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COLOMBIA, 1970-85. MANAGEMENT AND CONSEQUENCES OF TWO LARGE
EXTERNAL_SHOCKS.

‘Colombia emerges as a shining example of growth with a
pragmatic and successful macroeconomic policy...we could dare
to argue that we face a country which was really able to
coordinate short run adjustment with a long run economic
strategy. Similarly to Brazil, but without inflation' -my
translation- (Thorp and Whitehead,) 1986:295)



INTRODUCTION

After more than four decades of sustained growth, averaging
6.5% per annum, Latin America confronted a period of severe
adjustment as a reaction to severe shocks in the 1970s and -
mainly - in the 1980s. Most of these were external: oil price
increases in 1973-74 and 1979-80; a drastic deterioration in
the terms of trade after 1980; and a dramatic rise in world
interest rates in 1980-82. Their impact was sometimes
magnified by domestic economic policy. Other 'shocks' were
policy-induced: liberalisation episodes in the 'south-cone'
regimes, and borrowing during the 1970s to finance many types

of expenditures, not all 'productive’.

The international environment faced by the different
countries of Latin America was similar in many aspects, but
the magnitude and consequences of the external shocks were
different. As regards Colombia, coffee was a special
commodity 1in the ‘commodity lottery'; exports of drugs
contributed heavily to foreign-exchange earnings; and the
country has always been more or less self-sufficient in oil.
Colombia's economic policy was also different, very
conservative, especially on the external front: the country
never committed suicide by borrowing heavily abroad, and
followed pragmatic (and, again, conservative)} fiscal and
monetary policies, always preoccupied with the fear of
inflation. Even more important, most Colombian policy makers
were always sceptical about the positive contribution of the
international mobility of money. Some financial
liberalisation occurred in 1974 and 1978, but it was mainly
'domestic'! . Financial flows into and out of the country were
always well controlled, at 1least 1in comparison with the
south-cone regimes where such flows were encouraged an@

promoted.

In this paper we review the effect of the external shocks on
the Colombian economy, the macroeconomic policies adopted as

a reaction to them, and their ultimate effect on growth
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Comparisons will be made with other Latin American countries
and with other coffee producers in order to highlight

particular aspects of the Colombian 'case’.

The paper is structured as follows: the macroeconomic
identity between savings and investment links the first two
sections. The first, on external savings, studies the
evolution of Colombian and Latin American terms of trade, and
the different sub-accounts of the balance of payments
together with forecasts for the rest of the 1980s. The second
tries to explain the internal adjustment {(in domestic savings
and investment) that took place during the 1980s. After
dealing with some technicalities of the savings-investment
identity, the section considers long-run trends in savings
and investment in Colombia, and their monetary conseguences.
It ends with a comparison with other Latin American

countries.

Section 3 briefly reviews the long-run economic objectives of
the different governments in Colombia since 1970. Their
fulfillment depends on the size of the external shocks, the
management of the coffee variables, and how explicit these
objectives are. We shall concentrate on two particularly
interesting cases: the Lépez (1974-78) and Betancur (1982-86)
administrations. Both governments suffered the worst
external shocks of the last 50 vyears, only comparable with
the shocks of the 1930s. But there are additional features
which increase our interest: in the first case (Lopez), the
government presented a very well structured economic
programme, which was much more ambitious than the traditional
Colombian Plan. Most of the proposed policies and objectives
ultimately had to be set aside and sacrificed 1in order to
fight the undesirable effects of the coffee bonanza. The case
of the Betancur government is also very interesting, because
his proposals for peace in the country had necessarily to be

tied to large government expenditure in the guerrilla zones.

But the size of the public sector deficit c¢ould be closely

associated with the size of the current account deficit, and
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international reserves were reduced by half in 1983. An
economic plan had to be negotiated with the international
financial institutions and foreign bankers, and reduction of

the public deficit was a priority.

Section 4 1looks at Colombian long-run growth. The recent
literature on the 'Dutch Disease’' has chosen Colombia as one
of its favourite examples, but we show that things are
basically more complicated, and that it 1is not enough to
reform relative bprices to guarantee future healthy growth.
We review the situation of agriculture and industry - the two

classic engines of growth.

The final section on lessons tries to draw together the main
conclusions of the paper, and give some preliminary ideas on

Colombia's future policy and growth.



1. EXTERNAL SHOCKS

In this section we review the evolution of the international
terms of trade, with special emphasis on coffee, and the
balance of payments. Comparison will be made with other Latin

American countries.
1.1 Terms of Trade

Latin American terms of trade in the first part of the 1980s
were the lowest recorded in the previous 50 years. Their
index value in 1986 (54.5; 1950=100) was merely half the
average for the 1950s (101.9) - their highest level. The
decline began (Echavarria 1982c¢; CEPAL, 1986) during the
1960s, and after a small improvement in 1970-74, started to
fall again, dropping 20% between 1981 and 19862. The decline
was especially marked for non-oil minerals (hitting countries
like Chile, Peru and Bolivia), but was also important for
agricultural products and for countries like Paraguay

{cotton) or the Dominican Republic (sugar).

Colombian terms of trade behaved very differently from those
of the 'typical' Latin American country during the 1970s and
1980s. They did not deteriorate but improved in the second
part of the 1970s, and improved again (by 13%) between 1981
and 1986. Coffee prices in 1977 were the highest ever
recorded, and the level reached in April of that year (USS
3.20/1b) represented nearly 5 times the maximum price
registered in the previous 'bonanza' (1950-55) (Junguito,
1977, p.218)3 and 7 times the maximum price of the 1960s.
They dropped between 1979 and 1984, but their level in 1984
was not historically low. The new coffee 'bonanza’ of 1986
was again very untypical. Terms of trade for non-coffee
exports were comparatively stable, but the importance of
coffee in total Colombian exports was (is) so high, that the
terms of trade for the average commodity exported behaved
similarly to coffee. The evolution of commodity prices is

analysed more carefully in Table 1.1.



The behaviour of coffee prices was not entirely similar to
that of other commodities. They did not increase much
between 1970 and 1974 unlike other products, (especially oil
and sugar)?, but presented the largest increase in 1974-79
and one of the largest drops in 1979-84. The coffee 'bonanza’
which started in the first gquarter of 1986 could also be
considered relatively untypical, with price increments double
those for sugar and bananas, the only two other products with

positive variations.

All this shows, at the same time, that coffee prices were
highly unstable after 1970. Only sugar, oil and cocoa were
more unstable®, and this is specially important for Colombia,
as coffee represents more than half of its total exports,
something unusual even by Latin American standards. Excluding
the exceptional case of Venezuela (o0il), only Chile (copper)

presents similar levels of concentrationS .

1.2 Foreign Borrowing

International prices, total exports and oil imports were only
marginally influenced by government policies. We could
therefore say that some countries did better just because
they were luckier. However, in our global picture of the
external sector (see below) there 1is another variable-
foreign borrowing - which became more important over time,
and which, no doubt, was under government control. The supply
of foreign funds was almost ‘unlimited’ in the 1970s, when
petro-dollars were internationally recycled. Each country
‘decided’ how much it ‘wanted'.

The outstanding debt of the developing countries jumped from
USS$74.7 billion in 1970 to US$179.1 billion im 1975 (239,
1970=100), and to US$397.3 billion in 1979 (531.9). Brazil
and Mexico account for nearly 25% of the total, and rapid
growth in foreign borrowing was the common factor for most
Latin American countries in the period. Again, Colombia
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presents a very different «case, even more clearly in the
1970s. The behaviour of coffee eXxports, the fear of
inflation?, the absence of mature projects to be undertaken
by the government, and the fear of state interventionism in
the economy, produced this result. The country did not want
to 'dance' with foreign bankers. The comparative figures for
Colombia are: USS$ 1,249 million in 1970, USS 2,348 million in
1975 (187:1970=100), Us$ 3,343 million in 1979 (267). The
stock of Colombian debt in 1984 was USS$S 7,541 million (Berry
and Thoumi, 1985: Table 6).

We might distinguish five periods in Colombian foreign
borrowing: i) 1970-72, of fast growth; ii) 1972-78, when the
stock of total debt decreased more than 20% in real terms,
private borrowing being tightly controlled; iii) 1979-82 with
debt increasing at similar rates toc the rest of Latin America
and private borrowing increasing even faster®; iv) 1982-85 in
which Colombia was one of the few countries in Latin America
able to obtain fresh loans. Fresh disbursements were made to
both the private and public sectors., but the public sector
behaved more dynamically after 1984/85. The relation between
the stock of debt and exports in 1985 was the highest
recorded in our period of analysis (Table A-3), and the
situation is even worse if we consider the ratio of interest
payments to exports. In 1986 Colombia did not need new loans,
and it is still not clear if the money from the 'Jumbo’

credit will be used at all®.

As to interest rates on the loans, maturities and grace
periods, Table A-3 shows that nominal interest rates jumped
after 1978/80 to double those of the previous years (13% from
7%); they decreased again after 1982, but the opposite
happened in real terms. The maturity of the loans decreased
between 1970 (21 years) and 1978 (14 years) to remain fairly
constant thereafter. Finally, the grace period has been
stable.

Compared to other Latin American countries, the ratio of debt

to GNP or exports was lowest for Colombia in 1979 (except for
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Venezuela), and in 1986 (except for Paraguay)!®. There were
some intermediate years 1like 1983, however, in which the
ratios were not favourable, mainly as a result of the
evolution of exports in the other countries (see below and
Table A-1}.

1.3 Balance of Payments

i} 1970-86.

Colombia's international reserves suffered tremendous
oscillations during the period under consideration (See Table
1.2; Graphs 1.2 and 1.3)1!', From low (and unstable) levels in
1970-74 (USS441 million, equivalent to 3 months of imports in
1974), they jumped to US$5,056 million (14 months) in 1980.
They began to decrease slowly in 1982, with substantial
reductions in the following years, mainly in 1983 - reduced
by half - with positive increments only in 1986. Special
emphasis will be placed on the period 1975-85 in what
follows.

The real deficits and surpluses in the trade and capital
accounts during the first half of the 1980s were much larger
than in any year of the 1970s, and tended to compensate each
other throughout the period consideredt2. The compensation
was far from complete, and the differences between them - the
international reserves — fluctuated markedly. As to the
components of the capital account, short-term borrowing has
always been a minor portion (Graph 1.3), and the increase in
capital borrowing for 1979-84 was due to increases in long-
term borrowing. Direct investment in 1981 and 1982 was higher
than in any year of the 19708, but s8till represented less
than 25% of long-term borrowing!?3 .

On the current account, interest and amortisation payments
(most of the difference between the trade and current
balances) were high both between 1970 and 1973 and after
1982, The significant deterioration of the current account
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from 1980 to 1984 was due both to the fall in real exports
{up to 1983), and to increases in imports (up to 1982)!'4.

Starting with exports, coffee, drugs, and 'non-traditional’
exports were of roughly similar importance!®. However, the
evolution of total registered exports was determined mainly
by coffee; drug exports are not registered as exXxports, and

'non-traditional’' exports did not show large oscillations

Looked at nmore carefully, however, it 1s clear that 1875
marks the end of a period which started in the middle of the
1960s, in which Colombian growth was based more than ever on
non-traditional exports. They represented 60% of total
exports in 1974, and decreased year by year to regain
historical levels!® . The relevant aspect to be considered,
however, is that the crisis in minor exports did not start in
the 1980s.

The figures in Table 1.3 do not permit a comparison of the
evolution of exports in different periods since they are
given in nominal US$. However, they allow us to make valid
comparisons among different Latin American countries. We are
mainly interested in the evolution of manufactured exports,
and may safely assume that price variations were similar for
the different countries. Colombian manufactured exports
increased much more than those of any other country between
1970 and 1974!7, but decreased in real terms after 1974, and
even in nominal terms after 1980. This means that the country
lost its relative position in Latin America between 1974 and
1980, with other countries 1like Venezuela, Brazil and Peru
doing well. We have only two other countries to compare with
after 1980: Argentina did worse than Colombia, Brazil did
better!® .,

Three important points relate to imports. First, Colombia did
not import oil heavily, being a net oil exporter in 1973,
1975, and 1984. Net o0il imports in the intermediate years
never represented more than 13% of total exports, and the net

balance was almost in equilibrium for the whole period.
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Second, real imports were not reduced drastically during the
1980s. They decreased after 1982, but the level 1in 1984 was
comparable to that in 1979-80. Even more important, capital
goods imports were more dynamic than consumer or intermediate
goods!® ., Investment was not restricted by foreign-exchange
constraints and, in general, the country did not have to
‘adjust’ like other Latin American nations. PFinally, Colombia
shows the typical developing country import structure, with
capital goods imports being more than 40% of the total and
manufactured imports 65%20. Most probably, domestic and

international production are complementary (Ocampo, 1986).

In relation to other Latin American countries, the two most
distinctive characteristics of the Colombian foreign sector
are, first, the low weight of o0il imports; countries like
Brazil committed 30% of total exports to the payment of oil
imports. Second, as noted earlier the country did not
'adjust’ as the other Latin American countries did, at least
not until 1984. Broadly speaking, at the beginning of the
international crisis Colombian international reserves were
much higher than those of the average Latin American country
(both in terms of GDP and imports), but this was no longer
true in 1984 when the country was in a comparatively weak

positionz!.

What happened in 1985 and 1986 is still in dispute. Some
tough, very ‘'orthodox', and ex-post vrather unnecessary,
policies were followed in 1985, and no doubt similar policies
would have been applied in 1986. In that sense, Colombia
would have had the typical Latin American adjustment with a
delay of three years. But sudden and previously unforeseen
changes in some important economic variables made things
easier. The new coffee ‘bonanza’ of 1986, and the external
impact of the tough policies adopted in 1984/85 brought
foreign exchange to the country; this, and the good long-run
prospects in the coal sector convinced international bankers,
the IMF and the World Bank to treat Colombia as a special
case (see below). New loans came into the country making the
external situation even better. It seems, ex-post, that the
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Colombian adjustment process lasted only one year, and was
remarkably mild.

ii) 1986-90.

We have already given some hints as to the problems with any
prediction of the future of the Colombian balance of
payments. The economy depends too heavily on a single
commodity which, at the same time, is very unstable. Nobody
was able to forecast the coffee bonanza of 1975-79, or the
new boom of 1986. It was not even accepted, at the time of
the bonanza of 1975-79, that it would not last forever; some
economists began to consider 'structural' world developments
{wars in Africa and Central America) which could keep coffee
prices high. Compounding the problems of prediction, the
Colombian foreign sector will depend increasingly on cil and

coal exports, two other very unstable commodities.

However, the importance of adequate projections is obviocus in
our paper, and we should make our best estimates. It is
relatively clear that the Colombian economy will not ’'suffer’
from another coffee bonanza as large as that of 1975-79. The
new boom of 1986 was very mild ~ in relative terms - and we
shall see in Section 3.2 {(on coffee policy) that the coffee
bonanza of 1975-79 was much larger than any previous
'bonanza' Junguito et al. (1977) provide support for our
statement, and they conclude that very large booms occur

every 25 years.

According to World Bank predictions, real coffee prices in
1990 will be similar to those in 1983 - a bad year - being
relatively constant in the second half of the 1980s (Thomas,
1985; 34}. In addition, oil prices will reach US$18/barrel
and will remain constant until the end of the decade. Based
on these assumptions, Table 1.4 presents some guesses about
the future of the Colombian balance of payments. The figures
shown represent the averages of two recent estimates made
separately by FEDESARROLLO and the National Planning
Committee (DNP)}22.
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At the most aggregated 1level the Colombian economy will
present large and increasing current account deficits for the
rest of the decade, particularly after 1988, as the trade
surpluses will not be enough to pay for services and

transfers (except in 1986). This item - services and
transfers - in 1988 and 1989 will be similar in size to total
coffee exports. However, it must also be said that the
relative - to exports or GNP - size of the deficit is not

comparable in the future with the worst years of 1982 and
1983. Even better results will be shown in relation to the
debt burden. The ratio of debt to exports has been falling
since its peak in 1985, and this trend will continue during
the rest of the decade (Ocampo, 1986: Graph 1.2).

Oon the export side it 1is relevant to note the important
diversification of the economy from coffee to two other
commodities, oil and coal; their actual combined
participation is 15%, and will Jjump to 36% in 1990. This
means both good and bad news. Just because a larger -
compared with coffee - percentage of these exports willi go
directly to the state; and second, it is likely that the
combined price of the threes commodities will fluctuate less
than the price of only one ot them - coffee. Bad because, the
price of coal is tied to the price of o0il, and alsc, because,
both activities are very capital-intensive and create few

jobs.
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2. INTERNAL ADJUSTMENT. SAVINGS AND INVESTMENT

New international loans disappeared after the Mexican crisis
of August 198223, Roll-overs were automatically excluded for
most countries, and total interest payments were higher than
ever before: 41% of exports for Latin America as a whole, and
nearly 50% for Argentina, MexXico, Brazil and Chile?¢ . A great
effort was made on the external front by most Latin American
countries to adjust their economies. Debt continued to be
serviced, entailing a burden double that which Germany
considered intolerable at the end of the First World War
{Fishlow, 1985: 159).

