r i c u l t u r e - we saw t h a t g r o w t h r a t e s f o r t h e a g r i c u l t u r a l 
s e c t o r w ere s p e c i a l l y h i g h b e t w e e n 1972 and 1978, when t h e 
D u t c h d i s e a s e was s u p p o s e d t o o p e r a t e . And i t w i l l be t o o 
much t o a r g u e t h a t t h e a g r i c u l t u r a l c r i s i s was due t o t h e 
i n f l u e n c e o f r e l a t i v e p r i c e s a f t e r 1979, when t h e 
a g r i c u l t u r a l new i n d u s t r i a l s e c t o r s w ere i n c r i s i s i n e v e r y 
L a t i n A m e r i c a n c o u n t r y . 

b) I n a r e c e n t s t u d y on t h e ' C o l o m b i a n D u t c h D i s e a s e ' , Kamas 
(1986) c o n c l u d e s t h a t some o f t h e e l e m e n t s o f t h e d i s e a s e 



were t h e r e , t h o u g h ' t h e e c o n o m e t r i c e s t i m a t e s o n l y w e a k l y 
c o n f i r m t h a t t h e r e a l e x c h a n g e r a t e a f f e c t s d o m e s t i c s e c t o r a l 
p r o d u c t i o n i n t h e way p r e d i c t e d by t h e m o d e l ' . She a l s o 
f i n d s s t r o n g e v i d e n c e f o r a s i g n i f i c a n t o u t p u t r e s p o n s e t o 
f i s c a l and m o n e t a r y p o l i c i e s . The r e l a t i v e p r i c e o f 
n o n - t r a d e a b l e s i n c r e a s e d a f t e r t h e b o n a n z a b u t d i d n o t 
d e c r e a s e t h e r e a f t e r , i n d i c a t i n g i m p o r t a n t i n f l e x i b i l i t i e s i n 
t h e economy; t h e D i s e a s e M o d e l assumes p r i c e f l e x i b i l i t y and 
m o b i l e r e s o u r c e s . F i n a l l y , f o r 32 s e c t o r s o f t h e economy 
Kamas f i n d s no c l e a r r e l a t i o n s h i p b e t w e e n g r o w t h r a t e s and 
t n e s h a r e o f t r a d e d g o o d s ; i n s t e a d , t h e more t r a d e d s e c t o r s 
grew f a s t e r " ' . 

4 . 3 F u t u r e _ G r o w t h and E c o n o m i c S t r a t e g y 

E x p l a n a t i o n s as t o why t h e C o l o m b i a n economy d i d r e l a t i v e l y 
w e l l i n t h e 1980s a r e n o t enough f o r o u r p u r p o s e s , s i n c e we 
s n o u l d a l s o be a b l e t o s a y s o m e t h i n g r e l e v a n t t o f u t u r e 
s t r a t e g i e s f o r g r o w t h . What c a n we l e a r n , f r o m t h e C o l o m b i a n 
and o t h e r c o u n t r i e s ' e x p e r i e n c e s ? 

i ) F o r e i g n - e x c h a n g e b o t t l e n e c k s . 

B o t h s a v i n g s and f o r e i g n e x c h a n g e w i l l be r e q u i r e d f o r f u t u r e 
g r o w t h . C u r r e n t a c c o u n t d e f i c i t s w i l l be w i t h us f o r t h e r e s t 
o f t h e d e c a d e , and f o r e i g n c a p i t a l w i l l be n e e d e d t o meet 
i n t e r e s t p a yments and t r a n s f e r s . The w o r s t y e a r s (1982 and 
1 S 3 3 ) a r e o v e r (s e e S e c t i o n 1) b u t t h i n g s w i l l n o t be e a s y 
i n t h e n e a r f u t u r e . 

The i n t e r n a t i o n a l s i t u a t i o n w i l l become i n c r e a s i n a l y c o n p l e x 
as d e f a u l t i s a l m o s t i r f m i n e n t i n B r a z i l and new l o a n s a r e 
d i f f i c u l t t o o b t a i n i n L a t i n A m e r i c a w i i - l i a si-'uinant 
i n t e r n a t i o n a l economy i n w h i c h p r o t e c t i o n i s t p r ^ i S ^ u r e s a r e 
m u l t i p l y i n g . What c a n be done? Not much, c e r t a i n l y - 'i"'nr .sr 
l e a s t some q u e s t i o n s r e q u i r e c o r r e c t a n s w e r s . 

S i n c e 1974 C o l o m b i a has b e e n l o s i n g g r o u n d as an e x p o r t e r o f 
m a n u f a c t u r e d g o o d s , and t h e p o o r b e h a v i o u r o f t h e 



i n t e r n a t i o n a l economy - a common f a c t o r - c a n n o t e x p l a i n 
t h i s . R a t h e r i t seems t h a t a weak e x p o r t p r o m o t i o n e f f o r t i s 
t h e r e s p o n s i b l e f a c t o r , s i n c e t h e e x c h a n g e r a t e has n o t been 
f o u n d t o be a k e y v a r i a b l e i n e m p i r i c a l s t u d i e s " * . B u t much 
more s t u d y i s s t i l l r e q u i r e d i n t h i s a r e a . U n d e r s t a n d i n g t h i s 
phenomenon i s p a r t i c u l a r l y i m p o r t a n t f o r C o l o m b i a , s i n c e t h e 
s u c c e s s m t h e a r e a o f m i n o r e x p o r t s b e t w e e n 1967 and 1974 
has been a s s o c i a t e d w i t h 'cheap' g r o w t h w h i c h d i d n o t r e q u i r e 
much a d d i t i o n a l i n v e s t m e n t - a l a r g e ' r e s i d u a l ' - and, on t o p 
o f t h a t , w i t h a m a j o r i n v e s t m e n t boom. 

I n t e r n a t i o n a l m a r k e t s a r e e x t r e m e l y c o m p e t i t i v e i n 
m a n u f a c t u r e s and ' m a r k e t i n g ' i s as i m p o r t a n t as any o t h e r 
i n p u t . T h i s means t h a t a l o n g - t e r m s t r a t e g y has t o be 
d e s i g n e d t o r e g a i n o u r r e l a t i v e p o s i t i o n . T h i n g s w i l l be 
e a s i e r w i t h o t h e r n o n - t r a d i t i o n a l e x p o r t s where p r i c e s a r e 
t h e r e l e v a n t v a r i a b l e , m a i n l y a g r i c u l t u r e , b u t t h e c l o s e 
r e l a t i o n b e t w e e n f o o d p r i c e s and t h e g e n e r a l p r i c e l e v e l 
c a l l s f o r a c a u t i o u s s t r a t e g y on t h a t f r o n t . 

O t h e r a r e a s a r e more d i f f i c u l t t o e x p l o r e . P o l i t i c a l 
c o n s i d e r a t i o n s - how ' s a f e ' - and i n e r t i a f r o m t h e p a s t seem 
t o be c r u c i a l v a r i a b l e s i n e x p l a i n i n g f o r e i g n i n v e s t m e n t , and 
C o l o m b i a ' s r e c e n t e x p e r i e n c e i n t h e a r e a i s n o t v e r y 
e n c o u r a g i n g . I m p o r t a n t m e a s u r e s were t a k e n a f t e r 1982 t o 
a t t r a c t f o r e i g n c a p i t a l " " w i t h o u t any i m p o r t a n t r e a c t i o n f r o m 
o u t s i d e . The p o l i t i c a l and s o c i a l c o n d i t i o n s o f t h e c o u n t r y 
a r e n o t t h e most f a v o r a b l e t o a t t r a c t f o r e i g n i n v e s t m e n t . 

S i m i l a r a r g u m e n t s c o u l d be made i n r e l a t i o n t o 
' e x p o r t - p r o c e s s i n g z o n e s ' . They have been u t i l i s e d m a i n l y by 
C o l o m b i a n p r o d u c e r s t o i m p o r t goods i n t o t h e c o u n t r y , w i t h 
f r e q u e n t c o m p l a i n t s a b o u t s m u g g l i n g . A few f o r e i g n c o m p a n i e s 
o p e r a t e d i n t h e z o n e s i n t h e ' g o l d e n ' p e r i o d o f 1967-74 b u t 
d e c i d e d t o q u i t r e l a t i v e l y q u i c k l y . T h e i r m a i n c o m p l a i n t s 
were r e l a t e d t o t h e q u a l i t y o f t h e l a b o u r , and t o 
i n f r a s t r u c t u r e . The f u n d a m e n t a l f a c t , h o w e v e r , was t h a t 
C o l o m b i a was n o t a c o u n t r y w i t h e x t r e m e l y l o w p a i d l a b o u r -



e.g. H a i t i - and d i d not have important g e o g r a p h i c a l 
advantages - e.g. Mexico ( E c h a v a r r i a , 1979). 

Import s u b s t i t u t i o n w i l l be the main s i n g l e f a c t o r 
determining foreign-exchange bottleneclcs i n the f u t u r e . 

i i ) Domestic f a c t o r s . 

F o reign exchange w i l l be important f o r f u t u r e growth but i s 
not the d e c i s i v e element. Colombian long-term growth has been 
very s t a b l e - d e s p i t e the extreme v o l a t i l i t y of the e x t e r n a l 
s e c t o r , and many times severe e x t e r n a l c o n d i t i o n s 'produced' 
s t r u c t u r a l m o d i f i c a t i o n s i n the economy which were d e c i s i v e 
f o r long-term growth (e.g. i n d u s t r i a l i s a t i o n i n the 1930s). 

I n t e r n a l f a c t o r s - p r o d u c t i v i t y , demand and s t r u c t u r e - have 
played a c r u c i a l r o l e i n Colombian c a p i t a l accumulation up to 
now, and something should be s a i d i n very broad terms about 
these f a c t o r s . Most of the time we s h a l l r e f e r to i n d u s t r y 
s i n c e the i n f o r m a t i o n and r e s e a r c h on other s e c t o r s i s not as 
complete. 

Which s e c t o r s ? 
A g r i c u l t u r e and i n d u s t r y have played the c e n t r a l r o l e i n the 
developed c o u n t r i e s ' c a p i t a l accumulation and there i s no 
reason why Colombia should be the e x c e p t i o n . Growth based i n 
other s e c t o r s - p a r t i c u l a r l y i n the f i n a n c i a l s e c t o r - should 
be seen as short-term adjustments which, by themselves, w i l l 
not guarantee long-term growth. 

New resources from c o a l and o i l must be co n s i d e r e d i n t h i s 
l i g h t . They r e p r e s e n t one of the few o p p o r t u n i t i e s the 
country w i l l have to i n v e s t massively i n Icey o b j e c t i v e s , and 
i t would be wrong not to l e a r n from neighbouring c o u n t r i e s 
which remain under-developed even while possessing those same 
re s o u r c e s . Regional domestic c o n f l i c t s c o u l d be acute, but 
they must not r e p r e s e n t be an important o b s t a c l e , and s p e c i a l 
programmes designed f o r those poor areas which are r i c h i n 



n a t u r a l r e s o u r c e s c o u l d be i n s e r t e d i n t o t h e b r o a d m a i n 
o b j e c t i v e s . 

E v e r y e f f o r t s h o u l d be made t o d i v e r s i f y o u t o f c o f f e e . 
C o l o m b i a d i d b e t t e r t h a n o t h e r c o u n t r i e s i n t h e 1980s w h i l e 
a l s o b e i n g more s p e c i a l i s e d i n a s i n g l e c o m m o d i t y . The wrong 
c o n c l u s i o n s c o u l d be drawn f r o m t h i s . To s e t a l l one's hopes 
on one s i n g l e , h i g h l y u n s t a b l e c o m m o d i t y i s t o t a l l y w r o n g , 
and I t i s d i f f i c u l t t o u n d e r s t a n d how some w r i t e r s c a n s t i l l 
a s k f o r e v e n l a r g e r p a r t i c i p a t i o n i n t h e i n t e r n a t i o n a l c o f f e e 
m a r k e t " " ; on t h e same l i n e s , o t h e r s c o n s i d e r t h e FNC as a 
f u n d b u i l t b y t h e ' c a f e t e r o s ' f o r t h e ' c a f e t e r o s ' . 

E x c e s s i v e s p e c i a l i s a t i o n i n c o f f e e i s n o t t h e e s t r o u t e . The 
C o l o m b i a n economy d i d w e l l i n t h e 1980s b u t what m a t t e r s i s 
t h e l o n g r u n , and i n t h e l o n g r u n o t h e r c o u n t r i e s d i d much 
b e t t e r . C o l o m b i a n l o n g - t e r m g r o w t h i s n o t s a t i s f a c t o r y , 
n e i t h e r m c o m p a r i s o n w i t h o t h e r L a t i n A m e r i c a n c o u n t r i e s 
l i k e B r a z i l - a more d i v e r s i f i e d . ( a l s o f r o m c o f f e e ) and 
e c o n o m i c a l l y a g g r e s s i v e c o u n t r y - n o r i n c o m p a r i s o n w i t h t h e 
S o u t h E a s t A s i a n c o u n t r i e s . I n h i s c l a s s i c ' T y p o l o y o f 
E c o n o m i e s E x p o r t i n g Raw M a t e r i a l s ' F u r t a d o (1976) does n o t 
r e c o g n i s e c o f f e e as one o f t h e c o m m o d i t i e s a b l e t o g e n e r a t e 
t n e b e s t c o n d i t i o n s f o r g r o w t h . He was r e f e r r i n g t o B r a z i l 
and m i s s e d some i m p o r t a n t c h a r a c t e r i s t i c s o f C o l o m b i a n 
c o f f e e " ' , b u t h i s arg u m e n t c o n t i n u e s t o be v a l i d i n g e n e r a l . 

A g r i c u l t u r e and i n d u s t r y a r e n o t d o i n g w e l l . The i n d u s t r i a l 
c r i s i s ' s t a r t e d i n C o l o m b i a i n 1974 and t h e c o u n t r y has t o 

r e g a i n t h e l o n g - r u n r a t e s o f t h e p a s t . A g r i c u l t u r a l 
p r o d u c t i o n grew more i n t h e 1970s t h a n i n p r e v i o u s d e c a d e s , 
b u t t h a t d o e s n o t mean t h a t t h i n g s a r e s a t i s f a c t o r y . And t h e 
e x p l a n a t i o n o f l o w g r o w t h i s o n l y m a r g i n a l l y due t o 
i n t e r n a t i o n a l v a r i a b l e s . 

A a r i c u l t u r e and i n d u s t r y must be s e e n as c o m p l e m e n t a r y 
s e c t o r s . Low p r i c e s f o r wage g o o d s mean l a r g e r demand f o r 
i n d u s t r i a l p r o d u c t s and l o w e r l a b o u r c o s t s . A g r i c u l t u r e 
p r o d u c e s i n p u t s r e q u i r e d by i n d u s t r y , and g e n e r a t e s s a v i n g s 



zo f i n a n c e a g g r e g a t e i n v e s t m e n t . Even i f i n d u s t r y w ere t o be 
p r e f e r r e d i n a l o n g - t e r m s t r a t e g y ' " , t h e s p e c i f i c p o l i t i c a l 
and s o c i a l c o n f l i c t s i n t h e c o u n t r y c a l l f o r m a s s i v e 
i n v e s t m e n t s i n t h e r u r a l a r e a s i n o r d e r t o buy p e a c e . 

We s t i l l do n o t have t h e s t u d i e s r e q u i r e d t o s a y s o m e t h i n g 
c o n c l u s i v e a b o u t w h i c h s u b - s e c t o r s t o p r o m o t e . However, some 
p r e l i m i n a r y i d e a s c o u l d be u s e f u l . I n a g r i c u l t u r e E d u a r d o 
S a r m i e n t o f o u n d i n 1982 t h a t a d e v a l u a t i o n o f j u s t 1 0 - 1 5 % was 
a l l t h a t was r e q u i r e d t o a l l o w d o m e s t i c p r o d u c t i o n t o be 
c o m p e t i t i v e . He a l s o s e l e c t e d c e r t a i n p r o d u c t s ( e . g . m a i z e ) 
f o r w h i c h i t w o u l d be a l m o s t i m p o s s i b l e t o c o m p e t e . More o f 
t h i s k i n d o f s t u d i e s have t o be u n d e r t a k e n . 

