Office Memorandum \

TO :  Mr. G, F, Luthringer DATE: December 2, 1953

FROM : F, Vera -
-
sussect :  Argentine Gold Reserves
Quoting the Central Bank of Argentina as the source, a U,P., news
dispatch in yesterday's Washington Post reported that Argentina's gold reserves

increased more than three-fold this year, from $65.7 million in January to $219
million as of November 15,

The item is, however, inaccurate both as to the absolute amount of gold
reserves held by the Argentine Central Bank and as to the increase in such reser-
ves during the present year. The inaccuracy in regard to the amount of those
reserve holdings is apparently due to the fact that the Argentine peso figures
released by the Central Bank were converted into U.S. dollars at the free market
rate of about 14 pesos per U.S. dollar, whereas the pertinent rate should be the o
basic official market rate of 5 pesos per dollar. In regard to the increase of “wﬂ”;
gold reserves, the inaccuracy is due to the fact that total net reserves (gold Loaen Bt
plus foreign exchange holdings) did increase almost three-fold, but holdings of pA 1
gold increased by only 77 per cent, Conner ot

~

The actual position of the Argentine Central Bank gold and foreign '

exchange holdings is as follows: 4

1. Gold holdings amounted to .9 pfillion pesos ($180 million) as of
December 31, 1952 and increased steadily during the first seven months of 1953 up
to 1.6 billion pesos ($320 million). From July to November 15, there was no change
in the gold holdings of the Argentine Central Bank. The increase in the Argentine
Central Bank gold holdings was exclusively due to favorable balance of payments
developments during the current year, since the Central Bank abstains from making
transactions in the free gold market (at any rate, the Argentine gold market is too
narrow to permit an accumulation of such proportions). In March 1953 Roumania
settled its indebtedness to the Argentine by transferring gold equivalent to $25
million to the Argentine Central Bank under a 1947 bilateral payments agreement
which provided for transfer of gold as payment of the final balance, 1In addition
the Argentine Cent731 Bank bought gold from the U.S. Treasury during the early
part of the year.l This last information was supplied by the Financial Counsellor
of the Argentine Embassy in Washington.

2. Foreign exchange holdings increased from the equivalent of 1.7
billion pesos (8340 millioﬁ? as of the end of 1952 to the equivalent of 2.3 billion
pesos ($460 million) as of November 15, 1953. The Argentine Central Bank's
liabilities in foreign exchange, on the other hand, decreased from 1.5 billion
pesos ($300 million) to .9 billion pesos ($120 million) as of the same dates.
Consequently, the net reserve position of the Argentine Central Bank strengthened
considerably (1.1 billion pesos - $220 million) at the end of 1952, in comparison
with 3 billion pesos ($600 million) as of November 15, 1953. Further details are
given in the attached table.

1/ The Federal Reserve Bulletin for November 1953 shows that the United States
sold $74.9 million worth of gold to Argentina in the period January to
June 1953.
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3. Measuring the balance of payments results by the changes in
Argentina's official reserve position, the payments surplus attained up to
November 15 may be roughly estimated at $380 million. The main factors of such
considerable balance of payments improvement are the recovery of exports and the
restriction of imports which had been tightened from the last quarter of 1952
until the third quarter of 1953. The volume of exports in January-September 1953
was 4.7 million tons, more than double the tonnage in the corresponding period of
1952 (2.3 million tons), with values at the monthly rate of 612 million pesos in
1953 and of 330 million pesos in 1952. In contrast, the monthly rate of imports
in January-September 1953 was 439 million pesos, whereas in 1952 the monthly rate
was 785 million pesos.

The dollar segment of Argentina's balance of payments had a striking
improvement, also on account of favorable trade balances. The export surplus
vis-a-vis the U.S. may be traced to the large shipments of wool and quebracho
extract to this country. Argentina also earned dollars for its wool exports to
other countries under an exchange measure of July 1952 which granted a preferential
rate of 6,25 pesos per U.S. dollar for exports of wool paid in U,.S. currency (and
pounds sterling), while maintaining the basic rate of 5 pesos for wool payable in
other currencies.

At present Argentina has considerable exportable surpluses of grains
which are facing marketing difficulties™ Nonetheless, the year 1953 will close
with a large balance of payments surplus.
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Argentine Central Bank's Reserve Position

(In billions of pesos: rate of 5 pesos per U.B. dollar)

Gold Foreign Gross Liabilities Net Changes
Exchange Reserves Reserves
End of:
Dec. 1950 &7 2.7 3.4 o 27 -
Dec. 1951 .8 2.2 3.0 1.1 109 - -8
Dec. 1952 .9 1.7 2.6 1.5 1.3 - .7
Nov. 1953 1.6 2.3 3.9 .9 3,0 £1.9
1953
Jan., G | 3.7 2.8 1.5 T8 ¥ 2
Feb, 1.5 1.8 3,0 2.8 1.5 £ 2
lar. W | 1.8 3.4 15 2.0 £ .5
Apr. 15/ 20 3k L ek 2,0
May ) 2.8 3.6 1L 2.2 # ol
June .. 2.2 3.7 1.2 2.5 £ 3
July 1.6 2.1 3.7 1.2 205
Aug. 1.6 2.2 3.8 T | 2.7 £ 2
Sep. 16 R 3.8 11, 208 / ol
Oct, 1.6 2.5 3,8 5 2.9 £ .1
Nov. 15 1.6 2.3 3.9 .9 3.0 * ol
Source: Argentine Central Bank's Balance Sheets, 1950 to 1953.
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THE SITUATION in ARGENTINA

HE Ministry of foreign trade announced

to the press last week that during the

first 11 months of 1953 Argentina

signed 13 new trade agreements and
renewed others bringing the total in force
up to 23. These provide for an interchange of
goods valued at m$n* 11,809 mil-
lion and include reciprocal credits
amounting to m$n 2,719.2 million.
Trading with “agreement” countries
during the three years 1950/52 averaged
m$n 8,587.6 million and accounted for 64 %
of Argentina’s total trade for the period. The
13 new trade agreements which Argentina
signed in 1953 provide for an interchange of
m$n 5,356.7 million or 40 9 of the total average
trade for the previous three years. The
following are 18 of the principal trade
agreement countries which were in force on
November 30th, showing the amount of inter-
change involved:

Foreign
Trade.

Millions of Millions of

Pesos Pesos
Great Britain .. 2,842 Chile vosaaih s 384 x
Brazil' .« <« oo oeiss 1,434 PFinland ....... 365 x
Germany .:.... 1,366 Austria .0 307
Japan| ..k 800 Denmark ...... 173
BRASs un et 750 HUDBATY. oo sisie 150
France ....sses 17 Paraguay ...s= 150
TERRY s s mainies 685 Czechoslovakia . 109 x
Sweden ....... 559 x e I S 110
Holland 'ciesiss 507 x Yugoslavia .... 101

(x) Represent average interchange during 1950/52.

Buenos Aires, January 25, 1954.

Excluded from the foregoing apparently is a
barter deal made early this month with Poland
providing for the exchange of 300,000 tons** of
rye for 270,000 tons of Polish coal, 200,000
tons of cement and an unstipulated large
quantity of sheet glass. Sales made by the
I.A.P.I. (Argentine Trade Promotion Institute)
during 11 months of 1953 totalled 7,736,347
tons, and included the following:

Tons Tons
Wheat ... ... . 2,791,000 Oatn salesslis 280,000
Corst’ voeiense 1,193,000 Meéat . ..i.0n 152,000
Vegetable Oils Tannin .00 .- 135,000
and Products 869,002x Bides  sx i 98,000
Ryer, ez 844,000 Cotton! 5. 57,000
Barley ...... 716,000 Dairy Produc. 43,000
BEAN i o oesss 441,000

x Includes 130,000 tons of linseed oil.

Prospects for a bumper corn crop this year
are excellent as January rains have been
frequent thereby assuring the prop-

Cereals er development. Although the year
and began with unseasonably cool wea-
Linseed. ther the past couple of weeks have

been more normal and it is possible
that the corn harvesting will commence some-
what earlier than usual. Unsold corn stocks are
insignificant but some sales of new corn have
already been made to Europe for future deli-
very. Estimates of this year’s harvest vary
ranging up to 7,000,000 tons which figure could

* m$n, sign for “moneda nacional” or paper currency. At par one paper peso equalled $0.4245 U. S. gold at
former gold parity of the dollar; present exchange value of the peso at the official buying rate is $020.

There are various selling rates ranging from $0.20 to $0.072 in U. S.

currency.

¢e All weights unless otherwise specified are given in metric tons of 2,204.62 1bs. avoirdupois.
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only be reached with exceptional yields and a
full harvest of the area planted. The wheat
harvest which has been completed is reported
as being exceptional as to quality and especially
to yield with 1,400/1,600 kilos per hectare being
recorded in Buenos Aires Province. A private
source believes that the harvest may be the
best in the past five years and the consensus

of opinion places production at an estimated

6,500,000 tons. Deducting about 3,800,000 tons
for internal consumption and 1,000,000 for re-
serves, would leave 1,700,000 tons available for
shipment to which should be added the estima-
ted carryover from the 1952/53 harvest of about
1,500,000 tons, so that it is estimated that
Argentina’s exportable surplus would be some
3,200,000 tons. It is believed that the linseed
crop this year will be about 450,000 tons and
should yield about 150,000 tons of oil. Local
annual consumption is probably about 20,000
tons and stocks are estimated to be about
200,000 tons. Russia is said to have contracted
for about 70,000 tons of this oil during the year,
but there still remains a considerable quantity
to place in the world market. Results of the
harvesting of the fine grains, barley, oats and
rye are said to be satisfactory, good quality
and weight being reported. The barley crop
is expected to be about the same as last year’s
with the exportable surplus somewhat less than
the 533,000 tons shipped in 1953. It is believed
that the oat crop will not reach last year’s
figure but that stocks at the outset of the
season will be nevertheless slightly greater than
last year’s 1,300,000 tons. Private estimates
indicate that the rye crop will be little over
half the 1952/53 crop which was exceptional
but that there should be a very considerable
exportable surplus available as last year’s
exports left a sizeable carryover. Poland
recently purchased 300,000 tons of rye which

will help to reduce stocks. The following table
taken from private estimates given in authori-
tative local trade journals shows the approxi-
mate present statistical position of these grains
compared with last season:

In thousands of tons

Oats Barley Rye
Harvest 1962/68 ....c00u000 1,269 1,175 1,335
Exportable surplus 1952/53 604 627 8317
Harvest 19563/64 .......... 1,100 900 750
Exportable surplus 1953/54 650 300 750

New Czechoslovakian tractors have begun to
arrive and are being put into condition for
immediate delivery to the cooperative societies.
These tractors are the first of 2,700 purchased
by I.A.P.I. Grain orders accepted by IL.A.P.L
have continued high in January and may
amount to over one million tons before the end
of the month. Exports have been mostly to the
continent and England with the exception of
one shipment of oats to the United States:

GRAIN EXPORTS
(In thousands of tons)

Other
Exports 1954 Wheat Corn Linseed grains
January 1st to 19th ... 182 111 —_ 132 (f)
Exports 1953
January 1st to 19th ... 23 35 — 5
Total Exports 1949 ... 1,803 1,076 — 552 (a)

COMPARISON OF MONTHLY EXPORTS

Dec. Nov. Dec.

1953 1953 1952
W HERT® Jor Ml voee o 287,686 249,644 —
(1745 5 b S e o o 144,186 104,884 63,679
ORERE ool -l Sepmits 48,008 25,157 —
Barley® cuitussiasiyetesy 77,815 88,609 6,700
EAnReea® . skt dsisi ks — - —_
Potala® viaoe o s@iepkies 557,695 468,294 70,379
Wheat Flour* icc:oeess - —_ e
BUttork- oo o cae s e a9 3,120 1,554 414
CageIn® . .o5 snals v s e 1,339 2,850 1,461
Linseed O .o cihan 2,783 4,656 972
Quebracho Extract.* ... 12,935 13,086 24,892

a Not available. * Tons. Souree

Timely rains this month have improved the
pastures in the south-west which were begin-
ning to show the effects of a dry

Cattle spell and grass lands generally are in
Sheep s

good shape now. The condition of
and Hogs.

cattle offered is generally unfinished.
There is a noticeable shortage of light weight

o o 1850 .5 2,767 796 131 650 (b)
¥ 3 19511 < . 2,425 297 185 465 (¢)
%) " 1952 ... . B9 638 25 268 (d)
. 0 1958 .. 2,263 964 10 819 (e)
Monthly average 1949 150 90 e 46
1) ) 1950 230 66 11 54
" " 1951 202 25 15 39
" » 1952 5 53 2 22
3 1953 188 80 1 68
¢a) Oats 179 Barley 194 Rye 179
(b) o 390 5 92 % 168
fe) " 105 > 148 " 212
@ o, 44 e 118 w108
(e) e 210 ) 533 % 76
(f) » 46 o 46 i 40
Dec. Nov. Dec.
1953 1953 1952
Beef (quarters) ....... 224,979 72,710 31,718
Mutton (carcasses) .... 30,654 257 12,320
Lamb (carcasses) ...... 337,358 126,201 —
Canned Meat* ......... 3,046 2,520 10,414
WOOI™ i sis v's wismsls ds -_ a 1,488 25,935
Gotton™ Ll )t e et ne s 5,034 4,030 4,039
Salt Hides (number) ... 452,973 188,817 518,824
Dry Hides (number) ... 41,312 28,169 131,242
Calfskins (number) 91,445 39,086 250,381
Sheepskins* ........... 481 847 917
PAIIOWSEE iiii v nlewats o sto 168 — —