T> pay the debt, exports were 1increased and imports
decreased, which meant that lower external savings were
available for domestic investment, If a constant level of
investment was to be sustained domestic savings had to
increase; alternatively, the level of investment had to be
reduced and both alternatives were costly in terms of present
and future consumption. In this Section we analyse the
behaviour of savings and investment in Colombia in the
period 1970-85. As before, we end with a comparison with

other Latin American countries.

2.1 savings and Investment. Analysis of Identities.

Total savings - external and internal - are identically equal

to total investment. Formally:

i=8f+Si

where:
i = Investment
Sf= Foreign Savings

Si= Internal Savings (private and public}
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Foreign savings are the difference between Colombian imports
and exports. We could include factor payments abroad (R) with

the subsequent modification in the definition of the other

variables.

Formally, we could define Sf=M-X - trade account of the
balance of payments - in which case Si=GDP-C-G25;
alternatively, if Sf=M+R-X - current account, Si=GNP-C-6,

with GDP+R=GNP, being GNP larger than GDP in our countries
{R>0) . In what follows we shall define Sd (domestic) as the
first alternative of internal savings; and Sn {national) as
the second (See BID, 1985 Chap. 2).

In turn, Si could also be divided into private and public

internal savings, in which case:
i=Sf+Sg+Sp

Where:
Sf= External Savings, with Sf=M-X (first alternative)
Sg= Public Savings, with Sg=T-G
Sp= Private Savings

G, T: Current government expenditure and Taxes

These are just accounting identities and, as such, they say
nothing about causality. It could be said that higher
investment produces higher savings:; or that the economy first
needs higher savings in order to finance additional
investment. However, the second alternative is valid only
when the economy is at £full employment?%, not a very
plausible assumption for Latin American today. It seems more
relevant to assume that investment generates savings through

variations in production and through forced savings27.

2.2 Colombia 1970-85

i) Savings and investment after 1970
In this section we review savings and investment behaviour in

Colombia since 1970 in order to see which developments of the
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1980s could really be considered a reaction to the
interpnational crisis. It will also be useful as an
introduction to the next two sections on Economic Policy and
Growth. The main conclusions are derived from the figures of
Table 2.1 (see also Graph 2.1)2°.

The levels of savings and investment are very low in Colombia
compared with other countries?®, but also very stabled?.
However, the aggregates hide the crucial fact that private
and public sector behave very differently: the public sector
saves much less than it invests, and the opposite is true of
the private sector. The difference is even more conspicuous
today, as private investment has been falling <(and public
investment rising) over time. To give an idea of the levels,
public savings were almost nil in 1983, and public and

private investment were similar.

The figures just mentioned have been utilised to characterise
the Colombian economy as one in which government expansion
has produced 'crowding out'’ and the private sector does not
have enough resources to invest. This could be the case, but
more research needs to be done on the subject before we

arrive at definite conclusions.

Public sector investment can cause crowding out if it
utilises scarce physical and financial resources that would
otherwise be available to the private sector, or if it
produces marketable output that competes with private output.
Also, the financing of public sector investment ~ taxes, debrt
or inflation - will 1lower the resources available to the
private sector. But 1in order to prove the existence of
crowding out it has to be shown, also, that the private
sector will invest more if additional resources are
available.

According to the previous discussion, there are some
characteristics of the Colombian economy which could indicate
that crowding out is not important: most public investment in

Colombia is related to infrastructure and 'public' goods; the
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economy is mnever working at full capacity:; and the private
sector does not seem to react very dynamically to the
availability of additional resources or to lower ainterest
rates. In addition, firms have not considered credit
availability to be binding, at least since 1979%!. Finally,
at a more theoretical 1level, in an open economy with
'flexible' exchange rates like Colombia, government expansion
also crowds out the external sector - lowers international

reserves - and not just private investment.

Before leaving the topic we should also note that a large
proportion of the public investment considered corresponded
to a package, mainly related to electric power, industry and
mining, which was carefully prepared for the Consulting Group
meeting 1in Paris in October 1983. It seems today that
expansion projects in the =2lectricity sector were more than
the country really needed, but this only means that some
projects concerning what the country will need in the future

were undertaken in advance.

Until we get more complete studies, then, we could say, that
the public sector has played an important stabilisation role,
complementing private investment. It is also clear that it
has played a compensatory role 1in relation to external
savings, making total savings much more stable. Public
savings increased in those periods when external savings were
decreasing (1974-77); stayed at high levels when external
savings were low (1975-8G): and decreased again in the final
period analysed, compensating for the important increase in

external savingss?.,

ii}. Monetary effects of savings and investment

Fluctuations in high powered monmey can be closely associated
with the evolution of ainternal and external savings and
investment. Formally, from the balance sheets of the Central

Bank, the public sector, and the foreign sector:
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dH= [(G-T)~Cpg) + [CA+Cfpl] + [Ccp] (4)
(1) (2) (3)

where:

dH = Changes(absolute) in High Power Money (Monetary Base).
Ccp = Credit from the Central Bank to the private sector

Cfp = Credit from 'foreigners' to the private sector

Cpg = Credit from the private sector to the government

G: Government expenditures {total, includes public
investment) and transfers

T: Taxes

CA: Current account of the balance of payments3?

Equation (4) simply says that absolute variations in High
Powered Money can be due to: a. fiscal deficits not financed
by the private sector3¢; b) changes in foreign reserves; c¢)
credit from the Central Bank to the private sector. We shall
call the first two components the adjusted fiscal deficit and

the adjusted balance of payments.

Equation (4) shows the close association between the external
sector, the public sector, and the monetary variables, and
why the control over money supply (H) i1s so weak in Latin
American countries: the deficit moves with the cycle - as in
the industrial countries - and Cpg 1is almost nil (with

underdeveloped capital markets monetary policies are not

independent of fiscal policies)33; finally, the external
sector 1is very volatile because of the importance of
commodities.

In this section we review the evolution of the monetary base
- and its sources - in Colombia since 1975. The control of
this variable was the main objective of most governments of
the period, but mainly of the Lbpez Administration. Such a
review will assist us in understanding the country's econcnic

policy which is the topic of Section 3. The main figures are
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shown in Table 2.2 (see also Graph 2.2) according to equation

4 above.

The average change in the monetary base between 1971 and 1974
wag €C$3.5 billion/year, less than one-tenth of the current
account surplus in 1977 and 19783¢., 1In other words, the
monetisation of the current account surplus would have
increased the monetary base by ten times the average for the
previous period. And inflation rates during the Pastrana
government were considered unacceptable by Lépez (see Section
3, part 3.1}.

The public sector contributed more than any other factor to
'sterilising’ the increases in the monetary base during
1975-78, mainly in 1976 and 1978: foreign sector taxes
increased ‘automatically', more than compensating for the
reduction in unitary coffee taxes during the period, but the
effect of the tax reform of 1974 was also important??. On the
expenditure side, cautious expenditure policies allowed the
budget to play a countercyclical role. Colombia presents an
important contrast to other coffee countries in the period?®,
indicating once more that domestic policies were important in
deciding the final outcome. The contractionary impact of the
fiscal deficit of 1976 (-129%) was comparable to the
expansionary effect of the current account surplus (+181%):
in 1978 the government surplus 'sterilised' 40% of the
increase in the monetary base. This is remarkable when we
consider that in most years of the 1970s and 1980s the

government was running a deficit.

Private sector loans to the government (Cpg) were never
important and carried the ‘wrong' sign during the bonanza.
Instead of getting money from the private sector to contract
the money supply further, the government ‘gave money' to'the
private sector - net repayments of credits obtained in the
past. In 1976, for example, the fiscal deficit contracted the
monetary base by 129%, but the adjusted fiscal deficit only
by 123%. '
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The pressures from the external sector were very unstable,
with positive peak years in 1976 (+181%) and 1978 (+ 298%),
Foreign credit to the private sector (Cfp) played a
contractionary role throughout the bonanza, and this
contrasted markedly with the behaviour of the same variable
for the Turbay Administration when controls were very much
relaxed. It was not important in 1983, but its evolution
helped to ease the situation in 1984.

Central Bank credit to the private sector (Ccp) was
expansionary during the coffee bonanza and, in this sense, it
shows the same pattern as during the Pastrana Administration.
Behaviour changed only with President Turbay, when monetary
policy played a restrictive role; it was again expansionary
under Betancur, at least until 1984.

All the effects described above, when combined, produced the
changes in the monetary base indicated in Table 2.2. The
policies and circumstances described determined the desired
results on the monetary front. Given the size of the external
shocks, it 1is remarkable that during the coffee bonanza the
monetary base increased by only 37% in comparison with more

than 20% under Pastrana.

2.3 The_ Real Adjustment of 1980-84 in Latin America

Usually in the past Latin American countries utilised foreign
resources — foreign savings - to invest domestically. Imports
of goods and services were higher than exports, and the
difference was financed by long-term foreign loans. But the
situation became much more difficult when new foreign loans
vanished after 1982. Exports(imports) had to increase
(decrease), in order to service the debt. Internal savings
ought to have been higher if the level of investment was to
be sustained, but the opposite happened. Economic recession
produced still lower levels of internal savings than in the
past, and a great deal of the adjustment came through huge
reductions in investment. The more relevant figures related
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to the adjustment process between 1980 and 1984 are

summarised in Table 2.3, for 7 Latin American nations.

On the external front, as we saw in Section 1, Latin American
external savings became negative in 1983 and 1984, atcter
being positive most of the time in the past; this was mainly
due to very high interest payments abroad (2.2% of GNP in
1980; 6.6% in 1984), but also to the important 'adjustmenrt’
in the foreign sector after 1982. Exports were increased and

imports reduced.

Colombia was one of the few countries which year after year
could import more than it exported; also, interest payments
abroad were very low in relative terms3?. The first
characteristic meant higher foreign savings, but the second
produced the opposite effect. The net result was that
external foreign savings were not larger in Colombia than in
the 'typical’' oil-importing country, but much larger than in

the oil-exporting countriest?.

On the domestic front, Latin American domestic investment
fell because both external and national savings declined.
The fall in Colombia‘s national savings was not as dramatic

as in the other nationss:!.

Colombia was the only country among the seven studied where
total investment did not fall between 1980 and 1984, mainly
because of the compensatory role of public investment<4?. A
similar role did not take place in the other countries
analysed, at least not to the extent required to compensate
for the drastic deterioration in private investment in all
the countries of the sample - mainly in Argentina, and

Venezuela.

Even more impressive, the size of Colombia's public deficit
was not large, at least when compared with the oil-importing
countries. It represented 2.0% of GNP in the worst years
(1983 and 1984), as compared with 4.5% and 3.9% in the oil-

importing countries13, Altogether, it seems that the
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government played a very important role in the economy:
deficits were not as explosive as many people thought, and
government total expenditures included a large proportion of
investment. Unfortunately, we do not have comparable figures
for 1985 and 1986 when, it seems, public investment decreased
markedly, and the public sector did not continue to show the
healthy characteristics just described (Coyuntura Economica,
QOctober, 1986).
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3. ECONOMIC POLICY

Some authors 1like Ocampo correctly stress that Colombian
policy makers do not follow long-term policies, being
distinguished simply by their prudent (and conservative)
management of the economy (Thorp and Whitehead, 1986). This
is one of the reasons why Colombian policies during the 1970s
and 1980s appear so 'wise' today, and in a very unstable

international scenario prudent policies usually pay.

In this section we want to explore a complementary thesais.
However, long—-term objectives were sometimes present, as
revealed in the four-year Economic Plans, but the severe
instability of the foreign sector forced governments to
sacrifice them in order to achieve short—-term targets. This
was even more clear when the shocks were large, in the Lébpez
and Betancur Administrations. Under Lopez the economy was
'blessed’ with 1large amounts of foreign exchange, which
disappeared under Betancur especially after 1983. In the
first period all economic instruments were aimed at the
single objective of controlling 'imported' inflation. Under
Betancur all available instruments were devoted to
controlling the bank crisis (first), and the fall in

international resexrves (thereafter).

3.1 Long-Texrm Economic Policy44

Since 1972 there have been four presidents in power and we
shall review the econcmic situation and objectives for each
of them. During the government of Misael Pastrana (1970-74)
inflation escalated to 25% or more, and the availability of
foreign exchange and the fiscal deficits became not only
sufficient but indeed so high that they were complicating
factors in the control of inflation. At least up to 1974 the
government assigned high priority to economic growth and much
less to stabilisation. Long-term policy focused on urban
building as the main source of growth and employment

creationt?, and in order to obtain the resources needed to
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finance such activity dimportant financial innovations were
introduced. The UPAC ('constant purchasing power financial

paper’'} was created, and it was the pioneer of papers with

positive interest ratesdis; these changes became effective
only in 1972. Minor exports were also important.
President Lopez inherited a booming economy with high

international reserves and inflation rates which were notable
by Colombian historical standards. The main goals were the
control of inflation, and improvement in the highly unequal
distribution of income , for which Integrated Rural
Development Plans and Food Nutrition Programmes (supported by
the World Bank) were adopted. An important tax reform was
proposed and undertaken. The government tried hard to
liberalise the domestic capital market, and most financial
assets were 'freed', now for philosophical reasons*?. LoOpez
harshly c¢riticised the former Administration for what he
considered incompetent management of the economy, mainly in
the area of prices and inflation. According to his diagnosis,
price increases hit hardest the middle and poor groups of the
population and ought to be stopped immediately. Nobody at
that time could imagine that after 1975 the Colombian economy
would ’benefit' from the mixed Dblessings of the largest
coffee exports ever recorded which, in turn, caused the
highest inflation rates suffered by any Colombian government

this century*s.

The Turbay Government (1578-82) presented the National
Integration Plan whose main emphasis was on public
infrastructure: better roads between the three main cities -
Bogota, Medellin and Cali*?. Their construction was started
at the end of 1979. The Plan also aimed to increase the
degree of regional autonomy and political decentralisation,
in order to develop the energy and mining sectors, and to
reduce 1inefficiencies in government expenditures. At least
during the first two years additional foreign reserves were
not highly regarded, and the memories of the bonanza

remained. However, over time, many pecople in the government
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began to argue in favour of growth and government

expenditure, even at the cost of higher inflation.

Before moving to the last Administration in our period, and
as a summary of what we have just written in this section we
should note that some people considered that the Turbay Plan
nicely rounded off the set of priorities presented by the
difterent governments. The sum of different unbalanced Plans
could, after all, amount to a long-term balanced growth
strategy. Maybe this goes too far but, if the thesis were
correct, we might even argue that the separate sub-plans
could achieve, and even more effectively, the same goals as a
long-term plan by concentrating attention on a limited number
of goals at any one time and on the needs which seemed most
promising then. A creative disequilibrium, the outcome of

Hirschman-type bottlenecks, if not a strategy?.

In his four-year Plan 'Cambio con Equidad' {Change and Social
Justice) President Betancur (1982-86) emphasised the

construction of urban housing. Distributive issues were now

more important than under Pastrana - the only other
conservative president in the period - and housing for low-
income people was especially supported’®. Export public

sector construction had to increase even more than originally
planned, in order to compensate for the lack of dynamism of
the private sector, with important consequences for the size
of the fiscal deficit. But government expenditures were also
important for the 'Peace Strategy' adopted by the government,
as any economic strategy simultaneous with successful peace
efforts had to contemplate massive expenditures in guerrilla
zones. The rapid decline in international reserves of 1982
and 1983 was always a threat to such purposes, under the
argument (still heatedly debated) that higher fiscal deficits

('printing more money') will reduce international reserves.

The initial actions of the administration concentrated on the
'rescue' of the financial sector of the economy, and an
‘economic emergency’ was decreed in October 1982. The

government and the Central Bank behaved as ’lenders of last
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resort', and many banks and financial institutions -
including the largest financial conglomerate in the country,
the Grupo Gran Colombiano - were nationalised or subjected to
government intervention. Schemes to refinance private foreign
debts and 1large ‘'non~recoverable' domestic loans were also
implemented (Ocampo and Lora, 1986: 20-21).

3.2 Coffee Policy

Large oscillations in coffee production and exports
inevitably produce serious inconvenient effects in the
economy. The few macroeconomic instruments available -

traditionally considered relatively weak and ineffective in
less developed countries - will be fully utilised to fight
the short-run undesirable effects. But that is not all.
Relative prices (mainly tradeables vs non-tradeables) will
also move producing long-run effects on the economy which

should not be allowed to operate under optimal policies: if

the rise (fall) in coffee ©prices 1is transitory - and
everybody agrees that is - first-best policies should aim at
avoiding large fluctuations in relative prices. In what

follows we shall be referring mainly to the period 1975-79,
but we shall also highlight the evolution of coffee policies
after 1979.

Relative prices were far from constant, and followed - with
some lags - the oscillations in international prices. The
huge increase in the international coffee price after 1975,
produced by the severe Brazilian frost of July, 197531,
combined with inappropriate management, produced a
transformation in the Colombian economy which could only be
compared to that at the beginning of the century. Coffee
production had been stable in the 1950s and 1960s
(7,000-8,000 bags a year) but increased to 12,300 bags in
1978 and 13,037 bags in 1980.