I n t h e a r e a o f m a n u f a c t u r e s we c a n be more s p e c i f i c " . 
E c h a v a r r i a e t a l . (1983) f i n d a v e r y b i a s e d i n d u s t r i a l 
s t r u c t u r e , f a v o u r i n g b e e r , p r o c e s s e d f o o d , t o b a c c o and 
t e x t i l e s , w i t h l a r g e d e f i c i e n c i e s i n a l l t h e o t h e r more 
a d v a n c e d s e c t o r s ( S I I C 3 4 - 3 9 ) . The m e t h o d o l o g y u t i l i s e d 
means, a l s o , t h a t o t h e r c o u n t r i e s o f s i m i l a r m a r k e t s i z e h a v e 
been a b l e t o g e n e r a t e l a r g e r p r o d u c t i o n i n t h o s e s e c t o r s , 
w h i c h , i n c i d e n t a l l y , h ave b e e n more d y n a m i c i n a l m o s t e v e r y 
c o u n t r y d u r i n g t h e l a s t 20 y e a r s ' * . I f t h e s i z e o f t h e m a r k e t 
i s n o t t h e m a i n c o n s t r a i n t on p r o d u c t i o n , t h e e x p l a n a t i o n o f 
why t h e i n d u s t r i a l s t r u c t u r e i s s o b i a s e d must be r e l a t e d t o 
e c o n o m i c p o l i c y - o r i t s a b s e n c e . 

T h i s d o e s n o t mean, o f c o u r s e , t h a t e v e r y ' a d v a n c e d ' s e c t o r 
s h o u l d be p r o m o t e d . The h e t e r o g e n e i t y o f t h e s u b - s e c t o r s c a l l 
f o r a s e l e c t i v e p r o m o t i o n s t r a t e g y ; i n some s u b - s e c t o r s i t i s 
i m p o s s i b l e t o do a n y t h i n g s i m p l y b e c a u s e t e c h n o l o g i c a l 
c o n s t r a i n t s and b a r r i e r s t o e n t r y p r e c l u d e i t . 

The a u t h o r s t r i e d t o r a n k s e c t o r s a c c o r d i n g t o f o u r 
a l t e r n a t i v e c r i t e r i a : l a b o u r i n t e n s i t y (+), s t a t i c 
c o m p a r a t i v e a d v a n t a g e ( + ) ' * , l i n k a g e s (+) and i m p o r t 
i n t e n s i t y (-)'••. They f o u n d t h a t S I I C 38 ( M e t a l p r o d u c t s , 
m a c h i n e r y and e q u i p m e n t ) p r e s e n t e d t h e most f a v o r a b l e 
c h a r a c t e r i s t i c s , w i t h v e r y n e g a t i v e e l e m e n t s f o r some o f i t s 



s u b - s e c t o r s l i k e c o m p u t i n g m a c h i n e r y ( S I I C 3 8 2 5 ) , a u t o m o b i l e s 
( 3 8 4 3 ) , among o t h e r s . B a s i c m e t a l s ( S I I C 37) a l s o seemed 
d e s i r a b l e , and S I I C 35 ( c h e m i c a l s , e t c ) c l e a r l y u n d e s i r a b l e . 
We must r e i t e r a t e t h a t t h i s s t u d y s i m p l y r e p r e s e n t s a l i n e o f 
r e s e a r c h w h i c h c o u l d be f r u i t f u l f o r t h e f u t u r e . I t a l s o 
c a l l s f o r t h e p r o m o t i o n o f medium-range f i r m s w h i c h a r e 
s i m p l y n o n - e x i s t e n t i n C o l o m b i a . 

i l l ) The r o l e o f t h e s t a t e . 

The m a i n r o l e o f t h e s t a t e i n t h e p r o c e s s o f g r o w t h i s t o 
i n c r e a s e - o r use t h e a c t u a l l y a v a i l a b l e - t a x e s i n o r d e r t o 
i n v e s t i n a r e a s where t h e p r i v a t e s e c t o r d o e s n o t want t o 
i n v e s t , o r s h o u l d n o t do s o . To t r e a t any p u b l i c e x p e n d i t u r e 
as demand - g i v i n g e q u a l i m p o r t a n c e t o i n v e s t m e n t and 
c o n s u m p t i o n - i s s i m p l y w r o n g , as e f f i c i e n c y , and t h e k i n d o f 
e x p e n d i t u r e a l s o m a t t e r . 

T h e r e i s a s i g n i f i c a n t q u a l i t a t i v e d i f f e r e n c e b e t w e e n c o f f e e 
and t h e o t h e r two new c o m m o d i t i e s a v a i l a b l e t o t h e c o u n t r y -
c o a l and o i l - b e c a u s e t h e s e l a s t two b e l o n g t o t h e C o l o m b i a n 
s t a t e , n o t t o p r i v a t e p r o d u c e r s . T h i s w i l l p e r m i t t h i n g s t h a t 
were u n t h i n k a b l e i n t h e p a s t , b u t w i l l a l s o mean t h a t more 
r e s o u r c e s c o u l d be l o s t t h r o u g h i n e f f i c i e n t u t i l i s a t i o n . 

Among t h e m a i n f u t u r e t a s k s f o r t h e s t a t e a r e t h e f o l l o w i n g : 

-To buy p e a c e i n t h e c o u n t r y , i n v e s t i n g m a s s i v e l y i n 
a a r i c u l t u r e , a g r a r i a n r e f o r m and i n f r a s t r u c t u r e . The s h a r e o f 
a a r i c u l t u r e i n t o t a l p u b l i c i n v e s t m e n t has d e c r e a s e d f r o m 25% 
i n 1970 t o l e s s t h a n 7% i n 1 9 8 2 " , and t h i s t r e n d has t o be 
r e v e r s e d . 

-To k e ep a s t o c k o f w e l l d e s i g n e d and e s s e n t i a l p r o j e c t s . We 
saw how i m p o r t a n t t h i s was a f t e r 1980 when p u b l i c i n v e s t m e n t 
h e l p e d e c o n o m i c g r o w t h . 

-To complement p r i v a t e i n v e s t m e n t i n i n d u s t r y . The i n d u s t r i a l 
s t r a t e g y p r o p o s e d h e r e r e q u i r e s t h e p r o m o t i o n o f ' a d v a n c e d ' 



s e c t o r s i n g e n e r a l . The p r i v a t e s e c t o r w i l l u n d e r t a k e 
p r o d u c t i o n i n t h o s e l a b o u r - i n t e n s i v e s u b - s e c t o r s w h i c h do n o t 
have i m p o r t a n t e c o n o m i e s o f s c a l e ; t h e s t a t e w i l l u n d e r t a k e 
p r o d u c t i o n i n t h e b u l k y s u b - s e c t o r s w i t h l a r g e e c o n o m i e s o f 
s c a l e ' * . I f both t y p e s o f i n v e s t m e n t s a r e n o t done 
s i m u l t a n e o u s l y , b o t h w i l l f a i l . 



5. LESSONS OF 1975-85 AND STRATEGY FOR THE FUTURE 

C o l o m b i a n p o l i c y - m a k e r s w i l l f a c e a d i f f i c u l t s c e n a r i o i n t h e 
n e a r f u t u r e . U r b a n unemployment i s g r e a t e r t h a n e v e r , and 
inc o m e d i s t r i b u t i o n i s one o f t h e w o r s t among t h e d e v e l o p i n g 
c o u n t r i e s ; i t c e r t a i n l y d i d n o t i m p r o v e d u r i n g t h e 1970s and 
1 9 8 0 s . S o c i a l and p o l i t i c a l c o n f l i c t s a r e a l r e a d y e x t r e m e l y 
a c u t e , a n d t h e f i n a l outcome i n t h e s e a r e a s w i l l m a i n l y 
d e p e n d on f u t u r e e c o n o m i c g r o w t h and i t s d i s t r i b u t i o n ' ' . 
E c o n o m i c p o l i c y and t h e i m p l i c i t d e v e l o p m e n t s t r a t e g y w i l l be 
d e c i s i v e i n t h i s r e s p e c t . 

The p r o b l e m s f a c e d seem so i n s u r m o u n t a b l e t h a t o u r 
r e c o m m e n d a t i o n s c o u l d seem e x t r e m e l y m a r g i n a l . We s t i l l 
b e l i e v e , h o w e v e r , t h a t t h e r e a r e some i m p o r t a n t l e s s o n s t o 
be l e a r n t f r o m p a s t e x p e r i e n c e , and t h a t t h e r e i s n o t enough 
d e b a t e i n s i d e t h e c o u n t r y on t o p i c s w h i c h w i l l be c e n t r a l t o 
f u t u r e c a p i t a l a c c u m u l a t i o n . 

5 .1 What _ C_aii. We L e a r n ? 

-Why d i d C o l o m b i a do r e l a t i v e l y w e l l i n t h e f i r s t p a r t o f t h e 
1980 s ? 

C o l o m b i a ' s i n t e r n a t i o n a l r e s e r v e s were v e r y h i g h a t t h e 
b e g i n n i n g o f t h e i n t e r n a t i o n a l c r i s i s , and i n f l a t i o n r a t e s 
modest by L a t i n A m e r i c a n s t a n d a r d s . T h e s e were two i m p o r t a n t 
a s s e t s w i t h w h i c h t o f i g h t t h e i n t e r n a t i o n a l r e c e s s i o n o f t h e 
1 9 8 0 s . 

L a r g e i n t e r n a t i o n a l r e s e r v e s a t t h e b e g i n n i n g o f t h e 
r e c e s s i o n a l l o w e d t h e c o u n t r y t o i m p o r t as much as was 
n e e d e d , e s p e c i a l l y c a p i t a l g o o d s b o u g h t by t h e p u b l i c s e c t o r . 
B e t t e r c o - o r d i n a t i o n w i t h t h e p r i v a t e s e c t o r m i g h t have 
a l l o w e d l e s s t r a u m a t i c c o n s e q u e n c e s f o r n a t i o n a l i n d u s t r y i n 
t h e s e a r e a s ; n e v e r t h e l e s s i t was good p o l i c y t o u s e s c a r c e 
f o r e i g n e x c h a n g e f o r c a p i t a l g oods i m p o r t s i n s t e a d o f f o r 
c o n s u m p t i o n . 



P u b l i c and p r i v a t e i n v e s t m e n t s t a g n a t e d t o g e t h e r i n most 
L a t i n A m e r i c a n c o u n t r i e s , b u t i n C o l o m b i a t h e f a v o r a b l e 
e v o l u t i o n o f t h e p u b l i c s e c t o r p l a y e d an i m p o r t a n t 
c o m p e n s a t o r y r o l e - up t o 1984. I t t o o k r e s o u r c e s f r o m t h e 
r e s t o f t h e economy i n o r d e r t o do t h a t , w h i c h d o e s n o t 
a u t o m a t i c a l l y mean t h a t ' c r o w d i n g o u t ' was an i m p o r t a n t 
e l e m e n t e x p l a i n i n g t h e l a c k o f dynamism o f p r i v a t e 
i n v e s t m e n t . I n t e r n a t i o n a l c o m p a r i s o n s a r e r e v e a l i n g i n t h i s 
a r e a , as p r i v a t e i n v e s t m e n t was e v e n more s t a g n a n t i n o t h e r 
c o u n t r i e s , d e s p i t e t h e a d d i t i o n a l r e s o u r c e s ' r e l e a s e d ' by 
s h r i n k i n g p u b l i c i n v e s t m e n t ' ^ . 

We do n o t h a v e d o c u m e n t a t i o n on o t h e r L a t i n A m e r i c a n 
c o u n t r i e s a f t e r 1984, b u t a t l e a s t i n C o l o m b i a p u b l i c 
i n v e s t m e n t d e c r e a s e d d r a s t i c a l l y a f t e r 1984 ( C o y u n t u r a 
E c p n o m i c a , O c t o b e r 1986, p . 3 2 ) . I t i s i n t h a t s e n s e t h a t some 
p e o p l e a r g u e t h a t t h e C o l o m b i a n a d j u s t m e n t p r o c e s s i s v e r y 
s i m i l a r t o t h a t i n t h e r e s t o f L a t i n A m e r i c a , b u t w i t h a l a g 
o f 3 o r 4 y e a r s . 

The g o v e r n m e n t p l a y e d a n o t h e r i m p o r t a n t r o l e i n C o l o m b i a , as 
p u b l i c s a v i n g s p a r t i a l l y c o m p e n s a t e d f o r t h e e x t r e m e 
i n s t a b i l i t y o f e x t e r n a l s a v i n g s , m a k i n g t o t a l s a v i n g s - and 
i n v e s t m e n t - more s t a b l e . E s p e c i a l l y e n c o u r a g i n g , i t was done 
w i t h o u t l a r g e p u b l i c d e f i c i t s , a t l e a s t i n c o m p a r i s o n w i t h 
t h e o i l - i m p o r t i n g L a t i n A m e r i c a n c o u n t r i e s . 

- E v a l u a t i o n o f e c o n o m i c p o l i c y i n t h e p e r i o d . 

How d o e s one e v a l u a t e e c o n o m i c p o l i c y when t h e i n t e r n a t i o n a l 
s i t u a t i o n i s s o v o l a t i l e a n d u n p r e d i c t a b l e ? Nobody w r i t i n g 
i n 1975 c o u l d h a v e p r e d i c t e d t h e s i z e o f t h e c o f f e e b o n a n z a 
f a c e d by C o l o m b i a ; nobody w r i t i n g i n 1978 c o u l d h a v e 
p r e d i c t e d t h e a r r i v a l o f t h e w o r s t i n t e r n a t i o n a l r e c e s s i o n i n 
t h e c a p i t a l i s t w o r l d f o r more t h a n 50 y e a r s . The amount o f 
f o r e i g n e x c h a n g e i n s i d e t h e c o u n t r y i s n e v e r known, s u c h i s 
t h e s i z e o f ( C o l o m b i a ' s ) ' u n d e r g r o u n d ' economy. 



And, o f c o u r s e , t h e e v a l u a t i o n o f e c o n o m i c p o l i c y w i l l be 
e n t i r e l y d i f f e r e n t e x - p o s t and e x - a n t e . S h o u l d we e v a l u a t e 
e c o n o m i c p o l i c y i n t h e l i g h t o f p r e s e n t k n o w l e d g e , o r w i t h 
t h e i n f o r m a t i o n a v a i l a b l e a t t h e t i m e when d e c i s i o n s were 
t a k e n ? E v e n w o r s e , how much i n f o r m a t i o n do we h a v e t o d a y ? A t 
t h e b e g i n n i n g o f 1987 most a n a l y s t s i n t h e c o u n t r y were o f 
t h e o p i n i o n t h a t f o r e i g n e x c h a n g e w o u l d n o t be a c o n s t r a i n t 
i n t h e c o m i n g y e a r s , w i t h f u t u r e c o f f e e p r i c e s a r o u n d USS 
2 / l b . From t h a t p e r s p e c t i v e , t h e a d j u s t m e n t p o l i c i e s f o l l o w e d 
i n 1984 and 1985 seemed u n n e c e s s a r i l y t o u g h . T h r e e months 
l a t e r c o f f e e p r i c e s p l u n g e d t o l e s s t h a n U S S l / l b , and i t 
seems t h a t t h e f u t u r e w i l l be much d u l l e r t h a n p r e d i c t e d -
who knows now? The a d j u s t m e n t p o l i c y f o l l o w e d i n t h o s e y e a r s 
now a p p e a r s w i s e r t h a n i t d i d e a r l i e r . 