: ‘“The Review of the River Plate’’.

steers which, however, are being purchased for
the most part in the interior by feeders. Direct
offerings of steers to the packers started
dropping off the middle of January, it being
recalled that deliveries were quite heavy during
the latter part of December, and it is expected
now that offers will continue scarce throughout



MILLIONS OF PAPER PESOS

THOUSANDS OF TONS

THOUSANDS OF TONS

THOUSANDS OF HEAD

THE SITUATION in ARGENTINA

Supplement, January 1954

FFICIAL foreign trade figures for the
last quarter of 1953 have not yet been
released, but aggregate exports for
the first nine months were among the

highest in the country’s history. A drop in
tonnage shipped for some of the Ileading
products is apparent, however, (Charts II, III,
IV, V and VI) in the last quarter of the year.
Prices for grain, wool, cattle and hides have
continued to be steady to firm. The rising trend
in bank loans (Chart XIV) which seemed to
have flattened out during the middle of the
year has since taken a sharper upward turn
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and deposits and clearings are also somewhat
higher than previously. The Central Bank
figures reveal that money in circulation and in
banks (Chart XVI) have reached a new peak
with net gold and exchange at the highest
levels in two years. The- Buenos Aires Stock
Exchange (Chart XVII) has been unusually
active during the past five months, this having
been due primarily to the heavy movement in
shares.
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THOUSANDS OF TONS

PAPER PESOS PER 10 KILOS

BILLIONS OF PAPER PESOS,

MILLIONS OF PAPER PESOS
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BANKING AND BUSINESS MOVEMENTS

FOREIGN TRADE

EXPORTS IMPORTS
Beef, Mutton | ¢ ine and Forest Miscel- Textiles and | Iron and Food and Fuel and | Lumbef and | Machines Miscel-
Pr:é‘u N Products Products laneous TOTAL products | products prrf)?tllf:'lis lubricants | products Velaa?ct: - laneous TOTAL
(000 omitted) : (000 omitted)
First 8 Months 1952 Tons 273 898 100 I 665 | 1,936 27 | 494 I 143 I 5,475 553 109 I 986 7,787
First 8 Months 1953 Tons 262 2,620 I 131 922 3,935 63 123 140 4,440 230 116 265 5,377
(000,000 omitted) (000,000 omitted)

First 8 Months 1952 m$n 722 495 164 1,200 l 2,581 653 I 968 l 278 883 | 646 1,028 2,009 | 6,465
First 8 Months 1953 m$n 1,099 1,109 297 2,388 4,893 328 231 320 637 162 984 770 3,432
MARKET PRICES (19835-39) MONTHLY AVE.=100)

B Greasy Wool o Salt Dry due- Linseed
MONTH Wheat | Maize | Linseed | Export | Wethers | Llambs Hogs Biie Coarse | Hides Hides E;?rc:::‘: Casein 0il C“';""
Steers Cross. | Cross. X X X 2
1952
July .......... 361b | 635b | 348b 578 841 721 797 439 379 209 325 757 401 536 485
August ........ 361b 635b 348b 578 738 545 779 464 407 200 348 764 648 536 485
September ..... 361b 635b 348b 578 659 555 792 423 378 309 427 786 7 714 436
October’ vaves «i 361b 635b 348b 632 623 568 174 436 417 320 457 917 17 357 427
November ..... 361b 635b 348b 632 654 607 745 422 433 333 406 1,037 632 714 427
December ..... 531b 635b 348b 632 628 661 747 431 414 317 488 1,170 460 357 408
1953
January ....... 531b 635b 348b 632 726 741 819 462 434 356 523 1,059 483 357 436
February .....| 531b 635b 348b 632 738 795 826 551 445 343 488 1,084 483 357 320
March ......... 531b 635b 348b 632 667 821 792 555 462 348 366 1,055 460 196 359
---------- 531b 635b 348b 632 846 848 781 534 476 328 348 1,016 483 214 311
...... e 531b 635b 348h 632 841 652 734 557 457 341 244 1,070 483 196 201
------- e 531b 635b 348b 702 726 827 745 545 443 332 406 1,023 490 196 291
AP 531b 635b 348b 702 790 875 755 543 475 365 274 1,070 806 196 388
ANENRT oviw s snlea 531b 635b 348b 702 833 848 787 580 511 373 305 1,084 932 196 301
September ..... 531b 635b 348b 719 833 809 819 582 524 a a a 955 a a
Ogctober: .. 5 531b 635b 348b 737 726 804 842 577 514 a a a 806 a a
November ..... 531b 635b 348b 772 705 741 842 606 516 a a a 690 a a
December ..... 531b 635b 348b 772 748 848 842 a a a a a 648 a a
a) Not available. b) Based on official minimum prices paid to producers. x) Average export price.
“BS. AIRES BANKS & BRANCHES CENTRAL BANK OF THE ARGENTINE REPUBLIC Stock | Ave Net. |  DOLLAR EXCHANGE | ;.\
YEAR AND (Not including Central Bank) Exchange | Price Govt. Mo. Ave. Selling ;a.; ities
Copital Clearings || @014 i | Exchange Redis- | National | CUrrency | penosits || Turnover | Bonds g Rates h ajiules
MONTH Loans | Deposits | and Vaults |°nd Go[:d counts | Bonds C | " Circu- pd
Reserves Abroa laion Mo. Ave. | Mo. Ave. Mo. Ave.
m$n m$n m$n m$n m$n m$n m$n m$n m$n m$n m$n % Free Official m$n
millions | millions | millions || millions || millions | millions | millions | millions | millions | millions (000) par (000)
Dec. 31st 1945 3043 | 8,554 639 || 6,068%|| 1,223 | 3,451 = 699 | 3,120 | 2,337 ||244,352%| 95.36* | 403.48*| 422.80% | 5,013
i » 1946 6001 |10,661 774 || 8,286%|| 1,711 | 4,006 | 3,719 | 907 | 4,065 | 960 |[330,537*| 05.37* | 408.63*| 422.89% | 3134
o e 1947 10,921 ¢ | 12,387 e 868 10,926 * 660 3,025 8,639 939 5,346 | 1,990 373,933* | 03.91 * 407.53 % | 422.89*

544
o w1948 116,453¢ | 15,819e | 1,024¢ || 13,930% || 434a| 2,361 | 13,896 | 1,428 | 7,604f| 385 |[295,544%| 02.01% | 444.92*| 422.80* | 1717

i o 1949 120,116e|19,041e| 1,129¢ || 14,134* 656a | 1,883b | 17,774 | 1,419 |10,128f| 615 ||318,317*| 91.92* | 587.03* = g
& = 1950 | 29,151 ¢ | 22,164 | 1,786e || 16,200% ||  656a | 2,691b | 20,573 | 1,677 |13,258{| 404 || 178,512*| 01.80* }1,072.24*| 637.32* | 3,117
X w1951 136,624¢ | 25,228¢e | 2,076e (| 18,772* || 814a| 2,179b | 26,474 | 1,726 |17,704f| 773 ||206,613%| 01.96% |1,422.00% | 750.00i | 10,611
& 5 1952 | 44,212¢ | 27,282¢ | 2,538e || 24,129% || 1,117a| 1,675b | 31,200 | 1,772 |21,270f| 775 || 157,183 | 92.02
December 1952 | 44,212¢ | 27,282¢ | 2,538e || 26,376 || 1,117a| 1,675b | 31,200 | 1,772 |21,270f| 775 |[|157,183 | 92.02
August 1953 | 49,322¢ | 33,345e | 2,922¢ || 25,418 || 1,623a| 2,

} 750.00 i 43,962

2,177b | 34,259 | 2,851 |22,756f 465 (| 222,511 | 92.70
September 1953 |50,041e|33,947e| 2,927e || 26,472 1,623a| 2,

2

2

00
00 | 750.00i | 43,962
00 | 750.00i | 42,079
.00 | 750.00i | 47,719
October 1953 | 50,487¢ | 33,806¢ | 2,028¢ || 25,881 || 1,623a 00
November 1953 |51,133¢|35,502e | 2,936e || 25,363 || 1,623a 00
December  1953| — — — ||lgsm2 = = 00

1

204 b

,218b | 35,100 | 2,818 |23,716f| 395 || 280,784 | 92.31 750.00i | 75,781
265b | 35,280 | 3,113 |24,334f| 450 ||362,804 | 92.70

—_ — — 301,842 | 92.58

1
1
1
1
34,623 | 2,840 |22,885f| 429 ||260,835 | 92.12 |1
1
1
1

* Monthly averages. a) Includes gold held abroad. b) Excludes gold held abroad. e) Understood to be used mostly for
open market operations to control monetary circulation d) Not including deposits with other banks for account of Central
Bank. e) Previously figures given included only banks holding shares of the Central Bank. Present figures comprise all
Argentine banks. As from September, 1950 loans include National Mortgage Bank operations. f) Includes money in Banks.
&) 5 % interest through October 1941, 4 % from November 1941 to July 1946 and 3 % thereafter. h) m$n per 100 dollars:
Exchange Control established October, 1931: Free Market in November, 1933. i) Basic Exchange rate for imports.
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1945 ... [ 115.1 137.8 | 112.2 | 67,627 | 166.8 139 381 469 91 | 112 83 51 2,759.3 | 1,491.2 808.8 9,159.0
1946 ....| 1237 | 180.4| 1253 | 70,532 | 209.0 286 475 563 111 | 143 104 53 3,241.4| 1,801.8 | 1,004.1 || 10,830.3
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May 1953| 118.8 | 870.6 | 135.2 | 309,270 | 781.1 33 172 | 450 | 267 46 86 41 — e — —
June 1953 | 118.9 | 886.1 | 145.6 | 297,451 | 714.5 40 225 | 267 | 216 34 95 152 — = £ —
July 1953| 118.0 | 902.8 | 148.7 | 298,012 | 866.7 41 250 199 205 43 57 16 — - = —
Aug. 1953 | 116.8 | 862.9 | 145.2 — 754.2 35 163 | 570 | 291 36 53 14 — — — —
Sept. 19531 117.0 | 891.6 | — — 581.2 43 191 391 67 39 54 11 — — — =,




February. In some parts adverse weather con-
ditions have not helped to improve cattle, which
are putting on weight only slowly, and official
maximum prices have remained unchanged.
There has been a shortage of cattle for local
consumption and around the second week in
January only 15,924 head were auctioned at
the Eva Perén market. However, the weeks
ending January 26th and 23rd showed a marked
improvement in supplies, with 27,877 and 31,642
head entering respectively, but the average
weekly entries for the period from December
28th to January 23rd were still very low, with
an average of only 23,800 head auctioned. The
“frigorificos” have continued to replenish a
good part of their requirements by direct pur-
chases in the interior, and it should be men-
tioned that some small shipments of chilled beef
have been made to Great Britain this month.
Prices paid for SHEEP in the Avellaneda mar-
ket were fairly steady during the current
month. There was a seasonal decline in offer-
ings after heavy year-end purchases, with only
37,763 and 34,625 head being received and
auctioned during the weeks ending January 2nd
and 9th respectively. During the subsequent two
weeks arrivals returned to a more or less
normal level of 66,121 and 64,548 head. Entries
of lambs have been more or less evenly divided
between woolly and shorn animals, but their
condition leaves much to be desired, with only
a very small percentage of fat ones offered.
No improvement in the quality is expected
until about the end of February. Russia is
said to be a potential buyer of mutton, but
no agreement with respect to prices has been
reached as yet. Receipts of HOGS were low
this month, with sales averaging 5,230 head
weekly. Prices have remained firm.

There has been little change in the local wool
market this month, the situation generally being
unusually quiet, although there was a
slight pick up in shipments in the past
week or so. The principal foreign de-
mand has emanated from the United States, the
United Kingdom, Japan and Spain. The local
industry has evinced little interest in acquiring
additional supplies. Prices for coarse crossbreds
showed a slight upward trend in the first week
or so of this month but have since dropped
fractionally, although remaining above the
levels of a month ago. Other wools generally
are selling at somewhat lower levels than those
previously reported.

Wool.

%%
many pesos to the pound.

There has been little activity of importance
reported in the hide market since our previous
writing, with very small interest
being shown by foreign buyers.
However, the “frigorificos” (packing
houses) have not been killing heavily so there
has probably not been much accumulation by
I.A.P.I. Hides valued at m$n 1,500,000 left local
ports this month for Germany, the first such
shipment under the trade pact between Argen-
tina and that country.

In the free market the dollar buying rate
remained steady this month at m$n 1,394.50%**
per U$S 100 and in the official
market the dollar and pound sterl-
ing rates continued unchanged
as follows:

Hides.

Exchange.