The transformation originated mainly from improvements in
productivity - there was no net increase in total land under

cultivation during the period - with the adoption of a highly
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commercially available in Colombia around 197532 . The country
changed profoundly between 1975 and 1979, but there were no
changes in production after 1980. The evolution of coffee
exports could be divided accordingly into two periods. The
first (1975-79) with dramatic increases in international
prices, production and real exports (volume); and the second
{1979-85) when coffee exports moved with international prices

- production and real exports remaining relatively constant.

The volume of coffee exports almost doubled between 1969 and
1978, and production increased even more dramatically with a
very large accumulation of stocks. 1In 1983 Colombia exported
10,000 bags, produced 13,500 bags, and had 12,000 bags in
stock; the figures for 1986 were 10,000, 11,000, and 8,800
bags (see Table 3.1). The Colombian share in world coffee
exports doubled between 1976 (10.1%) and 1979 (19.1%), with a
fairly constant participation (14% approx.) in the 1980s. The
shares of GDP, agricultural GDP and agricultural exports
reached their highest values in 1977 for the first two
variables (9.6% and 32.5%) and in 1978 for the third (85.4%).

Coming back to the issue of economic policy, there are three
alternatives to neutralise the influence of large inflows of
foreign exchange into the economy: a) keep foreign resources
outside the country in the hands of private exporters; b) tax
these resources away from the private sector, and keep them
outside the economy; they could be transferred to the
government (bl) or to the National Federation of Coffee
Growers (FNC) (b2); c) if foreign exchange is already
monetised, measures to 'sterilise' should be adopted: cl)
open market operations; c2) other 'unorthodox‘' compensatory
policies: fiscal surpluses; increases in 'import deposits’,

etc.

Alternative a) - keep foreign exchange outside the country -
was never seriously considered by the government as it would
have completely eroded Colombia‘'s long (since the 1930s) and
successful tradition of exchange control. Once dismantled, it

would have been almost impossible to reintroduce after the
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bonanza. Even more important. potential benefits could have

vanished through the capital account as additional financial

resources could have come into the country; 1975-79 was a
period of high domestic profitability - international
interest rates were not especially high, and the nominal

devaluation of the exchange rate was low (Echavarria, 1982 .

Alternative bl) - tax the additional resources and keep them
in government hands - was not easy to implement both on
equity grounds and on political considerations. As to the
first reason - equity - coffee producers correspond to a very
homogeneous group of low- and middle-income farmers, and more
than 300,000 families depend on coffee earnings; why should
they pay higher taxes than other wealthier groups in the
country?*® ?. On the political side, the FNC - unlike the
African coffee producers or Brazil - is a private sector
agency representing the interests of the coffee growers and
exporters3¢, and 1t is considered the most powerful pressure
aroup in the country (Urrutia, 1982). This does not mean, of
course, that it is impossible to tax resources away from the
coffee sector®d. In the case of President Lépez it was
explicitly stated and decided that the coffee bonanza
belonged to coffee growers and exporters. Equity does not

always coincide with proper macroeconomic management.

It is completely rational to impose export taxes and quotas
in large coffee-growing countries 1like Colombia, because
private entrepreneurs simply will not do what is socially
convenient; an export tax will allow the country to exert the
monopoly power available, and to follow an optimal pricing
policy. On the other hand, in times of large accumulation of
stocks, higher production simply means higher unsold
stocks’®, and the only social benefit could be the
potentially higher export quotas in future intentional
negotiations - stocks are one of the additional variables
considered. The argument does not say that the state should
keep the taxes, which could alsoc be returned to the FNC
{alternative b2}). However, for stabilisation purposes

alternatives bl and b2 are entirely different as most
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resources given to the FNC go back to the sconomy to improve
the economic conditions of c¢offee areas (investment in

infrastructure, research and development in coffee, etc).

How was coffee policy implemented during the bonanza, and in
the years following 19797 There are four important aspects of
coffee policy which finally determine how much of the
international coffee price goes into the economy, and the
distraibution of the benefits (among the government, the FNC,

the coffee growers and the coffee exporters):

i) Effective _international price. In fixing the variables

which determine the effective international price, the
government will determine the amount of Colombian pesos given

to the private exporter and which enter the economy?7.

i1) Domestic price paid to the grower3®. If the difference
between i) and ii) 1is small, private exporters will simply
not export, and the FNC will have to sell abroad all the
coffee available. It seems easier to control foreign exchange
in the hands of the FNC, as the government has a lot to say

inside the institution.

iii) The government can transfer additional resources to the
FNC, taking them away from growers and exporters., through the

Retention Quotas and the Pasilla and Ripio Tax, which are not

real taxes in the traditional sense; the only real tax on the
coffee sector is the Ad-Valorem tax®?. Additional FNC exports
do not necessarily mean that the FNC will obtain additional
resources. On the contrary, the absence of private exporters
could simply mean that it is not worthwhile to export, and
the institution could be losing money; no study has yet
proved that the FNC 1is more efficient in doing business
abroad. Of course, most of these variables are interrelated.
The Retention Quota Tax, for example, has been used mainly
to manipulate domestic prices and to shield domestic
producers from the full effects of the <change in

international prices.
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Taple 3.1 presents the evolution of some of the variables we
have Jjust been discussing. The effective external price,
depends on: i) the ad-valorem tax: it was not used properly
during the bonanza period. Instead o¢of raising it +to
"sterilise' resources, the tax was lowered over time, and

especially in 1977 and 1978¢°, In 1982 and the subsequent

years the government desperately needed money but the
ad-valorem tax was lowered even further; 1in 1982 it was at
1ts lowest level ever. ii} The reintegro price. Its

evolution did not help in isolating the coffee sector from
the rest of the economy, as it has historically followed the
international price with some lags. 1iii) The period of
maturity of the Exchange Certificates. It was 120 days during
the Dbonanza period, and at first sight all it did was to
delay by 120 days the monetisation of coffee exports -
certainly not very important. However, as a consequence of
the delay. the amount of pesos (per dollar) given to the
private exporter was reduced. This second effect was more

important.

The domestic price received by the grower ~ Column 13 - shows
the correct trend, but the magnitude of the changes was not
as sianificant as desired. It has been calculated that three-
fifths of the wvariations in the international price are
absorbed by the domestic price, and the period of the coffee
bonanza was no exception. The undesired result is even more
clear if one compares the figures 1in the table with the
alternative of keeping real coffee prices constanté!. For
most of the period the domestic prices paid to the private
producer represented between 50% and 55% of the international

price (45-50% during the bonanza).

Having decided that the coffee grower was going to reap most
of the benefits of the bonanza (historically considered), and
that private exporters were going to play an important and
active role, there was not much to be done. Something close
to the 1nternational price had to be paid to the private

exporters.
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Column 5 shows the enormous variations in the participation
of private exporters. They exported 60% to 80% of total
exports in 1975-78, with much lower percentages in the years
following the bonanza. In the extreme year of 1980 their
activity was banned by the government. Their participation in

the 1980s was still high, but much lower than in 1975-78.

Oon the distribution side, (Columns 17 and 18) the FNC
obtained a 1large share of the bonanza revenues through
important increases in the Retention Quota tax - the Pasilla
and Ripio tax was almost nil. Total 'taxes' - Column 19 -
increased during the bonanza, mainly because of the evolution

of the Retention Quota.
3.3 Reactions to the External Shocks
1) Economic Policy 1975-80. Fighting inflation

Between 1952 and 1980 the Colombian economy behaved as a
standard semi-open economy. with an increase of 10% in high
powered money inducing a 5% rise in the rate of inflation
and some reduction in the 1level of foreign reservest?.
Regression analysis is not powerful enough to prove
causality, and some authors argue that the relation between
these variables 1is the opposite, higher prices inducing a
larger amount of money. In a recent study, however, using
more sophisticated statistical techniques, Leiderman (1984)
'proves' that in 1953-78 there was no important monetary
'accommodation’ in response to inflation and output growth.
In Colombia (unlike México; money played an active role in
causing price increases®3. For our purposes all we need to
say is that money matters in the medium and long term, and
even more when the economy is suddenly hit by unexpe;ted
increases in foreign reserves. How was inflation fought in

the period of the coffee bonanza?

The impact of the foreign sector was certainly important. As
we said in Section 2.2, the average change in the monetary
base between 1971 and 1974 was Col$3.5 billion/year, less
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than one-tenth of the current account surplus in 1977 and
1978. In other words, the monetisation of the current account
surplus would have increased the monetary base by ten times
the average for the previous period. And inflation rates
under the Pastrana government were considered unacceptable by

Lépez®9 .

As to the sources of the monetary base and its control, we
also noted that: the public sector contributed more than any
other factor to ‘'sterilise' the increases in the monetary
base 1n 1975-78, mainly in 1976 and 1978; <credit from the
praivate sector to the government was never important in
relative terms - and it had the wrong sign during the
bonanza. The government made an important effort to control
foreign borrowing by the private sector (Cfp) and 1ts impact.
Finally, Central Bank c¢redit to the private sector was
expansionary during the coffee bonanza.

All the effects described, when combined, produced the
changes in the monetary base. Given the size of the exXxternal
shock, 1t 1s remarkable that the monetary base increased only
37% 1n 1975-78, in comparison with more than 20% for the
Pastrana Administration. The difference 1is even lower if we
compare the changes in money supply (M2, Table 3.2, Row 5):
25% for 1971-74; 29% for 1975-78, indicating important
reductions in the money multiplier, thanks to a very complex

scheme designed to aveoid secondary money expansionté?.

We now want to analyse other variables and policies related
to the control of inflation during the bonanza. A first
question we must ask is, how much money was kept outside the
economy, or sterilised directly. The Colombian monetary
accounts (whic¢h bring together the 'non-monetary
liabilities’ which contain main items: money kept outside the
country by the FNC, 'import deposits', and the result of some
incipient open market operations - exchange certificates,
etc), indicate that in the whole period 1975-79 C$36 billion
were kept outside the economy, 32% of total exports and 25%

of M2. These figures might look impressive at first, but not
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when compared with similar relations for 1971-74 and 1980-84.
Their importance is comparable in the three periods, whereas
it should have been much higher during the bonanza, the only
time when foreign exchange should have been kept outside the
economy. Coffee exporters and the FNC brought back their

resources during the bonanza®® .

Inflation rates were extremely high in 1977 and 1979-81¢7,
but much lower than changes in money supply; only in 6 out of
the 14 yvears studied were both figures comparable. Other
variables related to the cost-supply side were important:
wages, the exchange rate, and interest rates somehow
contributed to reduce the impact of monetary growth on prices

during the coffee bonanza (Table 3.2)

The increase in real wages between 1975 and 1980 was
comparable with the historical increase in labour
productivity (3%) and did not compensate, for the drastic
real deterioration of the previous period. The nominal
devaluations in the exchange rate in 1977 and 1978 (6%) were
the lowest recorded in the whole period analysed, despite the
fact that internal inflation was high; subsidies were
substantially reduced in 1974, and the combined effect of
both was a serious revaluation of the real effective exchange
rate: -13% in 1977 (Row 15). Finally, the evolution of
nominal interest rates also contributed to the control of
inflation during the period. In 1977 they fell 5% in nominal
terms, when the inflation rate was 33%, producing a huge
negative real value. With the exception of 1973, this never
happened again in the period analysed®®. Variations in the

nominal interest rate were also very small in 1978 and 1980.

The trend of the three cost variables - mainly the exchange
rate and nominal interest rate - helped to control inflation,
but precluded the achievement of some long-term objectives
announced as desirable by President Lépez. The evolution of
reai wages ran counter to the announced improvements in
income distribution®®?; the evolution of the real exchange

.

rate counter to his intentions of seeing Colombia as a 'new
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Japan 1n South America'; and the evolution of interest rates
counter to positive interest rates reflecting scarcities in

the esconomy®?t .

But other policies were adopted which should not have been
used for sub-inflationary purposes in ‘'normal' times.
Colombia has used trade controls in a procyclical manner
parctially for scabilisation purposes; partially because the
availability of foreign exchange allowed the authorities to

relax controls {(Cuddington, 1986:7).

On the tariff front the Lépez Government announced an
imporrtant tariff ‘rationalisatien' in the first months of
1975 which was never implemented. In the first months of the
Turbay Administration significant tariff reductions were
announced but they never materialised; pressures from
i1mportant economic groups were strong enough to prevent them,
and 1t was not until 1981 that major tariff reductions were
adopted”!. Bur non-tariff barriers also matter: rthey were
reduced consistently throughout the bonanza (see Graph A.1l)
and the process only ended when the foreign situation started

to deteriorate after 198172,

The important point we want to highlight is that the design
of a more rational tariff structure, aiming at long-term
industrial - and agricultural - growth, never materialised.
Non-tariff barriers were reduced mainly to fight inflation.
Previous deposits were also re-established to gain additional
control of the money supply (Echavarria and Garay. 1978).

Direct price controls and subsidies (housing, cotton,
consumption goods - milk, sugar and coffee) were introduced
in 1975-78 though the President had attacked repressed prices

as 'political prices’' in his election campaign.
ii) Economic policy 1980-85. Acquiring foreign exchange7? .
The three most significant external shocks in the period

1980~-85 were the collapse of the coffee market from the
middle of 1980, the debt crisis of 1982, and the Venezuelan
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devaluation of the bolivar in 1983. These shocks forced some
accommodating domestic policies, but policies also changed

with different diagnoses of economic policy.

First, the external situation of the country changed over

time as described in Section 1. The initial two years of the
1980s were still years of increasing reserves, but they
started to decrease in 1982. In 1983 they fell to halt. With
that trend, they would have been exhausted by 1984. New
inflows of capital were not enough. New loans were obtained

but repayments were also higher.

Second, economic objectives and priorities also changed,

fighting inflation was the main priority in the second half
of the 1970s. The discussion centred on the determinants of
poor growth performance in 1979-82; and the behaviour of the
foreign sector was the main issue after 1982. More
accurately, the issue was the interrelation between public

deficits and the foreign sector.

This sequence does not necessarily mean that the situation
improved on that front before being discarded as the main
goal, and it is interesting to analyse the transition from
one priority to another. Four reasons appear plausible.
First, the new government simply changed priorities: the
newly elected Turbay Administration put more emphasis on
growth, and less on the control of inflation. Second, new
more traumatic problems, appeared: the behaviour of the
foreign sector after 1983 could be placed in this particular
category. Third, for some theoretical or pragmatic reason the
achievement of that particular goal was now considered more
costly or less beneficial than was originally thought: after
1982, . for example, it was argued that inflation was much more
difficult to control because expectations - formed in the
past - were now playing an important role. In a similar vein
- looking now at benefits - the over-enthusiastic approach
towards the advantages of large fiscal deficits to increase
demand was followed by a much more cautious one’¢. Fourth, it
was felt that the problem was important but somehow it was
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similar - or more intense - in other Latin American
counctries. Inflation was high, but look at our neighbours;
the economy did not grow, but we did not have negative rates

like our neighbours....

Ocampo has divided economic policy in the period into three

main phases: 1980-82 {increasing disequilibrium and economic
recession); 1983-84(heterodox management of the economy): and
1984-85 torthodox phase)., The main elements of each phase

were the following:

1$80-1982. In the last rtwo years of the Turbay Administration
tne new strategy combined an expansionist fiscal policy, a
contractionary monetary policy, and an important import
liperalisation process. Fiscal deficit was seen as the
instrument for building public roads ~ public goods should be
built by the state - and it should be financed by long-term
credit which was not available domestically; international
loans were seen as the solution. Import liberalisation was
seen as one way to control the inflationary impact of the
fiscal deficit. The deterioration ain the foreign sector which
showed important signs from 1980 onwards was not perceived
until 1982. But not all the deficit can be explained by
larger expenditures. and the fiscal 'counter-reform' of 1979,
nealigent tax collection and increases in current government

expenditures explain most of 1t.

Tar1ff reforms were important in the period, and in 1982 more
than 70% of all ctariff items were 21n the list of 'free
irports 73, Economic recession was considered 1in some
quarters to have been caused by a combination of crowding out
by the public sector and too much liberalisation in relation

to the industrial sector.

1980-1984. The new Betancur Administration initially agreed
with most of the previous diagnosis, but its forces had to be
directed to the control of domestic financial panic. Rumours
had started in the last months of the Turbay Administration

that the banks were mismanaged and that the new government
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was planning to intervene 1in the affairs of the most
important financial group in the country, the Gran Colombianc

group.

The reactivation of the economy was the central issue, and to
that end private credit and export subsidies were increased,
and import 1liberalisation stopped. Housing construction was
seen as the other tool to reactivate demand. Important
measures were adopted - ex—-post unsuccessfully - to help the

private sector in servicing its foreign debt.

It soon became clear that the room for manoceuvre was not
unlimited, especially after 1983 when the external sector
deteriorated rapidly. Deflationary demand policies were

never seriously considered, however.

1984-85. Some policies adopted in this phase closely followed
those of the previous phase’®, but the diagnosis of the
economy changed significantly on other fronts, and excess
domestic demand was now seen as the main reason for the
external disequilibrium. This was even more clear when the

government became 1involved in negotiations with the IMF and

the World Bank. It was necessary to reduce public
expenditures (both current expenditures - real wages - and
public investment). The most significant change on the
foreign front was the compromise reached with the

international agencies to re-establish in 1985 the real
exchange rate of 1975 - an unprecedented real devaluation of
30%. Finally, the government agreed to liberalise imports
gradually, with important reforms at the beginning and middle
of 1985 and in February 198677 .