B o t h e x e r c i s e s , e x ^ o s t and e x - a n t e , a r e u s e f u l , h o w e v e r , and 
i n e a c h c a s e we s h a l l s p e c i f y o u r a s s u m p t i o n s a b o u t t h e 
r e l e v a n t i n f o r m a t i o n c o n s i d e r e d i n o u r j u d g e m e n t s . 

i . C o f f e e i s n o t j u s t a n o t h e r g o o d p r o d u c e d by t h e C o l o m b i a n 
economy. C o f f e e p r i c e s . c o f f e e p r o d u c t i o n , and c o f f e e 
p o l i c i e s must be s e e n as an e s s e n t i a l p a r t o f t h e w h o l e 
p a c k a g e o f m a o r o e c o n o m i c i n s t r u m e n t s a v a i l a b l e . The most 
i m p o r t a n t m a c r o e c o n o m i c p o l i c y a d o p t e d d u r i n g t h e L o p e z 
A d m i n i s t r a t i o n was t o c o n s i d e r t h a t t h e c o f f e e b o n a n z a 
b e l o n g e d t o t h e c o f f e e p e o p l e . B u t i t was t o o c o s t l y . T h i s 
seems t o have b e e n u n d e r s t o o d now b o t h by t h e c o f f e e p e o p l e 
and by t h e g o v e r n m e n t d u r i n g t h e new 1986 b o n a n z a , w h i c h 
means t h a t we l e a r n t from, o u r own e x p e r i e n c e . 

i i . G i v e n t h a t , i t s h o u l d be s a i d t h a t e c o n o m i c p o l i c y was 
v e r y e f f i c i e n t i n c o n t r o l l i n g i n f l a t i o n . P r e s i d e n t L o p e z was 
r i g h t i n s a y i n g t h a t i n f l a t i o n had i m p o r t a n t d i s t r i b u t i v e 
c o n s e q u e n c e s w h i c h had t o be f o u g h t , and ex:2PPSt t h e l o w 
l e v e l s o f i n f l a t i o n a t t h e b e g i n n i n g o f t h e c r i s i s o f t h e 
1980s were one o f C o l o m b i a ' s m a i n a s s e t s . 

i i i . I n a v e r y u n s t a b l e i n t e r n a t i o n a l economy c o n s e r v a t i v e 
and c a u t i o u s p o l i c i e s a l w a y s p a y . T h e r e i s no room f o r 



experiments or f o r ' r i s k ' l o v e r s . Risk a v e r s i o n was always 
present among Colombian policy-makers and, ex-post, i t paid 
o f f . Many L a t i n American c o u n t r i e s experimented with 'new' 
ideas i n economics, and had almost a decade to prove they 
worked, but p o s i t i v e r e s u l t s never m a t e r i a l i s e d . At a 
t h e o r e t i c a l l e v e l , domestic i n t e r e s t r a t e s d i d not f o l l o w the 
p r e d i c t e d p a t t e r n and remained i n c r e d i b l y high; at a more 
pragmatic l e v e l , the experiments produced d i s a s t r o u s r e s u l t s 
i n terms of growth and employment. L a t i n American economists 
i n g e n e r a l are coming back to a pragmatic n e o - s t r u c t u r a l i s m 
which can avoid many t r o u b l e s i n the f u t u r e (see Fishlow, 
1985), and Colombian economists seem to show t h i s k i n d of 
pragmatism. 

i v . Colombian policy-making seems very wise ex-post. T h i s i s 
d e f i n i t e l y true i n comparison with other L a t i n American 
c o u n t r i e s , but even b e t t e r p o l i c i e s c o u l d have been 
implemented. With negative i n t e r e s t r a t e s i t was good p o l i c y 
to o b t a i n f o r e i g n loans i n the 1970s; but i t was bad p o l i c y 
to i n v e s t those resources i n the way they were i n v e s t e d . Best 
p o l i c i e s would have been fo l l o w e d i f every s i n g l e d o l l a r 
obtained had been i n v e s t e d i n e x p o r t - o r i e n t e d a c t i v i t i e s 
(Syrquin, 1986). Other heavy borrowers l i k e South Korea d i d 
e x a c t l y that, and they are not l i v i n g with the extreme 
b o t t l e n e c k s of Colombia's neighbours. 

In the Colombian case, would i t not have been even b e t t e r to 
o b t a i n new loans i n the 1970s and to d i r e c t these resources 
towards c a p i t a l imports f o r export a c t i v i t i e s ? Even without 
new loans, would i t not have been b e t t e r to permit imports or 
to import d i r e c t l y - c a p i t a l goods mainly - i n order to keep 
a higher exchange r a t e ? 

The above arguments assume t h a t we have ex-post i n f o r m a t i o n . 
At the time when p o l i c i e s were - were not - adopted, nobody 
understood the argument of M i n i s t e r Wieoner about f o r e i g n 
r e s e r v e s belonging to the p r i v a t e s e c t o r . T h i s meant, 
according to him, t h a t i f the p r i v a t e s e c t o r d i d not want to 



i n v e s t , 'and i m p o r t , nobody e l s e c o u l d do i t . C o u l d n o t t h e 
s t a t e have b o r r o w e d f r o m t h e p r i v a t e s e c t o r and i n v e s t e d ' ' 

V. C o l o m b i a was v e r y c a u t i o u s i n b o r r o w i n g a b r o a d , o r i n 
o p e n i n g t h e economy t o i n t e r n a t i o n a l f i n a n c i a l f l o w s , b u t 
t h a t does n o t mean t h a t e c o n o m i c p o l i c y was n o t u t i l i s e d . On 
t h e c o n t r a r y , t h e c o u n t r y has a l o n g t r a d i t i o n of 
i n t e r v e n t i o n , m a i n l y on t h e f o r e i g n f r o n t , and i t was us,ed 
most o f t h e t i m e . G i v e n t h e m a g n i t u d e o f t h e e x t e r n a l s h o c k s 
o f 1975-85, i t seems good p o l i c y t o f i g h t w i t h a l l a v a i l = < b l e 
t o o l s f o r one o r two main o b j e c t i v e s . E ven t a r i f f po"iT<~ies 
had t o be u s e d t o f i g h t i n f l a t i o n i n t h e s e c o n d p a r t o f i.he 
1 9 7 0 s , and t h i s was w e l l done. L o n g - t e r m g r o w t h , s t a b i l : t y , 
and d i s t r i b u t i o n a r e t h e m a i n o b j e c t i v e s o f eco'i'i™ic 
p o l i c y * , and a t l e a s t m t h e a r e a o f g r o w t h T h o i p and 
W h i t e h e a d show t h a t t h e moie h e t e r o d o x and i n t e r v e n t i o n i s t 
L a t i n A m e r i c a n c o u n t r i e s , - B r a z i l and C o l o m b i a , a l s o show 
t h e b e s t r e c o r d . 

V I . What s h o u l d be done i n o r d e r t o i n c r e a s e f u t u r e g r o w t h ? 
F o r e i g n e x c h a n g e w i l l be s c a r c e as i t has a l w a y s b f e n i n 
C o l o m b i a i n t h e l a s t f o u r d e c a d e s , w i t h some " i n o r 
e x c e p t i o n s . Not much c a n be done, b u t a t t e n t i o n must be drawn 
t o t h e f a c t t h a t C o l o m b i a l o s t g r o u n d i n t h e a r e a o f p i n o r 
e x p o r t s e v e n i n r e l a t i o n t o o t h e r L a t i n A m e r i c a n c o u n t r i e s . 
T h i s i s p a r t i c u l a r l y i m p o r t a n t as t h e p e r i o d o f r a p i d g r o w t h 
i n m i n o r e x p o r t s has a l s o been a s s o c i a t e d w i t h an i m p o r t a n t 
u p s u r g e i n i n v e s t m e n t and w i t h 'cheap' g r o w t h . 

G i v e n t h a t t h e r e a r e no e x t r e m e p o l i c i e s w h i c h c o u l d 
r a d i c a l l y c h a n g e f u t u r e p e r s p e c t i v e s i n t h e f o r e i g n s e c t o r , 
we s h o u l d t u r n o u r a t t e n t i o n t o t h e d o m e s t i c s i d e . The main 
e m p h a s i s s h o u l d be g i v e n t o a g r i c u l t u r e and i n d u s t r y , t r y i n g 
t o p r o m o t e a s h i f t o f r e s o u r c e s o u t o f c o f f e e , o i l and c o a l . 
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l . A l l o w i n a i n t e r e s t r a t e s t o f l u c t u a t e , t h e g o v e r n m e n t t r i e d 
t o t i g h t e n c o n t r o l o f t h e money s u p p l y . D o m e s t i c and 
i n t e r n a t i o n a l l i b e r a l i s a t i o n s a r e n o t i n d e p e n d e n t , o f c o u r s e , 
t h e f i r s t b e i n g a p r e - c o n d i t i o n f o r t h e s e c o n d . To open up 
Che economy w i t h s t r o n g d o m e s t i c c o n t r o l w i l l mean t h a t money 
w i l l l e a v e t h e economy f a s t . 

2.The f i a u r e s a r e 
( 1 9 5 2 = 1 0 0 ) ; 

1930-39 73 . 17 
1940-49 85.77 
1950-59 101.87 
1960-69 8 2 . 1 1 
1970-74 84 . 5 5 
1975-78 78.43 
1980 68 . 88 
1981 60.96 
1982 58 . 40 
1983 59.04 
1984 62.88 
1985 59.73 
1985 54.53 

3.In r e a l t e r m s ( d e f l a t i n g by t h e C o l o m b i a n p r i c e f o r 
i m p o r t s ) t h e c o f f e e p r i c e i n 1977 was 80% h i g h e r t h a n m 
1964. B u t i n t e r n a t i o n a l q u o t a t i o n s c o u l d be m i s l e a d i n g . 
C o y u n t u r a Ecqnpmic.a ( A p r i l , 1978, p.77) a r g u e d t h a t no 
i m p o r t a n t t r a n s a c t i o n s were c a r r i e d o u t a t t h o s e 
i n t e r n a t i o n a l p r i c e s . They were s i m p l y q u o t a t i o n s w i t h o u t 
much m t h e way o f s a l e s o r p u r c h a s e s . A t t h e peak o f t h e 
c y c l e B r a z i l g a v e i m p o r t a n t d i s c o u n t s t o p u r c h a s e r s . 
C o y u n t u r a e s t i m a t e s t h a t che maximum p r i c e a t w h i c h C o l o m b i a 
s o l d was n o t much h i g h e r t h a n US$2.001b. 

4 . N o m i n a l a n n u a l i n c r e a s e s o f 8% f o r c o f f e e ; 2 1 % f o r ' a l l 
p r o d u c t s ' . However, t h e b e h a v i o u r o f c o m m o d i t y p r i c e s was 
v e r y h e t e r o g e n e o u s . F o r c h o s e c o m m o d i t i e s ' r e l e v a n t ' f o r 
L a t i n A m e r i c a n c o u n t r i e s ( s e e f i r s t p a r t o f T a b l e 1.1) p r i c e 
i n c r e a s e s f o r b a n a n a s , meat, c o p p e r , and i r o n m i n e r a l s were 
a l s o l o w . 

5 . P e r i o d 1970-80. Thomas (1 
c o n c l u s i o n s f o r a sample o f 
s u g a r p r i c e s ( i n t e r n a t i o n a l ) 
t h i s was n o t t h e c a s e f o r 
(1977 : 153) f i n d s t h a t c o f f e e 
c o m m o d i t i e s b e t w e e n 1963 and 1' 

'85; 197) a r r i v e s a t s i m i l a r 
a g r i c u l t u r a l c o m m o d i t i e s . O n l y 
were more u n s t a b l e . However, 
o t h e r p e r i o d s . Thus, J u n a u i t c 
was one o f t h e most s t a b l e 
74 (29 p r o d u c t s c o n s i d e r e d ) . 



6.But copper p r i c e s d i d not show the e x c e s s i v e i n s t a b i l i t y of 
c o f f e e , i n the p e r i o d c o n s i d e r e d . T i n i s very important f o r 
B o l i v i a a n a l y s i s below. But i t s p r i c e i n c r e a s e d i n the f i r s t 
part of the 1970s, not i n 1975-80. Both f a c t s are important 
fo r the a n a l y s i s below. 

7.Even i n the worst years, the country's i n f l a t i o n r a t e s were 
among the lowest i n L a t i n America. Maybe. Colombian p o l i c y 
makers show a g r e a t e r f e a r of i n f l a t i o n than other c o u n t r i e s . 
T h i s l i n e of argument i s f u r t h e r explored i n Bacha, (1984). 
I t i s amusing to r e a l i s e that Colombia i s one of the few 
c o u n t r i e s i n the world (the only one?) whose N a t i o n a l 
C o n s t i t u t i o n f o r b i d s f i a t money (Ocampo, 1984: 126). 

8.The share of Colombia i n L a t i n American t o t a l debt ( p r i v a t e 
and p u b l i c ) decreased from 6.8% i n 1973 to 3.5% i n 1979 and 
remained constant u n t i l 1982 ( V i l l a r , 1983: 227). 

9.The n e g o t i a t i o n s f o r what was c a l l e d the 'Jumbo c r e d i t ' 
s t a r t e d i n 1982, and only ended i n 1985. But i t i s not c l e a r 
today i f the country w i l l use the c r e d i t a v a i l a b l e . 

10.For f i g u r e s i n 1979 see Table A-1; f o r 1986, see CEPAL, 
1986, Table 17. 

11.The f i g u r e s i n Table 1.2 are i n c u r r e n t USS m i l l i o n ; the 
f i g u r e s i n Graphs 1.2 and 1.3 are i n r e a l d o l l a r s , showing 
b e t t e r the trends i n the v a r i a b l e s i n c l u d e d . We s h a l l 
g e n e r a l l y c o n s i d e r r e a l v a r i a b l e s . 

1 2 . C a p i t a l i n f l o w s were important at the beginning of the 
1970s when the c u r r e n t account was h i g h l y negative, and began 
to decrease with the improvements i n the c u r r e n t account over 
time. They were very modest i n 1975-78 (almost n i l i n 1977), 
and i n c r e a s e d d r a m a t i c a l l y d u r i n g 1979-83 when the c u r r e n t 
account was d e t e r i o r a t i n g . In 1978 and 1979 the country 
borrowed abroad at a time when i t s f o r e i g n r e s e r v e s were 
i n c r e a s i n g , and t h i s was seen as a s i g n of incoherent p o l i c y , 
at a time when i n t e r n a l i n f l a t i o n o r i g i n a t e d i n the 
monetisation of f o r e i g n r e s e r v e s (see below). Ex-post, when 
the unforeseen i n t e r n a t i o n a l r e c e s s i o n a r r i v e d , t h i s p o l i c y 
c o u l d be e a s i l y j u s t i f i e d : the country needed to accumulate 
f o r e i g n r e s e r v e s to ' s u r v i v e ' the d e p r e s s i o n years. 

1 3 . I l l e g a l c a p i t a l f l i g h t i n and out of the country does not 
seem to have a c q u i r e d the magnitude i t had i n Mexico, 
Argentina and C e n t r a l America. According to Thorp and 
Whitehead (1986, pp.303-4) i t was not important i n Colombia 
and even l e s s i n B r a z i l . 



1 4 . T n i s l a s t p o i n t i s e s p e c i a l l y i m p o r t a n t : C o l o m b i a d i d n o t 
have t o a d j u s t i m p o r t s d r a s t i c a l l y t o accommodate t o t h e 
i n t e r n a t i o n a l r e c e s s i o n . See b e l o w . 

15.Nobody w i l l e v e r be a b l e t o e s t i m a t e e x a c t l y t h e 
i m p o r t a n c e o f i l l e g a l e x p o r t s ( m o s t l y d r u g s ) . J u n g u i t o and 
C a b a l l e r o c o n s i d e r t h a t m a r i h u a n a and c o c a i n e e x p o r t s 
i n c r e a s e d f r o m U S S l m i l l i o n i n 1970 t o USS500 m i l l i o n m 1977 
(one t n i r d o f c o f f e e e x p o r t s i n t h i s l a s t y e a r ) . R u i z (1979) 
and R u i z and L o p e z (1981) g i v e l a r g e r f i g u r e s : U S S l , 5 0 0 
m i l l i o n i n 1978, and 2,600 m i l l i o n i n 1979, r e p r e s e n t i n g 126% 
o f c o f f e e e x p o r t s i n t h e l a t t e r y e a r . They a l s o e s t i m a t e t n a t 
m a r i h u a n a e x p o r t s were much h i g h e r t h a n c o c a i n e e x p o r t s a t 
t h a t t i m e , b u t i t i s l i J c e l y t h a t t h e s i t u a t i o n i s t h e 
o p p o s i t e t o d a y . Most p r o b a b l y i l l e g a l e x p o r t s a r e r e c o r d e d 
as s e r v i c e s i n t h e c a p i t a l a c c o u n t o f t h e B a l a n r e o f 
Payments, o r as e r r o r s and o m i s s i o n s . 

16. T h i s a l s o h a p p e n e d m t e r m s o f GNP ( C u d d i n g t o n , 1986, 
F i g . 3 A ) . A f t e r a g r o w t h r a t e o f 5% a y e a r i n c o n s t a n t p r i c e s 
d u r i n a 1 970-75, n o n - c o f f e e a g r o - b a s e d e x p o r t s grew o n l y 1.7% 
i n 1975-83 (Tnomas, 1985: 9 ) . S o m e t h i n g s i m i l a r h a ppened t o 
e x p o r t s of m a n u f a c t u r e s ( m a i n l y t e x t i l e s , f i b r e s , and 
m a n u f a c t u r e d m e t a l s ) . They r e p r e s e n t e d 8% o f t o t a l e x p o r t s m 
1970 and 20% i n 1975; o n l y 16% i n 1983 ( E c h a v a r r i a l-^.'^e, 
p.60) . 

17.They r e p r e s e n t e d 8.7% o f t o t a l e x p o r t s i n 1970 and 2 1 % m 
1974. M a n u f a c t u r e d e x p o r t s a r e much s m a l l e r t h a n 'non-
t r a d i t i o n a l ' e x p o r t s . 

18.Our d e f i n i t i o n o f ' m a n u f a c t u r e s ' i n T a b l e 1.3 i s n o t 
c o n s i s t e n t w i t h t h a t u s e d e a r l i e r f o r c o m m o d i t i e s . STTC 5-8 
i n c l u d e some m e t a l s w h i c h a ] t e r o u r c o m p a r i s o n s . The p r o b l e m 
i s e s p e c i a l l y a c u t e i n t h e c a s e o f C h i l e where m a n u f a c t u r e d 
e x p o r t s - c o p p e r - w o u l d r e p r e s e n t a l m o s t 6 5 % o f t o t a l 
e x p o r t s . 