Pound

For Exports Dollars Sterling
BABIE o ivaiswhialoisisrstaloe m$n 500.00 m$n 14.00
Preferential .......cou o 150,00 »  21.00

For Imports
Basio) e i hiaass Lo e aieoals m$n 750.00 m$n 21.00
Preferentic] . se sl alt 500.00 14.00

The Buenos Aires Stock Exchange turnover
dropped from a peak of m$n 862,864,000 in
November to m$n 301,842,000 in
December which, nevertheless, was

Bonds the second highest month of 1953.
and . i

Trading this month has been less
Shares.

than in December, and with but one
week to go the total so far is a little
more than half the December volume. This is
attributed in part to the vacation season which
is reaching its peak. Average quotations of the
so-called speculative type shares have declined
about 5 9, from the levels which prevailed at
the time of our last writing, this being due
entirely to a drop of about 15 % in one share
alone. Others have done slightly better than
hold their own. The investment type shares on
the other hand, rose slightly with the average
at present about 10 9 above last month, and
are at the highest levels since May 1952. Trad-
ing in bonds this month has shown little change
from December, with the exception of an
increased turnover in National Mortgage issues.
Quotations, on the whole, have varied only
fractionally from the levels given in our
previous bulletin.

THE FIRST NATIONAL BANK OF BOSTON
Buenos Aires Branch

Exchange is quoted at so many paper pesos per 100 foreign units except sterling which is given in so
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NOTE

Colonel Juan lanuel Garay (Chief of staff to llarshall Estigaribia in the
wesr botween faraguay and Bolivia) wentioned that he would be with linig er
Lorales and that he would be interested in xmximg raising the nuestion of the

: I?un.d 3 ‘i‘l‘h hmo



INTERNATIONAL MONETARY FUND

April 9, 1954

Mr. Rooth:

You may be interested in
glancing at the attached memorandum
from Mr, Vera expressing some reserve-
tions on the views of the National
City Bank people sbout the fiscal
situation in Argentina.

Vera has presently under
preparation a memorandum on the
current economic situastion in
Argentina and this will eventually
appear as an information paper for
the Executive Board.

George F. Luthringer
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TO :  Mr, George F. Luthringer pate: April 8, 1954
FROM : F, Vera _
sussect : Transeripts regarding "Argentina's internal finances".

The information conveyed to Mr. Rooth on the above subject seems
to me to be only partially correct:

1, It is true that in 1953 IAPI lost heavily in the marketing
abroad of Argentine agricultural products. Its loss has been estimated
at 2 billion pesos by a reliable private source ("Review of the River
Plate", January 8, 195/ issue). Beginning in 1952, state trading in
Argentina through IAPI has become a domestic price support program since
the peso prices paid by IAPI to the farmers are much higher than the
export prices which IAPI is able to charge to the foreign buyer.

IAPI publishes regularly an annual report that gives a detailed
account of its operations and finances. The last one covering 1952
was published in mid-1953. A news item on IAPI trade transactions in
1953 will appear in the forthcoming issue of IFNS,

2. The figure of 1.2 billion pesos given as the net operating loss
of the state railways appears to be excessive. Government Decree No. v
23,515 of December 3, 1953 authorized the Natlional Treasury to advance

200 million pesos to the Ministry of Transport "to cover the operating
deficits incurred in 1952 and 1953 by the various units of the Empresa
Nacional de Transporte". The units refemed to are the railways (eight
railway systems) and the river and sea-going merchant fleets.

3. A figure of 4.5 to 5 billion pesos as the net deficit of the
various state-owned enterprises in Argentina during 1953 also appears
to be too high, particularly bearing in mind that many of them yieldeé}aug
sizable profits (such as the stste banks). S VL

The Ministry of Finance submits an annual financial report to Con-
gress which gives data on the execution of the Government budget, including
the budgets of the state-owned enterprises. There sre copies of the
1952 report in the Joint Library.

4. The total indebtedness of the Government and officiszl entities
to the official banking system increased by only 1.8 billion pesos in
1953. Therefore, the 4.5 billion pesos increase in the credit extended
by the Banco Nacion could not be attributed in a "goodly portion" to
officiel operating deficits.

The 1953 annual report of the A gentine Centrsl Bank was published
in Buenos Aires asbout two weeks ago; when available here, it will
enable us to determine more precisely the magnitude of the Argentine
budgetary deficit and the net indebtedness of the state-owned enterprises
to the banking system,



February 13, 195k

ARGENTINA CONFIDENTIAL

I spent one and a half days in Buenos Aires on my way from Chile
to Uruguay. Frem a number of people whom I saw both in and out of
Argentina, I gathef?impressions which I thought might be of some interest
to members of the Board., Argentina is not at present a member of the
Furd, but it is an important country and there appears to have been a
renewed interest there in the World Bank and in the Fund., Recently one
of the government officials asked for and received a memorandum on the
Fund's activities, as well as my statement to the Randall Commission,

I gathered that the economic situation in Argentina was still

wage ftsgpe. There were to be new collective discussions with the trade
unions in February and March. The results cannot be foreseen. One of the
bgp?}g_nqqks is the shortage of electric power, The purchase of a mechine
requiring more electic current than the purchaser is at present entitled
to requires the approval of the producer of electricity. This is very
difficult to gets It was said that productivity in industry was much
lower than before the war, A figuremof oﬂl& LO per cent of pre-war output
was quoted, The cost of production is therefore very high compared with
industrial countries,

In an attempt to make Argentina self-sufficient, the authorities
have in fact made her even more dependent on the outside world, as the
;?dustry which has been Euilt up is very dependent on imported raw materials,
With the periodic recurrenc;'of4;xchange shortage‘these industries have
been hard pressed. There were signs of increasing unemployment, and the
government was therefore following a continued inflationary program,

including public works, to combat unemployment. The cost of the social

services, including pensions, is I believe bigger than the country can



afford, Both the government and others build too much and too

S—

conspicuously. Often construction has to b;minfeffupted for lack of
\There is a serious fiscal problem. The ordinary budget for last
year showed a defiéitr§f two billioh'pesos. The overall gover nment
deficit is not known, Sut it must be considerable, I was also informed
that in addition to the ordinary budget deficit there were at least the
following deficits in other accounts which are outside the budget:

(a) A loss of 2.5 billion pesos by IAPI, the government's foreign
trade agency which ﬁandles exports and imports. The loss will probably
be much greater this year than in 1953,

(b) A loss of one billion pesos by the railways., The deficit is
actually larger as for many years maintenance has been neglected, Both
the rolling stock and the road bedsmare in bad condition, and large
amounts will probably have to be spent for the rehabilitation of the
railways.

(¢) The Merchant Marine, which is also government-owned, of more
than one million tons, is also losing a lot of money,

Money will also be needed for road construction and maintenance,
and for importing necessary agricult;f;i“maéhinery. There is a shortage
of labor on the farms.

There continues to be an inflation problem, Expenditures for the
Army, Navy and Air Force are considered to be bigger than the country
can afford, These expenditures have naturally created a certain amount
of u?easi;ness among some of Argentina's neighbours,

The foreign exchange rates are still 5 and 7.5 pesos per dollar., At

the rate of 5 pesos, the government sustains losses on wheat and other
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export goods bought by it. At a rate of 15 pesos, such losses could be
avoided. However, an increase in the rate to 15 or 20 pesos, which might
be a more realistic rate for the time being, would raise the cost of living
substantially and lead to further wage demands. Some people believe a rate
of 12 to 14 pesos to be the proper one for the time being. The exchange
system continues to be complicated and to put pressure on the economy,
About 70 per cent of exports flow at the 5 pesos rate, other exports flow
at the 7.50 rate and there is also a fixed free market rate of 1h. The
curb rate is about 21 pesos per dollar., At times the system has hurt
the farmer since he sells his products to the government who in turn exports
abro;d;IVWhile in thehpast the government profited from the spread in these
operations, it n;;faéiibéfately takes a loss in order to stimulate production,
This adds to thé inflationary pressure. The demand for imported merchandise
is very great and the price spreads are also great, A Buick now brings
260,000 pesos; a Chevrolet 220,000, At the rate of ZRYREM 20 pesos per
dollar these prices are equivalent to $13,000 and $11,000., Some licenses
are given for imports with "Divisas propias"., BEven if up to 30 or LO pesos
per dollar has to be paid, those that obtain these licenses were said to
make substantial profits on certain goods., Friends of the administration
have obtained licenses for the importation of automobiles at the 7.5 rate,
They have been able to sell them at prices many times higher than the
import price,

At present there are two important factors in the situation which
may a ffect, the medium-term outlook. The authorities are anxious to exploit
Argentina's petroleum resources with the help of foreign countries,

Argentina now imports $180 million of petroleum products a year. An

agreement was expected with some U.S. 0il companies to provide technical
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and economic help to build up the oil industry,.

Another factor is President Peront's illness. Many people with
whom I spoke referred to ﬁis poor health. While he still appears in
public his condition is rumoured to be fairly serious and there is a
possibility that he will visit the Mayo Clinic or a hospital in Boston.

This illness may explain why the elections for the Vice Presidency (there
is at present no Vice President) and for the Congress were advanced to April,
195k,

There can be no doubt that the authorities are no longer as anti-
Upited States as before, While Peron had said that hé would cut off his
arm before accepting foreign assistance, it now appears that he does
not feel so strongly. His statement applied to foreign loans and presumably
would not preclude foreign direct investment in A;;;;;;;;:%‘ﬁevertheless,
Argentiﬂa aépearsAto be presently interested in getting loans, both from

the Export-Import Bank and the World Bank.
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The ordinary budget for last year showed a deficit of 2 billion pesos. Over
and above this there were at least the following deficits in other accounts outside
the budget:

(a) A 2.5 billion peso loss on IAPI. The loss on the TAPT will this yvear be
much greater than 1953.

(b) A 1 billion loss on the railweys. The deficit of the railways is in
reality much bigger as the railways, for many years, have neglected their maintenance
problems. Both the rolling stock and the road-beds are in very bad condition. Huge
amounts will have to be spent for the railways.

(¢) The merchant marine, also Govermment owned, of more than one million tons is
losing a lot of money.

The roads and agrieultural machinery will also need a lot of money. There is a
shortage of labor on the farms. That is why they are now interested in getting loans
from the United States, both from the EXTM Bank and the World Bank.

The foreign exchange rates are still 5 and 7.5 pesos per dollar. At the rate
of 7.5 the Government sustains losses on the wheat and other export goods bought by it.
At a rate of 15 such losses could be avoided. However an increase to a rate of 15 or
20, which might be a much more realistic rate for the time being, will raise the cost of
living substantially and lead to wage demands. Some people believed a rate of 12-1l
to be the proper rate for the time being.

Friends of the administration have got licenses for the importation of automobiles
at the 7.5 rate. They have been able to sell them at prices many times higher than
the imported price.

During 1953 there was a wage-freeze. There will be new collective discussions

with the trade unions in February and March. The results cannot be foreseen.
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One of the bottlenecks is the shortage of electric power. An industry cannot
buy a machiné needing more electric current than it is at present entitled to without
aporoval by the electricity producer. And this is very difficult to get.
It was said that the productivity in industry was much lower than before the war.
A figure of only LO per cent of prewar was given. The cost of production was there-
fore very high compared with the industrial countries.

The country badly needed better organization both in the Govermment and its

g nanane,
various activities and in indus’c.ry The/situation in Argentina was still
unsatisfact. a.'b'bembt to make Argentina self-sufficient, the authorities

had actually made her even more dependent on the world since the industry which has
been built up is very dependent on imported raw materials. With the relative
shortage of exchange which occurred periodically these industries had been hard
pressed. There were signs of increasing unemployment and the goverrment was there-
fore following a continued inflationary program, including public works, to combat
unemployment. The authorities were now becoming more aware of the situation and
are therefore more willing to improve their relations with the United States.

At present there were two important factors in the situation which could affect
the medium term cutlook. The authorities were now anxious to exploit Argentina's
petroleum resources with the help of the foreign companies. Argentina now impats
some $180 million of petroleum products a year. In a recent speech, Peron had said
That these imports were $360 million, but this appears to have been for propaganda
purposes. They would probably soon reach an agreement with American oil companies
about technical and econocmic help to build up the oil industry.

The second factor was Peron's illness. This may explain why the elections
for the Vice-Fresidency (there is at present no Vice-President) and for the Congress

were advanced to April. In the event of Peron's death, the Vice-President would
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would assume the Presidency. At the moment Peron was a factor of stability in
the situation and his death might mean too abrupt a transition. They hoped to
see a gradual and continued transitione.

There can be no doubt that the authorities are no longer as anti-American as
before and that Peron, given fairly good health, will continue for several years
to be friendly to the United States. It appears that they were put out by the
fact that Milton Eisenhower spent more time in Brazil. While Peron had said that
he would cut off his arm before accepting foreign assistance, it now appears that
he does not feel as strongly. His statement applied to foreign loans and presumably
this would not preclude foreign direct investment in Argentina.

The exchange system continues to be complicated and to put pressure on the
economy. About 70 per cent of exports flow at the 5 pesos per dollar rate, other
exports flow at the 7.50 rate and there is also a fixed free market rate of 1. The
curb rate is about 21 pesos per dollar. At times the system haé}hurt the farmer
since he gé;%f his products(ib the goverrment who in turn exports abroad. While in
the past the government made a spread in these operations, the government now
deliberately takes a loss in order to stimulate production. This adds to the
inflationary situation. The over-all govermment deficit is not knowm, but it must
be considerable:—(akbout 70 per cent of the govermment debt is held by the State banks ,
3 ‘:1—1;;; demand for imported merchandise is very great

and the spreads in price are very great. A Buick now brings 260,000 pesos; a

Chevrolet 220,000 pesos. At a rate of 20 pesos per dollar this is the equivalent of
$13,000 and $11,000. Some licenses are given with "Divisas propias". FEven if they

have to pay up to 30 or LO pesos per dollar, those that obtain these can make

substantial profits«s Carfain Zyv141..
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There had been renewed interest in the Bank and the Fund. Recently one of
the government officials had asked for and got a memorandum on the Fund's activities
as well as my statement to the Randall Coxmnissionh %«4 W CJ—\] M

In the readjustment that will eventually have to take place in business, it was
thought that many firms would have to go through the wringer but that the country
as a whole would come through and continue to develop.