The negotiating stance adopted was radically different from
that followed by other Latin American countries, ahd
‘monitoring' by the IMF was finally accepted by private
bankers’®, instead of a normal agreement with the Fund.
Ex-post, however, there was not muych difference between the
two positions.
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4. GROWTH
4.1 Economic Growth in the 1970s and 1980s

Compared with other Latin Amer:can countries Colombia did
well during the recession of the 1980s, and only Brazilian
growth was comparable (CEPAL, 1986: Table 2)79. But growth in
the 1980s was the lowest since 1925 (see Table 4.1}. In the
1970s the Colombian economic record could be considered

'average'8? for Latin America.

Over a longer period the Colombian economy showed one of the
highest per capita growth rates in the period 1913-1950
though modest by post-World War II standards), and in 1950-80
growth accelerated in Colombia much less than in other fast-
growing countries (Syrquin, 1986:3) . GNP per capita
represented 21% of that of the United States in 1950, and 24%
of that in 19808 ¢.

Four important points emerge from the analysis of sectoral
growth 1in the period. First, agriculture did much better than
industry in the 1970s and 1980s - an important break with the
past. Second, poor industrial growth in the second part of
the 1970s - a fact for <Colombia ~ was not common to other
Latin American countries; Latin American industrial growth in
the period 1975-80 was higher than in any previous period
(Echavarria, 1986: 2). Third, neither industry nor
agriculture were the leading sectors in the 1970s or 1980s22,

and this unhealthy pattern will have important consequences

for future growth. Fourth, the economy dgrew at its fastest
historical rate between 1967 and 1974. This can be
appreciated from Table 4.1, but we should note that it is
also true in comparison with any other 7-year period in
Colombian economic history. However, this 1is not true for

agricultural or industrial production, only for aggregate

production.



39

What are the main exXplanations of sectoral and aggregate
growth? We do not have the answer, but some elements could

be considered.

4.2 Different Explanations of Aggregate and Sectoral Growth
1) Supply. Capital and Labour.

By defination, growth 1in production 1s a combination of
labour productivity (Q/L} and employment (L). Growth in
labour productivity, in turn, depends on the stock of capital

(K) and on the 'residual’.

Put formally:

Q={L) (Q/Ln (1)
where:

Q= Production

L= Employment

Q/L= Labour Productivity

From (1):

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

wher%:

= Percentage changes in the variable
Production dgrowth can alsc be '‘explained’ in terms of
employment (L), in the stock of capital (K), and the

residual. For a production function with constant returns to
scale we can define the residual as that part of growth not
explained by labour and capital.

Residual= Q*—(E1.L*)-(E2.K*)

where:
Q*, Lx, K*= Growth rates of production, employment and

capital stock.
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El, E2= Elasticaty of production with raspect (o
employment and capaital investment, With our assumptions
elasticities coincide with factor shares: 40% for labour and
50% for —capital, percentages not far from the actual figures

in Colombia.

For the Colombran economy as a whole McCarthy et al {1985}

find <that labour and c¢apital explain nearly 70% of growth

between 1963 and 1980, and more than 85% 1f <the period
1967-74 1s not included. The impeortance of the residual
Jjumped 1n  1%67-74. with the ‘'healithy winds of greater
international competition'. The contribution of K 1s always

iarger than tne contribution of L, but the importance of the
record has increased over time. The study just mentioned is
the only one available for the aggregarte economy. For
industry. there are more complete studies (Echavarria. 1986:

14-19) which show:

a) The stock of capital grew faster in industry than in the
rest oL the economy during tha last decades: in 1925 K/L was
lower than averadge in industry: in 1967 it was 30% higher in

inaustry than in the rest of the economy.

<X} Employmentc (L=} and labour productivity (Q/L)* were
equally i1mportant i1n the explanation of growth between 1950
and 1983. However. the important transformations in labour
productivity occurrad in the 1950s and 1960s, and labour
productivity rerained constant after 1972. For the whole

period 1T grew at an annual rate of 3.1%.

c1 The Residual 1s more important in indusrtry than in the
economy as a whole, 1ts welght oscillating between 30% and
50% dependaing on the sub-period. However, the importance of

the residual decreased drastically after 1970.

Trre most important conclusions to be drawn from the figures
JusStT guoted are rezlated to structural problems in Colombian
industry during the 1970s. Labour productivity did not

increase after 1972, mainly because the importance of the
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'residual ' decreased drastically. The crisis of the 1980s
hit an industry which had already been relatively sick in the
1970s. The «c¢risis in 1industrial production, in turn, is not

due to lack of investment or employment.

Syrguin (1986: 448) finds something similar for the other
Latin American economies, and, not just for industry: ‘'growth
in Latin America after 1973 cannot be described as having
been "savings-constrained” or "trade-constrained". It appears
that we need at 1least an additional constraint to describe
the slowdown in growth during the late 1970s. A likely
candidate might be “absorptive capacity"”. Reduced growth
cannot be explained as being due to a failure of resource
expansion: rather, it was due to the low efficiency in the
utilisation of internal and external resources' {ibid.: 452)}.
The rate of capital accumulation increased significantly
after 1973 in Latin America, but growth failed to respond and
even declined. While the rate of investment was going up, its
efficiency was declining. Syrquin also finds that the
slowdown 1in labour productivity since 1973 originated outside

agriculture, primarily in industry.

ii) Demand.
The evolution of aggregate demand plays a very important role
1in the evolution of industrial production, and of urban

production 1in general. FEDESARROLLO calculates 'autonomous

expenditure’ - the sum of the purchasing power of public
expenditure, non-traditional exports, and domestic coffee
revenues - and finds a close relation between that variable

and industrial production. The impact of the diverse
autonomous expenditures is not symmetrical. Depressions in
the external sector which wmainly hit rural groups are
compensated for by expansionary fiscal policies which in
turn, benefit urban groups. It is paradoxical, but probable.
that crisis in the external sector benefits urban groups just
because of the fiscal policies adopted as a reaction. The
growth of 'autonomous expenditure' in the first part of the
1970s decreased after 1974, producing an important effect on

urban production in general.
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Aggregate demand dropped drastically between 1980 and 1983
partially causing one of the largest industrial crises in
Colombiran history. But the worst years are now over, and
since 1983 the evolution of demand has been relatively
favorable to industry. Industry grew by more than 8% in 1986,
and it is believed that the future will not be so dark as in

the first part of the 1980s.

iii} Dutch disease.

An explanation which c¢laims to be derived from general
equilibrium models must have many followers, as shown by the
axtensive literature published in recent years®3. A
revaluation of the exchange rate (produced by a commodity -~
boom) hits the production of tradeables, which are also
industrial goods in countries 1like Holland or Britain.
Colombia has been chosen as one of the favourite examples of
Dutch Disease, and there are some obvious reasons for this:
mainly the industrial crisis started in 1974/75 when the real
exchange rate began to rise. It is also claimed that the
disease hit agricultrue, a highly claimed sector. But many

problems still remain in this theoretical explanation.

a) In Colombia the industrial sector could be more likely
associated with non-tradeables, and the agricultural sector
with tradeables®d. {i) But the Dutch Disease Model does not
produce such conclusive results for non-tradeables, and as a
consequence the model cannot predict the Colombian industrial
crisis. (ii) In the rise of the ‘'tradeable' sector -
agriculture - we saw that growth rates for the agricultural
sector were specially high between 1972 and 1978, when the
Dutch disease was supposed to operate. And it will be too
much to argue that the agricultural crisis was due to the
influence of relative prices after 1979, when the
agricultural new industrial sectors were in crisis in every

Latin American country.

b} In a recent study on the 'Colombian Dutch Disease', Kamas

(1986) concludes that some of the elements of the disease
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were there, though "the econometric estaimates only weakly
confirm that the real exchange rate affects domestic sectoral
production 1n the way predicted by the model’. She also
finds strong evidence for a significant output response to
fiscal and monetary policies. The relative price of
non-tradeables increased after the bonanza but did not
decrease thereafter, indicating important inflexibilities in
the economy; the Disease Model assumes price flexibility and
mobile resources. Finally, for 32 sectors of the economy
Kamas finds no clear relationship between growth rates and
the share of traded goods; instead, the more traded sectors

grew faster®3 .,

4.3 Future Growth and Economic Strategy
Explanations as to why the Colombian economy did relatively
well in the 1980s are not enough for our purposes, since we
should also be able to say something relevant to future
strategies for growth. What can we learn, from the Colombian

and other countries’ experiences?
1) Foreign-exchange bottlenecks.

Both savings and foreign exchange will be required for future
growth. Current account deficits will be with us for the rest
of the decade, and foreign capital will be needed to meet
interest payments and transfers. The worst years (1982 and
1933} are ovar (see Section 1) but things will not be easy

in the near furure.

The 1ntearnarional situarion will become increasinagly complex
as default 1s almost irminent in Brazil and new loans are
difficult to obtain in Latin America wirh a staonant
internatrional economy in which protectionist presgures‘are
multiplying. What can be done? Not much, certainlv: tnrn ar

least some questions require correct answers.

Since 1974 Colombia has been losing ground as an exporter of

manufactured goods, and the poor behaviour of the
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international economy - a common factor - cannot explain
this. Rather it seems that a weak export promotion efforrt is
the responsible factor, since the exchange rate has not been
found to be a key variable in empirical studies®®. But much
more study is still required in this area. Understanding this
phenomenon is particularly important for Colombia, since the
success 1n the area of minor exports between 1967 and 1974
has been associated with 'cheap’ growth which did not require
much additional investment - a large 'residual’ - and., on top

of that, with a major investment boom.

International markets are extremely competitive in
manufactures and 'marketing' is as important as any other
input. This means that a long-term strategy has to be
designed to regain our relative position. Things will be
easier with other non-traditional exports where prices are
the relevant variable, mainly agriculture, but the close
relation between food prices and the general price level

calls for a cautious strategy on that front.

Other areas are more difficult to explore. Political
considerations - how ‘safe’ - and inertia from the past seem
to be crucial varaiables in explaining foreign investment, and
Colombia's recent experience in the area is not very
encouraging. Important measures were taken after 1982 to
attract foreign capital?? without any important reaction from
outside. The political and social conditions of the country

are not the most favorable to attract foreign investment.

Similar arguments could be made in relation to
'export-processing zones'. They have been utilised mainly by
Colombian producers to import goods into the country., with
frequent complaints about smuggling. A few foreign companies
operated in the zones in the 'golden' period of 1967-74 but
decided to quit relatively gquickly. Their main complaints
were related to the quality of the 1labour, and to
infrastructure. The fundamental fact, however, was that

Colombia was not a country with extremely low paid labour -
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e.g. Haiti - and did not have important geographical

advantages - e.g. México (Echavarria, 1979}).

Import substitution will be the main single factor

determining foreign-exchange bottlenecks in the future.

i1} Domestic factors.

Foreign exchange will be important for future growth but is
not the decisive element. Colombian long-term growth has been
very stable - despite the extreme volatility of the external
sector, and many times severe external conditions 'produced’
structural modifications in the economy which were decisive

for long—-term growth (e.g. industrialisation in the 1930s).

Internal factors - productivity, demand and structure - have
played a crucial role in Colombian capital accumulation up to
now, and something should be said in very broad terms about
these factors. Most of the time we shall refer to industry
since the information and research on other sectors is not as

complete.

Agriculture and industry have played the central role in the
developed countries' capital accumulation and there is no
reason why Colombia should be the exception. Growth based in
other sectors - particularly in the financial sector - should
be seen as short~term adjustments which, by themselves, will

not guarantee long—term growth.

New resources from coal and oil must be considered in this
light. They represent one of the few opportunities the
country will have to invest massively in key objectives, and
it would be wrong not to learn from neighbouring countries
which remain under-developed even while possessing those same
resources. Regional domestic conflicts could be acute, but
they must not represent be an important obstacle, and special

programmes designed for those poor areas which are rich in
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natural resources could be inserted into the broad main

objectives.

Every effort should be made to diversify out of coffee.
Colombia did Dbetcter than other countries in the 1980s while
also being more specialised in a single commodity. The wrong
conclusions could be drawn from this. To set all one's hopes
on one single, highly unstable commodity is totally wrong,
and 1t 1is difficult to understand how some writers can still
ask for even larger participation in the international coffee
marketd®8; on the same 1lines, others consider the FNC as a

fund built by the 'cafeteros' for the 'cafeteros'.

ExXcessive specialisation in coffee is not the est route. The
Colombian economy did well in the 1980s but what matters is
the long run, and i1n the long run octher countries did much
petrer. Colombian long-term growth is not satisfactory.

neither in comparison with other Latin American countries

like Brazil - a more diversified. {also from coffee}l and
economically aggressive country - nor in comparison with the
South East Asian countries. In his classic 'Typoloy of

Economies Exporting Raw Materials' Furtado (1976) does not
recognise coffee as one of the commodities able to generate
the best conditions for growth. He was referring to Brazil
and missed some important characteristics of Colombian

coffee??, but his argument continues to be valid in general.

Agriculture and industry are not doing well. The industrial
crisais'started in Colombia in 1974 and the country has to
regain the long-run rates of the past. Agricultural
production grew more in the 1970s than in previous decades,
but that does not mean that things are satisfactory. And the
explanation of low growth is only marginally due to

international variables.

Agriculture and industry must be seen as complementary
sectors. Low prices for wage goods mean larger demand for
induscrial products and lower labour costs. Agriculture

produces inputs required by industry, and generates savings
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to finance aggregate investment. Even if industry were to be
preferred in a long-term strategy®?, the specific political
and social conflicts 1in the country call for massive

investments in the rural areas in order to buy peace.

We still do not have the studies required to say something
conclusive about which sub-sectors to promote. However, some
preliminary ideas could be wuseful. In agriculture Eduardo
Sarmiento found in 1982 that a devaluation of just 10-15% was
all that was required to allow domestic production to be
competitive. He also selected certain products (e.g. maize)
for which it would be almost impossible to compete. More of

this kind of studies have to be undertaken.

In the area of manufactures we can be more specific®!.
Echavarria et al. {1983) find a very biased industrial
structure, favouring beer, processed food, tobacco and
textiles, with 1large deficiencies in all the other more
advanced sectors (SIIC 34-39). The methodology utilised
means, also, that other countries of similar market size have
been able to generate larger production in those sectors,
which, incidentally, have been more dynamic in almost every
country during the last 20 years®2, If the size of the market
is not the main constraint on production, the explanation of
why the industrial structure is so biased must be related to

economic policy - or its absence.

This does not mean, of course, that every 'advanced' secrtor
should be promoted. The heterogeneity of the sub-sectors call
for a selective promotion strategy; in some sub-sectors it is
impossible to do anything simply because technological

constraints and barriers to entry preclude it.

The authors tried to rank sectors according to four
alternative criteria: labour intensity (+), static
comparative advantage (+)°2, linkages (+) and import
intensity (-)9%94. They found that SIIC 38 {Metal products,

machinery and equipment) presented the most favorable

characteristics, with very negative elements for some of its
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sub-sectors like computing machainery (SIIC 3825), automobiles
(3843). among others. Basic metals (SIIC 37) also seemed
desirable, and SIIC 35 {(chemicals, etc) clearly undesirable.
We must reiterate that this study simply represents a line of
research which <could be fruitful for the future. It also
calls for +the promotion of medium-range firms which are

simply non-existent in Colombia.

i11) The role of the state.

The main role of the state in the process of growth 1s to
increase - or use the actually available - taxes in order to
invest in areas where the private sector does not want ro
1nvest, or should not do so. To treat any public expenditure
as demand - giving egqual importance to investment and
consumption - is simply wrong, as efficiency, and the kind of

expenditure also matter.

There is a significant gqualitative difference between coffee
and the other two new commodities available to the country -
coal and o1l - because these last two belong to the Colombian
state, not to praivate producers. This will permit things that
were unthinkable in the past, but will also mean that more

resources could be lost through inefficient utilisation.

Among the main future tasks for the state are the following:

-To buy peace 1in the country, investing massively in
agriculture, agrarian reform and infrastructure. The share of
agriculture in total public investment has decreased from 25%
1n 1970 to less than 7% in 198293, and this trend has to be

reversed.

-To keep a stock of well designed and essential projects. We
saw how important this was after 1980 when public investment

helped economic growth.

-To complement private investment in industry. The industrial

strategy proposed here requires the promotion of 'advanced'
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sectors 1in general. The private sector will nundertake
production in those labour-intensive sub-sectors which do not
have important economies of scale; the state will undertake
production in the bulky sub-sectors with large economies of
scaled® . If both types of investments are not done

simultaneously, both will fail.
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5. LESSONS OF 1975-85 AND STRATEGY FOR THE FUTURE

Colombian policy-makers will face a difficult scenario in the
near future. Urban unemployment is greater than ever, and
income distribution is one of the worst among the developing
countries; it certainly did not improve during the 1970s and
1980s. Social and political conflicts are already extremely
acute, and the final outcome in these areas will mainly
depend on future economic growth and its distribution?®7?.
Economic policy and the implicit development strategy will be

decisive in this respect .