19.IDB, 1985: 3 0 ) . C a p i t a l g o o ds i m p o r t s i n 1982-84 
r e p r e s e n t e d t w i c e t h e a v e r a a e f o r 1970-78; t h e r e l a t i o n f o r 
t h e c o n s u m e r goods was 1.63 and f o r i n t e r m e d i a t e goods 1.75. 

2 0 . C h e m i c a l p r o d u c t s (14%) were t h e o t h e r i m p o r t a n t 
m a n u f a c t u r e d i m p o r t s ; f o o d r e p r e s e n t e d 1 1 % o f t o t a l i i r p o r t s 
( E c h a v a r r i a , 1986: 9 ) . The g r o w t h i n a g r i c u l t u r a l i m p o r t s was 
a l i t t l e l o w e r t h a n i n t o t a l i m p o r t s (6%) i n 1970-83. 
(Thomas, 1985: 9 ) . 

21.At l e a s t c o m p a r e d t o o t h e r L a t i n A m e r i c a n c o u n t r i e s . The 
r e l a t i o n b e t w e e n t h e n o n - f a c t o r a l t r a d e b a l a n c e and GDP 
(X-M)/Q i n c r e a s e d b o t h f o r t h e o i l - e x p o r t i n g ( 3 . 5 6 % m 1979, 



5.88% m 1983) and o i l importing c o u n t r i e s (6.58% i n 1979, 
-1.31% i n 1983); ttie f i g u r e s f o r Colombia were 0.24% and 
-4.90%. 1984 was not a 'bad' year when compared with other 
periods of the past. I t was even b e t t e r than i n the f i r s t 
part of the 1970s, an obvious candidate f o r comparison. Thus, 
on 1974, Thomas (1985: 26) w r i t e s 'With the trade reforms 
i n i t i a t e d i n 1967, the peso d e p r e c i a t e d s i g n i f i c a n t l y , 
r eaching e q u i l i b r i u m by the mid 19706. The balance of 
payments was i n reasonable e q u i l i b r i u m from 1973 to 1975. 
Commodity p r i c e s , e s p e c i a l l y those of c o f f e e , were not 
abnormal i n that p e r i o d , and Colombia was s t i l l 
s e l f - s u f f i c i e n t i n petroleum, so there was no s i g n i f i c a n t o i l 
p r i c e e f f e c t . ' 

22.See Ocampo, 1986: Table 2 f o r a d i s c u s s i o n of the f i g u r e s 
given by each I n s t i t u t i o n . 

23.It was not j u s t the Mexican moratorium of August 1982, 
which made things so d i f f i c u l t . At that time, Argentina was 
already i n ' t e c h n i c a l ' moratorium, and not only because of 
the Malvinas War of A p r i l 1982. B r a z i l , Venezuela, C h i l e and 
Cuba were soon i n v o l v e d i n s i m i l a r n e g o t i a t i o n s with the IMF 
and the i n t e r n a t i o n a l ban)c6. Peru had been i n a s i m i l a r 
p o s i t i o n s i n c e 1981. 

24.Figures f o r 1982, the worst year of the 1980s. In 1986 the 
corresponding f i g u r e s were 35% f o r L a t i n America with 
s u b s t a n t i a l r e d u c t i o n s i n the debt burden f o r B r a z i l , and to 
a l e s s degree f o r the other c o u n t r i e s . Only Argentina was i n 
a s i m i l a r p o s i t i o n with a r a t i o higher than 50%. 

25.Income l e s s p r i v a t e and p u b l i c consumption. 
In what f o l l o w s : 

X,M= Non F a c t o r a l Exports of Goods and S e r v i c e s . 
GDP= Gross Domestic Product 
GNP= Gross N a t i o n a l Product 
C = P r i v a t e Consumption 
G = Current Government Expenditures. 
R = Net payments to f a c t o r s abroad - n e a r l y e q u i v a l e n t 

to i n t e r e s t payments i n our c o u n t r i e s . 

26.Taylor, 1983: 31-2. The author shows that the d i s c u s s i o n 
about which v a r i a b l e goes f i r s t does not depend on any other 
d i s c u s s i o n but t h i s . 

27.Even orthodox economists w i l l accept t h i s argument f o r the 
s h o r t run, and i t i s indeed very d i f f i c u l t to argue that our 
c o u n t r i e s were at f u l l employment i n those years. For the 
long run the d i s c u s s i o n becomes more heated. But even i n the 
long run things are not c l e a r . F i r s t , some authors l i k e 
Kaldor (post-Keynesians i n general) argue that investment 
determines savings even i n the long run, through f o r c e d 



s a v i n g s and t e c h n o l o g i c a l c h a n g e . S e c o n d , e v e n i n a f u l l y 
n e o - c l a s s i c a l w o r l d h i g h e r s a v i n g s a f f e c t p r o d u c t i o n o n l y 
m a r g i n a l l y . A f t e r a o n c e and f o r a l l jump i n p r o d u c t i o n 
f o l l o w i n g t h e i n c r e a s e m s a v i n g s t h e economy w i l l r e t u r n t o 
t h e same p a t h o f g r o w t h . L o n g - r u n n e o - c l a s s i c a l g r o w t h 
d e p e n d s o n l y on p o p u l a t i o n i n c r e a s e and t e c h n i c a l c h a n g e , and 
two e c o n o m i e s w i t h v e r y d i f f e r e n t s a v i n g r a t e s w i l l grow a t 
t h e same r a t e i f t h e y p r e s e n t s i m i l a r c h a n g e s i n p o p u l a t i o n 
and t e c h n i c a l c h a n g e . 

28.The f i g u r e s a r e n o t t h e same i n T a b l e s 2.1 and 2.2 .• a i r i l y 
b e c a u s e t h e d e f l a t o r s a r e d i f f e r e n t ( e . g . GNP v s GDP); i i l s o 
b e c a u s e t h e d e f i n i t i o n s o f t h e v a r i a b l e s d i f f e r ( t h e r e .ire 
many d e f i n i t i o n s o f t h e d e f i c i t w h i c h d i f f e r i n t e c h n i c a l 
a s p e c t s ) ; o r s i m p l y b e c a u s e t h e y c o r r e s p o n d t o d i f f e r e n t 
s o u r c e s . F o r C o l o m b i a a l o n e f i g u r e s on s a v i n g s and i n v e s t i f e n t 
p r o d u c e d by t h e C e n t r a l Bank d i f f e r f r o m t h o s e p r o d u c e d by 
DANE. However, t h e f i g u r e s i n T a b l e 2.1 a r e c o m p a r a b l e among 
c o u n t r i e s , and t h o s e i n T a b l e 2.2 a r e c o m p a r a b l e o v e r t i m e 
f o r C o l o m b i a . 

29.Among n i n e c o u n t r i e s 
d ocument, C o l o m b i a w i t h 
r a t i o s ( W o r l d Ban)t, 1986'. 
a p r o p o r t i o n o f GNP; 1980-

C o l o m b i a 
P e r u 
P a r a g u a y 
E c u a d o r 
B r a z i l 
M e x i c o 
T h a i l a n d 
M a l a y s i a 
S o u t h K o r e a 

Savings 
1 6 . 8 
1 6 . 7 

. G 

. 4 
. 3 
. 7 
. 3 
. 2 
. 3 

1 8 . 
2 4 . 
2 0 . 
2 8 . 
2 0 . 
2 9 . 
2 5 . 

a n a l y s e d i n a r e c e n t W o r l d Bant: 
P e r i l p r e s e n t t h e l o w e s t s a v i n g s 
The f i g u r e s a r e as t h e f o l l o w s (as 

84) . 
Investment 

1 9 . 
1 6 . 
2 7 . 
2 2 . 
2 0 . 
2 3 . 
2 3 . 8 
3 2 , 
^ 8 . 

The f i g u r e s i n T a b l e 2.2, h o w e v e r , do n o t show s u c h 
c o m p a r a t i v e l o w r a t i o s , and C o l o m b i a p r e s e n t s i n t e r m e d i a t e 
r a t i o s m r e l a t i o n t o t h e o t h e r 6 L a t i n A m e r i c a n c o u n t r i e s 
s t u d i e d : h i g h e r s a v i n g r a t i o s t h a n t h e o i l - i m p o r t i n g 
c o u n t r i e s ( b u t l o w e r t h a n i n B r a z i l ) ; l o w e r t h a n i n t h e o i l -
e x D o r t m a c o u n t r i e s . 

3 0 . D o m e s t i c s a v i n g s f l u c t u a t e much more t h a n t o t a l 
i n v e s t m e n t , r e v e a l i n g - i d e n t i t i e s a g a i n - t h e i m . p o r t a n t 
v a r i a t i o n s i n t h e C o l o m b i a n e x t e r n a l s e c t o r ( e x t e r n a l 
s a v i n g s ) . Among t h e s a v i n g r a t i o s c o n s i d e r e d i n T a b l e 2 . 1 , 
t h e most v o l a t i l e was e x t e r n a l s a v i n g s . See n o t e 32. 

31.The m a i n d e t e r m i n a n t o f p r i v a t e i n v e s t m e n t i s a g g r e g a t e 
demand. F o r a summary o f t h e i n v e s t m e n t l i t e r a t u r e and 
e m p i r i c a l f i n d i n g s f o r C o l o m b i a see Ocampo e t a l , 198 5: 
e s p e c i a l l y p.98. On c r e d i t c o n d i t i o n s s e e S i l v a n i , 1983. 



3 2 . S t a t i s t i c a l l y , t h e c o e f f i c i e n t o f v a r i a t i o n f o r t h e 
d i f f e r e n t s e r i e s c o n f i r m s t h i s f a c t : t h e most v o l a t i l e s e r i e s 
among d i f f e r e n t t y p e s o f s a v i n g s ( s e c o n d p a r t o f T a b l e 2.2) 
IS e x t e r n a l s a v i n g s ( 5 . 1 5 ) ; t h e n , p u b l i c s e c t o r s a v i n g s 
( 1 . 4 0 ) ; no o t h e r s e r i e s p r e s e n t s a c o e f f i c i e n t o f v a r i a t i o n 
h i g h e r t h a n 1. The c o e f f i c i e n t o f v a r i a t i o n f o r t h e sum o f 
e x t e r n a l s a v i n g s and p u b l i c s a v i n g s i s a l s o l e s s t h a n 1. 

33.The m e t h o d o l o g y f o l l o w s B a r r o ( i n Gomez e t a l , 1976. 
f i g u r e s d i f f e r , h o w e v e r . The i d e n t i t y shown i s o b t a i n e d a f t e r 
an a r i t h m e t i c a l m a n i p u l a t i o n o f t h r e e i d e n t i t i e s . 
F o r t h e C e n t r a l Banlt: Changes i n a s s e t s e q u a l c h a n g e s i n 
l i a b i l i t i e s : 

dH=dR+Ccp+Ccg (1) 

Where, b e s i d e s t h e v a r i a b l e s q u o t e d i n t h e t e x t : : 
R= F o r e i g n R e s e r v e s 
Ccg= C e n t r a l Ban)i C r e d i t t o t h e Go v e r n m e n t . 

F o r t h e P u b l i c S e c t o r : t h e d e f i c i t i s f i n a n c e d f r o m t h e 
C e n t r a l Ban)i, t h e P r i v a t e S e c t o r , and f o r e i g n e r s : 

G-T=Ccg+Cpg+Cfg (2) 

Ccg= C e n t r a l Banlc c r e d i t t o t h e Government 
Cfg= C r e d i t f r o m ' f o r e i g n e r s ' t o t h e g o v e r n m e n t . 

F o r t h e f o r e i g n s e c t o r , c h a n g e s i n f o r e i g n r e s e r v e s a r e 
i d e n t i c a l l y e q u a l t o c h a n g e s i n t h e c u r r e n t a c c o u n t and i n 
t h e c a p i t a l a c c o u n t o f t h e b a l a n c e o f p a y m e n t s . 

dR=CA+Cfp+Cfg (3) 

w h e r e : 
R= F o r e i g n r e s e r v e s . 
CA= C u r r e n t a c c o u n t o f t h e b a l a n c e o f p a y m e n t s 
Cfg= F o r e i g n c r e d i t t o t h e g o v e r n m e n t . 

3 4 . D e f i c i t s f i n a n c e d by t h e p r i v a t e s e c t o r do n o t a f f e c t t h e 
m o n e t a r y b a s e ; money j u s t c h a n g e s h a n d s . 

3 5 . W i t h open m a r l t e t o p e r a t i o n s ( w h i c h means t h a t Cpg i s 
d i f f e r e n t f r o m z e r o ) t h e d e f i c i t c a n be i n c r e a s e d ( d e c r e a s e d ) 
w i t h t h e money s u p p l y r e m a i n i n g c o n s t a n t . 

36.The c u r r e n t a c c o u n t s u r p l u s was C$30.4 b i l l i o n i n 1977 and 
CS32.1 b i l l i o n i n 1978. The m o n e t a r y b a s e ( s t o c k ) was C$ 28 
b i l l i o n i n 1974. 



JT.Tnough zhe a f f e c t o f t h e r e f o r m d w i n d l e d t h r o u a h t i r i e . 
I m p o r t a n t ' c o u n t e r - r e f o r m s ' were a d o p t e d i n 1977 and 1979 and 
p e o p l e l e a r n e d how t o evade ( P e r r y and C a r d e n a s , 19S6) . The 
d e f i c i t was l a r g e l y f i n a n c e d by e x t e r n a l b o r r o w i n a . A f t e r 
1982. when t h e a v a i l a b i l i t y o f f o r e i g n c a p i t a l d i m i n i s h e d , 
d o m e s t i c b o r r o w i n g became i n c r e a s i n g l y i m p o r t a n t . 

38.Most o f t h e c o f f e e c o u n t r i e s a n a l y s e d by D a v i s (1983: 129^ 
had a l a r g e r d e f i c i t i n 1978 t h a n i n 1975. Revenue g r o w t h was 
i m p r e s s i v e i n most o f them, b u t even more i m p r e s s i v e was t h e 
g r o w t h o f e x p e n d i t u r e , r e f l e c t i n g t h e l a g g e d i m p a c t o f 
s p e n d i n a p l a n s c o n c e i v e d a t t h e h e i g h t o f t h e booF-. T h i s d i d 
n o t h a p p e n m C o l o m b i a . I t s h o u l d a l s o be p o i n t e d o u t t h a t m 
most of t h e s e c o u n t r i e s p u b l i c c a p i t a l e x p e n d i t u r e s grew .iiore 
t h a n c u r r e n t e x p e n d i t u r e s w h i c h d i d n o t happen m C o l o m b i a 
e i t h e r . One must be p a r t i c u l a r l y c a r e f u l a b o u t v i e w i n g t h e 
1979 movements i n t h e C e n t r a l Bank's b a l a n c e s h e e t as 
s t e r i l i s a t i o n a c t i v i t y . I n t h a t y e a r t h e p u b l i c s e c t o r 
u n d e r t o o k a l a r g e amount o f e x t e r n a l b o r r o w i n g . At t h e same 
t i m e , a c o n s i d e r a b l e p o r t i o n o f t h e r e d u c t i o n i n govern,iient 
n e t l i a b i l i t i e s t o t h e C e n t r a l Bank was due t o a l a r g e 
i n c r e a s e i n g o v e r n m e n t d e p o s i t s a t t h e C e n t r a l Bank. What was 
o c c u r r i n g was a s l o w d i s b u r s e m e n t o f f u n d s f o r p u b l i c 
i n v e s t m e n t p r o j e c t s f i n a n c e d by f o r e i g n b o r r o w i n g . I n t h e 
meantime, t h e b o r r o w e d f u n d s were h e l d as g o v e r n m e n t d e p o s i t s 
a t t h e C e n t r a l Bank. A l t h o u g h t h i s a c t i v i t y c a u s e s f o r e i g n 
r e s e r v e i n f l o w s t o i n c r e a s e and g o v e r n m e n t l i a b i l i t i e s n e t o f 
d e p o s i t s t o t h e C e n t r a l Bank t o d e c r e a s e , t h i s does n o t 
r e f l e c t s t e r i l i s a t i o n a c t i v i t y i n t h e u s u a l s e n s e o f t h e t e r i F 
( C u d d i n a t o n , 1986: 2 6 ) . 

39.The r e l a t i o n b e t w e e n i n t e r e s t p ayments and GDP i n C o l o n ^ b i a 
was o n e - f o u r t h o f t h a t f o r t h e o i l - e x p o r t i n q c o u n t r i e s ; and 
o n e - f i f t h o f t h a t f o r t h e o i l - i m p o r t i n a c o u n t r i e s , b c i n a 
e s p e c i a l l y h i g h f o r C h i l e and A r g e n t i n a . The d e b t b u r d e n was 
much h i g h e r f o r t h e o i l i.^.ipor t e r s , b e c a u s e t h e i r e x p o r t s v e r e 
r e l a t i v e l y s m a l l e r and sorro f o r e i g n b o r r o w i n g was u n d e r t a k e n 
t o pay f o r o i l i m p o r t s . 