Most people in the Argentine speak of Peron's health. Some believe that he
has had occasional black-outs. It is a fact that he had a bad notor-cycle accident
once and that he fell flat on his face when he paid a visit to a Spanish Man-o'-War.
He still appears in public. His chin is shaking and he suffers from exzema. It is
believed that he has had consultations both with a famous Swedish neurclogist and
with another one from Boston. There were rumours aboubt his visiting either the
liayo Clinic or a hospital in Boston. It appears that he has already undergone
treatment for some nervous disorder.

The Nazi influence is strong, especially in the police and in the air force.
The telephones are still tapped and the censorship prevails. It is believed that
in hotels, restaurants and other places there are concealed microphones (in the "good"
Nazi manner). The nationalistic influence is partly Spanish, partly Nazi-German
influence and partly Commnistic. It is said that the CGT (Peron's Labor liovement)

B Aena ek
was (infiltrated by Comminists.

The expenditures for the Army, Navy and Air Force are much bigger than needed
and than what they can afford. Some people believe the reason is that more has to
be given to the Forces in order to keep them happy. The neighbours are very afraid
that Argentina may attack them. They cannot understand why Argentina has strong

military posts along e.g. the Chilean border or why Missiones is a military area
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where no one may buy a house etc. withoul the permission of the Commander in that

area.
Both the Goverrnment and others build too much and too conspicuously. Often
the buildings have to be stopped for some time for lack of money.

The cost of the social services including pensions is bigger than the country
can afford.

The organization of most public administrations lacks efficiency.
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L services, influding pensions, is I believe bigger than the country can

Ml I \}
Pebruary—33, 1954

ARGENTINA ' CONFID

I spent one and a half days in Buenos Aires on my way from Chile
to Uruguay. From a nmr of people whom I saw both in and out of

Argentina, I gather) ons, Fetivoupht might—be Ol FolEinteresd

Fumd, but it is an impertant country-end|there appears to have been a
renewed 1ntorut@’4ﬂiu the World Bank and in the Fund, Recently one
of the government officials asked for and received a memorandum on the
Fund's activities, as well as my statement to the Randall Commission.

w he economic situation in Argentina was still
unsatisfactory in spite of the good harvest, During 1953 there was a
wage freeze. There were to be new collective discussions l_'ith the trade
unions in February and March., The results mﬁe fom{.?.m. the
bottle necks is the shortage of olootrio power, The purchase of a machine
requiring more electic current than the purchaser is at present entitled
mgzroquircd the approval of the producer of electricity. This is very
qlifficult to get. It was said that productivity in industry was much
lower than before the war, Ek-ftgw-oe-onh-ﬁe—p»—nﬂ—d—pmt
m—quoteda The cost of production is therefore vo{ry high compared with
indusirial countries,

In an attempt to make Argentina self-sufficient, the authorities

have in fact made her even more dependent on the outside world, ‘m a{
industr;‘which I-"l{t:rcbcon built up m/ery dependent on imported raw materials,
With the periodic recurrence of exchange shortage these industries have
been hard preaud.? There were signs of increasing unemployment, and the
government was therefore following a continued inflationary program,

“r ‘
including public works, te conbnt(vunemploymnt/. The cost of the social
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‘There is a serioys fiscal olem. foe priioary budget for last
Owl od U [ 5 on 3
year s () overall governnment

deficit is not known, but—it must-be-eonsiderables 1 was #igp informed

that sradition o the—ordinedy budget—defiodd there were at least the
following deficits in other accounts which are outside the budgets

(a) A loss of 2.5 billion pesos by IAPI, the government's foreign
trade agency which handles exports and imports. The loss will probably
be XAgR greater this year than in 1953.

(b) A loss of one billion pesos by the railways. The deficit is
actually larger as for many years min‘t.anamo has been neglected., Both
the rolling stock and the road beds ar‘q.‘in bad condition, and large
amounts will probably have to be spent for the rehabilitation of the
railways.

(e) '!'hoflhrchnub Marine ~which-ds—atse @overnmnt—mod;;} of more
than one million tons, is also losing a lot of money.

Money will also be needed for road construction and maintenance,
and far importing necessary agriculiural machinery. There is a shortage

of labor on the farms.

Ferp : probiem, Expenditures for the

I~

Army, Navy and Air Force are considered to be bigger than the country

can afford, These upanditur#hnvo nebwreldy created a certain amount
: \
9ntim'a neighbours. )

o e g v o Epes
s

The fareign exchange rates are still 5 and 7.5 pesos per dollar. At

the nate of 5 pesos, the government sustains losses on wheat and other

3
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export goods bought by it. At a rate of 15 pesos, such losses could h
avoided. Howewer, an increase in the rate to about 15 pesos, .(vhich might
be a more realistic ragte for the time being) would raise the cost of living
substantially and lead to further wage demands. There is a fixed free
market rate of 14 and a curb rate of about 21 pesos per dollar. The farmer
sells his products to the government who in turn exports abroad. While in
the past the government profited from the spread in these operations, it
now pays more to the farmer than it gets at the present rate of exchange
when exporting the products, and thus deliberately takes a loss in order to
stimulate agricultural production. This adds to the inflationary pressur;e.
The demand Hr imported merchandise is very great and the price spreads
are also great.

At present there:féfé twg important factors in the situation which
may affect the medium-term outlook. The authorities are anxious to
éxploit Argentina’s petroleum resources with the help of foreign countries.
Argentina now impofts $180 million of petroleum products a year. An
agreement was expected with some U.S. oil companies to provide
technical and economic help to build up the oil industry.

Another factor is President Peron’s health. While he still
appears in public, his condition is rumoured to be fairly serious. This
may explain why the elections for-the Vice Presidency (there is at present
no Vice President) and for the Congress were advanced to April, 1954,

There can be no doubt that the authorities are no longer as anti-

United States as be‘ore.?ﬁ\.rgentina appears to be presently interested in

getting loans, both from the Export-Import Bank and the World Bank.



(Enclosure with letter from Mr. H,H. Whitman, National City Bank of New York,
April 5, 1954)

"What Mr, Rooth was interested in was to obtain an idea of the
state of Argentina's internal finances over and beyond the published
figures which omit mention or description of the deficits incurred by
the various State entities,

This information appears to be unobtainable, Our Embassy from
time to time has endeavored to get an idea of the actual deficits but
has not had any success. Knowing that an official request would most
certainly be turned down I arranged an intimate luncheon yesterday in
my office with a gentleman until recently highly connected in the Govern-
ment, This friend was unable to quote exact figures but said that L.A.P.I,
losses in 1953 came close to three billion pesos and that the railways'
net operating loss last year was approximately m$n 1,200 million,
Altogether he judged that the net deficits of the various State owned
entities would run somewhere between L4Z/5 billion pesos during 1953,

In comparing the loans of the official banks at the beginning
and at the end of last year I find that these increased by m$n 7,200
million, of which slightly over two billion was represented by building
loans granted by the Hipotecario; mfn 682 by the Industrial, which has
vastly curtailed its activities; and m$n 4,472 million by the Banco
Nacion, Although the Nacion has been very liberal with agricultural loans,
I should think that after the excellent 1952/3 harvest their agricultural
loans should have been scaled down, Therefore, it may be suspected that
a goodly portion of the Nacion's increased loans was a result of official
operating deficits,"



R

tresaryahion dop7

NEW YORK TIMES --- Thursday, March l, 1954

“%’iﬂf*‘“ T W

Wﬁ «é
5!
ﬁ.ﬂ

4 S
5
§ %ﬂ? i Bt ¥ “ﬁmz
Ziie
iﬁf} 5 R T s

s e

ﬁti{iﬂ@t@d lmﬂper;i[on
7

a*

4
%w%@%‘

o %ﬁgnﬁumsm 1 mﬁiuia’l:i';mal;a2
%ﬁPeron%

=
T T Tl £ .

P {5&:;: P

\gfi:ra ’r"r (ZCITED

ts; e ”“ s
=

& ,,%“1 =

m

ey

R EE

Al

7

)SﬂV&l"ei t fzc m are“ ”Z“P“
? %g CIgRty-{ Q p d

5 ?‘e«i&,‘ Fh < fﬁgfs’;%g:

i
frf

Aw

ws 3 -
S, o

r ==, By'dfl\ﬂLION“ BRAOKER’;%
E kﬂ%@&i%ﬂmwﬁokx *rmgs« T
CHAN “SALVADOR:-March-3—,
Gua‘rtema;Ia. dzﬁrgengﬁma, provide
3, s;gnﬁrcanﬂcasa hlstovyﬁf,é’i' the|

United;States 4 4in termis,” iffh:e
isphere policy. * They sho W “how
u;xternatwnaﬂﬁmcqmmtfmsmmégandz
mﬂxﬁanﬁg’ﬁa;tmna}fg %Ef%pergjte m)
gemmnuch the'same Waw* i
here arerfémarkable snmfa“z“z-»
%res}betweemthe regumes“of Colf
JaeoBosAThenz. ¢ Guzﬁ’:’i?w“an@%Bmg.a
Ger - Jtans D Penon»:% Therg. 1§
only onenital e dszérenceug InfAx,
gen’bmaf‘ g%e§1&en§ Peron_hmself
1;“7 e*g(foml %ﬁsmgl&foncew In|
Gua:t’emaf -

‘EV

T

w

u-m—

esf&“enfgkrbenz 198,
rmucm mote. shadbwyﬁ flgure,ﬁ@,nd
whether he eontrols’ the Commu~
Tusts-or ‘théy g‘con’?rol;hum 18 the
Key" qgestéon“"% 4,»%«}#%}&%%4 P %7 ey ’{?
MHs:!tze g sémg,}omﬁe pa’zzau%ls

- 'JIThe;gqnc’eptspo*f political gove

»%a m«

l?’.-‘a“'"-ﬁ”;l'%’w P

r‘k 2

[+ fﬂf B aﬂ’em‘*ls*iﬁ{ge ST Bog

QIszzmIIéthadéﬁfoovmen p‘it
gdeta;témAsmstént;Secret&ryaof
State and” Anibassador 1o Avgen-
tmat:ﬂlbp i$F é’fﬁcmlhw anafhematized
ln*;‘ Bath" *«eountmes,; gPr’esmen

%rén has usevd theAwom; «eBrad:ﬂ

éf%asff‘.he ArehH %sy?mbc i of - 1:@
}mtervrentmn ” %m@ %iré”ffect’é’d*thq
ﬁormer envoy's ggolef*mj:he@mm-
pa1gn: pr&cedm Genena,l“ﬁ“Peron’s
firstt election %Februé;ry& 1946*
Gﬁa;tema;laa turned . aga.ufsgﬂﬁMr

‘Braden -bechuse- of }hgs* eech)
on; Mareh 12- #4953 fﬁm&ﬁ:&*“;h
/‘assérté“*d@that 1, Viewr oﬁﬂz& nf:ew
natzgga% nafur%gof ?éonggmmsm
518 SUpPresIo lzeven by*sforees:1n
Arﬁ%n B ﬁuﬁ@ry by"zone% o,

¢ 7 of Athe, " dthers républics
weula? ﬁu@céhsﬁtﬁ‘b@ mtefveiﬂ:mn

eﬂergnbm econariie . independence
land s social. Justred -that have been
a sorb?qt* x@eologmfg@truu’c% of
Présidéht Peron s justicialiéma
aré the recticyent themes | “of-Goyz
lernimentand Co;nm;pmsm sgokes;;
men “m*Guatemala P SEF are B
| “qArgentma wantsthe British
ottt of~sthes *Palkland * Isfands
Gua.te;mala. @wants,gthema outf of
Bmtxsh I—Iond.uz:ag i Ng%’?"’»z: T
e 'JIAlk Qp&/erw%iBuenos 4:fz’hresi -4t
sighs réa ing Peron imple o7
Eeﬁ:nﬁkeepsvhxsiwor&** Ori*the
Guafemala“"‘i&ntlgﬁm Wroaﬁ*,;s”’% &
eaﬁ%srgn‘z’?«readmg “Elw*‘?r;eéh
‘denfé Arbé‘“ﬁzkeumplegfspecxfy-
g, land orTh’ éﬁwy

s =L Y

W@ i“}

et 1 g’"‘v
= B i

WWW@Z‘\T

ur tﬁemnf’éx;na;h fafrs o o : “the
‘f&%men"ﬁ R R P o
?QIngthz yeg;mesifhave ; ggsted
?j:hmr»sﬂpremeé couxts AT e S

sirnwabath%fcountnesMGonézes&ﬁ
mfenfmay 1hes, fr:eelwfg;eﬁted«s bt
Zgg mﬁ.mmty xsﬁshautedmdowm«og
the;ﬂ”oozéf-bym:h*a “akd* pro’ Goy=
emmen‘t*?mgor;tyﬁxgdn T gen%ra.m
tKe nppogmon ‘hag”failed-to, déF
'velop “a eafliy chéﬂrengmg “lead,
epshup. i © ARG T v
@ﬁ‘!&Argentmw;g;expztopnated the
Bujaslw “railways.* - Smong-:other
fore-git pmpen*fwas*ﬁ a'symbo} of
;{mpemé;hsm ﬁua{fgmalaa 187 znf
g gedfxm anJa out-can] a,lgm o
ﬁgrassment’ - a?g&msﬁiftﬁew Unrte"d
[Fnu:t wgeﬁmpangy i which™ haszabeeﬁ

3

£
d

stch-1iperialisms %
| “9Both “Presidents yPetan; ggand‘
A Thény ﬁa;ve bgen;gnﬂWeﬁcpd@bm
el WiveS e, thegméfpghtmak
%mnkm“i Unhkfe the lgtg éeiiox'a
Elvas Peroh, «SenormMax{:a:’*Vxl
vard% A&'benz sﬁays:’out ~6f-plabli 16
life ~Bute sﬁevlsﬁthef’ldéoiogmal
cHaripion of the Tahdless agamst
ithe' la.:miﬁawrfers ands;:has Heen 2
pumary. backe:: of tﬁe“eﬁiﬁreme

apgswtisRwof s C

% m‘e‘ U

chbsen as" thespmmanygsymgﬂ of»r

© ot A & R,
Fien s Lmﬁboﬁ%mien?i tion, 3,% j:

ey <-2' %
g {Boﬁl’fw(;uafeméfla’sfa,ndu&rg -
nnafsuGenera?lghabozﬁ ‘Cotitédera’

'?