The problems faced seem so insurmountable that our
recommendations could seem exXtremely marginal. We still
believe, however, that there are some important lessons to
be learnt from past experience, and that there 1is not enough
debate inside the country on topics which will be central to

future capital accumulation.

5.1 What _Can We Learn?

-Why did Colombia do relatively well in the first part of the
1980s?

Colombia's international reserves were very high at the
beginning of the international «c¢risis, and inflation rates
modest by Latin American standards. These were two important
assets with which to fight the international recession of the
1980s.

Large international reserves at the beginning of the
recession allowed the country to import as much as was
needed, especially capital goods bought by the public sector.
Better co-ordination with the private sector might have
allowed less traumatic consequences for national industry in
these areas; nevertheless it was good policy to use scarce
foreign exchange for <capital goods imports instead of for

consumption.
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Public and private investment stagnated together in most
Latin American countries, but in Colombia the favorable
evolution of the public sector played an 1important
compensatory role - up to 1984. It took resources from the
rest of the economy in order to do that, which does not
automatically mean that '‘crowding out' was an important
element explaining the lack of dynamism of private
investment. International comparisons are revealing in this
area, as private investment was even more stagnant in other
countries, despite the additional resources 'released’ by

shrinking public investment?®® .

We do not have documentation on other Latin American
countries after 1984, but at least in Colombia public
investment decreased drastically after 1984 (Coyuntura
Economica, October 1986, p.32). It is in that sense that somne
people argue that the Colombian adjustment process is very
similar to that in the rest of Latin America, but with a lag

of 3 or 4 years.

The government played another important role in Colombia, as
public savings partially compensated for the extreme
instability of external savings, making total savings - and
investment - more stable. Especially encouraging, it was done
without large public deficits, at least in comparison with

the oil-importing Latin American countries.

-Evaluation of economic policy in the period.

How does one evaluate economic policy when the international
situation is so volatile and unpredictable? Nobody writing
in 1975 could have predicted the size of the coffee bonanza
faced by Colombia; nobedy writing in 1978 could have
predicted the arrival of the worst international recession in
the capitalist world for more than 50 years. The amount of
foreign exchange inside the country is never known, such is

the size of (Colombia's) ‘underground’' economy.
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And, of course, the evaluation of economic policy will be
entirely different ex-post and ex-ante. Should we evaluate
economic policy in the 1light of present knowledge, or with
the information available at the time when decisions were
taken? Even worse, how much information do we have today? At
the beginning of 1987 most analysts in the country were of
the opinion that foreign exchange would not be a constraint
in the coming years, with future coffee prices around US$S
2/1b. From that perspective, the adjustment policies followed
in 1984 and 1985 seemed unnecessarilly tough. Three months
later coffee ©prices plunged to less than Ussl/1lb, and it
seems that the future will be much duller than predicted -
who knows now? The adjustment policy followed in those years

now appears wiser than it did earlier.

Both exercises, ex-post and ex—ante, are useful, however. and
in each case we shall specify our assumptions about the

relevant information considered in our judgements.

i. Coffee 1is not just another good produced by the Colombian
economy. Coffee prices. coffee production, and coffee
policies must be seen as an essential part of the whole
package of macroeconomic instruments available. The most
important macroeconomic policy adopted during the Lopez
Admainistration was to <consider that the coffee bonanza
belonged to the coffee people. But it was too costly. This
seems to have been understood now both by the coffee people
and by the government during the new 1986 bonanza, which

means that we learnt from our own experience.

1i.Given that, it should be said that economic policy was
very efficient in controlling inflation. President Lopez was
right in saying that inflation had important daistributive
consequences which had to be fought, and ex-post the low
levels of inflation at the beginning of the crisis of the

1980s were one of Colombia's main assets.

iii. In a very unstable international economy conservative

and cautious policies always pay. There i1is no room for
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experiments or for 'risk’ lovers. Risk aversion was always
present among Colombian policy-makers and, ex-post, it paid
off. Many Latin American countries experimented with ’'new'
ideas in economics, and had almost a decade to prove they
worked, but positive results never materialised. At a
theoretical level, domestic interest rates did not follow the
predicted pattern and remained incredibly high; at a more
pragmatic level, the experiments produced disastrous results
in terms of growth and employment. Latin American economists
in general are coming back to a pragmatic neo-structuralism
which can avoid many troubles in the future (see Fishlow,
1985), and Colombian economists seem to show this kind of

pragmatism.

iv. Colombian policy—-making seems very wise ex-post. This is
definitely true in comparison with other Latin American
countries, but even better policies could have been
implemented. With negative interest rates it was good policy
to obtain foreign loans in the 1970s; but it was bad policy
to invest those resources in the way they were invested. Best
policies would have been followed if every single dollar
obtained had been invested in export-oriented activities
{Syrquin, 1986). Other heavy borrowers like South Korea did
exactly that, and they are not 1living with the extreme

bottlenecks of Colombia's neighbours.

In the Colombian case, would it not have been even better to
obtain new loans in the 1970s and to direct these resources
towards capital imports for export activities? Even without
new loans, would it not have been better to permit imports or
to import directly - capital goods mainly - in order to keep
a higher exchange rate?

The above arguments assume that we have ex-post information.
At the time when policies were - were not - adopted, nobody
understood the argument of Minister Wiesner about foreign
reserves belonging to the private sector. This meant,
according to him, that if the private sector did not want to
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invest. 'and import, nobody else could do 1it. Could not the

state have borrowed from the private sector and invested®

v. Colombia was very cautious in borrowing abroad. or in
opening the economy to international financial flows, but
that does not mean that economic policy was not utilised. On
the contrary. the country has a 1long tradition of
intervention, mainly on the foreign fronct. and it was us-=d
most of the time. Given the magnitude of the external shoucks
of 1975-85. it seems good policy to fight with all available
tools for one or t©wo main objectaives. Even tariff policies
had to be used to fight inflation 1n the second part of the
1970s., and this was well done. Long-term growth, stabil:ty,
and distribution are the main objectives of eceonamic
policy?®?, and at least n the area of growth Thorp and
Whitehead show that the more heterodox and interventionist
Latin American countries, - Brazil and Colombia, also chow

the best record.

vli. What should be done 1n order to increase future growth?
Foreign exchange will be scarce as it has always been 1in
Colombia in the 1lasr four decades, with some rinor
exceptions. Not much can be done, but attention must be drawn
to the fact that Colombia lost ground in the area of minor
exports even 1in relation to other Latin American countries.
This is particularly important as the period of rapid growth
in minor exports has also been associated with an impartant

upsurge in investment and with 'cheap’ growth.

Given that there are no extreme policies which could
radically change future perspectives 1in the foreign sector,
we should turn our attention to the domestic side. The main
emphasis should be given to agriculture and industry, trying

to promote a shift of resources out of coffee, o0il and coal.
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1.Allowing 1nterest rates to fluctuate, the government tried

to tighten control of the money supply. Domestic and
international liberalisations are not independent, of course,
the first being a pre-condition for the second. To open up

the economy with strong domestic control will mean that money
will leave the economy fast.

2.The figures are

(1952=100":
1930-39 73.17
1940-49 85.77
1950-59 101.87
1960-69 82.11
1970-74 84.55
1975-78 78.43
1980 68.88
1981 60.96
1982 58.40
1983 59.04
1984 62.88
1985 59.73
198s 54.53

3.In real terms {deflating by the Colombian price for
imports) the coffee price in 1977 was 80% higher than in

1954. But international quotations could be misleading.
Coyuntura Economica (April, 1978, ©p.77) argued that no
important transactions were carried out at those

international prices. They were simply quotations without
much 1n the way of sales or purchases. At the peak of the
cycle Brazil gave important discounts to purchasers.
Coyuntura estimates that =he maximum price at which Colombia
sold was not much higher than US$2.001b.

4.Nominal annual 1increases c¢f 8% for coffee; 21% for 'all
products'. However, the behaviour of commodity prices was
very heterogenszous. For those commodities ‘relevant*® for
Latin American countries (sees first part of Table 1.1) price
increases for bananas, meat, copper, and iron minerals were
also low.

5.Period 1970-80. Thomas (1985; 197) arrives at similar
conclusions for a sample of agricultural commodities. Only
sugar prices {international) were more unstable. However,
this was not the <case for other periods . Thus, Junguite
(1977: 153) finds that coffee was one of the most stable
commodities between 1963 and 1974 (29 products considerezd).
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6.But copper prices did not show the excessive instabilaity of
coffee, in the period considered. Tin 1is very important for
Bolivia analysis below. But its price increased in the first
part of the 1970s, not in 1975-80. Both facts are important
for the analysis below.

7.Even in the worst years, the country's inflation rates were
among the lowest in Latin America. Maybe. Colombian policy
makers show a greater fear of inflation than other countries.
This line of argument is further explored in Bacha, (1984).
It is amusing to realise that Colombia is one of the few
countries in the world (the only one?) whose National
Constitution forbids fiat money (Ocampo, 1984: 126).

8.The share of Colombia in Latin American total debt (private
and public) decreased from 6.8% in 1973 to 3.5% in 1979 and
remained constant until 1982 (Villar, 1983: 227).

9.The negotiations for what was called the 'Jumbo credit'
started in 1982, and only ended in 1985. But it 1is not clear
today if the country will use the credit available.

10.For figures 1in 1979 see Table A-1; for 1986, see CEPAL,
1986, Table 17.

11.The figures in Table 1.2 are in current US$S million; the
figures in Graphs 1.2 and 1.3 are in real dollars, showing
better the trends in the variables included. We shall
generally consider real variables.

12.Capital inflows were important at the beginning of the
1970s when the current account was highly negative, and began
to decrease with the improvements in the current account over
time. They were very modest in 1975-~78 (almost nil in 1977),
and increased dramatically during 1979-83 when the current
account was deteriorating. In 1978 and 1979 the country
borrowed abroad at a time when its foreign reserves were
increasing, and this was seen as a sign of incoherent policy,
at a time when internal inflation originated in the
monetisation of foreign reserves {see below). Ex-post, when
the unforeseen international recession arrived, this policy
could be easily justified: the country needed to accumulate
foreign reserves to ‘survive' the depression years.

13.1Ilegal capital flight in and out of the country does not
seem to have acquired the magnitude it had in Mexico,
Argentina and Central America. According to Thorp and
Whitehead (1986, pp.303-4) it was not important in Colombia
and even less in Brazil.
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14.This last polint is especially important: Colombia did not
have to adjust imports drastically to accommodate to the
international recession. See below.

15.Nobody will ever be able fto estimate exactly the
importance of illegal exports (mostly drugs). Junguito and
Caballero consider that marihuana and cocaine exports

increased from USS1 million in 1970 to USS500 million in 1977
{one third of coffee exports in this last year). Ruiz (1979)
and Ruiz and Lopez {1981) give larger figures: USS1,500
million in 1978, and 2,600 million in 1979, representing 126%
of coffee exports in the latter year. They also estimate tnat
marihuana exports were much higher than cocaine exports at
that time., but it is 1likely that the situation 1s the
opposite today. Most probably illegal exports are recorded
as services 1in the capital account of the Balance of
Payments, or as errors and omissions.

16. This also happened 1in terms of GNP {(Cuddington, 1986,
Fig. 3A). After a growth rate of 5% a year 1n constant prices
during 1970-75, non-coffee agro-based exports grew only 1.7%
in 1975-83 (Tnomas. 1985: 9). Something similar happened to
exports of manufactures {mainly textiles, fibres, and
manufactured metals). They represented 8% of tocral exports in
1970 and 20% in 1975; only 16% in 1983 (Echavarria 1986,
p.60).

17.They represented 8.7% of total exports in 1970 and 21% in
1974. Manufactured exports are much smaller than '‘non-
traditional’' exports,

18.0ur definition of ‘'manufactures' 1in Table 1.3 is not
consistent with that used earlier for commodities. SITC 5-8
include some metals which alter our comparisons. The vroblemn
is especially acute in the case of Chile where manufactured

exports — copper -~ would represent almost 65% of total
exXports.

19.ID8B. 1985: 3079 . Capital goods imports 1in 1$82-84
represencted twice the average for 1970-78; the relation for

the consumer goods was 1.63 and for intermediate goods 1.75.

20.Chemical products (14%) were the other inportant
manufactured imports; food represented 11% of total iwports
{Echavarria, 1986: 9}. The growth in agricultural imports was
a little lower than in total dimports (6%) in 197N-83.
{Thomas, 1985: 9).

21.At least compared to other Latin American countries. The
relation between the non-factoral trade Dbalance and GDP
(X¥-M) /Q increased both for the oil-exporting (3.56% in 1979,
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5.88% 1in 1983) and o0il importing countries (6.58% in 1979,
-1.31% 1in 1983}); the figures for Colombia were 0.24% and
-4.90%. 1984 was not a 'bad’' year when compared with other
periods of the past. It was even better than in the first
part of the 19708, an obvious candidate for comparison. Thus,
on 1974, Thomas (1985: 26) writes 'With the trade reforms
initiated in 1967, the peso depreciated sgignificantly,
reaching equilibrium by the mid 1970s. The balance of
payments was in reasonable equilibrium from 1973 to 1975.
Commodity prices, especially those of coffee, were not
abnormal in that period, and Colombia was still
self-sufficient in petroleum, so there was no significant oil
price effect.'

22.See Ocampo, 1986: Table 2 for a discussion of the figures
given by each Institution.

23.1t was not Jjust the Mexican moratorium of August 1982,
which made things so difficult. At that time, Argentina was
already in 'technical' moratorium, and not only because of
the Malvinas War of April 1982. Brazil, Venezuela, Chile and
Cuba were soon involved in similar negotiations with the IMF
and the international banks. Peru had been in a similar
position since 1981.

24 .Figures for 1982, the worst year of the 1980s. In 1986 the
corresponding figures were 35% for Latin America with
substantial reductions in the debt burden for Brazil, and to
a less degree for the other countries. Only Argentina was in
a similar position with a ratio higher than 50%.

25.Income less private and public consumptiocn.

In what follows:
X,M= Non Factoral Exports of Goods and Services.
GDP= Gross Domestic Product
GNP= Gross National Product

C = Private Consumption
G = Current Government Expenditures.
R = Net payments to factors abroad - nearly equivalent

to interest payments in our countries.

26.Taylor, 1983: 31-2. The author shows that the discussion
about which variable goes first does not depend on any other
discussion but this.

27 .Even orthodox economists will accept this argument for the
short run, and it is indeed very difficult to argue that our

countries were at full employment in those years. For the
long run the discussion becomes more heated. But even in the
long run things are not c¢lear. First, some authors like

Raldor (post-Keynesians in g¢eneral) argue that investment
determines savings even in the 1long run, through forced
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savings and technological change. Second, even in a fully
neo—classical world higher savings affect production only
marginally. After a once _and for all jump in production
following the increase in savings the economy will return to
the same path of growth. Long-run neo-classical growth
depends only on population increase and technical change, and
two economies with very different saving rates will grow at
the same rate if they present similar changes in population
and technical change.

28.The figures are not the same in Tables 2.1 and 2.2 rainly
because the deflators are different (e.g. GNP vs GDP}); also
because the definitions of the variables differ (there are
many dafinitions of the deficit which diffser in technical
aspects); or simply because they correspond to different
sources. For Colombia alone figures on savings and 1nvestment
produced by the Central Bank differ from those produced by
DANE. However, the figures in Table 2.1 are comparable among
countries, and those in Table 2.2 are comparable over nime
for Colombia.

29.Among nine countries analysed in a recent World Bank
document, Colombia with Pert present the lowast savings
ratios (World Bank, 1986). The figures are as the follows (as
a proportion of GNP; 1980-84).

Savings Investment
Colombia 16.8 19.7
Perd 16.7 16.1
Paraguay 18.¢ 27.7
Ecuador 24.4 22.3
Brazil 20.3 20.4
México 28.7 23.3
Thailand 20.3 23.8
Malaysia 29.2 32.3
South Korea 25.3 28.4
The figures in Table 2.2, however, do not show such
comparative low ratios, and Colombia presents intermediate
ratios in relation to the other 6 Latin American countries
studied: higher saving ratios than the oil-imperring
countries (but lower than in Brazil)}; lower than in the oil-

exporting countries.

30.Domestic savings fluctuate much more than total
investment, revealing - identities again - the important
variations in the Colombian external sector (external
savings). Among the saving ratios considered in Table 2.1,
the most volatile was external savings. See note 32.

31.The main determinant of ©private investment 1s aggregate
demand. For a summary of the investment literature and
empirical findings for Colombia see Ocampe et al, 1985:

especially p.98. On credit conditions see Silvani, 1983.
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32.S8tatistically, the coefficient of variation for the
different series confirms this fact: the most volatile series
among different types of savings (second part of Table 2.2)
1s external savings (5.15); then, public sector savings
(1.40); no other series presents a coefficient of variation
higher than 1. The coefficient of variation for the sum of
external savings and public savings is also less than 1.

33.The methodology follows Barro (in Gdmez et al, 1976.
figures differ, however. The identity shown is obtained after
an arithmetical manipulation of three identities.

For +the <Central Bank: Changes 1in assets equal changes in
liabalities:

dH=dR+Ccp+Ccqg (1)

Where, besides the variables quoted in the text::
R= Foreign Reserves
Ccg= Central Bank Credit to the Government.