40.On a v e r a g e o v e r t h e w l i o l e p e r i o d , e x t e r n a l s a v i n g s were 
n i l f o r t h e o i l - e x p o r t i n g c o u n t r i e s , and p o s i t i v e f o r 
C o l o m b i a (3.5%) and t h e o i l - i m p o r t i n g c o u n t r i e s ( 5 . 8 ^ ) . 

4 1 . N a t i o n a l s a v i n g s d e c r e a s e d c o n s i d e r a b l y f o r t h e g r o u p o f 
c o u n t r i e s ( a r i t h m e t i c a v e r a g e s ) : by 2 1 . 1 % i n 1980, and 1".4% 
i n 1984. However, t h e l o w e s t r a t i o s were o b t a i n e d i n 1982.'83, 
w i t h h i g h e r f i g u r e s f o r t h e f o l l o w i n g y e a r s . T h i s was a 
common f e a t u r e f o r a l l t h e c o u n t r i e s c o n s i d e r e d , t h o u g h t h e 
v a r i a t i o n s were enormous f o r V e n e z u e l a ( 3 2 . 5 % i n 1980; 17% m 
1 9 8 3 ) . M e x i c o a l s o p r e s e n t s v e r y h i g h s a v i n g r a t i o s , 
g e n e r a t i n g h i g h r a t i o s f o r t h e o i l - e x p o r t i n g c o u n t r i e s as a 
a r o u p ( 2 1 . 8 % ) . N a t i o n a l s a v i n g s i n C h i l e were r e m a r k a b l y low 
(6.6%) and t h i s p r o d u c e d l o w r a t i o s f o r t h e o i l - i m p o r t i n g 



c o u n t r i e s . 

4 2 . M o r e o v e r , t h e p r o j e c t s u n d e r t a k e n were i m p o r t a n t f o r t h e 
c o u n t r y and were w e l l - m o n i t o r e d (see a b o v e ) . 

43.The f i g u r e s g i v e n i n T a b l e 2.2 do n o t seem t o be 
c o n s i s t e n t w i t h t h o s e i n T a b l e 2.1. I t i s v e r y l i k e l y t h a t , 
t h e d e f i n i t i o n s o f t h e p u b l i c s e c t o r d e f i c i t a r e s i m p l y 
d i f f e r e n t . However, f i g u r e s a r e i n t e r n a l l y c o n s i s t e n t i n e a c h 
c a s e , and t h e c o m p a r i s o n j u s t made i s v a l i d . 

4 4 . T h i s S e c t i o n r e l i e s h e a v i l y on B e r r y and T h o u m i , 1985. 

45.The P l a n d e n o m i n a t e d F o u r S t r a t e g i e s , b u t r e a l l y f o c u s e d 
on one o f them: u r b a n b u i l d i n g . U n der t h e i n f l u e n c e o f 
P r o f e s s o r L . C u r r i e , r u r a l - u r b a n m o b i l i t y was s e e n as 
d e s i r a b l e - a t l e a s t u n a v o i d a b l e - and l e a d i n g t o h i g h e r 
l a b o u r p r o d u c t i v i t y f o r t h e c o u n t r y as a w h o l e . R u r a l 
m i g r a t i o n had t o be a b s o r b e d by i n d u s t r y and modern 
a c t i v i t i e s i n t h e c i t i e s . 

4 6 . T h i s f i n a n c i a l r e f o r m was i n t r o d u c e d t o o b t a i n money f o r 
t h e c o n s t r u c t i o n s e c t o r , and n o t b e c a u s e o f any c o n s i d e r a t i o n 
r e l a t e d t o o t h e r more t h e o r e t i c a l c o n s i d e r a t i o n s e t c . 
( J a r a m i l l o , 1982: 9 ) . 

4 7 . W i t h a c e i l i n g o f 5% o v e r t h e e x p e c t e d i n f l a t i o n r a t e . 

4 8 . A c c o r d i n g t o some e c o n o m i s t s t h e h i g h i n f l a t i o n r a t e s o f 
t h a t p e r i o d were a l s o r e s p o n s i b l e f o r h i g h r a t e s i n 1979-82. 

4 9 . I t was p r e s e n t e d l a t e r t h a n u s u a l - and f o r t h a t r e a s o n 
was s u b j e c t t o h a r s h and u n n e c e s s a r y c r i t i c i s m - and ' c o o k e d 
up' i n a v e r y s t r a n g e way. A f t e r a l e c t u r e g i v e n by t h e t h e n 
Head o f DNP ( N a t i o n a l P l a n n i n g C o m m i t t e e ) , R o b e r t o J u n g u i t o , 
w r o t e : 'The s p e c i f i c a t i o n o f t h e b a s i s f o r t h e new 
D e v e l o p m e n t P l a n i s one o f t h e most i m p o r t a n t r e c e n t e c o n o m i c 
p i e c e s o f news i n t h e c o u n t r y . S u r p r i s i n g l y e nough n e i t h e r 
t h e p r e s s n o r t h e C o l o m b i a n e c o n o m i c a n a l y s t s seem t o t a k e 
any n o t i c e o f i t ' . 

5 0 . H o u s i n g has a l w a y s b e e n an i m p o r t a n t i s s u e f o r a l l 
C o l o m b i a n g o v e r n m e n t s . The l a s t f o u r E c o n o m i c P l a n s had t h a t 
o b j e c t i v e i n m i n d , b u t t h e number o f ' s o l u t i o n s ' p r o m i s e d 
v a r i e d i m m e n s e l y f r o m P l a n t o P l a n : F o u r S t r a t e g i e s , 
1 971-1974, ' s o l u t i o n s ' ; To C l o s e t h e Gap, 1975-1978, 
N a t i o n a l I n t e g r a t i o n , 1979-82, Change w i t h S o c i a l J u s t i c e , 
1 9 8 3 -1986. See C o v u n t u r a E c o n o m i c a , M a r c h , 1984, p p . 5 9 - 6 4 . 



51.The f r o s t was more s e v e r e t h a n any o t h e r i n t h e p o s t - w a r 
p e r i o d . I t r e d u c e d t h e p r o d u c t i o n o f t h e s t a t e o f P a r a n a 
( t h e most i m p o r t a n t c o f f e e s t a t e i n B r a z i l ) t o 10% o f 
p r e v i o u s l e v e l s . E v e n w o r s e , i t a l s o d e s t r o y e d t h e t r e e s , 
w i t h i m p o r t a n t c o n s e q u e n c e s f o r f u t u r e p r o d u c t i o n . A 
P r o d u c e r s P a c t f a i l e d t o m a t e r i a l i s e i n 1975, and t h e 'New 
I n t e r n a t i o n a l C o f f e e P a c t ' w h i c h was due t o come i n t o 
o p e r a t i o n a f t e r O c t o b e r 1976 n e v e r wor)ced o u t . A new 
a a r e e m e n t on c o f f e e e x p o r t q u o t a s , t h e f i r s t s i n c e 1972, was 
o n l y s i g n e d i n S e p t e m b e r 1980. 

5 2 . C a t u r r a p r o d u c e s 2-3 t i m e s more t h a n t h e t r a d i t i o n a l 
t e c h n o l o g y - p e r u n i t o f l a n d - b u t w i t h much h i g h e r i " n n r = 
o f f e r t i l i z e r and l a b o u r . 

53. H i g h e r t a x e s a i m e d a t s t a b i l i s a t i o n and g r o w t h -ire 
d i f f i c u l t t o ' s e l l ' i n any c o u n t r y . 

54.Most A f r i c a n F r a n c o p h o n e c o u n t r i e s manage c o * f r e 
f l u c t u a t i o n s t h r o u g h S t a b i l i s a t i o n F u n d s , b u t i n c o u n f i e = 
Ixke Uganda, E t h i o p i a and Kenya t h e c o f f e e o r g a n i s a t i o n s 
c o u l d be b r o a d l y d e s c r i b e d as M a r l t e t i n g B o a r d s . S t a b i l i s a t i o n 
f u n d s e s t a b l i s h a g u a r a n t e e d o r r e f e r e n c e p r i c e f o r t h e 
e x p o r t e r , and t h e d i f f e r e n c e b e t w e e n t h i s r e f e r e n c e p r i c e and 
t h e a c t u a l e x p o r t p r i c e a c c r u e t o , o r a r e p a i d by, t h e 
s t a b i l i s a t i o n f u n d . M a r l ^ e t m g b o a r d s , on t h e o t h e r h and, a r e 
more d i r e c t l y i n v o l v e d i n t h e mar)<eting and e x p o r t of t h e 
p r o d u c t . I n some c a s e s t h e y f i x minimum p r o d u c e r p r i c e s ; i n 
o t h e r s , t h e B o a r d r e g u l a t e s t h e s a l e s o f c o f f e e t h r o u g h 
a u c t i o n s ( D a v i s , 1983: 123) . 

55.The g o v e r n m e n t has a l a r g e i n f l u e n c e i n s i d e t h e FNC, a 
p r i v a t e n o n - p r o f i t - m a ) < i n g a s s o c i a t i o n o f c o f f e e p r o d u c e r s 
t h a t e n g a g e s i n c o m m e r c i a l a c t i v i t i e s , and t h a t has been t h e 
m a i n body c h a r g e d by t h e g o v e r n m e n t w i t h a d m i n i s ' e r j n g 
c o f f e e p o l i c y i n t h e c o u n t r y . The f e d e r a t i o n i s r e s p o n s i b l e 
f o r t h e management o f t h e N a t i o n a l C o f f e e F u n d ( N C F ) , f o r 
t h e p r o v i s i o n o f t e c h n i c a l a s s i s t a n c e t o t h e i n d u s t r y , f o r 
t h e c o n t r o l o f d o m e s t i c and e x p o r t m a r l < e t i n g , and f o r a d v i c e 
on t h e s e t t i n g o f c e r t a i n r a t e s o f t a x a t i o n and p r i c e s w h i c h 
a f f e c t t h e i n d u s t r y . The r e l a t i o n s h i p b e t w e e n t h e g o v e r n m e n t 
and t h e f e d e r a t i o n has b e e n c o n t r o l l e d s i n c e 1928 by a s e r i e s 
o f c o n t r a c t s t h a t s e t o u t t h e d u t i e s t o be d e l e g a t e d t o t h e 
f e d e r a t i o n and t h e r e m u n e r a t i o n t h a t i t w i l l r e c e i v e i n 
r e t u r n f o r i t s s e r v i c e s . Among t h e s p e c i f i c a r e a s t h e 
g o v e r n m e n t c a n c o n t r o l a r e t h e f o l l o w i n g : f i r s t , i t 
a u t h o r i s e s t h e b u d g e t o f t h e FNC; s e c o n d , t h e a p p o i n t m e n t o f 
t h e G e n e r a l Manager o f t h e F e d e r a t i o n i s s u b j e c t t o t h e 
a p p r o v a l o f t h e P r e s i d e n t o f C o l o m b i a . T h i r d , u n d e r t h e 
p r e s e n t c o n t r a c t t h e g o v e r n m e n t and t h e c o f f e e g r o w e r s ' 
r e p r e s e n t a t i v e s h a v e e q u a l r e p r e s e n t a t i o n on t h e N a t i o n a l 
C o m m i t t e e o f C o f f e e G r o w e r s w h i c h e x e c u t e s t h e d e c i s i o n s o f 
t h e C o n g r e s s . I n a d d i t i o n t o t h i s c o n t r o l o f t h e f e d e r a t i o n , 
t h e g o v e r n m e n t d e t e r m i n e s t h e r a t e o f t a x e s i n t h e c o u n t r y , 



i n c l u d i n g t h o s e s p e c i f i c t o t h e c o f f e e i n d u s t r y , and has a 
m a j o r i t y i n t h e c o m m i t t e e w h i c h d e t e r m i n e s t h e p r i c e a t w h i c h 
t h e f e d e r a t i o n p u r c h a s e s c o f f e e f r o m g r o w e r s . See Thomas, 
1985, A p p e n d i x F. 

56.The s o c i a l (5.9) and p r i v a t e ( l e s s t h a n 3.8) b e n e f i t / c o s t 
r a t i o s o f p r o d u c i n g c r o p s o t h e r t h a n c o f f e e h a v e been 
c a l c u l a t e d by Thomas. The argument i s r e l a t i v e l y s i m p l e : t h e 
s o c i a l b e n e f i t o f an a d d i t i o n a l bag o f c o f f e e i s a l m o s t n i l 
b e c a u s e i t w i l l j u s t become a d d i t i o n a l s t o c l t s . The o n l y 
b e n e f i t t h a t an a d d i t i o n a l b a g c o u l d h a v e i s t h e s t r o n g e r 
p o s i t i o n o f C o l o m b i a i n f u t u r e n e g o t i a t i o n s on q u o t a s 
(Thomas, 1985, 1 1 5 - 1 1 6 ) . The f i g u r e s p r o v i d e d by t h e a u t h o r 
a r e t h e f o l l o w i n g : 

BENEFITS AND COSTS OF COFFEE D I V E R S I F I C A T I O N . 
i S / y e a r / h e c t a r e ) 

SOCIAL PRIVATE 
I . B E N E F I T S . 2, 524 1,967 
A.Variable c o s t o f 

c o f f e e p r o d u c t i o n ( n o t e x pended) 1 , 487 1,487-34 
B . S t o r a g e a v o i d e d 523 0 
C . V a l u e o f a l t e r n a t i v e c r o p 5 14 5 14 

I I . C O S T S . 426 1 ,453 
A. L o a n s f o r t h e a l t e r n a t i v e c r o p 316 158 
B. T e c h n i c a l A s s i s t a n c e 90 0 
C. O t h e r c o s t s o f r e d u c i n g c o f f e e 20 0 
D. C o s t s o f c o f f e e n o t s o l d 0 1, 295 

I I I . BENEFITS-MINUS COSTS 2,098 514 

I V . BENEFITS/COSTS 5.92 3.82 

57.The e f f e c t i v e f i n a l p r i c e ( p e r bag) o b t a i n e d by t h e 
p r i v a t e e x p o r t e r w i l l be P e = ( 1 - t ) * P r * e , w h e r e : 

Pe: P r i c e ( c o l . S / b a g ) o b t a i n e d by t h e p r i v a t e e x p o r t e r 
t : A d - V a l o r e m Tax. 
P r : R e i n t e g r o p r i c e , d e t e r m i n e d by t h e g o v e r n m e n t . 

H i s t o r i c a l l y i t has t e n d e d t o move, w i t h a l a g , w i t h t h e 
i n t e r n a t i o n a l p r i c e . 

e: e x c h a n g e r a t e (up t o 1967 C o l o m b i a o p e r a t e d u n d e r a 
r e g i m e o f m u l t i p l e e x c h a n g e r a t e s ) . The e x c h a n g e r a t e was 
u n i f i e d f o r a l l k i n d o f e x p o r t s i n 1967. I n 1977, h o w e v e r , 
t h e g o v e r n m e n t i n t r o d u c e d what were c a l l e d E x c h a n g e 
C e r t i f i c a t e s - c e r t i f i c a d o s de c a m b i o - w h i c h i n p r a c t i c e 
r e i n t r o d u c e d t h e (now d i s g u i s e d ) m u l t i p l e e x c h a n g e - r a t e 
s y s t e m . From 1977 o n w a r d s , t h e p r i v a t e e x p o r t e r o f c o f f e e and 
o t h e r ' t r a d i t i o n a l ' e x p o r t s d i d n o t g e t c a s h , b u t 
C e r t i f i c a t e s w h i c h c o u l d be redeemed a f t e r some d a y s . T h a t 
meant t h a t t h e p r e s e n t v a l u e p r i c e - o f t h e c e r t i f i c a t e was 
r e d u c e d . 



58.The p u r c h a s e p r i c e o f f e r e d by t h e FNC w i l l a l s o be t h e 
d o m e s t i c p r i c e i n s i d e t h e c o u n t r y , j u s t b e c a u s e o f t h e l a r g e 
s i z e o f t h e FNC. 

59.And o n l y p a r t o f i t , as some o f t h e r e v e n u e s a r e r e t u r n e d 
by t h e g o v e r n m e n t t o t h e FNC. T h i s t a x was e s t a b l i s h e d i n 
1967 when t h e m u l t i p l e - e x c h a n g e r a t e s y s t e m was e l i m i n a t e d . 
The R e t e n t i o n Q u o t a i s t h e amount o f c o f f e e g i v e n by t h e 
e x p o r t e r t o t h e FNC p e r bag o f e x c e l s o e x p o r t e d . The FNC and 
t h e g o v e r n m e n t c a n d e t e r m i n e t h e p e r c e n t a g e o f c o f f e e p e r 
bag . I t was o r i g i n a l l y c r e a t e d i n 1958 t o w i t h h o l d c o f f e e 
f r o m t h e m a r k e t u n d e r a r e t e n t i o n a g r e e m e n t among L a t i n 
A m e r i c a n P r o d u c e r s . 