F‘S 5%&?“

tmns . ar&%{;,omgptedk fsﬁ»guxs;
,aga,m ﬁthg, ﬁﬁemxsphe Q?Ja;b‘u:sr
body “to whrcl bothl the Al °F T 2L
dhd the®C “T+0 ibelongf?*’l‘hrs 18
%Oﬁﬁﬂl‘;‘l’* alregional divisioniof
£Sthe*ﬁntern&tzonal ‘Confederation
I off Exee%'mxadeua q}gns«* ov&geyem;z
) thefﬁguatemalanf‘*’andergenfmaB
fconfeder'athns s BT, }onented
agast’ eaeh Qothkez: «Sfﬂhéf% Guate”
bmalas § £roupis ﬁa,hgnegwwrm the
Latme, Qommﬂnxst-hn% ‘L&Jnt{,g;c}~ 3
LaborConfed ratx?fg %wﬁx
2 A.ggpﬁ??mpsu b‘e}ong 0
S ;Rres;genﬁ Beron’s Bwn ox;
gamzatron s % ;@
H‘féregare;,sorne} OT bh& secondaz:y
d1£ferenee&bgtwéen&the -regimes.|
~$9Press, f&pd?rradlo Termamnfree
in Guatemala - Pregident” Peréni|;
could, not?stand»“‘ﬁhe‘fmde}gendent
newspaper, *La*”Prensé; The A%,

mouthplece,—?ofh the “Go ernment
"In &gqatemala,»amdepeﬂdent Tews,
papefs - ‘afidd; radio s %s‘eat;onigstﬂf
function, a:lbelt ;w;th cautmn
WQMere%Eq;esment Perom has
na‘tmnahzed,‘pm ey eﬁsettle
menigfusual y Wovkedggu«t eqint>
akly, * This ‘apphednto jatlways)|
telephone, and: sﬁtppmg&mﬁerests
gandgtoﬂilarge esﬁ’atesw Ih’%Guate-g
mangg ﬁlexUnlte¢ Fgmt‘ac‘ompa&ly

iri ‘payment onithe’ grouhdiithey,
were. OS,%LM? mad‘éqrfa.te"w “

Wy 7“*36‘&5“ w5

;‘;sifmn?m sof%RédsgComﬁared by j

B iy

éfgmkterm%f *gg‘ihvrdgalﬁ“(}om

mumists it vshotﬁai“ﬁot ﬁ%? *‘for"

gottenﬁklfa:t g} zIQé&*‘W}xenf%th i

Afgenting' 1 poggulat;&némﬁ,xabouﬁ

16 000,000 7 the™Qommunstscast.
;000@\10 es<m ﬁhe gcongressmnal

4
oA

e"lectmn gg‘mo»of one,fz,ton 200+
‘ ﬁait@;gg%mtg *&“*an’ 150 Of

gentne_radio.ds. ﬂsbmctlyﬁfﬁh&

reflised it6 -Accept bondsottered),

i

sands@* 5,3

tmn

lirie 5

depend

mﬁ?uaﬂny*

'Te
Guatem&l

N the,

a. =

nDemn craty

t‘aniLya paﬂ§ aﬁ«é@% tﬁ

everichooses
thé.Soviet Umonyﬁegeoufdudogﬁq
gvermghfr«f
memeal‘&pe‘i”omst
wotld: Have
emex:geﬁ’is xﬁxh

*The §§rucmr;e 0f “itvmmums

gimeisss

sh.eg C &1&2}:

‘N&m&

ﬂohas &OQOaaﬁmﬁé‘d X
Reds—a ?ra.twﬁofs%* an :5
Howev’é""“ b ﬁhexwpa; éyg@la%ﬁ Is’mg
fess«%nr@(}ua,temaﬂ”a

2 mémﬁ%m%of@%;:g
“3””5&0’“'“’«?5 &@ﬁ

%%&%

ﬂ«ﬁCondx nm& fo
Tegimig exis
éﬁ%’llogreélly"fmgawggénhg
gwhemewf‘remd
“tortHrowA I §d’bﬁxg’bh

e ih.

o %’;rw"_‘cum

ﬁsmaﬁy:@ and:

mpx&lyy&ed elopmg
’Ehe%%g}?@ s
T e&*hy%expene;me ads’ seems
aIrea.dy to «I’rave@t‘@nsc@‘rﬁ%ﬁ»§
Prefident ﬁpy@Wheﬁﬁe a,trang
gﬁe@&;ﬁ@e&ﬁr@mﬂm&d
burn the regime _intol ey pu
Mﬁpona,hstionéagmthaut,%qg *’SQ
vgetwldeologma *‘*ﬁré& remain,
nansgrembleg
Bt fmsﬁoula
atc Mglmum mand Jatio a‘hsmz
na‘fgtwﬁgem’seg’cﬁe sa é‘{iﬂ“@‘
atm%menca T
% .T"L,.a...._

o

W’

@ﬁf’f‘“ﬁ-

mua >
nd4psy

1
ﬁ%%%a :

A'»

A,

~

PRI Y

G
m %m

£

STty mant

tlme*

km'y

%L

estmn%‘%g e W
rtamlyw%eéplﬁm



-5 - No. 19
AUSTRIA (contd)
formation of savings was insignificant, it had some effect on the bond
market. Savers who are subject to the wage tax, and buyers of fixed-
interest-bearing securities, may claim the tax benefits under the
above-mentioned law until 31st December 1956. 4

SPAIN /
Industrial Production L'ECHO DE LA BOURSE, 19/1. The Minister
of Commerce has released a number of figures for industrial production
last year, including the rates of increase over the production figures

for 1954.

Industrial production in 1955

Rate of increase

Total over 1954 figures
Coal (millions of tons) 10.6 unchanged
Electricity (millions of kwh) 12.2 + 16.2%
Cement (millions of tons) 3T + 12.7%
Iron bars ( " " ") 0.975 + 1C.2%
Crude steel ( " " ") 1.195 + 8.4%
Rolled steel ( - »” "} 0.785 + 9%
Iron ore ( o . N 3 4.7 + 20.7%
Cotton (tons) / 105,200 unchanged
Wool (» ) 7 29,300 n

Money and Credit EL ECONOMISTA 21/1. Total monetary resources,
including current accounts held with the banking system, rose by
Pts 10,199.1 million durlng the whole of 1954 and by Pts 8,862.9 mil-
lion durlng the first niné months of 1955; it is expected that a
further considerable increase will be shown by the figures for the
last quarter of the year. An approximate idea of the total amount of
investments made in the economy is given by the figures for credits
granted to:the economj'by the banking system and issues of securities,
which, taken together, amounted to Pts 25,361.7 million during the
period from January /to the middle of December 1955, having risen by
38.6% as compared with 1954, when they reached a total of Pts 18,294
million, showing ap increase of 19.2% over the 1953 figure. Issues of
shares by joint-stock companies increased from Pts 4,254 million in
1954 to Pts 5,725/million in 1955, while bond issues totalled
Pts 5,461.4 million in 1955, having declined by 3.6% as compared with
1954.

National Income EL ECONOMISTA, 14/1, reproduces the estimates for
the national ingome in 1955,which are given in a study made by the
central bank on/the country's economic situation. The real national
income in terms/ of constant 1929 prices is evaluated at Pts 39,029.7
million and the nominal national income at current prices at
Pts 321,034.9 million. The per-capita real national income works out
at Pts 1,3%42.8 and the nominal national income per head of the popula-
tion at Pts 11,034.3. The average yearly increase in the per-capita
real natlonalllncome during the period from 1946 to 1955 is put at 5.3%.
This rate of /increase is very considerably above the rate computed for
the inter-war period (not including the years of the civil war) and is
also much higher than the average rates in the U.S. and the most impor-
tant industrial countries of western Europe. The very low level of the
per-capita national income at the beginning of the period reviewed is
suggested as the chief reason for this remarkable increase; the per-
capita real national income in 1929 was, for example, not exceeded
until 1951.
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The Prebisch Plan N.Z.Z., 22/1, Buenos Aires. Following his
survey of economic conditions in Argentina issued at the end of October
last year, -Prof.-Prebisch-has. nownpuhlxahﬁdw&,ﬂeggnéwﬁﬁﬂnﬁmkﬁulﬁporta
which contains his proposals for the rehabilitation of the country's
economy. The report consists of two parts. The first part deals
with the steps to be taken to fight inflation, while the second part
contains Prof. Prebisch's proposals for the future shaping of
Argentine economic policy.

As already reported, Prof. Prebisch diagnoses the Argentine inflation as
one of costs and prices. His principal anti-inflationary measure is an increage..
48.productivity. He is in favour. of certain. general. wage increases, prov1ded
that these increases are borne by .the. entrepreneurs, through a reduction of their
profits or are matched by increases in production, thus avoiding any repercussions
on the price level. As regards public finances, in addition to the general
%ncrease in tax revenue of P. 1.5 milliard already voted under the ordinary 1956

budget, Prof. Prebisch recommends a non-recurrent increase in the taxes on_ income

and excess profits totalling Pa Ta .1 ard. This would mean that tax revenue
under the last two headings would increase by about 25% as compared with the 1954
figure of P. 4.3 milliard. Extraordinary budget expenditure in 1956 as
suggested by Prof. Prebisch would include the following items (in milliards of

pesos):
Public works 4.5
Wage and salary increases for public servants 1.0
Transport deficit 3ed
Financing requirements of the State Mortgage Bank 5.0
Investments for the construction of asmall houses
and in the petroleum, electricity and heavy
industry sectors 3.8
Increase in credit to the general public 5.0
Total 22.7

For the finencing of these outlays the following resources will be available in
the current calendar year (in milliards of pesos):

Raising of loans T.1
Receipts from the duties levied on fuel prices 1]
Receipts from the non-recurrent tax increase 151
Surplus on the ordinary budget 0.5
Various other receipts 1.3

Total 1le

There rem ins a deficit..of P..11 milliard. Assuming that some P. 2 milliard
can be absorbed by the banking system ‘without producing 1nflat10nary repercussions,
there remains an uncovered balance of P. 9 milliard, which in 1956 is expected to
show itself in the form of a "net expansion ‘of “the note circulation". In order
to prevent this considerable expansion from touching off serious inflationary
effects, Prof. Prebisch thinks that a corresponding increase in product1v1ty -
of some lq% - is reapired and alao‘no elble. ‘Such™an"increase would correspond
to an increase in the national income of some P. 15 milliard. Prof. Prebisch
warns against incurring any other extraordinary expenditure which would increase
the deficit balance. Only in this way, he says, will it be possible to restore
a domestic capital market on which State securities and mortgage bonds can be
placed.,
The second part of the report provides for a Jfar-reaching change in
el ‘
taxation and banking sectors. State inte sm is to be gradually reduced,..
and a freely-functlonlng market economy restor " The plan ‘contains proposals
for the procurement of large-scale foreign financial aid in the form of foreign
loans, the prolongation of payment periods for Argenflne purchases of capital
goods, and foreign credits to the Argentine private sector or the participation
of foreign capital in Argentine enterprises. Argentina's relations with
forelgn,;nveﬁtpxa .are to, be put on a new foot;np. while at the same time the
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ARGENTINA (contd)
bilateral trade.sgreements.with European.countries are, if possible, to be placed
on a multilateral basis. For these purposes the plan suggests that an Argentine
economié and financial commission be sent to Europe in the near future. This
commission would conduct negotiations with the aim of postponing payment by
«Argentina of part of its trade debts and concluding new credit agreements for the
purchase by Argentina of capital goods urgently required by the country. At the
same time a financial.mission.is. to visit the U.S. to negotiate on a loan, the
proceeds of which would be used for the financing of a large part of the most
urgent requirements of investment goods over the next three years. The last-
mentioned mission is also to try to obtain additional dollar credits for the
. » g ———— L

private sector of the Argentine economy. As reported previously, Argentina's
import requirements of capital goods for the next three years.are estimsted at
.,3?‘;:&;.5»,833»;.2 g‘»@l';‘i‘m 2

Prof. Prebisch's report makes it quite clear that the measures taken
immediately after the devaluation for the revival of agriculture and cattle
breeding constituted only a first series of emergency steps - steps which must
now be supplemented by a large-scale programme designed to revitalise this
important sector of the Argentine economy. Prof. Prebisch recommends the estab-
lishment of a technological institute to devise and execute methods promoting.the.
modernisation. and.mechanisation.of. the farm sector. As regards industry, he
stresses the need for the consolidation of the industries already in existence
‘and their gradual expansion by the setting-up of new branches. In particular,
1op, the metal and mechanical industries, the paper,

Y Strl v
he ch ry. Argentina’igwﬁigﬁ“%b”“”“

Wy ¢ LT L

develop.its own heavy industry. In order to achieve the goals of industrialisa-
tion, the present'E&Rgﬁgﬁggg;#ggg@ﬁwgg;%ﬁiglof the Argentine economy must be
overcome. For electrical energy alone the annual deficit is put at 610,000 kwh.
The petroleum deficit is given as 8.7 million tons. The domestic petroleum
production is to be raised from 5.1 million tons annually to 10 million tons by
1959.