For the Public Sector: the deficit is financed from the
Central Bank, the Private Sector, and foreigners:

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

Ccg= Central Bank credit to the Government
Cfg= Credit from 'foreigners' to the government.

For the foreign sector, changes 1in foreign reserves are
identically equal to changes 1in the current account and in
the capital account of the balance of payments.

dR=CA+Cfp+Cfg (3)

where:
R= Foreign reserves.
CA= Current account of the balance of payments
Cfg= Foreign credit to the government.

34.Deficits financed by the private sector do not affect the
monetary base; money just changes hands.

35.With open market operations (which means that Cpg is
different from zero) the deficit can be increased (decreased)
with the money supply remaining constant.

36.The current account surplus was €$30.4 billion in 1977 and
C$32.1 billion in 1978. The monetary base (stock) was C$ 28
billion in 1974.
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37 .Tnough the effect of the reform dwindled cthrouah tire.
Inmportant 'counter-reforms' were adopted in 1977 and 1979 and
people learned how to evade (Perry and Cardenas, 1985). The
deficit was largely financed by external borrowina. Affrer
1982. when the availability of foreign <capital diminished,
domestic borrowing became increasingly important.

38.Most of the coffee countries analysed by Davis (1983: 129)
had a larger deficit in 1978 than in 1975. Revenue growrth was
impressive 1n most of them, but even more impressive was the
growth of expenditure, reflecting the lagged impact of
spending plans conceived at the height of the boorm. This dad
not happen in Colombia. It should also be pointed our fthat in
most of these countries public capital expenditures grew more
than current expenditures which dad not happen in Cclombia
either. One must be particularly caraful about viewing the
1979 movements in the Central Bank's balance sheet as
sterirlisation activity. In that vyear the public sector
undertook a large amount cf external borrowing. At the same
time, a considerable portion of the reduction in government
net liabilities to the Central Bank was due to a larqge
increase in government deposits at the Central Bank. What was
occurring was a slow disbursement of funds for public
investment projects financed by foreign borrowing. In the
meantime, the borrowed funds were held as government deposirts
at the Central Bank. Although this activity causes foreign
reserve inflows to increase and government liabilities net of
deposits to the Central Bank to decrease, this does not
reflect sterilisation activity in the usual sense of the term
{Cuddinacon, 1986: 26).

39.The relartion between interest payments and GDP in Ceolermbila
was one-fourth of that for the oi1l-exporting countries; and
one-fifth of that for the oi1l-importing countries, belhq
especially high for Chile and Argentina. The debt burden was
much higher for the oil inporters, because theilr exporrts were
relatively smaller and sore foreign borrowing was undertaken
to pay for oil imports.

40.0n average over the whole period, external savings were
nil for the oil-exporting countries, and positive for
Colombia (3.5%) and the oil-imporring countries (5.8%).

41 .National savings decreased considerably for the group of
countries {(arithmetic averages): by 21.1% in 1980, and 17.4%
in 1984. However, the lowest ratios were obtained in 1982/83,
with higher figures for the following years. This was a
common feature for all the countries considered, though the
variations were enormous for Venezuela (32.5% in 1980; 17% 1n

1983). Mexico alsc presents very high saving rartaios,
generating high ratios for the oil-exporting countries as a
aroup (21.8%). National savings an Chile were remarkably low

(6.6%) and this produced 1low ratios for the oil-importing
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countrres.

42 _.Moreover, the projects undertaken were important for the
country and were well-monitored (see above).

43.The figures given 1in Table 2.2 do not seem to be
consistent with those in Table 2.1. It is very likely that,
the definitions of the public sector deficit are simply
different. However, figures are internally consistent in each
case, and the comparison just made is valid.

44 .This Section relies heavily on Berry and Thoumi, 1985.

45.The Plan denominated Four Strategies, but really focused
on one of them: wurban building. Under the influence of

Professor L.Currie, rural-urban mobility was seen as
desirable - at 1least wunavoidable - and leading to higher
labour productivity for the country as a whole. Rural
migration had to be absorbed by industry and nmodern

activities in the cities.

46 .This financial reform was introduced to obrain money for
the construction sector, and not because of any consideration
related to other more theoretical considerations etc.
(Jaramillo, 1982: 9).

47 .With a ceiling of 5% over the expected inflation rate.

48 .According to some economists the high inflation rates of
that period were also responsible for high rates in 1979-82.

49.It was presented later than usual - and for that reason
was subject to harsh and unnecessary criticism - and 'cooked
up' in a very strange way. After a lecture given by the then
Head of DNP (National Planning Committee), Roberto Junguito,
wrote: ‘The specification of the basis for the new
Development Plan is one of the most important recent economic
pieces of news in the country. Surprisingly enough neither
the press nor the Colombian economic analysts seem to take
any notice of it'.

¢

50.Housing has always been an important issue for all
Colombian governments. The last four Economic Plans had that

objective in mind, but the number of ‘solutions' promised
varied immensely from Plan to Plan: Four Strategies,
1971-1974, 'solutions'; To Close the Gap, 1975-1978,

National Integration, 1979-82, Change with Social Justice,
1983-1986. See Coyuntura Economica, March, 1984, pp.59-64.
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51.The frost was more severe than any other in the post-war
period. It reduced the production of the state of Parana
ithe most important coffee state in Brazil) to 10% of
previous levels. Even worse, it also destroyed the frees,
with important consasquences for furture production. A
Producers Pact failed to materialise in 1975, and the 'New
Internacional Coffee Pact' which was due to come 1nto
operation after October 1976 never worked out. A new
agreement on coffee export gquotas, the first since 1972, was
only signed in September 1980.

52.Cacurra produces 2-3 times more than the traditional
technology - per unit of land - but with much higher irrnrs
of fertilizer and labour.

53.Higher taxes aimed at stabilisation and growth Aare
drfficult to 'sell' in any country.

54 .Most African Franccphone countries manage catfes
fluctuations through Stabilisation Funds, but in counrri=s
like Uganda, Ethiopia and Kenya the c¢offee organisaticus
could be broadly described as Marketing Boards. Stabilisation
funds establaish a guarantesd or reference price fcr the
exporter, and the difference between this reference price and
the actual export price accrue to, or are paid by, the
stabilisation fund. Marketing boards, on the other hand. are
more directly involved in the marketing and export of the
product. In some cases they fix minimum producer prices; 1n
others, the Board regulates the sales of <coffee through
auctions {Davis, 1983: 123).

55.The government has a large influence inside the FNC, a
privare non-profit-making association of coffee producers
that engages in commercial activities, and that has been the

main body charged by rthe government with adminisreving
coffee policy in the country. The federation is responsiple
for the management of the Wational Coffee Fund (NCF;, for

the provision of technical assistance to the industry, for
the control of domestic and export marketing. and for advice
on the setting of certain rates of taxation and prices which
affect the industry. The relationship between the government
and the federation has been controlled since 1928 by a series
of contracts that set out the duties to be delegated tec the
federation and the remuneration that it will receive n
return for 1its services. Among the specific areas rhe
government can control are the following: first, 1t
authorises the budget of the FNC; second, the appointment of
the General Manager of the Federation is subject to the
approval of the President of Colowbia. Third, wunder the
present contract the government and the coffee growers’
representatives have equal representation on the National
Committee of Coffee Growers which executes the decisions of
the Congress. In addition to this control of tfhe federation,
the government determines the rate of taxes in the country,
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including those specific to the coffee industry, and has a
majority in the committee which determines the price at which
the federation purchases coffee from growers. See Thomas,
1985, Appendix F.

56.The social (5.9) and private (less than 3.8) benefit/cost
ratios of producing c¢rops other than coffee have been
calculated by Thomas. The argument is relatively simple: the
soclal benefit of an additional bag of coffee 1is almost nil
because 1t will Jjust become additional stocks. The only
benefit that an additional bag could have is the stronger
position of Colombia in future negotiations on quotas
(Thomas, 1985, 115-116}. The figures provided by the author
are the following:

BENEFITS AND COSTS OF COFFEE DIVERSIFICATION.
1$/year/hectare)

SOCTAL PRIVATE
I.BENEFITS. 2,524 1,967
A.Variable cost of
coffee production (not expended) 1,487 1,487-34
B.Storage avoided 523 0
C.Value of alternative crop 514 514
II.COSTS. 426 1,453
A. Loans for the alternative crop 316 158
B. Technical Assistance " " 90 0
C. Other costs of reducing coffee 20 o]
D. Costs of coffee not sold 0 1, 295
ITTI. BENEFITS-MINUS COSTS 2,098 514
IV. BENEFITS/COSTS 5.92 3.82

57.The effective final price (per bag) obrained by the
private exporter will be Pe=(1l-t)*Pr*e, where:

Pe: Price (col.$/bag) cobrtained by the private exporter

t: Ad-Valorem Tax.

Pr: Reintegro price, determined by the government.
Historically it has tended to move, with a lag, with the
international price.

e: exchange rate (up to 1967 Colombia operated under a
regime of multiple exchange rates). The exchange rate was
unified for all kind of exports in 1967. In 1977, however,
the government introduced what were called Exchange
Certificates - certificados de cambio - which in practice
reintroduced the (now disguised) multiple exchange-rate
system. From 1977 onwards, the private exporter of coffee and
other 'traditional'’ exports did not get cash, but
Certificates which could be redeemed after some days. That
meant that the present value price - of the certificate was
reduced
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58.The purchase price offered by the FNC will alsoc be the
domestic price inside the country, just because of the large
size of the FNC.

59.aAnd only part of it, as some of the revenues are returned
by the government to the FNC. This tax was established in
1967 when the multiple-exchange rate syster was eliminated.
The Retention Quota is the amount of coffee given by the
exporter to the FNC per bag of excelso exported. The FNC and
the government can determine the percentage of coffee per
bag. It was originally created in 1958 to withhold coffee
from the market under a retention agreement among Latin
American Producers.

60.Davies (1983: 123, Table 4) provides useful information as
to who bensfited from the bonanza: the producer, the Central
government, or the commodity organisation. The Colombian
Government obtained only 10-12% of export receipts between
1975 and 1977, when the figures for the other coffes
countriaes analysed oscillated between 20% and 30%. Not only
did the FNC get the largest share during the bonanza, but its
participation became larger with time. The decreasing level
of the ad-valorem tax is even more clear when we consider
this tax in terms of exports. From a level of 20% in 1974, it
decreased o 16% in 1978 (by one percentage point a year). It
was further reduced in the vears following 1978: 12% in 1981,
6.5% 1in 1983.

The share of the government in total coffee taxes was 30% on
average during the period of the bonanza. It decreased from
35% and 38% in 1974 and 1975, to 29-30% in each of the years
between 1976 and 1980 (Thomas, 1985: 216).

61l.Very few of the commodity organisations in the 10
countries analysed by Davis (1983) invested their resources
in a way that would ensure their availability for future
price support (see Davis, p.134)

62.Edwards, 1985. For this reason money income elasticity is
much lower than 1. Monetarists claim that it should be near 1

in a c¢losed economy. Edwards also argues that the rate of
growth of high powered money depends on past rates of growth
of that same variable (up to three periods), the magnitude of

the fiscal deficit, and the rate of increase 1in coffee
prices. The elegance of the economic model used by the author
is, however, much more appealing than his econometric
results. Conclusions are too strong for an R2 of 0.52 1in time
series, even 1if 'the signs are correct’'. His argument for the
inclusion of the fiscal deficit as an additional variable is
not very convincing, either.

63.This is a never ending story in every country of the
world, and Colombia is no exception. Ocampo (1986: 151}, for
example, argues that the macroeconomic effect of the coffee
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bonanza does not depend on the impact of the additional
foreign exchange but on the increase in the domestic price of
coffee and the induced public expenditure. On the second
issue, causality, it can be ‘'proved’' that price increases
determine monetary expansion.

64.In what follows we shall consider 1971-74, including both
extreme years, as the Pastrana Administration period and
1975-78 for Loépez.

65.Among others things, a marginal reserve requirement of
100% was introduced in 1977.

66 .Advanced deposits on imports did rise during the 1976-80
period, but the 1increase was very small relative to the
massive inflow of foreign-exchange reserves (Cuddington,
1986: 26)

67.Not in comparison with other Latin American countries.
Between 1975 and 1979 Chile had three years when inflation
rates were higher than 100%, and Argentina for every single
yvyear of the period; inflation rates in Brazil were almost
double those of Colombia and, in general most Latin American
countries suffered higher inflation rates than Colombia. This
was, an important Colombian asset at the beginning of the
crisis of the 1980s.

68.The decrease in interest rates was due not only to direct
controls, but also to the effect of the increases in money
supply. Some authors like Fernandez and Candelo (1983) (see
also Echavarria (1982b) argue that the Colombian financial
market is very segmented and isolated from the international
financial market. It seems that the same happened in all the
Latin American countries, especially in the south-~cone ones
where international capital flows were completely freed.
Domestic interest rates never acquired the expected - low
levels desired by policy makers and military in power.

69.Things are much more complicated, of course. Lépez has
repeated the argument that fighting inflation during his
administration was the most direct way to avoid further
deterioration in income distribution, because inflation
lowers real wages. On the other hand, Miguel Urrutia (1983)
shows that the evolution of wages was not similar among the
different gtrata in the working class. Middle groups were
badly hit by lower wages, while the lowest and higher income
groups benefited in relative terms. (See also Echavarria et
al, 1983).
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70.1975 marked the end of a very important experiment in
export diversification which started in the mid 1960s. There
are many factors which explain the 1low dynamism of minor
exports after 1975, the evolution of the exchange rate being
one of them, but not the most important one (ssge Echavarria,
1982b: and Villar., 1984.). On the approach towards 1nteresrt
rates see Jaramillo, 1982 see also Coyuntura Economica lay
1978.

71.60% with respect ro 1964, the date of the previous
important reform (see Martinez, 1686). On the ‘reforn of
1978 see Echavarria and Garay (1978).

72.Inmportant liberalisation episodes occurred in 1%&4 and
1985, this time under the pressure of the IMF and th. 7 113
Bank. This will be the subject of the next section.

73.Based on Ocampo and Lora, 1985.

74.This 1is clear today, from the different aissuss of
Coyuntura Economica after 1982. In the earlier issues 3t
appeared that all that was needed to reactivate the econumy
was a larger fiscal deficat to compensate for the

deterioration in effecrive demand from the external sactor.
The deficit increased year after vyear and the econ>my
continued to show slow growth rates.

75.30% in 1974 and 54% in 1579.

76.At the end of 1984 an additional across-the-board trariff
of 8% was imposed on imporis.

77.At the beginning of 1985 the government reduced tariffs on
goods used as inputs for exportables; in the middle or 1985
all tariffs were reduced. New similar measures were adopted
at the beginning of 1386,

78.Private bankers also asked for the incorporation of the
debt of some Colombian banks in Panama, into Colombian
regular debt.

79.We exclude Cuba, a c¢ountry which grew 4 times more than
any other Latin American country during the period.

80.For 1973-84, World Bank data place Colombian growth eighth
out of 20 American less developed countries, and 27th out of
80 non- socialist less developed countries (Berry and Thoumi,
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1985: 5.)

81.Comparative figures for Brazil are 14% of US income in
1950, 28% in 1980.

82.The leading sectors {higher rates of growth) in 1970-75

werea: public utilities (11.16%), personal services,
rtransportation and communications, and government
services(6.0%) . In 1975-80, financial services(11.0%),

government services, and construction(5.6%).

83.The following paragraphs draw heavily on Edwards (1985, in
Thomas). See also, Edwards and Aocki(1983); Edwards(1984):
Harberger (1983); Dormnbusch(1974); Corden and Neary(1982)

84 .The industrial sector is protected by important non-tariff

barriers which ‘'disconnect' the domestic market from the
international. On the export side, the relation between
exports and production 1s always less than 7% (see

Echavarria, 1986}). On the importance of the foreign sector in
the Colombian agricultural sector see Thomas, 1985.

85.Kamas argues correctly that what should be measured is not
growth but changes in growth, and she finds that the negative
changes observed were stronger for the most open sectors. But
neither industry nor agriculture was among them. Most of the
tradeable sectors considered were ‘advanced’' and unimportant
{(in terms of weight) industrial sub-sectors: paper,
machinery, transport materials, etc. Also mining and coffee.

86 .Echavarria (1982b) and Villar (1984) do not find that the
exchanga rate had important effects on minor exports, and
even less on manufactured exports. Like Echavarria, Edwards
in his recent study - in Thomas, 1985 - gives the most
important role to the evolution of the international economy,
but he finds a larger price elasticity than the other two
studies. There is a fundamental flaw in Edwards study and his
results should be taken with reservation. The relation
between the Colombian and the US dollar is not the relevant
exchange rate as there were some years during the period
under consideration when exports to Venezuela represented the
great bulk of total minor exports.

87 .Echavarria, 1986: 168-72. There is also a discussion of
some technical 'mistakes’ in how foreign capital was
‘attracted’.

88.The argument 1is totally contradictory in its own terms:
'‘if we could do it during the bonanza of 1976-80, we can do
it again' (Ramirez, 1985).



89.Mainly related to distributive issues and their
irplication in terms of political stability.