6 0 . D a v i e s (1983: 123, T a b l e 4) p r o v i d e s u s e f u l i n f o r m a t i o n as 
t o who b e n e f i t e d f r o m t h e b o n a n z a : t h e p r o d u c e r , t h e C e n t r a l 
g o v e r n m e n t , o r t h e c o m m o d i t y o r g a n i s a t i o n . The C o l o m b i a n 
G o v e r n m e n t o b t a i n e d o n l y 1 0 - 1 2 % o f e x p o r t r e c e i p t s b e t w e e n 
1975 and 1977, when t h e f i g u r e s f o r t h e o t h e r c o f f e e 
c o u n t r i e s a n a l y s e d o s c i l l a t e d b e t w e e n 20% and 30%. Not o n l y 
d i d t h e FNC g e t t h e l a r g e s t s h a r e d u r i n g t h e b o n a n z a , b u t i t s 
p a r t i c i p a t i o n became l a r g e r w i t h t i m e . The d e c r e a s i n g l e v e l 
o f t h e a d - v a l o r e m t a x i s e v e n more c l e a r when we c o n s i d e r 
t h i s t a x i n t e r m s o f e x p o r t s . From a l e v e l o f 20% i n 1974, i t 
d e c r e a s e d t o 16% i n 1978 (by one p e r c e n t a g e p o i n t a y e a r ) . I t 
was f u r t h e r r e d u c e d i n t h e y e a r s f o l l o w i n g 1978: 12% i n 1981, 
6.5% i n 1983. 
The s h a r e o f t h e g o v e r n m e n t i n t o t a l c o f f e e t a x e s was 30% on 
a v e r a g e d u r i n g t h e p e r i o d o f t h e b o n a n z a . I t d e c r e a s e d f r o m 
35% and 38% i n 1974 and 1975, t o 2 9 - 3 0 % i n e a c h o f t h e y e a r s 
b e t w e e n 1976 and 1980 (Thomas, 1985: 2 1 6 ) . 

6 1 . V e r y few o f t h e co m m o d i t y o r g a n i s a t i o n s i n t h e 10 
c o u n t r i e s a n a l y s e d by D a v i s (1983) i n v e s t e d t h e i r r e s o u r c e s 
i n a way t h a t w o u l d e n s u r e t h e i r a v a i l a b i l i t y f o r f u t u r e 
p r i c e s u p p o r t ( s e e D a v i s , p.134) 

62. E d w a r d s , 1985. F o r t h i s r e a s o n money i n c o m e e l a s t i c i t y i s 
much l o w e r t h a n 1. M o n e t a r i s t s c l a i m t h a t i t s h o u l d be n e a r 1 
i n a c l o s e d economy. Edw a r d s a l s o a r g u e s t h a t t h e r a t e o f 
g r o w t h o f h i g h p o w e r e d money d e p e n d s on p a s t r a t e s o f g r o w t h 
o f t h a t same v a r i a b l e (up t o t h r e e p e r i o d s ) , t h e m a g n i t u d e o f 
t h e f i s c a l d e f i c i t , and t h e r a t e o f i n c r e a s e i n c o f f e e 
p r i c e s . The e l e g a n c e o f t h e e c o n o m i c model u s e d by t h e a u t h o r 
i s , h o w e v e r , much more a p p e a l i n g t h a n h i s e c o n o m e t r i c 
r e s u l t s . C o n c l u s i o n s a r e t o o s t r o n g f o r an R2 o f 0.52 m t i m e 
s e r i e s , e v e n i f ' t h e s i g n s a r e c o r r e c t ' . H i s argument f o r t h e 
i n c l u s i o n o f t h e f i s c a l d e f i c i t as an a d d i t i o n a l v a r i a b l e i s 
n o t v e r y c o n v i n c i n g , e i t h e r . 

6 3. T h i s i s a n e v e r e n d i n g s t o r y i n e v e r y c o u n t r y o f t h e 
w o r l d , and C o l o m b i a i s no e x c e p t i o n . Ocampo (19 8 6 : 1 5 1 ) , f o r 
e x a m p l e , a r g u e s t h a t t h e m a c r o e c o n o m i c e f f e c t o f t h e c o f f e e 



b o n a n z a does n o t d e p e n d on t h e i m p a c t o f t h e a d d i t i o n a l 
f o r e i g n e x c h a n g e b u t on t h e i n c r e a s e i n t h e d o m e s t i c p r i c e o f 
c o f f e e and t h e i n d u c e d p u b l i c e x p e n d i t u r e . On t h e s e c o n d 
i s s u e , c a u s a l i t y , i t c a n be ' p r o v e d ' t h a t p r i c e i n c r e a s e s 
d e t e r m i n e m o n e t a r y e x p a n s i o n . 

6 4 . I n what f o l l o w s we s h a l l c o n s i d e r 1971-74, i n c l u d i n g b o t h 
e x t r e m e y e a r s , as t h e P a s t r a n a A d m i n i s t r a t i o n p e r i o d and 
1975-78 f o r L 6 p e z . 

65.Among o t h e r s t h i n g s , a m a r g i n a l r e s e r v e r e q u i r e m e n t o f 
100% was i n t r o d u c e d i n 1977. 

6 6 . A d v a n c e d d e p o s i t s on i m p o r t s d i d r i s e d u r i n g t h e 1976-80 
p e r i o d , b u t t h e i n c r e a s e was v e r y s m a l l r e l a t i v e t o t h e 
m a s s i v e i n f l o w o f f o r e i g n - e x c h a n g e r e s e r v e s ( C u d d i n g t o n , 
1986: 26) 

67.Not i n c o m p a r i s o n w i t h o t h e r L a t i n A m e r i c a n c o u n t r i e s . 
B e t ween 1975 and 1979 C h i l e h a d t h r e e y e a r s when i n f l a t i o n 
r a t e s were h i g h e r t h a n 100%, and A r g e n t i n a f o r e v e r y s i n g l e 
y e a r o f t h e p e r i o d ; i n f l a t i o n r a t e s i n B r a z i l were a l m o s t 
d o u b l e t h o s e o f C o l o m b i a a n d , i n g e n e r a l most L a t i n A m e r i c a n 
c o u n t r i e s s u f f e r e d h i g h e r i n f l a t i o n r a t e s t h a n C o l o m b i a . T h i s 
was, an i m p o r t a n t C o l o m b i a n a s s e t a t t h e b e g i n n i n g o f t h e 
c r i s i s o f t h e 1 9 8 0 s . 

68.The d e c r e a s e i n i n t e r e s t r a t e s was due n o t o n l y t o d i r e c t 
c o n t r o l s , b u t a l s o t o t h e e f f e c t o f t h e i n c r e a s e s i n money 
s u p p l y . Some a u t h o r s l i J c e F e r n a n d e z and C a n d e l o (1983) ( s e e 
a l s o E c h a v a r r i a (1982b) a r g u e t h a t t h e C o l o m b i a n f i n a n c i a l 
m a r i t e t i s v e r y s e g m e n t e d and i s o l a t e d f r o m t h e i n t e r n a t i o n a l 
f i n a n c i a l mar)cet. I t seems t h a t t h e same h a p p e n e d i n a l l t h e 
L a t i n A m e r i c a n c o u n t r i e s , e s p e c i a l l y i n t h e s o u t h - c o n e o n e s 
where i n t e r n a t i o n a l c a p i t a l f l o w s w ere c o m p l e t e l y f r e e d . 
D o m e s t i c i n t e r e s t r a t e s never a c q u i r e d t h e e x p e c t e d - l o w 
l e v e l s d e s i r e d by p o l i c y maimers and m i l i t a r y i n power. 

6 9 . T h i n g s a r e much more c o m p l i c a t e d , o f c o u r s e . L 6 p e z has 
r e p e a t e d t h e a r g u m e n t t h a t f i g h t i n g i n f l a t i o n d u r i n g h i s 
a d m i n i s t r a t i o n was t h e most d i r e c t way t o a v o i d f u r t h e r 
d e t e r i o r a t i o n i n i n c o m e d i s t r i b u t i o n , b e c a u s e i n f l a t i o n 
l o w e r s r e a l wages. On t h e o t h e r h a n d , M i g u e l U r r u t i a (1983) 
shows t h a t the e v o l u t i o n o f wages was n o t s i m i l a r among t h e 
d i f f e r e n t s t r a t a i n t h e w o r k i n g c l a s s . M i d d l e g r o u p s were 
b a d l y h i t by l o w e r wages, w h i l e t h e l o w e s t and h i g h e r i n c o m e 
g r o u p s b e n e f i t e d i n r e l a t i v e t e r m s . (See a l s o E c h a v a r r i a e t 
a l , 1 9 8 3 ) . 



"0.1975 m a r k e d t h e end o f a v e r y i m p o r t a n t e x p e r i m e n t i n 
e x p o r t d i v e r s i f i c a t i o n w h i c h s t a r t e d i n t h e mid 1 9 6 0 s . T h e r e 
a r e many f a c t o r s w h i c h e x p l a i n t h e low dynamism o f m i n o r 
e x p o r t s a f t e r 1975, t h e e v o l u t i o n of t h e e x c h a n g e r a t e b e i n g 
one of them, b u t n o t t h e most i m p o r t a n t one ( s e e E c h a v a r r i a , 
1982br and V i l l a r , 1 9 8 4 . ) . On t h e a p p r o a c h t o w a r d s i n t e r e s t 
r a t e s see J a r a m i l l o , 1982 see a l s o C p y u n t u r a E c o n o m i c a Hay 
1978. 

7 1.60% w i t h r e s p e c t t o 1964, t h e d a t e o f t h e pr<-.'Vious 
i m p o r t a n t r e f o r m ( s e e M a r t i n e z , 1 9 8 6 ) . On t h e 'refoi.'-i' o f 
1978 s e e E c h a v a r r i a and G a r a y ( 1 9 7 8 ) . 

72.Im.portant l i b e r a l i s a t i o n e p i s o d e s o c c u r r e d i n 19o4 and 
1985, t h i s t i m e u n d e r t h e p r e s s u r e o f t h e IMF and th.- i I d 
Bank. T h i s w i l l be t h e s u b j e c t o f t h e n e x t s e c t i o n . 

7 3 . B a s e d on Ocampo and L o r a , 1985. 

7 4 . T h i s i s c l e a r t o d a y , f r o m t h e d i f f e r e n t i s s u e s o f 
C o y u n t u r a E c o n o m i c a a f t e r 1982. I n t h e e a r l i e r i s p u t ^ s i t 
a p p e a r e d t h a t a l l t h a t was n e e d e d t o r e a c t i v a t e t h e economy 
was a l a r g e r f i s c a l d e f i c i t t o c o m p e n s a t e f o r f-he 
d e t e r i o r a t i o n i n e f f e c t i v e demand f r o m t h e e x t e r n a l s e c t o r . 
The d e f i c i t i n c r e a s e d y e a r a f t e r y e a r and t h e economy 
c o n t i n u e d t o show s l o w g r o w t h r a t e s . 

7 5 . 3 0 % i n 1974 and 54% i n 1379. 

/5.At t h e end o f 1984 an a d d i t i o n a l a c r o s s - t h e - b o a r d t a r i f f 
o f 8% was im.posed on i m p o r t s . 

7 7 . A t t h e b e g i n n i n g o f 1985 t h e g o v e r n m e n t r e d u c e d t a r i f f s on 
g o o ds u s e d as i n p u t s f o r e x p o r t a b l e s ; i n t h e m i d d l e or 1985 
a l l t a r i f f s were r e d u c e d . Mew s i m i l a r m e a s u r e s were a d o p t e d 
a t t h e b e g i n n i n g o f 1986, 

7 8 . P r i v a t e b a n k e r s a l s o a s k e d f o r t h e i n c o r p o r a t i o n o f t h e 
d e b t o f some C o l o m b i a n b a n k s m Panama, i n t o C o l o m b i a n 
r e g u l a r d e b t . 

79.We e x c l u d e Cuba, a c o u n t r y w h i c h grew 4 t i m e s more t h a n 
any o t h e r L a t i n A m e r i c a n c o u n t r y d u r i n g t h e p e r i o d . 

8 0 . F o r 1973-84, W o r l d Bank d a t a p l a c e C o l o m b i a n g r o w t h e i g h t h 
o u t o f 20 A m e r i c a n l e s s d e v e l o p e d c o u n t r i e s , and 2 7 t h o u t o f 
80 n o n - s o c i a l i s t l e s s d e v e l o p e d c o u n t r i e s ( B e r r y and T houmi, 



1985: 5.) 

8 1 . C o m p a r a t i v e f i g u r e s f o r B r a z i l a r e 14% o f US income i n 
1950, 28% i n 1980. 

82.The l e a d i n g s e c t o r s ( h i g h e r r a t e s o f g r o w t h ) i n 1970-75 
w e r e : p u b l i c u t i l i t i e s ( 1 1 . 1 6 % ) , p e r s o n a l s e r v i c e s , 
t r a n s p o r t a t i o n and c o m m u n i c a t i o n s , and g o v e r n m e n t 
s e r v i c e s ( 6 . 0 % ) . I n 1975-80, f i n a n c i a l s e r v i c e s ( 1 1 . 0 % ) , 
g o v e r n m e n t s e r v i c e s , and c o n s t r u c t i o n ( 5 . 6 % ) . 

83.The f o l l o w i n g p a r a g r a p h s draw h e a v i l y on Edwards (1985, i n 
Thomas). See a l s o , Edwards and A o l i i ( 1 9 8 3 ) ; E d w a r d s ( 1 9 8 4 ) ; 
H a r b e r g e r ( 1 9 8 3 ) ; D o r n b u s c h ( 1 9 7 4 ) ; C o r d e n and N e a r y ( 1 9 8 2 ) 

84. The i n d u s t r i a l s e c t o r i s p r o t e c t e d by i m p o r t a n t n o n - t a r i f f 
b a r r i e r s w h i c h ' d i s c o n n e c t ' t h e d o m e s t i c mar)tet f r o m t h e 
i n t e r n a t i o n a l . On t h e e x p o r t s i d e , t h e r e l a t i o n b e t w e e n 
e x p o r t s and p r o d u c t i o n i s a l w a y s l e s s t h a n 7% ( s e e 
E c h a v a r r i a , 1 9 8 6 ) . On t h e i m p o r t a n c e o f t h e f o r e i g n s e c t o r i n 
t h e C o l o m b i a n a g r i c u l t u r a l s e c t o r s e e Thomas, 1985. 

85. Kamas a r g u e s c o r r e c t l y t h a t what s h o u l d be m e a s u r e d i s n o t 
g r o w t h b u t c h a n g e s i n g r o w t h , and she f i n d s t h a t t h e n e g a t i v e 
c h a n g e s o b s e r v e d were s t r o n g e r f o r t h e most open s e c t o r s . B u t 
n e i t h e r i n d u s t r y n o r a g r i c u l t u r e was among them. M o s t o f t h e 
t r a d e a b l e s e c t o r s c o n s i d e r e d were ' a d v a n c e d ' and u n i m p o r t a n t 
( i n t e r m s o f w e i g h t ) i n d u s t r i a l s u b - s e c t o r s : p a p e r , 
m a c h i n e r y , t r a n s p o r t m a t e r i a l s , e t c . A l s o m i n i n g and c o f f e e . 

8 6 . E c h a v a r r i a (1982b) and V i l l a r (1984) do n o t f i n d t h a t t h e 
e x c h a n g e r a t e h a d i m p o r t a n t e f f e c t s on m i n o r e x p o r t s , and 
e v e n l e s s on m a n u f a c t u r e d e x p o r t s . L i l t e E c h a v a r r i a , Edwards 
i n h i s r e c e n t s t u d y - i n Thomas, 1985 - g i v e s t h e most 
i m p o r t a n t r o l e t o t h e e v o l u t i o n o f t h e i n t e r n a t i o n a l economy, 
b u t he f i n d s a l a r g e r p r i c e e l a s t i c i t y t h a n t h e o t h e r two 
s t u d i e s . T h e r e i s a f u n d a m e n t a l f l a w i n Edw a r d s s t u d y and h i s 
r e s u l t s s h o u l d be t a k e n w i t h r e s e r v a t i o n . The r e l a t i o n 
b e t w e e n t h e C o l o m b i a n and t h e US d o l l a r i s n o t t h e r e l e v a n t 
e x c h a n g e r a t e as t h e r e were some y e a r s d u r i n g t h e p e r i o d 
u n d e r c o n s i d e r a t i o n when e x p o r t s t o V e n e z u e l a r e p r e s e n t e d t h e 
g r e a t b u l k o f t o t a l m i n o r e x p o r t s . 