With regard to the banking sector, it has already been reported that the
gentral bank is to be giyen greater independence. It will no longer be possible
for the President of the Central Bank to be dismissed during his term of office.
At the same time, the private banks too are to regain their previous independence,
and amongst other changes théy are henceforth to be able to conduct the principal
credit operations on their own authority.

m—— ~—
INDIA _

Investments FIN.TIMES, 19/1,* New Delhi. It is estimated that
increasing industrial development in India over the next five years
will make it necessary to spend about £1,100 million on imports of
capital equipment. These imports will be required for the implementa-
tion of the second five-year plan in both the public and private
sectors. It is expected that 76% of the total will be spent on
imports for the public sector and 24% on imports for the private sector.
Govt imports will be required particularly for agricultural develop-
ment, for irrigation and power, and for industry, transport and public
services. At the same time, the rise in production will call for
larger imports of raw materials and there will also be an increase in
the demand for consumer goods as a result of the anticipated rise in
the national income. The plan is meant to start in April this year
but it will be some time before the details are published.

INDONESIA

The 1956 Budget DE MAASBODE, 9/1. The Indonesian budget esti-
mates for 1956 contemplate a deficit of Rupiahs 1 milliard, or 60% less
than in 1955. It is hoped that tax receipts will be Rupiahs 1 milljiard
higher than last year. Customs duties and the special levies on
imports are estimated at Rupiahs 950 million and Rupiahs 4,100 million
respectively.
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ARGENTINA
Oct. 28, 1955

ADVANCE REPCRT ON FREBISCH PLAN REVEALED
IRS Buenos Aires, in Spanish to Argentina, Oct. 28, 1955, 0001 GMT-AH
(Text)
Because wé‘cénsider this“a.matter of great importance, wé'have,prepared,
particularly for you, an advance report of the basic points of the second
part of the report of Dr. Raul Prebisch on the ways and weans to save the
econonic situation of Argentina from disaster: '
1--No mass dismissals, but also no filling of vacancies.
p--Fliminatior of the Argentine Trade Promotion Institute--IAPI.
3—-Ihcrease of exports, particularly of industrial precducts.

4--Restriction of the imports of automobiles.

5--Tncrease of the petroleum output from the current production of 5.3 .

million cubic meters to 10 million cubic meters in 1958, which would
wake possible savings totaling 100 willion dollars per year.

6--Reestablishment of the free exchaenge warket under Government control
until the factors responsible for inflation have been removed .

T--Adaptation of a new and more realistié exchange rate for imports.
8--Elimination of bilateral and deferred payment agreements.
9--Greater incentives for farm and 1ivest6ck production.

lO--Gradual elimination of the system of Government interventilon.
11--Investment of 1,370,000,000 (pesos?) in transportation.

12--Neither increase nor reduction of taxes.



INTERNATIONAL FINANcIAL NEws Survey, December 9, 1955

United States and Canada

U.S. Farm Income

Net income of U.S. farmers for 1955 is presently esti-
mated at $10.6 billion, 10 per cent below last year. Cash
receipts are about $1 billion lower, largely because of a
sharp decline in hog prices, and production expenses are
slightly above last year. Net farm income has been falling
since 1951, with the total decline through 1955 amounting
to 28 per cent. Since the farm population has fallen
steadily, however, net income per capita declined by only
about 7 per cent between 1951 and 1954.

Net farm income is expected to decline further in 1956,
owing to lower support levels and intensified production
controls on wheat, rice, cotton, corn, peanuts, and to-
bacco. Income from livestock is not expected to change.
A decline in production expenses from lower feed costs
will be largely offset by higher interest rates, tax pay-
ments, and wage rates, and increased prices for industrial
products purchased by farmers.

Source: The Wall Street Journal, New York, N. Y.,
November 21, 1955.

U.S. Government Holdings of Farm Products

Government investment in farm commodities rose by
$0.4 billion in October, to a new high figure of $7.7
billion. This is $0.3 billion higher than the previous
record at the end of February. The October increase was
due largely to price-support loans on cotton, wheat and
other grains, and tobacco. Cotton alone accounted for
more than one half, as 1.3 million bales were placed under
loan. Government investment will probably continue to
rise until the end of the heavy marketing season early
next year.

Source: The Wall Street Journal, New York, N. Y.,
December 6, 1955.

Loans for Canadian Grain Farmers

The Canadian Government is to provide a partial guar-
antee, up to an aggregate of Can$50 million, on bank
loans to grain producers in the prairie provinces who are
* unable to deliver their produce to the Wheat Board be-
cause of congested storage conditions. Individual loans
may not exceed $1,500 and the interest may be up to 5 per
cent per annum; half of the proceeds from each subse-
quent delivery of grain by a farmer making use of these
arrangements is to be used for repayment.

Source: Department of Trade and Commerce, Press Re-
lease, Ottawa, Canada, November 5, 1955.
Latin America

U.S.-Mexican Stabilization Agreement

The United States and Mexico signed a new Stabiliza-
tion Agreement on December 2. The Agreement is de-

signed to assist Mexico by providing kf to a maximum
of $75 million, if necessary, fory exchange stabilization
operations to aid in preserving Mexico’s exchange system
free from restrictions on payments. The Agreement con-
tinues until December 31, 1957 farrangements that have
been in effect since 1941, and Will be operated in close
coordination with the activities of the International

Monetary Fund (see this News Survey, Vol. V, p. 387).

Source: Treasury Departmeyt, Press Release, Washing-

ton, D. C., December 2, 1955.

Development Corporation in El Salvador

An autonomous develppment corporation, Instituto
Salvadorefio de Fomento /de la Produccién (INSAFOP),
has been officially set up in El Salvador with an initial
capital of 3 million colofies (US$1.2 million). It will be
headed by a board of nine directors composed of a presi-
dent to be appointed by the Executive, four directors rep-
resenting the Ministries of Economy, Agriculture and
Livestock, Labor, and the Treasury, and four representing
the Central Reserve Bank, the commercial banks, agricul-
ture, and industry.

this connection,

NSAFOP may engage in short-term,
medium-term, afd long-term lending operations, and it
will contribute/to further development of a securities
market in El Salvador by participating actively in finan-
cing operatiofs involving the issuance of public and
private securities and trading in them.

Source: Tribuna Libre, San Salvador, El Salvador, Octo-

ber 25, 1955.

Argenfine Exchange Measures

Exchange surcharges on exports and imports, the lists
of commodities affected by the different exchange rates,
and the treatment of foreign capital have been set forth
by the Argentine Government in several decrees and cir-
culars implementing the devaluation announced on Octo-

ber 27 (see this News Survey, Vol. VIII, p. 156).

As a result of exchange surcharges of 25, 15, and 10 per
cent applied to the official exchange rate of M$N 18 per
U.S. dollar, the following are the effective buying rates:
M$N 13.50 per U.S. dollar for greasy wool, cattle on the
hoof, hides, logs, etc.; M$N 15.30 for all meat products,
offals, pickled hides, wool tops, dairy products, all hunt-
ing and fishing products, etc.; and M$N 16.20 for all
cereals, tannin extracts, linseed, malt, cotton, and other
miscellaneous products. Exchange proceeds from exports
not included in these lists will be surrendered at the free

market rate (about M$N 32 per U.S. dollar).
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Exports are also subject to an 8 per cent sales tax and
a deposit, in domestic currency, amounting to 12 per cent
of the value of the exports and to be retained for 120 days.

For imports, classifications have been set forth as fol-
lows: foodstuffs, raw materials, and some specified capital
goods—mainly agricultural equipment—have a rate of
M$N 18 per U.S. dollar; electric power equipment, either
thermal or hydroelectric, will be imported at the free
market rate with prior authorization by the Central Bank;
and all other goods will be imported at the free market
rate without prior authorization, but subject to a sur-
charge, to be established by the Central Bank, which could
be up to M$N 20 per U.S. dollar.

On imports authorized prior to October 27, 1955, there
will be a surcharge equivalent to the difference between
the new and the previous exchange rate. However, in
order to avoid undue cost of living increases, some food-
stuff imports and fuels and capital goods imported under
Foreign Investment Law No. 14222 have been exempt
from this surcharge.

The proceeds from surcharges on exports and imports
will be deposited in the National Economic Recovery
Fund to be used in the technological and economic devel-
opment of cattle production and agriculture, and to pay
the temporary subsidies that may be established to alle-
viate the effect of higher prices on the cost of living.
Bread, meat, and certain imported foodstuffs are now
being subsidized.

Remittances of funds and imports through the free
market, with or without a surcharge, will not be subject
to prior exchange permits. All transactions in the official
market require prior approval. On operations in the
official exchange market, banks and brokers are author-
ized to charge a commission of 0.05 per cent on selling
operations and 0.3 per cent on purchases of exchange.

In addition to regulations pertaining to remittances of
foreign capital and profits, the Central Bank has issued a
circular (No. 2324, November 17) which allows the entry
of foreign capital investments in the form of new machin-
ery (either complete plants or additional equipment for
existing plants) to be used in the manufacture of goods
that can be exported, but which are now imported. The
following conditions must be fulfilled: capital investments
must not be Argentine in origin (and this must be proven
satisfactorily) and must be by firms of recognized tech-
nical, commercial, and financial standing; the machinery
must be new and technologically up to date; raw materials
and spare parts used in industrial development may be
imported during a certain. initial period provided they
are not domestically produced; an investor must guar-
antee that his plans will be carried out; and corporations
must be organized in accordance with the current legis-
lation. If the foreign investments adversely affect similar
domestic investments, exchange permits will be authorized

in the free market to permit the replacement of equipment

by domestic concerns. Once a proposal has been approved,

others related to the same type of production and which

fulfill the conditions already established will also be

authorized in order to avoid preferences and exclusions.

Sources: The Review of the River Plate, Buenos Aires,
Argentina, October 31 and November 11 and 22,
1955.

Other Countries

Australia's Trade Agreement with Rhodesia and Nyasaland

Announcing details of the new three-year trade agree-
ment between Australia and the Federation of Rhodesia
and Nyasaland, the Australian Minister for Commerce
said that both countries had agreed not to accept surplus
commodities without first consulting each other. The
Australian Government had been concerned that the
United States might offer the Federation wheat or proc-
essed milk on concessional terms.

Under the agreement, the Federation granted the follow-
ing concessions to Australia: free entry with a margin of
preference on the most-favored-nation rate for wheat,
processed milk, and certain other commodities; free entry
of butter, cheese, fresh mutton, and certain types of
machinery; a commitment to apply minimum preferen-
tial rates to various foodstuffs and manufactured items of
Australian origin; and a special duty rebate of 2145 per
cent ad valorem on passenger automobiles manufactured
in Australia.

The main concession made by Australia was to extend
to Northern Rhodesia and Nyasaland the preference,
already granted to Southern Rhodesia, of 9d. a pound on
unmanufactured tobacco.

Sources: Deparment of Commerce, Foreign Commerce
W eekly, Washington, D. C., September 5, 1955;
Australian Financial Review, Sydney, Australia,
October 27, 1955.

International Financial News Survey, written by
members of the staff of the Fund, is based on mate-
rial published in newspapers, periodicals, official
documents, and other publications as cited at the end
of each note. Explanatory material may be added,
but no Fund editorial comment or opinion. Therefore
any views expressed are taken from the sources
quoted and are not necessarily those of the Fund.

The News Survey is published weekly, except in
the Christmas and New Year weeks. It may be ob-
tained by applying to

The Secretary
INTERNATIONAL MONETARY FUND
1818 H Street, N.W. Washington 25, D. C.
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The Prebisch Report

A Letter to the President

“Supplementing the first ‘impressions which I had the
honour of conveying verbally to you on October 7 last in
the presence of H. E. the Vice-President of the Nation,
Rear-Admiral Isaac Rojas, and the members of your Cab-
inet, I have pleasure in submitting the final text of this
preliminary report, which is to be followed by another of
wider scope, as soon as I am in possession of all the data
required tor the purpose.