90.The sctatic concept of comparative advantage is of no help
in the discussion, simply because future comparative
advantages are acquired by present policies. If Japan, Korea,
or any other of the successful NICs had followed the rules of
static comparative advantage they would not be producino
today steel, oil refineries, petrochemicals, automobiles and,
in general, products for which income elasticity of demand is
large, and in which technology and labour productivity change
fast. Kaldor's 1laws represent additional elements in favour
of i1ndustry (see Thirlwall, 1983): higher industrial growth
will produce higher aggregate growth (1st Law):; higher arowth

of industrial 1labour productivity (2nd Law); and of labour
productivity i1n general (3rd Law). For more on this line see
Ecnavarria et al., 1983.

91.Which, again, should be seen as very preliminary.

92.Chenery and Associates predict the industrial structure of

a given country from 3 variables: income per capita,
population, and international specialisation in manufactures.

93.Bruno's Domestic Resource Cost.

94 .Enginecering aspects of production {economies of scale,
technical feasibility) have to be studied wmore carefully
pefore arriving at more dcfinitive conclusions.

95.Thomas, 1985: 124. There are many problems involved in
such measures, however, as the author rightly points out.

96.Information on future events i1s too scarce and diffuse in
the developing countries to argue that private entrepreneurs
will do what 1is socially desirable. The other srtandaxrd
question related to information is: does the government know
the future better than private entrepreneurs? It sounds %too
academic... The experience of successful countries shows that
our proposal is the correct route to follow.

97 .They are separate matters, of course. Many
'structuralists' have emphasised the negative impacr of a
skewed 1income distribution on aggregate demand. For the
specific case of Colombia it has been argued that the single
factor responsible for its economic backwardness relative to
the developed countries has been the original distribution of
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land (Quoted by Berry, 1971: 4). There are some causal lines
in the opposite direction: economic growth offers
opportunities that are more easily grasped by the richer
people in the country.

98 .More research is needed 1in this area, however. It is not
just government investment which c¢an c¢rowd out private
investment, but government expenditure in general.

99.Reading Cuddington's otherwise excellent article (1986},
one might end up thinking that the objective of economic
policy 1is to keep tariffs low. All his recommendations on
economic policy are made for Just that purpose. Extremely
strong assumptions have to be made in order to jump from
those recommendations to growth and income distribution.
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T abjla COMMODITIES. EXPORT CONCENTRATION AND PRICES
1.1 lo7e-ss 76

1_PARTICIPATION (Z) OF WAIN EXPORTS IN TOTAL EXPORTS (AVERAGE, 1970-80)

MAIN PRODUCTS

1 1£2 14243 1424344 PRODUCTS
COLOKBIA S6.14  60.28  64.18  66.95 Coffee, Fuel 0il, Cotton, Sugar
ARGENTINA 1740 29.35 37.83  42.03° Hieat, Corn, Wheat, Hides
BOLIVIA 49.39 " 6345 7417 81.2% Tin, Petroleua, Gas, Zinc
BRAZIL 18.85  30.18 38.08 44.35 Coffee, Soybeans, Iron Ore, Sugar
CHILE 61.14  65.42 NA HA Copper, Iron Ore
COSTA RICA 29.07 52,62 60.45 64.91 Coffee, Bananas, Meat, Sugar
DOMINICAN REP. 42,02 S4.15 66,02  73.35 Sugar, Ferro Kickel, Coffee, Cocoa
ECUADOR 37.06 60.27 73.27 79.3 Petroleun, 8ananas, Coffee, Cocoa
SALYADOR 50.25  60.55 NA HA Coffee, Cotton
HEXICO 18.44  24.83 3105  35.51 Petroleua, Coffee, Cotton, Sugar
PARAGUAY 17.72 3515 48.21 60.70 Cotton, Meat, Tiaber, Seybeans
PERU 20.74 35.88 43.85  50.2% Copper, Fishaeal, Zinc, Silver
URUBUAY 26.55 49.68  $6.51 RA Meat, Hool, Hides
YENEZUELA 92,95 95.14 NA NA 0il, Iron Ore
CANEROON 26.31 48.48  57.36 KA Coffee, Cocoa, Hood
SOUTH AFRICA 38.3¢ 45,92 NA HA &old, Diasonds
ZAIRE 50.85 65.23 75.15 8l.51 Copper, Cobalt, Coffee, Diamonds
IRAN 93.67 NA HA HA 0il
PHILIPPINES 20.82 37.50 50.26  62.45 Coconut Prods, Sugar, Wood, Copper
EGYPT 33.98  39.00 HA NA Cotton, Rice

MALAYSTA

TI.CORMODITY PRICES. GROWTH AND STABILITY.

ANNUAL. GROHTH (1) INDEX OF
UNSTABILIFY
(COFFEE=100)

1970-74 1974-79 1979-84 1964-86 1976-40

AL PRODUCTS 2059 463 -2.29 63.34
FOOD 0.3 -3l -0.87 80.61
ALUMTNUK 5.65 1594 -4 76.98
BANANAS 260 1210 2.54 10.50 41.89
gAUXITE 1@ 1626 157 039 0.00
HEAT 891 1277 64 64.90
CoAL 0.6 13.54  0.65 50.87
COC0A B3R 1613 617 -2.99 118.74
COFFEE 8.5 18.72 469 2515 100.09
COPPER 7.3 318 612 072 58.80
COTTOR 2820 142 187 -1 0.3
IRON ORE 5.7 429 044 2.2 46.13
NICKEL 8.01 929 -4 W3
o €5.79 1210 1053 -25.46 148.60
SUGAR 8.2 -20.24 1169 1094 233.84
TEA 632 911 9.9 67.42
TIH 276 1250 428 -1 80.55
2IMC 2SS 18 JST3 O -139 51.51

Source: IMF, International Financial Statistics, Supplement on Trade Statistics
Methodology: International Financial Statistics
The Instability Index was claculated as: II=SER/MP
II.Instability Index.
SER. Standard Error of the Regression between prices and time. (log-log)
MP.Mean of the Dependent Variable (log of prices).



1.2
COLOMRTAN BALANCE OF PAYMENTS,  1970-84 (US$m.)

1970 1971 1972 1973 1974 1978 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

B
1.CURRENT ACCOUNT BALANCE -293 -454 -190 -85 350 109 207 440 J22 491 -159 <1895 -2896  -3003  -1401  -1390
A.TRADE BALANCE -l -148 130 280 -16 293 578 734 642 510 -238 -1544 2190 -1494 246 -2
1. HERCHAMDISE EXPORTS. FOB 788 734 979 1262 149§ 1717 2243 213 3206 3506 4062 3219 J2ié 2970 4273 713
2. HERCHANDISE IHPORTS.FOB -802 -903 -849 982 -ISIL 1424 -l665  -1979  -2564  -2996 <4300 -4783  -5406  -4464 <4027 -37M4
B.OTHER 800DS, SERVICES AND INCOME =318 -340 -355 -370 ~386 -4d6 432 -383 -393 -120 -86 594 875 -1673  -1946  -1833
1.CREDIT 231 243 250 325 453 503 632 801 924 1348 1800 1795 1757 133 1058 11l
2.DEBIT - -546 -583 -605 695 -839 -948  -1063 -1 -1317  -1465  -1886  -2389  -2p32  -2806  -3001  -2944
C.PRIVATE AND OFFICIAL TRANSFERS 36 34 35 35 52 44 60 58 73 101 165 243 169 164 299 464
T1.CAPITAL ACCOUNT 327 346 246 147 272 182 196 -7 86 885 847 1967 1981 1429 940 1857
A.DIRECT INYEST.AND LOMG TERM CAPITAL 227 19§ 264 286 229 295 104 230 95 72§ 798 1623 1610
1.DIRECT INVESTHENT 39 L] 17 23 35 35 14 43 68 105 48 212 338
2.0THER LONG TERH CAPITAL 188 154 246 263 194 260 90 187 28 620 750 1410 1272
B.SHORT TERM CAPITAL 100 151 -7 -139 43 =113 92 =257 -9 160 49 344 371 -
IIT.0THER 20 1 20 10 4 1 1 14 03 83 393 298 330 93 -849 HA
IV.HET ERRORS AND OMISSIONS -18 90 104 69 -17 10 211 159 19 68 378 316 64 -2l -76 =535
¥.TOTAL CHANGES IN RESERVES 36 -17 180 170 -9l 93 638 586 530 1497 1456 686 -520  -1783  -1166 -917
YI.TOTAL RESERVES
STOCK 206 188 326 528 48] 540 1151 1750 2360 3875 5056 5002 4013 2260 1094 KA
ANNUAL YARIATION (1) 895 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 A

Sources:
1970-82. IMF. International Financial Statistics. Supplement on Balance of Paysents.

1983-85. INF. Tnternational Financial Statistics

LL
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Table 1.3 LATIN AHERICAN EXPORTS.1970-1983

COLOMBIA RATIOS. GROWTH IN EACH COUNTRY IN RELATION TO COLOMBIA
(Growth Rates) HEXICO PERU YENEZUELA ARGENTINE BRAZIL CHILE
TOTAL HAMUFACT. TOTAL HANUF.  TOTAL HANUF. TOTAL HANUF.  TOTAL MANUF. TOTAL HMANUF.  TOTAL HANUF
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 0.6 109 L.o 1.7 0.9 4.3 1.0 0.4
£0-83 -3.4 0 -6.6 0.8 A 0.8 NA 0.9 A 0.¢ 2.0 0.4 0.3 [.o HA
70-83 2.0 7.8 1.7 NA 0.8 HA 1.5 HA 1.2 0.% L. 1.5 1.1 NA

Sources: U.N. Statistical Yearbook. 1979/80 and 1963/84
Hethodology. Annual Exponential Growth Rates. Current USS$.

Manufactures: SITC 5-8
Mexico's total exports grew by 6.5% between 1970 and 1974, 20% more than Colombia's.
- The ratio is therefore 1.2.Similar relations for the other countries.

8L
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Table 1.4

PROTECTIONS ON COLOMBIAN BALANCE OF PAYMENTS
1386-1980. (US$m. unless otherwise specified)

1986 1987 1988 1989 1990

1.EXPORTS 5604.5 -5967.0 61815 6670.5 7037.5
COFFEE SHARE I ) 40 3 30 30
OIL AND COAL I 15 2 36 37 36
OTHERS I 34 32 33 33 34

2.IKPORTS 4067.5 4431.0 4788.5 5230.5 5702.0

4.CORMERCIAL BALANCE (1-23 1537.0  1536.0 1393.0 1440.0 1335.5
B.SERVICES AND TRANSFEREMES -1232.5 -1651.5 <-1843.5 -2055.5 -2037.0

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

SoCIIIITITIoIICIoCL SRt

Source: Ocampo, 1986, Table 2
¥ethodology: ' o
Arithmetic Average of W and Fedesarrollo’s Projections.
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Table 2.2 S0URCES OF THE CHANGES JK HIGH PONER HOMEY
Coloabia. 1970-84

1970 1972 1973 1974 1975 1976 1977 1978 1979 1980 1961 [982 1983 1984

1 SOURCES OF CHANGES IN MOMETARY BASE (1)

2 (¢ Figures Indicate expantionary pressures),

3 1.ADJUSTED FISCAL DEFICIT (a-b) H2 S5 20 26 26 -123, -8 <39 -7 27 -28 8870 72 530
¢ A.FISCAL DEFICIT(+) OR SURPLUS () -CEHTRAL GOVERMKENT- 96 68 27 &7 14 -129 -13 =55 -18 24 ~-53 2427 95 23
5 b.PRIVATE SECTOR LOANS TO THE GOVERNMENT ~Cpg- (6013 7 8l (12 6 -4 -15 <l =3 -25 -ld3 3 -7
: ;

1] 2.ADJUSTED BALANCE OF PAYNENTS (atb) 48 17 19 66 18 165 61 205 178 &7 86 -12389 -228 -407
g 3.CURRENT ACCOUNT DEFICIT(-) OR SURPLLS i4) 169 1 16 =92 13 181 66 298 169 74 -188 -17355 -245 =682
9 b.FOREING LOAKS TO THE PRIVATE SECTOR -NET- -Cfp- 2L 15 4 275 <16 -4 - % 13 102 46 1775
10

1 3.CENTRAL BANX CREDIT TO THE PRIVATE SECTOR -Cep- I 28 61 140 56 S8 47 -135 -6l -l& 14 31y S8 77
12 -

13 CHANGES IN HONETARY BASE (ADJUSTED) -1+2+3-

W% 100 100 100 100 100 100 100 100 100 100 100 100 100 100
IS (MILtons o Col.$) 1.4 3.7 5.7 40 9.7 157 204 264 30.8 3.1 3.3 364 3.0 507
Kethodology:

Konetary Base Changes: Sase Kethodology as Sarro (1973}
Sources: Revista del Banco de lz Republica, References to the february, 1979, issue.

Row 4: Table 6.1.3 “Operaciones Efectivas de] Gobierno Central®

Row §: Table 6,1.3 “Credito de Partlculares ¢ Instituciones Financieras®.

Row 8: Table 5.1.1 "Moviaiento de Cemblo Extranjero. Resumen®,
Includes: "Exportaciones®; "Compra de Capital Petroleo y Oro Nueve"; y *Servicios y Transferencias®
Includes: “Isportaciones®; ‘Petroleo para Refinacion®; y *Servicios y Transferencias®.

Row 9: Table 5.1.7 “Financiacion Externa®.
To "Capital Privade’. Net {ingresos-egresos).

Row 15: Table 3.1.4 *Origen de la Base Honetaria'.

8
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Table 2.3 INTERNAL ADJUSTHENT IN LATIN AMERICA. SAVINGS AND IMVESTMENT IN DIFFERENT COUNTRIES.
(2 OF 6HP). 1980-85

EXTERNAL SAVINGS NATIONAL SAVINGS I sd
(-X) R sf Sn GOVERNH. PRIVATE
S (@) (3) (4} (s (6) (¢ (s)
(1)4(2)  (5)+(6) Sf4Sn  SneR
COLOMBIA 1980 0.6 0.2 0.4 196 1.9 7.6 192 198
1981 3.6 0.5 41 168 0.1 169 209 173
It A | 1.6 6.0 M9 -07 157 29 165
1983 2.7 1.8 45 1S3 2.0 174 198 171
1984 0.9 2.2 31 163 -20 184 154 185
AYERAGE 2.2 1.3 35 166 -0.6 172 2.0 1.8
OIL EXPORTING 1980  -3.8 26 L2 253 40 23 40 219
COUNTRIES 1981 0.2 2.6 28 226 43 183 254 5.2
1982 6.2 I 46 197 28 169 243 A1
1983 -6.8 510 -7 197 1.7 180 181 A9
1984 -10.6 6.4 42 215 39 175 w3 a9
AVERAGE 4.2 4.2 01 2.8 3.4 184 218 2.0

OIL IHPORTING 1980 2.9 2.4 5.3 17.4 2.5 14.8 2.7 19.8
COUNTRIES 1981 3.9 4.1 8.0 1.1 -0.4 .5 2.1 18.2
1982 -0.2 7.7 2.5 11.1 -2.9 14.0 18.6 18.8

1983 -3.8 1.6 3.8 2.1 4.5 16.6 15.9 19.7

1984 -3.8 8.2 4.4 11.4 -39 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 22.8 3.2
* 1981 23 29 5.2 18.1 1.7 16.5 2.3 - 2.0

1982 0.6 sS4 6.0 15.3 -0.2 15.5 21.4 20.7

1983 4.1 5.7 1.6 15.8 -1.§ 17.3 7.4 2.5

1984 -6.1 6.6 0.5 16.5 -0.3 16.7 17.0 23.1

AYERAGE -1.6 4.6 10 17.4 0.6 16.8 2.4 21.9

Source: Interaserican Develapaent Bank (BID), Inforse, 1983, Chapter 2
tethodology:

The meaning of the variables is explained in the text.