8 7 . E c h a v a r r i a , 1986: 168-72. T h e r e i s a l s o a d i s c u s s i o n o f 
some t e c h n i c a l ' m i s t a k e s ' i n how f o r e i g n c a p i t a l was 
' a t t r a c t e d ' . 

88.The a r g u m e n t i s t o t a l l y c o n t r a d i c t o r y i n i t s own t e r m s : 
' i f we c o u l d do i t d u r i n g t h e b o n a n z a o f 1976-80, we c a n do 
i t a g a i n ' ( R a m i r e z , 1 9 8 5 ) . 



8 9 . M a i n l y r e l a t e d co d i s t r i b u t i v e i s s u e s and t h e i r 
i m p l i c a t i o n m t e r m s o f p o l i t i c a l s t a b i l i t y . 

90.The s t a t i c c o n c e p t o f c o m p a r a t i v e a d v a n t a g e i s o f no h e l p 
i n t h e d i s c u s s i o n , s i m p l y b e c a i j s e f u t u r e c o m p a r a t i v e 
a d v a n t a g e s a r e a c q u i r e d by p r e s e n t p o l i c i e s . I f J a p a n , K o r e a , 
o r any o t h e r o f t h e s u c c e s s f u l NICs had f o l l o w e d t h e r u l e s o f 
s t a t i c c o m p a r a t i v e a d v a n t a g e t h e y w o u l d n o t be p r o d u c m o 
t o d a y s t e e l , o i l r e f i n e r i e s , p e t r o c h e m i c a l s , a u t o m o b i l e s and, 
i n g e n e r a l , p r o d u c t s f o r w h i c h income e l a s t i c i t y o f demand i s 
l a r g e , and m w h i c h t e c h n o l o g y and l a b o u r p r o d u c t i v i t y c hange 
f a s t . K a l d o r ' s l a w s r e p r e s e n t a d d i t i o n a l e l e m e n t s m f a v o u r 
o f i n d u s t r y ( s e e T h i r l w a l l , 1 9 8 3 ) : h i g h e r i n d u s t r i a l g r o w t h 
w i l l p r o d u c e h i g h e r a g g r e g a t e g r o w t h ( 1 s t L a w i ; h i g h e r aro'-Jth 
of i n d u s t r i a l l a b o u r p r o d u c t i v i t y (2nd L a w ) ; and o f l a b o u r 
p r o d u c t i v i t y m g e n e r a l ( 3 r d L a w ) . F o r more on t h i s l i n e see 
E c n a v a r r i a e t a l . , 1983. 

9 1 . W h i c h , a g a i n , s h o u l d be s e e n as v e r y p r e l i m i n a r y . 

9 2 . C h e n e r y and A s s o c i a t e s p r e d i c t t h e i n d u s t r i a l s t r u c t u r e o f 
a g i v e n c o u n t r y f r o m 3 v a r i a b l e s : income p e r c a p i t a , 
p o p u l a t i o n , and i n t e r n a t i o n a l s p e c i a l i s a t i o n i n m a n u f a c t u r e s . 

9 3 . B r u n o ' s D o m e s t i c R e s o u r c e C o s t . 

94 . E n g i n e e r i n g a s p e c t s o f p r o d u c t i o n ( e c o n o m i e s of s c a l e , 
t e c h n i c a l f e a s i b i l i t y ) have t o be s t u d i e d more c a r e f u l l y 
b e f o r e a r r i v i n g a t more d e f i n i t i v e c o n c l u s i o n s . 

95.Thomas, 1985: 124. T h e r e a r e many p r o b l e m s i n v o l v e d i n 
s u c h m e a s u r e s , h o w e v e r , as t h e a u t h o r r i g h t l y p o i n t s o u t . 

9 6 . I n f o r m a t i o n on f u t u r e e v e n t s i s t o o s c a r c e and d i f f u s e i n 
t h e d e v e l o p i n g c o u n t r i e s t o a r g u e t h a t p r i v a t e e n t r e p r e n e u r s 
w i l l do what i s s o c i a l l y d e s i r a b l e . The o t h e r s c a n d . i r d 
q u e s t i o n r e l a t e d t o i n f o r m a t i o n i s : d o e s t h e aovern.msnt V.riow 
t h e f u t u r e b e t t e r t h a n p r i v a t e e n t r e p r e n e u r s ? I t s o u n d s t o o 
a c a d e m i c . . . The e x p e r i e n c e o f s u c c e s s f u l c o u n t r i e s shows t h a t 
o u r p r o p o s a l i s t h e c o r r e c t r o u t e t o f o l l o w . 

97.They a r e s e p a r a t e m a t t e r s , o f c o u r s e . Many 
' s t r u c t u r a l i s t s ' have e m p h a s i s e d t h e n e g a t i v e i m p a c t o f a 
s)cewed income d i s t r i b u t i o n on a g g r e g a t e demand. F o r t h e 
s p e c i f i c c a s e o f C o l o m b i a i t has b e e n a r g u e d t h a t t h e s i n g l e 
f a c t o r r e s p o n s i b l e f o r i t s e c o n o m i c b a c l t w a r d n e s s r e l a t i v e t o 
t h e d e v e l o p e d c o u n t r i e s has been t h e o r i g i n a l d i s t r i b u t i o n o f 



land (Quoted by Berry, 1971: 4). There are some c a u s a l l i n e s 
i n the opposite d i r e c t i o n : economic growth o f f e r s 
o p p o r t u n i t i e s that are more e a s i l y grasped by the r i c h e r 
people i n the country. 

98.More r e s e a r c h i s needed i n t h i s area, however. I t i s not 
j u s t government investment which can crowd out p r i v a t e 
investment, but government expenditure i n g e n e r a l . 

99.Reading Cuddington's otherwise e x c e l l e n t a r t i c l e (1986), 
one might end up t h i n k i n g that the o b j e c t i v e of economic 
p o l i c y i s to keep t a r i f f s low. A l l h i s recommendations on 
economic p o l i c y are made f o r j u s t t h a t purpose. Extremely 
s t r o n g assumptions have to be made i n order to jump from 
those recommendations to growth and income d i s t r i b u t i o n . 
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I.f«RTICIPATIOH ( I ) OF HAIN EXPORTS IN TOTAL EXPORTS (AVERAGE, 1970-80) 

HAIN PRODUCTS 

1 H 2 1*2*3 1*2*3*4 PRODUCTS 
COLOKBIA 56.14 60.28 64.18 66.95 C o f f e e , F u e l O i l , C o t t o n , Sugar 

ARGEHTIHA 17.41 29.35 37.83 42.03 Haat, Corn, Nheat, Hides 
BOLIVIA 49.39 .• 63.45 74.17 81.26 T i n , P e t r o l e u s , Gas, Z i n c 
BRAZIL 18.85 30.18 38.08 44.35 C o f f e e , Soybeans, I r o n Ore, Sugar 
CHILE 61.14 65.42 NA NA Copper, Iron Ore 
COSIA RICA 29.07 52.62 60.45 64.91 C o f f e e , Bananas, Heat, Sogar 
DOMINICAN REP. 42.02 54.15 66.02 73.35 Sugar, F e r r o N i c k e l , C o f f e e , Cocoa 
ECUADOR 37.06 60.27 73.27 79.35 P e t r o l e u a , Bananas, C o f f e e , Cocoa 
SALVADOR 50.25 60.55 KA NA C o f f e e , Cotton 
IIEXICO 18.44 24.83 31.05 35.51 P e t r o l e u a , C o f f e e , C o t t o n , Sugar 
PARAGUAT 17.72 35.15 48.21 60.70 C o t t o n , Neat, l i i b e r , Soybeans 
PERU 20.74 35.88 43.85 50.26 Copper, F i s h i e a l , Z i n c , S i l v e r 
URUGUAY 26.55 49.68 56.51 KA Heat, Hool, Hides 
VENEZUELA 92.95 95.74 KA NA O i l , I r o n Ore 
CABEROON 26.31 48.48 57.36 NA C o f f e e , Cocoa, Kood 
SOUTH flffiICA 38.34 45.92 NA NA Go l d , Diamonds 
ZAIRE 50.85 65.23 75.15 81.51 Copper, C o b a l t , C o f f e e , Diaaonds 
IRAN 93.67 NA NA KA Oil 
PHILIPPINES 20.82 37.50 50.26 62.45 Coconut Prods, Sugar, Nood, Copper 
EGYPT 33.98 39.00 NA NA C o t t o n , R i c e 
WLAYSIA 

II.COHHODITY PRICES. GROUTH AND STABILITY. 

ANNUAL GROHTH ( I ) INDEX OF 
UNSTABILirV 
(C0FFEE--100) 

1970-74 1974-79 1979-84 1984-86 1970-80 

ALL PRODUCTS 20.59 4.63 -2.29 63.34 
FOOD 30.36 -3.61 -0.87 80.61 
ALUHINUH 5.65 15.94 -4.83 76.98 
BANANAS 2.61 12.10 2.54 10.50 41.89 
BAUXITE 14.02 16.26 1.57 0.39 0.00 
HEAT 4.91 12.77 -4.64 64.80 
COAL 20.66 13.54 0.65 50.87 
COCOA 23.32 16.13 -6.17 -2.99 118.74 
COFFEE 8.23 18.72 -4.69 25.15 100.00 
COPPER 7.36 3.78 -6.22 0.72 58.80 
COTTON 23.21 1.42 1.87 -12.34 70.34 
IRON ORE 5.67 4.29 0.44 -2.26 46.13 
HICXEL 8.01 9.29 -4.48 44.30 
OIL 65.79 12.10 10.53 -25.46 148.60 
SUGAR 68.02 -20.24 -11.69 10.94, 233.84 
TEA 6.32 9.11 9.90 67.42 
TIN 22.76 12.50 -4.28 -33.18 80.55 
ZINC 22.53 1.08 '5.7J -13.90 57.51 

Source: IMF, I n t e r n a t i o n a l F i n a n c i a l S t a t i s t i c s , Supplement on Trade S t a t i s t i c s 
Methodology: I n t e r n a t i o n a l F i n a n c i a l S t a t i s t i c s 

The I n s t a b i l i t y Index was c l a c u l a t e d as: II=SER/MP 
I I . I n s t a b i l i t y Index. 

SER. Standard E r r o r of the Regression between p r i c e s and time. ( l o g -
MP.Mean of the Dependent V a r i a b l e ( l o g of p r i c e s ) . 



1.2 
COLOMBIA BAUNCE OF fk)Km. 1970-84 (liS$Il.) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1931 1932 1983 1934 1985 
I.CURRENT ACCOUNT BALANCE -293 -45« -190 -55 -350 -109 207 440 322 491 -159 -1895 -2896 -3003 -1401 -1390 A.TRADE BALANCE -14 -148 130 280 -16 293 578 734 642 510 -238 -1544 -2190 -1494 246 -21 1. HEfiCHANOISE EXPORTS. FOB 788 754 979 1262 1495 1717 2243 2713 3206 3506 4062 3219 3216 2970 4273 3713 

2. MERCHANDISE IHP0RIS.F06 -802 -903 -349 -982 -1511 -1424 -1665 -1979 -2564 -2996 -4300 -4763 -5406 -4464 -4027 -3734 B.OTHER SOODS, SERVICES AND INCOHE -315 -340 -355 -370 -386 -446 -432 -353 -393 -120 -86 -594 -875 -1673 -1946 -1833 
1.CREDIT 231 243 250 325 453 503 632 801 924 1345 1800 1795 1757 1133 1055 n i l 2.DEBIT -546 -5S3 -605 -695 -339 -948 -1063 -1153 -1317 -1465 -1886 -2339 -2*32 -2306 •3001 -2944 

C.PRIVATE AND OFFICIAL TRANSFERS 36 34 35 35 52 44 60 58 73 101 165 243 169 164 299 464 II.CAPITAL ACCOUNT 327 346 246 147 272 182 196 -27 36 885 347 1967 1931 1429 940 1857 A.DIRECT INVEST.AND L0H6 TERN CAPITAL 227 195 264 286 229 295 104 230 95 725 798 1623 1610 
1857 

I.DIRECT INVESTMENT 39 40 17 23 35 35 14 43 68 105 43 212 338 
2.OTHER LONG TERN CAPITAL 188 154 246 263 194 260 90 187 23 620 750 1410 1272 B.SHORT TERN CAPITAL 100 151 -17 -139 43 -113 92 -257 -9 160 49 344 371 

III.OTHER 20 1 20 10 4 11 24 14 103 53 393 293 330 93 -849 NA IV.NET ERRORS AND OHISSIONS -18 90 104 69 -17 10 211 159 19 68 375 316 64 -271 -76 -535 
V.TOTAL CHANGES IN RESERVES 36 -17 180 170 -91 93 638 536 530 1497 1456 686 -520 -1753 -1166 -917 VI.TOTAL RESERVES -1166 -917 

STOCI 206 188 326 528 441 540 1151 1750 2360 3375 5056 5002 4013 2260 1094 NA ANNUAL VARIATION ( I ) -8.95 73.66 62.14 -16.42 22.41 113.04 52.04 34.85 64.18 30.50 -1.08 -19.77 -43.68 -51.59 NA 
Sources: 

1970-82. INF. I n t e r n a t i o n a l F i n a n c i a l S t a t i s t i c s . S u p p l e i e n t on Balance of P a y i e n t s . 
1983-85. IHF. i n t e r n a t J o n a T T i n a n c t a l S t a t i s t i c s 

http://IV.NET


Table 1 . 3 LAIIN AHERICSN EXPORTS. 1970-1983 

COLOMBIA RATIOS. GROKTf) IH EACH COUKIRV III RELATION TO C0L0H6IA 

(GroHth Rates) MEXICO PERU VENEZUELA ARGENTINE BRAZIL CHILE 

TOTAL BANUFACT. TOTAL HANUF. TOTAL HANUF. TOTAL HAHUF. TOTAL MANUF. TOTAL MANUF. TOTAL NANUf 
EXPORTS EXPORTS 

70-74 4.3 30.0 1.2 0.2 0.6 0.0 1.9 0.0 1.2 0.7 1.6 0.8 1.0 0.0 
74-80 3.3 2.2 1.7 -6.2 0.9 4.8 o.e 10.9 1.0 1.7 0.9 4.3 1.0 0.4 
80-83 -3.4 -6.6 0.6 HA 0.8 NA 0.9 NA 0.6 2.0 0.4 0.3 1.0 NA 

70-83 2.0 7.8 1.7 NA 0.8 NA 1.5 NA 1.2 0.5 1.5 1.5 1.1 NA 

Sources: U.N. S t a t i s t i c a l Yearbook. 1979/80 and 1983/84 
Methodology. Annual E x p o n e n t i a l Gronth Rates. C u r r s n l USS. 

M a n u f a c t u r e s : SITC 5-8 
M e x i c o ' s t o t a l e x p o r t s grew by 6 . 5 % between 1970 and 1974, 20% more than C o l o m b i a ' s . 
The r a t i o i s t h e r e f o r e 1 . 2 . S i m i l a r r e l a t i o n s f o r t h e o t h e r c o u n t r i e s . 