“In this task I have had the valuable co-operation of the
Consultative Board which the Minister of Commerce, Dr.
Cesar Bunge, had previously appointed to act in an advisory
capacity, and I have also had at my disposal the information
supplied by those Government officials' whom I have been
able to consult in the time available, taking advantage of the
ample authoristaion ‘which Your Excellency was pleased to
grant me to this end.

We have by no means exhausted the useful sources of infor-
mation and counsel available. I consider it indispensable, in

lition to the co-operation of the Administration’s experts,
w0 obtain the opinion of other persons specialising in the
matters under discussion, and very particularly the represen-
tatives of private economicactivity, in its diverse forms,
before presenting to Y.E. a programme for the country’s
economic recovery. In the meantime the present report may
serve as a basis for the consideration of measures whose
adoption cannot be postponed and will enable public opinion,
as Y.E. intends it should; to form an accurate impression
of the country’s economic situation.

“I have endeavoured to be strictly impartial. The problems
with which the country is afflicted in this respect are to a
large extent the consequence of an economic policy which
must be examined in a critical light. But in this I shall
proceed with the same objective criterion as has guided me in
other Latin American couniries, without allowing personal
sentiments to affect the oath of impartiality and political
independence by which, in common with all United Nations
officials, I am bound.

{ I hope in that way the better to fulfil the trust with which

e 3 . . .
Y.E. has seen fit to honour me. In any case, the opinions

ventilated in this report do not commit in any way the
international - institution in which I have the honour of
serving. In order to facilitate the understanding of this report,
I am presenting in the first place a section setting forth the
problem in general terms, followed by the full text of the
report proper-”’ >

I - The Problem Stated

1. — Argentina is experiencing a crisis of unparalleled
gravity affecting her economic development; more acute than
that which President Avellaneda solved by “saving on hunger
and thirst;” or that of 1890, or that of a yuarter of a century
ago, in the depth of the world crisis. In those days, the
country’s productive potential was intact. Such is not the case
to day; with the dynamic factors of the economy seriously
endangered, an intense and persistent effort will be required
to restore a vigorous rate of development.

That effort can and must be made. But, in the first place it
is necessary to dispel certain dangerous illusions. The country
has been seeking to maintain an intense upward trend in its
consumption without augmenting its production to a sufficient
degree to render that increase possible. The product per in-
habitant * in the present year so far is only 3.5 per cent.
higher than it was a decade ago, and in order to achieve a
consumption in excess of its product Argentina is unwisely
incurring foreign indebtedness and is engaged in a serious
process of decapitalisation.

2. — The country possesses a well-established economic
potential which must be efficiently applied in order to speed
up production and so meet the growing needs of the popular
consumer demand, thus giving to its economic development
a strong ingredient of social progress. For the time being,
however, there are formidable obstacles to this goal. Firstly,
it is not possible to expand imports of raw materials and
fuel to the extent required in order to raise the rate of pro-
duction. Secondly raising the rate of production implies the
need for imports of machinery and equipment, and the coun-
try’s precarious foreign exchange situation renders it impos-
sible to grant exchange permits for the introduction of capital
goods. Thirdly, even though such goods could be imported
in substantial quantities, the necessary electric power would
be lacking for running the machinery and equipment thus
acquired owing to the gravity of the power crisis. And
fourthly, the increased production could not be moved owing
to the serious decapitalisation of the transport system. Ex-
icessive consumption has also been taking place at the
expense of basic capital investment.

3. — The precarious foreign exchange position is manifest
in a deficit of some 186 million dollars in the balance of
payments for the current year. Adding this deficit to the com-
‘mitments from previous years, we arrive at a foreign in-
debtedness total of some 757 million dollars by the end of
the present year, comprising immediate and relatively short-
term obligations. Vis-a-vis these commitments, the gold and
dollar reserves available amount to only 450 million dollars,
with the possibility of an eventual recovery of some 150
million dollars which the Central Bank had to advance to
the private banks when foreign credit was cut off as a result
of Argentina’s interruption of her foreign payments in 1949.

4. — How, it may be asked, has this difficult situation of
unbalance in the overseas payments situation come about,
preventing the country from increasing its rate of pro-
duction? Why are exports insufficient to cover essential
import needs?

There are three explanations for this situation. In the first
place, at this stage in her economic development Argentina
needed vigorously to pursue her industrialisation effort, but
in doing so she unnecessarily impaired the efficiency of her
farming production and caused a reduction in exports to the
extremely critical level at which they now stand, thus in-
tensifying the consequences of the unfavourable trade trend
provoked by the drop in prices for her overseas sales.

x 1In this report the term ‘‘product per inhabitant’’ is employed
as the equivalent of income, in order to: avoid technical distinctions
which would be out of place here.
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Secondly, Argentina has not pursued a sound and balanced
production policy designed to substitute imports; nor have
the basic industries been created that are indispensable in
order to strengthen the national economy. And thirdly, the
exploitation of the country’s petroleum resources has not
received the strong stimulus which it required, with the result
that foreign oil absorbs an over-large share of the country’s
import trading capacity.

5. — The economic policy followed in the past decade has
caused certain very serious structural defects. The State has
exercised a considerable influence on capital investment, but
has failed to channel or effect such investment in the manner
most conducive to the acceleration of the country’s rate of
development and the attenuation of her vulnerability to in-
ternational influences, which latter condition has now become
acute. In addition, part of the considerable resources which
Argentina had at her disposal after the war were wasted
in ill-advised or unproductive investment, and the rest was
devoted to the repatriation of foreign debt and capital al-
ready invested in the country, whereas it was a matter of
urgency to promote new investment, especially in agricultu-
re, transport, electric power and housing.

6. — Over and above this mistaken investment policy,
certain forms of State intervention have been increasingly
pursued, perverting by bureaucratic excess the functioning
of the economic system; and inflation, as also the exchange
permit system and other regulations, have created spurious
sources of profit which conspire against the orderly develop-
ment of the economic system, to the serious detriment of its
efficiency.

7. — Inflation in Argentina stems from two sources. On
the one hand, wholesale increases in wages and salaries,
unaccompanied by any increase in productivity. On the
other, the expansion of bank credit to cover deficits accruing
from the disposal of the crops (4,000 million pesos) ; the
transport deficit (2,000 million pesos) ; and mortgage credit
operations (4,500 million).

8. — The country has possibilities of increasing produc-
tivity, which has seriously declined, and of avoiding the dis-
purbing effects of cost inflation. Increased productivity,
however, entails the movement of labour into the expanding
sectors of production, and, so long as machinery and equip-
ment, and the power required for their operation, are lacking
and the country is thus prevented from recovering its dynamic
impetus, it will be unable to take full advantage of these
possibilities of improving productivity standards.

II - Present Obstacles to Argentine
Economic Development

Diminished Rate of Development

Income per inhabitant in 1955, according to preliminary
calculations based on the figures for the first half of the
current year, is barely 3.5 per cent. higher than 10 years ago,
as will be observed from the accompanying table, the data
being expressed in constant values on the basis of 1950 pri-
ces. These figures have been taken from a report which the
Argentine delegation appointed by the previous Government
submitted to the sixth meeting of E.C.L.A., recently held
in Bogota.

ARGENTINE NATIONAL INCOME

Income per inhabitant
in pesos at 1950

Gross Nat. Income,
in Millions of pesos =

Years at 1950 prices prices
1943 44,497 2,991
1944 49,532 3,274
1945 48,028 3,121
1946 54,106 3,456
1947 62,654 3,930
1948 65,890 4,041
1949 62,757 3,750
1950 62,249 3,621
1951 64,046 3,632
1952 59,715 3,310
1953 62,971 3,423
1954 65,914 3,516
1955 68 550 3,588

Income “per capita” was at a peak in 1948, aided by ex-
ternal factors of unusually favourable proportions. Thereafter
a recession set in and continued in being up to 1952. This
was followed by a gradual recovery in recent years, without,
however, restoring the maximum figure mentioned, and
showing only the small improvement referred to above
(3.5 per cent.) for the whole of the past decade.

The fundamental problem facing Argentina’s economy 23"
how to attain the vigorous rate of growth which the coun-
try’s great possibilities and the productive capacity of the
prople permit- In order to do this, many cbstacles have to be
overcome. These derive mainly from the country’s precarious
foreign exchange position, the electric power crisis, and the
decapitalisation, of the transport system- We may now
briefly consider each of these aspects of the problem in turn.

A Critical Exchange Situation

The country’s balance of payments is heavily in deficit
the amount of which, it is estimated, will reach 186 million
dollars by the end of the current year, as indicated in the
following table.

BALANCE OF PAYMENTS IN TERMS OF DOLLARS

1953 1954 1955 1t

—— (In mallions) - .~
I DOTt s s, RIS, SR R e T il Tale 1166 1,062 906
Other YEceipts? W A EHRNI2 V0. BE @ 114 91 114
Fotal’ Teceipts V.o 0. b AT oF 1,280 1,153 1,020
IMipomtsn s « 2l fdene GEE1a0H of 09l sl 877 955 1,104
Qitheér: paymients . «.ids vl « bl bos, we 48 128 102
Total payments :: co o o5 ww s 925 1,083 1,206
BALANCE 55 s o 5pa sl 55 pijy Gl 354 70 —186

Including this deficit, pending commitments at the end
of the year will amount to approximately 757 million dollars.
[t might be said that, at this figure, these foreign commit-
nients are not unduly burdensome, having regard to the
country’s economic potential. But it is not so much the
amount that is disturbing as the prompt and short-term natu-
re of these obligations, at a time when the balance of
payments is already in deficit. The following are the per-
t'rent figures:



PENDING FOREIGN PAYMENTS COMMITMENTS
Millions of

dollars

Credit availments under bilateral trade agreements 233
Debt in respect of deferred-payment imports .. e 409
Owing to Export-Import Bank .. .. .. .. .. .. .0 o0 o 57
(Sundry items .. .. .. o el e en e ee e el ee 58
Total .. 757

These commitments are payable as follows:
Millions of

Years dollars
BOB6 151 b oV 45 L3N i) s Aok 260
FOBT wts Lan boan JAnjdatiaret el o 173
19580 i it Wil 145
{5140 10 [PTMREU RIS L SUERRR-TE spupty g s CRApy S &) SEESRRPOR STREN S5 e 104
19605 andi Jater, . aid e imtitatys dirngtse Seivt oo oo 5y 5

In addition to these commitments, there are arrears of
financial services, the transfer of which has been promised
by the State, and which amount to approximately 2,000 mil-
lion pesos, of which, however, some part may have been
re-invested.

Against these foreign obligations calling for immediate
or comparatively short-term payment, the country’s monetary

(arves in gold and foreign exchange amount to only 450
«_.ion dollars, of which 360 million are in gold and the
rest in foreign exchange. This, undoubtedly, is a small sum
relative to the country’s needs, and one has to go back many
years to find a monetary reserve position of similarly re-
duced proportions, if we except the exiguous level touched
in 1952.

At the end of the war, the country’s monetary reserves

had risen to the equivalent of 1,682 million dollars (1946).
The heavy recession denoted by the current figures is due
not only to the deficit in the balance of payments and to
the repatriation of foreign capital, but also to the fact that
the reserves have hbeen deprived of approximately 150
million dollars which the Central Bank found it necessary
to disburse as a consequence of the interruption of the
country’s foreign payments in 1949. Ever since the mora-
torium on the foreign debt caused by the crisis of 1890,
the country had punctually and regularly complied with its
foreign obligations. Argentina’s credit placed it in the fore-
£t of nations, in respect both of public and private finan-
et Operations. This enviable reputation, maintained at great
sacrifice during the world depression, was abruptly destroy-
ed, however, by the country’s sudden failure to comply
with its obligations under documentary credits opened by
banks abroad in favour of those of this country in order
to assist import trade operations.

Since then, Argentina has been deprived of this source of
credit, and the Central Bank was under the necessity of
placing considerable sums at the disposal of fthe local
banks—estimated at 150 million dollars—in order to enable
them to supply their clients with the means for the advance
payment of their imports. We thus find a peculiar situation:
on the one hand, costly deferred-payment import operations
are effected, and on the other the country has had to pay in
advance for other imports to the detriment of its diminished
monetary reserves. .

Deferred-payment imports, in addition to contributing
heavily to the burdensome accumulation of foreign com-
mitments, have involved a substantial surcharge in the prices
which the country has had to pay for such supplies pur-

chased abroad. Bilateral agreements have had a similar effect.
These agreements, by segregating trade into watertight com-
partments, have, not infrequently, resulted in prices bearing
little relation to those ruling on the international market.
This element of price distortion is less marked in the case
of export produce, now that the conditions of scarcity
ruling some years ago have disappeared, but it appears to
be appreciable as regards import prices. It is estimated that,
due to these two factors, import prices have been increased
by a margin of at least 20 per cent. Thus the terms of
trade, which had deteriorated owing to international factors
beyond the country’s control, have been rendered still more
adverse by a series of practices which have had the effect
of seriously weakening Argentina’s foreign bargaining
position.

Factors Leading to the Exchange Crisis

The three main factors that have led to the precarious
foreign exchange situation in which the country is placed
are: 1) a considerable reduction in exports and the deterior-
ation of the terms of trade; 2) the orientation of the indus-
trialisation policy, and 3) the heavy increase in oil imports
necessitated by the country’s failure to take full advantage
of its resources in this respect.