Aritheetic Averages for the different countries

0il Exporting Countries: Nexico, Peru and Venezuela

0il Isporting Countries: Argentine, Brazil and Chile

Colusn (1). Trade Balance

Coluan (2). R: Ket Payments Abroad (wost of it interest payments)
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able 3.1
COFFEE FIGURES
{3 unless indicated othernise)
PRODUCTION, EXPORTS AND STOCKS (Bags) SHARE IN WORLD: SHARE IN: PRICES TAYES (3)
PRODUCT. EXPORTS  STOCKS PRIVATE/  PROD. EXPORTS STOCKS  GOP AGRJCULT.AGRICULT. WORLD DONEST/ ~ AD- EXCHAKGE GENERAL PASILLA RETENTION  TOTAL
TOTAL EXP. G0P EYPORTS  REAL /INTERWAT  VALOR DIFFERENT EXPORT ~  AND - QUOTAS  TAXES
1975100 RIP10
(1 (2 (3 )/ {s) (6) )] 8) 9 e a2 ) o (15) (16)  (y17) (18) (Y9
1958 M2 3 1M L8 136 23 61 01 0.0 160
1960 7500 6043 1081 1.9 12,6 37 0l 01 83 2
1961 0.8 142 123 36 00 0.0 8.2 246
1964 857 SM3 389 2.5 150 140 38 0.0 M6 00 00 58 25
1969 8266 6674 5583 8l.2 187 00 0.0 0.0 153 3l
1970 340 19 %4 65 239 822 1248  s8.0 182 00 0.0 00 186 39
1971 50 19.6 9.2 1026 9.6 176 0.0 0.0 0.0 160 3.8
1972 53 2.2 785 7.2 5.0 1S 00 00 0.0 W9 3LS
1973 59 o3 782 102 S0 185 0.0 0.0 0.0 167 3.2
1974 7981 7sd2 U000 3Lg 42 160 73.0 1058 5.0 159 0.0 0.0 0.0 193 382
1975 60.0 50 187 6.2 1000 500 167 0.0 0.0 0.0 0726 33
1976 790 156 104 69 1.5 2 783 103 4.0 17 00 00 00 257 43
1977 700 152 W9 130 9.6 35 809 238 80 136 X9 00 00 W2 48
1978 12300 IM3 4870 426 6.0 1.8 180 (7.5 77 2.0 4 167 40 W1 20 00 0.0 BS 597
1979 e LS00 MS0 299 25.0 US4 190 156 67 253 80 IS0 430 187 64 00 0.0 IS5 £0.0
1980 105 903 S8 662 2.0 160 152 L6 58 252 786 14 480 U514l 0.0 0.0 L2 S04
1981 1693 8950 8289 2.2 d.0 132 M2 183 38 187 707 974 630 1.2 Moo00 0.0 94 207
1982 12810 9174 10230 115 434 158 M0 189 3.6 181 760 1099 580 8.8 Mmoo00 0.0 196 S
1983 13460 9% 12175 1222 427 19 12 194 1048 59.0 A A HA A NA "
1984 10700 9600 11900 51.6 HA HA M KA A KA
1985 1090 11568 10300 7 54.0
1986 11000 10500 8800 M3

Sw;%:Jhmaa 1985,  102-114 ang TABLE F-4; Coyuntura Econonica, Deceaber, 1936 Tables II-1 and I1-2. Sowe figures are simply approximated.
Hethodology: -
coluans {1)=(3) and (6)-(8) are for the coffee year*(0ct 1-sept 10). Then, instead of 1964, it should be 1964/6S, etc
coluans {1)-(3): Thousand sixty-kilogras bags
coluan (12): Quoted Prices, nof actual sale prices for Coloabia. Deflated by a US Dollar price index of manufactured exports froa developed to developing countr,
colusn (13): Ratio of the norinal dosestic price paid by the Federacion for Pergasino to coffee farsers, divided by the nosinal world price of green coffee. For 1984-86 it is the
arithaetic average of the & teras of the year. ‘
coluan {16): The Exchange Differential is not included in Total Taxes for 1981 and 1982.
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Table 3.2

HOMEY, COSTS, AND PRICES
Coloadia. 1970-84

1970 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

1A, CHAKGES (MILLIONS OF COL 8) IN THE HONETARY 8ASE Le 37 57 40 9.7 157 204 %4 3.8 3.1 2.3 Jed 30 507
? .
3 B.CHANGES (5) IN KONETARY BASE AND K2
€ LXOMETARY MASE 000B 3 1 M &2 40 B N 0¥ 2 8 W18
i e B0 0B % B MoOM o ® 0n 8 % oA 2B n
6§ S.MONEY MULTIPLIER (2) 20 20 20 23 21 20 19 L8 L7 19 21 22 24 25
7
§  C.HOK-NOMETARY LIABILITIES
1S AT OF EXPORTS T R
10 L ASATOFR %5 0 % 2 B owu ¥ 19 0B w1 n 1§ 2
1
12 D.CHAKGES(T) IN VARIADLES RELATED 10 COSTS.
13 LVAES -real- 2 -l - 30 6 16 9 b 9 T 6 M
W 2.EICHANGE RATE-nosinal- ¢ 10 6 10 19 12 6 ¢ U 4 15 1§ B 2
15 J.EACHANGE RATE-real effective 505 1 -h 18 2 % 2 2 o4 7 6 3
16 A.INTEREST RATE-nosimal- 2o W -l 1 5 g 16 & 8 2 -l MW
17 S.CONSUMER PRICES 13 A % B W WO % 27 B B 20 16
10 6.F00D PRICES
18 .

£, INTEREST RATE -REAL- s

Rows §, 4: Revista del Banco de la Repdblica, Table 3.1.4 “Origen de la Base Mometaria®.
Rous 8. INF Financlal Statistjcs
Rows 8-10: Table 3.1.4
Row 13. Nogert, 1985, p.80
Industrisl Unit Nage (average worker),
Rows 14 and 15. INF Financial Statistlcs, and Cuddington, 198¢
how 16. Carrizos, 1986, p.48
CERT {aplicit {nterest rate.
Row 17: INF Financial Statistics
Consuser Prices
Row 18. Revista del Banco de Ia Repddlica
Row 20. Mominal Interest Rate (Row 16)-less Inflation Rate.

v8
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COLOMBIAN ECONOMIC GROWTH.
Table 4.1 1925-1984

ASRICLTURE, .IMDUSTRY  (1)#(2) €0p

§)) {2) {3) (4)
1925-31 3.09 2.10 2.98 4.4]1
1931-39 3.42 12.40 4.70 5.04
1941-49 3. 1.26 4.2 4.9
1951-59 4.09 1.3 5.13 5.2
1941-59 3.0 1.9 4.22 4.75
1960-67 3.0 5.49 4.02 4.73
1967-74 1.2 8.07 S.88 6.37
1974-78 5.03 4.20 §.64 4.90
1979-84 1.9 0.4 0.98 2.26
1925-84 3.4 6.49 4.01 4.64
1980 2.21 1.2 1.7 4.09
1981 3.0 ~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, “El Crecimiento Econdaico de Coloabia®.Anexo
Estadistico”.

DANE and Banco de la Repdblica. “Cuentas Macionales
de Coloabia®.
COYUNTURA ECONOKICA, Marzo, 1984, p.11



86

9 g~ £e°a 68°9

BN 19°9 z9°G ez et
[ Sl Sl 189~ -1 A T8°0
LS Ei 8L Gk 65 8L reige
92 £8°9 ca°z- zr e~
uN >6°9 £6°9% 429
BN IZ°p 16°E I9°€
HH cz°9 ga~¢ BE" G
6T Z- YN £9°8 e£°2
9664 N »2°bC 18°pkS
gN YN LE°9 €9z
&E T 9G YN I8°Ck L2418
L~ Tar-X+1 YN ep°ZL 48°£2

PO-GL6T E£9-6461 6L-blBT PI=L96T
!

BN Te T~ eg° 9= 6Z° B8~ R4 2
HN Pr 6T [N g8°ce £9° 6T
HN »T 8T 98°ZT 6L 6T Z8"11T
EL°4T [- T~} ce s~ CE*9T~ ce°g
L9°GE P12 LR 9L ce~z2 1Ll a]
LS9 1T [=1- Ry 86 kT ec Tt S 12
YN 9891 sg ze rét1e 8647
'

UN @LTo0~ f£Z°0- TE°T~ UN
19°g BN 49°4 bl -1 4
Hi 1] (-3 2l -] 9" S2°1
L 4°1-3¢ £861 6261 L6 L4961

SITHINNQT ONILMOLHI 110

L

10213N00Y& .Ex:hsou&ec.”n
EoEb:nBt UINISNONT B2
“=Yddi~ TH 6T

© ' "= IENINON- ZW ST

. ...Eux..s;uzo: ..u:o;.&!.k

IJ.EZHEOZI AFNOU luh_ot HOIH 9t

NOZIHNTHAZA ¢ CHSND> ALY ISIWLINI gQEEN ot
H._.C.l. E._.Zu - IS INON B

lQD\LuONlUD WIS Id. s
CSHINDHITLINOLHZ/SINNAS AN HOIZN0L, &
LOG\MN)KNMN* Zbg u

R

HOI¥INY NILUT ONB




*#702/38n »T B 5T

sao3>erseg HO09 IFIYTMT et
3qeQ DYIIYNY PUT BHRISG [V IDASeo] Pipieg [wIUe] 2

CT0-0L6T 000281 262-1261 132-8201 IIUDIOISFP Bow Spoleed gne o4y sesedd

AT IIP0 IUSHULONOn V.Que)

TIIAYIG 40y BeD>ted JiodeF pesss v-. ePeD IBOM W] L

ooy vy 3xZ K ez
o3> TS0 JOO B ¥ peADe 130 6%
~mefuey) Asojuenul SPNIDUY FJOU Semop JI LS TREMIC, )1 D PeNYy sPesn g

g tPpTODD ~ sey ubyeso,y 1%

TPBPATIVY suRUed Ny sen STeed mo) Uy Atug -flenbnan pue Aenbesvy ‘stryy -IV«I wysey ‘ypyseag 1:e fuyune) Guyjysodeex Y

o enEBuwe) pue 9454 ‘OB pey ‘aepenoy ‘winyrog 2z
-@ayysyaeys INdINg Us Juewsddng (SIS IIEIS SPEI) ve Juswe pddng Shey

wnre) Bupjsedesy
TITIE TP YSUNUTY 4
) *hBo ropeyrey pue

£6°1 - T vew 1272 Lo Lo GETe F0Iddd HOJUI/SLINOINT 40 N

un ITe- i6"e T8 e-r [1-34 & 900 8-z S1uOJLHD W

-3 11— S9°1 19°8 ez"® °6"R— 92°x £GP 30ud1 JO S\
22" 6T 99°Cx 20°1% LA B £9° 9% 09" 9T L2l 19 £2°0 21H¥ ADMUNINT N IN

°Z TV~ 90°2Z- zZ1 Lo o ez ez-e [ 258 3l o F1HE IONUHOND W
N £9° o 2w .9 Tz L46°p a9 s
on ot h [-7 Tl 3 LY 2t 3 o 9% “b [-254-3 [~2 %t 4 M LIONOONE WHNLWID I
L 0 [ e g (¥ 2 ] ] [ -0t £9°» 269 RO 1AN00NE W INLIEND

oy o T o2 eL-0 uM s e W

T 9 ut ex"IK ve-ox 96T um »Z-0Z ce°rz ~ I THIOMH—

" ] o 2 20° 91 »E "8 BM SR°IT ez® ~WTu— AINOW WINOD He

£e°22 e ez-2T [ 148 3 4 *9-IT e b9 iR Z8°ET = TWIINON— ADNON WIN0J No

~ 18 12 o za-ex [ 20 3] 22°TC o 29°SZ *9°£3 SAOFW WIINEN

©

L ol 133 nenono* od-ri6T F2-2961 96261 E£O-6L61 B82~bLBT  B2-296% SN CXOHINONE W

L1 es‘g 90§ [-1-34 ] o1 "1 £0°Z- 26" k- »Z e oLl £z e 40D/ CS L1N0M I-5 LA N0
e oo 8091 £G°»T 09 »1 er-Z1 ee-Z1 2611 1e-Z% oo JOB/S 10
H $2°v1 LIRE ¥4 T ¥4 ve-cCt cr-6 20°9 eyt Sh"TE te-0 S09/5 190
Ce oo L YR €9 ot (TS 1 &8 G Z ®6° 91 T 2 [ 154 o5 09— at e AIUN 1SIWIINT W
st »o'zo P X 4 [SAP) [ TR 99-cE (-3 ¥ e ez 66"2% 9e"TT NOXAUNTIADI0 ¢ CHSN> 3itked JSINIANT WO SIMNI
e oo [-PRgT £9°91 [T 829 TPt o2z se-o% ®e- 9t 20°9 31U LSINIINT IV
e ooy 0T > 4N 4@°9F¢ £6°9T 6091 EL 0 -11 Ll 4] B9 2y SO/ INNILE Dy
et os-ec te re-  ar-ve e oe SANOIHIY CEINNAS AN ND IWO04— 1@

uN [ g E-A Bl -9t B9 HOD/ CSIANIAS 182

o ve-zIt (258 1 sz°t2t sZ-oel S1MOUNA/AE

(] 260 so"a »6-C1 »o-e J00/1%

e Pe-g 2tz ol sr L~ o " h— ae°% eI — A2 oL e JOD/15D5430 eIy
it e un ou‘c Zia 12°2 9L so-v ¢z REOS bl TSHINOM ME IN0JH I/ SIAWIEIE NI LR
CT uN 902 e6-a sZ-£ £2°% e PLEY or" £ 16°® JOD/SIANSSIN NOIN
cwnl (1733 LY raol 4981 ro6Y £061 6L67 »i6% L4968 CX> SOIINN ONY SI)

SAtMaINO ) .x....:rxu Tto Y 121010

HWOIIMINY NIIWT ONY U180 I Kl SI Mg iuva I IONODE INOS S0 NOLINX

LY



LL41 Joj SAIPISES 893 AR U158 528 £14] ) Ejes wbeema oy

&, themmonw
3374 ‘5061 ‘s2ly VIDRANE VRN
“f0d St gty pNER SEIE
* ' T e SRR
AT Vo S 1 T 4 WAL 29T 00T WL SVRL v e 1E
s 097 ors 0013 ;130 (I VA I VAt //) SN Y /] 0N 0L TN TY
0962 00°Z 08" ot W s W 9ae ®' 8o sty MU L
or-oz ot'? 00°9 20721 040 - T VAR U S 26 v - Y | gl 50000 WU WU ¢
0sr 0872 0t o woer L ss'e W & W e et
TS T (Y 06 5°%6 6816 W18 8% wN B KX L0008
06°8 oz, 00'f 08¢ e 91 ot 1068 0o gu. W an L6
0r'¢ 00°e 00t oy e £0ls e s B N WS 6L
% 08y o1 01 0 00°00T  00°00T 00°GOT  00°00T 00°00T 00°001 ° 0O°%0T - G0'Meln§ -
06’ 08T 00T 00T (3871 S [+4 S 1 S~ 1 W' WK SR
$180413 S180403
SINOMNI  YONIW SENOMD  RONIN
03178 un .
il MY 04X304d ¥0 LV SITRINROIKY T $ITIINMY 22
1 .
S316158NS 1¥04X3 (53141585 SIINTINT)

. ALy ISHYHIKI TY3¥ QIUHSIA

$3-£061 "VIBOND
v =D PN

Al

Salersms oG o

i




" yol % u
" ot » st
4] ol 1 2]
£t ra L] 3
St (34} s S
" (Y3 4 S
11 s |14 9
1 6 1] 9
[}
©

iun {9

sy I IXHHINNI IS RIXNIT

ISINT ~vmmcemeocmmaan
1 ALTWUYE  WNINON  INIMAYY 1STUIIND

"SL61 PUv 061 W1 JRTINIS SR SJURSINGSIP DI[QAd PUR 31RATIS BIINIIG UOTIRIAL ) YRy} PARSSE St 31 ‘0(6] J0) SAINSLJ Ay UITIQO O) "I WeA]e

“BL6T PR * SL6T 'OL6T WD JRTTRIS SEA 149 9133 BUG] PUT W13} 1JOYS ©aIM1Aq GOTIR[I I} JHY) PIERSSE SE8 JT 761 pur OL6[ ) SIMBT) Iy WINIQO of G weAle

(st)

[148]

1t

Abojopoy
1830
144 el 174 069 502 662 341 s 274 8982 [} Al (3] 0884 ;]
R®i 124 b4 029 (el g AUST jes it [1;2<¥ [} £918 L7241 $889 e
ol sott s0¢ o 891 74 ] .04 20801 nie [} &1L P7311 9865 23
1 e 1¥44 Sit 08T o9 Lt [ift) 17144 [] 6168 599 208 4]
s s 0l 9 r 01 13 s101 969 "t ] $451 SIS Yooy 0861
S81- 14 Sél X2 [{vy 8 (34 1605 1281 (] 018 9 (424 8
S LAEN 91 081 06y 121 89¢ 1334 6991 0 [17¢4 % 1744 44
Y 91 65 4] {1g 8 1471 [ 14 1% 133 st v4 6621 o6l
1648 1S)HNHE) @i
on @ 0w M om W W
MIOVISINAIIINYIINY IIUNVIYD
(3= 00 3] Now AWM
wioL 3IYALNS WY 21N
™ol SISTVIIK] TINLNL TY10L JvAlNd  3fnd
a4 B bt
¥} SINBAYIR SINMISINISIA

[PATJ129dS ISTAIIYI0 SSI[UR  Suot]|1s $SN) 2641
J930 MO104 NI

2



1

INDEX.

1975=100

Graph 1.1

270
260
250
240
230
220
210
200
190
180
170
160
150
140
130
120
110
100

90

80

70

|

COLOMBIAN TERMS OF TRADE

1970-1986

(]

xR

r‘('
3P
o <

AR

+

1975

Non Coffee

YEARS

——
1980

<

T

Total Exports

1985

06



BILLIONS OF 1975 US$
(Thousands)

1.4
1.2

1
0.8
0.6
0.4
0.2

Graph 1.2
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Graph 1.3
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oraph 2.1 SAVINGS AND INVESTMENT IN COLOMBIA

1970-83 (% OF GDP)
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raph 2.2 ORIGINS OF MONETARY BASE CHANGES
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GRAPH A-1 : INDEX OF LIBERALIZATION

AND COFFPEE EXPORTS AS A RATIO OF GDP
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Graph A-3

INFLATION RATES IN COLOMBIA. 1850-84
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