Table 1.4 

PROTECTIONS ON COLOMBIAN BALANCE OF PAYMENTS 
1986-1990. (US$m. unless otherwise specified) 

1986 1987 1988 1989 1990 

l.EXPORTS 5604.5 5967.0 6181.5 6670.5 7037.5 
COFFEE SHARE Z 51 40 31 30 30 
OIL AND COAL Z 15 27 36 37 36 
OTHERS Z 34 32 33 33 34 

2.IHP0RTS 4067.5 4431.0 4788.5 5230.5 5702.0 
A.COHHERCIAL BALAHCE (l-2| 1537.0 1536.0 1393.0 1440.0 1335.5 
B.SERVICES AND TRANSFEREHttS -1232.5 -1651.5 -1843.5 -2055.5 -2037.0 

CURRENT ACCOUNT (A+B) 304.5 -115.5 -450.5 -615.5 -701.5 

DEBT/EXPORTS Z 1.8 1.6 1.6 1.5 1.5 

Source: Ocaipo, 1986, 2 
Methodology: 

Arithietic Average of I t and Fedesarrollo's Projections. 
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T ^ b l e 2.2S0UIICES OF IHE CHANGES IH HIGH POKEIi HONET 

1971 1972 1973 1974 1975 1976 1977 1978 1979 1930 1981 1982 1983 1934 
I SOURCES OF CHANGES IN KOKEIARr 8ASE C ) 
2 (4 Figures I n d i c t t e e i p a n t l o n i r y p r e s s u r e s ) . 
3 1.ADJUSTED FISCAL DEFICIT (s-b) 112 55 20 26 26 -123, -8 -39 -17 27 -28 8870 72 530 
4 J.flSCAL DEFICIT(t) OR SURPLUS (-) -CENTRAL GOVERNBENF- % 68 27 87 14 -129 -13 -55 -18 24 -53 7427 95 523 
5 b.PRIVATE SECTOR LOANS TO TNE GOVERNHENT -Cpg- -16 1 3 7 61 -12 -6 -4 -15 -1 -3 -25 -1443 23 -7 
6 
7; 2.A0JUSTED 8ALAHCE OF PAYHEHIS (atb) -48 17 19 -66 18 165 61 275 173 87 -86 -12389 -226 -607 
8' a.CURRENT ACCOUNT DEFICIT(-) OR SURPLUS !•) -169 1 16 -92 13 181 66 298 169 74 -183 -17355 -245 -632 
9 b.FOREINS LOANS TO THE PRIVATE SECTOR -NET- -Cfp-

1A 
121 15 4 27 5 -16 -4 -23 9 13 102 4966 17 75 

10 
U 3.CENTRAL BANt CREDIT TO THE PRIVATE SECTOR -Ccp- 36 28 61 140 56 58 47 -135 -61 -14 14 3619 56 177 

13 CHANGES IN NOKETARY BASE (ADJUSTED) -1*2*3-
14 % 100 100 100 100 100 100 100 100 100 100 100 100 100 100 
15 (BILLIONS OF C o l . $ ) 1,4 3.7 5.7 4.0 9.7 15.7 21.4 26.4 30.8 38.1 37.3 36.4 33.0 50.7 

Kethodology: 
Konetsry Base Chinges: S s i e Kethodolojy as Barro (19731 

Sources: Revista del^Binco de l a Republica. References to the f e b r u i r y , 1979, i s s u e . 
Ro« 4: Table 6.1.3~''0peraciones E f e c t i v a s del Gobierno C e n t r a l " 
Ron 5: Table 6.1.3 'Credito de P a r t l c u l a r e s e I n s t i t u c i o n e s F i n a n c i e r a s * . 
Ron 8: Table 5,1.1 " K o v i i i e n t o de C t i b i o E x t r a n j e r o . Resuien". 

Includes: ' E i p o r t a c i o n e s ' j 'Coipra de C a p i t a l P e t r o l e o y Oro Nuevo"; y " S e r v i c i o s y T r a n s f e r c n c i a s ' 
Includes: ' I i p o r t a c i o t i B S ' ; "Petroleo para R e f i n a c i o n " ; y " S c r v i c i o s y T r a n s f e r e n c i a s " . 

RON 9: Table 5.1.7 ' F i n a n c i a t l c n E i t e r n a ' . 
To ' C a p i t a i Privado'. Net ( I n j r e s o s - e g r e s o s ) . 

RON 15: Table 3.1.4 "O r i j e n de l a Base Honetaria". 



T a b l e 2 . 3 imuHU. «MosniBif I M I « I I K « I E H M . M V W S S m imsmm jh B I F F E B E K T C O I W I W E S . 

(Z OF GHr). 1900-85 
EXTERNAL SAVINGS NATIONAL SAVINGS I Sd 

(n-x) R Sf Sn eOVERNN. PRIVATE 
(1) (2) ( 3 ) ( 4 ) (5) (6) (7) (8) 

( l ) t ( 2 ) (5)t(6) Sf«Sn Sn*R 

COLONBIA 1980 -0 . 6 0.2 -0.4 19.6 1.9 17.6 19.2 19.8 
1981 3 . 6 0.5 4.1 16.8 -0.1 16.9 20.9 17.3 
1982 " 4 . 4 1 . 6 6.0 14.9 -0.7 15.7 20.9 16.5 
1983 2.7 1.8 4.5 15.3 -2.0 17.4 19.8 17.1 
1904 0.9 2.2 3.1 16.3 -2.0 18.4 19.4 18.5 

AVERAGE 2.2 1 . 3 3.5 16.6 -0.6 17.2 20.0 17.8 

OIL EXPORTING 1980 - 3.8 2.6 -1.2 25.3 4.0 21.3 24.1 27.9 
COUNTRIES 1981 0.2 2.6 2.8 22.6 4.3 18.3 25.4 25.2 

1982 0.2 4.4 4.6 19.7 2.8 16.9 24.3 24.1 
1903 - 6.8 5.1 -1.7 19.7 1.7 18.0 18.1 24.9 
1984 -10 . 6 6.4 -4.2 21.5 3.9 17.5 17.3 27.9 

AVERAGE - 4.2 4.2 0.1 21.8 3.4 18.4 21.8 26.0 

O I L IMPORTING 1980 2.9 2.4 5.3 17.4 2.5 14.8 22.7 19.8 
COUNTRIES 1981 3.9 4.1 8.6 14.1 -0.4 14.5 22.1 16.2 

1982 -0.2 7.7 7.5 11.1 -2.9 14.0 18.6 18.8 
1983 - 3.8 7.6 3.8 12.1 -4.5 16.6 15.9 19.7 
1984 - 3.8 8.2 4.4 11.4 -3.9 15.3 15.8 19.7 

AVERAGE -0.2 6.0 5.8 13.2 -1.8 15.1 19.0 19.2 

ALL COUNTRIES 1980 -0.5 2.2 1.7 21.1 3.1 18.0 22.6 23.2 
1981 2 . 3 2.9 5.2 18.1 1.7 16.S 23.3 - 21.1 
1982 0 . 6 5.4 6.0 15.3 -0.2 15.5 21.4 20.7 
1983 - 4.1 5.7 1.6 15.6 - l . S 17.3 17.4 21.5 
1984 -6.1 6.6 0.5 16.5 -0.3 16.7 17.0 2J.1 

AVERAGE -1 . 6 4.6 3.0 17.4 0.6 16.8 20.4 21.9 

Source: I n t e r a i e r i u n Developient Bank (BID), I n t o n e , 198S, Chapter 2 
Nethodology: 

The leaning of the v a r i a b l e s i s e i p l a i n e d i n the t e i t . 
A r i t h i e t i c Averages f o r the d i f f e r e n t countries 
O i l E i p o r t i n g Countries: H e i i c o , Peru and Venezuela 
O i l I i p o r t i n g Countries: Argentine, B r a z i l and C h i l e 
Coluin (1). Trade Balance 
Coluin (2). R: Ket r a r i e n t s Abroad d o s t of i t i n t e r e s t payients) 



t a b l e 3.1, 

COFFEE F i e t l t E S 
( % iinltss iniJicsted othemlse) 

fSODUCTION, EXPORTS ADO STOCIS (lags) SHARE IN RORID: 

PRODUCT. EXPORTS STOCtS PRIVATE/ PROD. EXPORTS STOC(S 
TOTAL EXP. 

(1) (2) (3) (5)/(2) (5) (6) (7) (8) 

7442 6431 114 1.8 
1 » 0 7500 6043 1081 17.9 
1961 10.8 14.2 
1964 8547 5743 3589 62.5 15.0 14.0 3.8 
1969 8266 6874 5583 81.2 
1970 13.4 11.9 9.4 
1971 
197i 
1973 
1974 7931 7542 2400 31.8 
1975 60.0 
1976 79.0 15.6 10.1 6.9 
1977 70.0 15.2 14.9 13.0 
1978 12300 11431 4870 42.6 36.0 14.8 18.0 17.5 
1979 11848 11540 3450 29.9 23.0 15.4 19.1 15.6 
1980 13037 9031 9978 66.2 2.0 16.0 15.2 11.6 
1981 12893 8990 8289 92.2 38.0 13.2 14.2 18.3 
1982 12810 9174 10230 111.5 43.4 15.8 14.1 18.9 
1983 13464 9966 12175 122.2 42.7 14.9 14.2 19.4 
1984 10700 9600 11900 
1985 11900 11500 10300 7 
1986 11000 10500 8800 

SHARE IN: PRICES TAXES''(I) 

8DP A6RICULT.AGRICULT. DORLD DOHEST/ AO- EXCHANGE 6EHE8AL PASILU RETtmioil 
8DP EXPORTS REAL /INTERNA! VALOR DIFFERENT EXPORT AND • 0U0TA5 

RIPIO 
(9) (10) (11) 

1975:100 
(12) 

TOTAL 
T A X E J 

(13) (14) ( 1 5 ) (16) (17) (1.8) ( v g ^ 
13.6 2.3 0.1 0.1 0.0 16.0 
12.6 3.7 O.I 0.1 8.3 24.6 
12.3 3.6 0.0 0.0 8.7 24.6 
0.0 14.6 0.0 0.0 s:8 20.S 
18.7 0.0 6.0 0.0 15.3 34,1 

23.9 82.2 124.8 58.0 18.2 0.0 0.0 0.0 15.6 33.9 
19.6 79.2 102,6 59.0 17.6 0.0 0.0 0.0 16.0 33.6 
20.2 73.5 107.2 57.0 16.5 0.0 0.0 0.0 14.9 31.5 
21.3 78.2 120.2 53.0 18.5 0.0 0.0 0.0 16.7 35.2 
16.0 73.0 105.8 51.0 15.9 0.0 0.0 0.0 19.J 35.2 
18.7 67.2 100.0 50.0 16.7 0.0 0.0 0.0 .•17.f 34.3 
27.2 78.3 190.3 47.0 15.7 0.0 0.0 0.0 25.7 41.3 
32.5 80.9 263.8 38.0 13.6 3.9 0.0 0.0 31.2 46.6 
29.1 85.4 176.7 47.0 14.1 7.0 0.0 0.0 38.S 59.7 
25.3 84.0 154.1 43.0 15.7 6.4 0.0 0.0 37.9 60.0 
j s ; : 78.6 137.4 48.0 15.1 4.1 0.0 0.0 MA H.4 
18.7 70.7 97.4 63.0 11.2 HA 0.0 0.0 9.4 20.7 
18.1 76.0 , 109.9 58.0 8.8 HA 0.0 0.0 1 9 . i M.5 18.1 

104.8 59.0 NA HA HA NA HA HA 
51.6 HA HA HA HA HA KA 
54.0 
74.3 

: : : : : : : : : : : : : r : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : 

S o i i r c e i " T i i o i a s r i 9 8 5 i " " i o 2 - 1 1 4 a n d ""-E Coyuntura Econoilca, Deceibcr, 1986, Tables I I - l and 11-2. Sole figures are s i m p l y a p p r o x i m a t e d . 
Hethodology: 

Coluins ( l ) - ( 3 ) and (6)-(8) are for the 'coffee y8ar'(0ct 1-sept 10). Then, instead of 1964, i t should be 1964/65, etc 
Coluins ( l ) - ( 3 ) : Thousand s i i t y - k l l o g r a i bags , ^ , j . j , • 
Coluin (12): Ousted P r i c e s , not actual sale p r i c e s for C o l o i b i a . Deflated by a US Dollar p r i c e indej of lanufacturcd exports f r o i developed to developing countr, 
Coluin (13): Ratio of the n o i i n a l d o i e s t i c p r i c e paid by the Federacion for Pergaiino to coffee f a r i e r s , divided by the n o i i n a l world p r i c e of green coffee. For 
a r i t h i e t i c average of the 4 t e n s of the year. 
Coluin (16): The Exchange D i f f e r e n t i a l i s not included in Total Taxes for 19B1 and 1982. 

1984-86 i t Is the 



T a b l e 3 . 2 

WKI, COSTS, AND PIICEJ 
C o l o i b l i . im-» 
it::: 

1971 1972 1 9 7 3 1974 1 9 7 5 1976 1977 1979 1979 1 9 8 0 1981 1 9 8 2 1 9 3 3 1984 

i 4 . mas mium or COL « ) I H THE HonETAiiy »AS£ 1 . 4 3 . 7 5 . 7 4 . 0 9 . 7 1 5 . 7 2 1 . 4 2 6 . 4 3 0 . 9 3 9 . 1 3 7 . 3 3 6 . 4 3 3 . 0 5 0 . 7 

z 
3 t.CmmES (II I N KOKETART lASE AMD K 
4 i.»mm lASE 10 25 31 1 6 34 42 40 3 5 3 0 2 9 2 2 1 8 14 1 8 

5 2.1(2 13 2 9 3 5 2 5 2 3 3 4 34 2 9 2 3 45 3 6 2 1 2 5 24 

( 
7 

S.KOKEy H U L T I P L I E K ( « 2 ) 2 . 0 2 . 0 2 . 1 2 . 3 2 . 1 2 . 0 1 . 9 1 . 9 1 . 7 1 , 9 2 . 1 2 . 2 2 . 4 2 , 5 

/ 

9 C.NOK-nOKETAIir L I A B I L I T I E S 
9 1. AS A I OF EXPORTS 4 5 42 4 5 4 3 3 2 3 6 4 3 24 24 29 31 42 3 5 51 

1 0 
1 1 

2 . AS A I OF H2 2 5 25 2 6 2 6 2 5 24 36 19 2 3 24 19 2 2 16 2 2 

11 
12 D.CHAHOESd) I N VARIABLES RELATED TO COSTS. 
13 l.VAJES -r«ll- 2 -1 - 1 1 - 1 1 - 3 0 6 1 6 - 9 - 6 9 7 6 KA 

14 2.EXCHAHeE U T E - n o i i n i l - 8 10 8 10 19 12 6 6 17 4 15 18 2 3 2 8 

15 J.EXCHANOE R A T E - r t i l e f f i c t i v e - 5 5 1 - 1 18 - 2 • 1 3 - 2 - 2 •1 - 7 - 6 3 6 

16 4 . I N T E R E 3 T RATE-noiinil- 2 2 14 9 3 4 •1 12 - 5 8 1 6 4 8 2 - u NA 

17 S.CONSWIEI MICES 1 0 13 21 2 5 2 3 2 0 33 18 2 5 27 2 8 2 5 2 0 1 6 

l e 6 . F 0 0 D f l K E S 
19 
2 0 E.IKTEttSI UTE -REAL- i 4 - 2 1 3 a , - 6 11 9 8 10 1 3 14 NA 

: : : : : : : : : : : : : : : : : : : : : : : : : : : ! : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : 

Rons 1, 4: I c v i s U del l i n e s de l a R e p U l l c i . T i b l i 3.1.4 'Origen de I t U s e Honetaria'. 
R s i t 9. IKF F l n i n d i i S t a t i s t i c s 
Rsvs 8-10: Table 3.1.4 
Roil 13. Nogirt, 1995, p.BD 

I n d u s t r i a l Unit Vage (i v e r i g e vorker). 
Rous 14 and IS. IKF Fin a n c i a l S t a t i s t i c s , and Cuddington, 1986 
Dsn 16. C i r r J i s s a , 1986, P.48 
CERI l i p l l c i t Interest rate. 

Ron 17: IHF Financial S t a t i s t i c s 
Cofisuier Prices 

Ro» 19. Revista del Banco de l a RepJbUca 
Row 20. Ho i i n a l Interest Rate (Ron 16)-less I n f l a t i o n Rate. 



. COLOHBIAH ECONOMIC GROHTH. 
1925-1984 

:l 
ASSICOLniRE. . INDUSTRY <1)*(2) COP 

(1) (2) J3) (4) 

1925-31 3.09 2.10 2.98 4.41 
1931-39 3.42 12.40 4.70 5.04 
1941-49 3-34 7.26 4.22 4.59 
1951-59 4.09 7.30 5.13 5.21 
1941-59 3.00 7.50 4.22 4.75 
1960-67 3.09 5.49 4.02 4.73 
1967-74 4.20 8.07 5.88 6.37 
1974-78 5.03 4.20 4.64 4.90 
1979-84 1.19 0.74 0.98 2.26 

1925-84 3.14 6.49 4.01 4.64 

1980 2.21 1.22 1.75 4.09 
1981 3.20 -2.60 0.52 2.28 
1982 -1.90 -1.40 -1.68 0.90 
1983 1.80 0.50 1.15 1.00 
1984 1.10 8.00 4.55 3.20 
1985 1.80 3.00 2.40 2.00 

Sources: 
CEPAL, *E1 Creciiiento Econfiiico de Coloibia'.Aneio 
Estadlstico'. 
DANE and Banco de la Repdblica. 'Cuentas Nacionales 
de Coloibia*. 
COYUNTURA ECONONICA, Harzo, 1986, p . l l 
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orap. 1 . 1 COLOMBIAN TERMS OF TRADE 
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Graph 1 . 2 

COLOMBIAN BALANCE OF PAYMENTS. 1 9 7 0 - 8 5 
(DEFLATOR. COLOMBIAN IMPORT PRICE) 

1970 1975 1980 1984 

YEARS 
+ TRADE BAL. O CAPITAL A C . A VAR.IN RESERV 



Graph 1.3 
VARIABLES IN COLOMBIAN BALANCE OF PAYMENTS 

(DEFLATOR. COLOMBIAN IMPORT PRICE) 
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Graph A-3 
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INFLATION RATES IN COLOMBIA. 1950-84 
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