So far as exports are concerned, Argentina is suffering
the consequences of an economic policy which has discour-
aged agricultural production generally and also failed to
develop an export trade in manufactured goods.

As is well-known, the exchange and price policies depri-
ved the Argentine “camp’ of the incentives and resources
indispensable for its technical development, both as regards
the machinery and equipment needed to increase output
per worker and methods designed to increase yield per hec-
tare- The result is seen in an aggravation of the technical
backwardness of the country’s agricultural and pastoral farm-
ing production, on which visiting foreign experts, after
studying conditions ruling here in relation to those obtaining
in other countries comparable with Argentina, have com-
mented.

Actually, in the planning of the country’s economic policy
since the end of the war, a fact of vital significance has
been overlooked, namely, that the earlier development stage
when production could be rapidly expanded, through
the simple expedient of taking in new land, had long since
passed. With the passing of that stage, a new and more
systematic effort became necessary to meet the exigencies
of the next and considerably more complex stage, in order
to ensure a substantial and sustained increase in producti-
vity. This called for the combined intervention of three fac-
tors: 1) the technical waction of the State; 2) the en-
couragement of producers, and 3) the resources which the
latter required to enable them substantially to expand in-
vestment on a scale commensurate with technical progress.

The following figures will suffice to give an idea of the
consequences of this policy. The physical volume of Ar-
gentine exports during the past five years—1950-54— is
barely 64 per cent. of that for the five years immediately
preceding the second world war. If the figures are calcula-
ted on a “per capita” basis, it is found that in recent years
the share of each inhabitant in the export trade is only half
what it was in the pre-war period.

Tt is a well-established principle of economic develop-
ment that technical progress in agriculture is the essential
basis for industrialisation in the Latin American countries,
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for two compelling reasons. In the first place technical
progress, by increasing productivity, renders possible a bet-
ter employment of labour and thus enables an increasing
proportion of the annual increment of the labour force to
be absorbed into industry and other activities. In the se-
cond place, the higher level of farm incomes results in an
expansion of the internal market for the products of indus-
try. One of the most serious errors in Argentina’s economic
policy has consisted in ignoring this close bond between in-
dustrial growth—which is an indispensable requisite for
economic development—and the technical progress of agri-
culture. Argentine farming enterprise has been provided
neither with the necessary incentives nor with the resources
required for its technical development, and it has also been
deprived of the labour which could only have been released
through an enhanced productivity. In this way an attempt
has been made to intensify the vigorous rate of growth al-
ready attained by the industrialisation process since the
second world war, without broadening its basis or adjusting
its structure to the demands of development, and, at the same
time, entirely neglecting the support of the rural production
sector, which, however, was indispensable for the industrial-
isation programme.

It must be admitted, in all fairness, that steps were later
taken to rectify the error, although not to the extent, nor
with the resolution required for effectively repairing the
damage done to the production sector. It is thus necessary
to restore the balance between agriculture and industry,
and the complementary nature of their respective functions,
so that both may contribute with maximum efficiency to
the rehabilitation of Argentina’s economy and the speeding
up of its rate of development.

A Mistaken Industrial Development Policy

But these are not the only reasons why the foundations of
Argentine industrialisation have been rendered precarious-
It was of course essential that the process should be shaped
towards ensuring a diminution of the traditional vulnerabili-
ty of the country’s economy to foreign factors. Argentina had
previously completed the first stage of the industrialisation
process, this consisting of the comparatively simple substi-
tution, throngh local manufacture, of its earlier imports of
consumer goods. It then became necessary to face the prob-
lem of substituting a number of basic imports, and the
production on an economic basis of essential raw materials.

An eminent Argentine citizen, General Savio, had alrea-
dy drawn up a plan, prior to the second world war, for the
establishment of a steel industry. Unfortunately, the com-
mencement of this project has been delayed until compa-
ratively recently and in order to carry it out a foreign loan
has had to be sought. I am far from believing that this
loan is disadvantageous, but I cannot refrain from pointing
out that if, some years ago, the plan had been financed
by the use of the resources that were absorbed by certain
repatriation operations, the country would to-day have its
steel industry, and the ancillary enterprises, enabling it the
better to endure the vicissitudes to which the factors of in-
stability affecting its foreign trade economy have given rise.

The same applies to certain basic chemical industries,
newsprint, pulp, and other primary lines, in which action
has been tardv, dilatory and inadequate. _

These deficiencies characterising the development of the
industrialisation process have contributed to the foreign pay-
ments difficulties by which the Argentine economy is at pre-
sent afflicted. i

Petroleum

The third contributory factor responsible for this situation
has been the slow rate of expansion of petroleum production
relative to the considerable growth of national consumption.
Imports of oil and coal have come to absorb almost one
fifth of the value of the total imports in the past five years,
whereas the proportion was only one tenth prior to the
war. The participation of imported fuel in’ the country’s total
power consumption rose from 39 per cent. in pre-war years
to 49 per cent. in the past quiquennium-

The deficit in fuel production has thus accentuated the
vulnerability of the Argentine economy to international in-
fluences. R :

The Power Problem

To this growing dependence on foreign oil supplies must
be added the electric power crisis which the country is ex-
periencing, the gravity of which has been growing from year
to year. The two problems are closely related, in as much as a
high proportion of the electric power is generated by means
of petroleum products, and a very high proportion of the
power-houses using the laiter are centred in the Littoral prov-
inces. The most acute aspect of this problem occurs in
Greater Buenos Aires. where some 70 per cent. of the
country’s electricity is consumed and where the deficiency
in the power supply has led, among other effects, to ser’
obstacles to the development and efficiency of production.
The installed capacity for public use is some 840,000
kWs., and it is estimated that some 300,000 more are re-
quired to meet the unsatisfied demand and provide an
efficient service. Of those 300,000 kWs. of unsatisfied de-
mand in Greater Buenos Aires, some 150,000 would be re-
quired immediately to meet the needs of production while
maintaining the present restrictions on the use of electric
current in other sectors of consumption. These increases
do not allow for any reserve, thus violating all technical
rules.

Unfortunately, the San Nicolds power plant will not pro-
vide any immediate relief, for although it is estimated that its
equipment will be fully installed by April, 1956, owing to
the failure to provide in time for the necessary transmis-
sion connections, it is unlikely that the 200,000 kWs. which
it is intended to assign to the consumption of Greater
Buenos Aires will be available before mid-1957, at the very
earliest. 1}

In the interval, however, the demand will have increased
still further, for which reason there are no grounds for
hope of any appreciable relief from the present electricity
consumption restrictions which are acting .as a brake on
economic activity.

Deficiencies in the electric power .supply also exist in
various cities in other parts of the country, but the solution,
in general, is less difficult in such cases in view of the
various projects that are in course of execution; this will
render possible the installation of some of the new in-
dustries which the country must establish in order to im-
prove its foreign payments position.

Summarising, it may be said that the State has not
effected the investments indispensably required to provide
the country with the power supplies requisite for its eco-
nomic growth; neither have conditions been created to indu-
ce private enterprise to do so; moreover. it has failed to
undertake—in maiy ‘instances of critical importance—a com-
plete technical study of these problems, with the consequent
considerable delay in devising the pertinent solutions.



Decapitalisation of the Transport System

The formidable difficulties which the country has been
experiencing in the matter of transport are common know-
ledge. The railways are decapitalised; they are 25 years in
arrears as regards rolling-stock renewals, and even more in
the case of the permanent way. To give an idea of the extent
of this decapitalisation, it will be sufficient to point out that
technical experts regard as a matter of urgent necessity the
implementation of a programme of renewals at a total cost
of 22,000 million pesos, this including 1,400 million dollars
for imported material.

The deficiencies in the Argentine transport system date
from many years ago and, as is public knowledge, are not
confined to the equipment factor. The antiquated manage-
ment of the British companies has been succeeded by the
impressive inefficiency of the State administration; but this
is a Jmatter for study. We need only recall here that the
railway nationalisation arrangement adopted was not the
only one available. The archives of the Central Bank must
contain documents relating to other solutions which, if adopt-
ed, would have enabled the country to secure immediate
control of the railways against a cash payment of only part
of their cost and the remainder of the resources arising
from the accumulation of blocked sterling during the war
could have been used for the renewal of equipment. If such
% nolicy had been followed the Argentine railways would

“low undoubtedly be in much better shape for serving the
interests 'of the national economy.

If we add to the foregoing the insufficiency of num-
bers and the obsolescence of the motor lorries in service, it
will readily be appreciated why the transporting of the pro-
ducts of the soil to the ports and centres of consumption has
been a preblem of increasing gravity.

In addition to the problem of renewals, there exists in the
management of the country’s transport system—both as re-
gards the railways and the urban transport services of the
city of Buenos Aires—a considerable deficit, estimated, for
the current year, at 3,500 million pesos, of which 2,000
million is accounted for by the financial deficit and 1,500
million by the additional deficit which would arise if amor-
tisation charges were calculated on the basis of replacement
prices, and not of historical cost.

The experts who have been consulted consider that, on
the basis of the present tariffs and organisation of the
¢ “Uhsport system, and if the renewals programme to which
(“rcierence is made above were carried out in its entirety, it
would require 15 years to eliminate the annual deficit by
means of the revenue proceeds of the system alone.

Deficient Utilisation of Productive Resources

It is apparent from the general picture of the situation
as regards agricultural production, industrialisation, petro-
leum, power, the transport system, and the wellknown
housing deficit, that the country has failed to employ its
resources judiciously, nor has foreign credit been used for
productive purposes in order to lessen the vulnerability of
the economy to international influences and so create the
most favourable conditions for accelerating the rate of eco-
nomic growth and sccial progress. Furthermore, in the meas-
ure that the utilisation of those resources has raised the
rate of capital per person employed, the downward trend
of productivity has largely cancelled out the favourable
effects which might otherwise have been expected from this
increase in the rate of capital per man.

At the end of the war, the country was in need of con-
siderable capital, for to the exiguous imports of machinery
and equipment during its duration was added a back-log
of unsatisfied needs from the years of the world crisis. These
combined needs were not met in the measure and form
required by Argentine development. Actually, a considerable
portion of the resources in gold and forcign exchange accu-
mulated during the war, and the considerable capital influx
which occurred after hostilities ceased, thanks to the great
improvement in the terms of trade, was devoted to the repa-
triation of investments of foreign capital already existing in
Fhe country, instead of employing it for the expansion of
Investment.

If we except the case of the railways, in which the accumu-
lation of blocked sterling made it possible to fulfil a na-
tional aspiration of long standing, these repatriation oper-
ations were premature. It would seem that in certain sectors
of public opinion sentiment prevailed over reason, usually
a highly dangerous proceeding in economic affairs. Resonr.
ces held abroad were thus employed in acquiring capital
already in the country, while agriculture, transport, and
power production lacked the machinery and equipment
indispensably necessary for their normal development.

The repatriation of foreign investments coincided with
the adoption of a hostile attitude towards the idea of foreizn
loans. Events, however, have led the country into more
undesirable forms of foreign indebtedness, as has already
been seen. The amount involved in the repatriation oper-
ations, including the railways, was 764 million dollars.
In general these were old commitments, amortisable at a
slow rate and with a comparatively low interest rate- The
757 million dollars of foreign obligations which the country
has accumulated through the operation of bilateral agree-
ments and deferred-payment imports, on the other hand,
require immediate or comparatively short-term repayment,
as already pointed out, and the interest rate in such cases
is not usually moderate, quite apart from any consideration
relating to the exceedingly high prices which the country

has had to pay for the goods imported under such credit
facilities.

III . State Intervention and Inflation

State Intervention in Economic Activities

Excessive and inefficient State intervention has seriously
disrupted the Argentine economic system to the detriment
of its efficiency, and, combined with inflation, has given
rise to activities yielding inordinate profits, which con-
trast with the aims and purposes of social policy. State inter-
vention is undoubtedly necessary to accelerate the rate of
development and direct it towards the fulfilment of social
objectives, but there are two types of intervention—under
one, the State seeks to rule the conduct of individuals in
the economic process, as has occurred in this country
during the period under review, while, under the other, the
State assists economic development by efficiently manipul-
ating the main controls of the system through its fiscal
policy, its policy relating to exchange, credit, Customs du-
ties, the investment policy, and the Government’s technical
intervention, all combining to create the basic conditions
and the stimuli and incentives required by private economic
enterprise for its maximum functional efficiency, and direct-
ing it towards the attainment of certain fundamental objec-
tives of economic development.
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It frequently happens that when the State engages in the
first-mentioned type of intervention, it ends by erring in its
handling of the principal controls, and instead of providing
guidance and incentives, leaves the economy adrift, disrupted
by the vagueness, the inconsistencies and the improvidence
of an intervention that finally defeats its own purposes.

The control of the import trade by means of exchange
permits; the control of prices to check the consequences of
inflation; the regulation of domestic and foreign financial
movement; provisions which hinder the free action of the
factors of production in the economic activities of both the
urban and rural sectors, and other forms of intervention
which have led the State into engaging in commerce and
industry, have perverted private economic activity by bu-
reaucratic excess and encouraged certain propensities which
have gravely disrupted the sound development of the eco-
nomy and the Administration. It is not the State, imper-
sonal, infallible and omniscient that makes and carries out
decisions of significance for the economy, but ordinary
human beings who, when exercising their functions in the
field of private activity, assume considerable discretionary
powers which transcend the purely economic sphere.

The granting of exchange permits at rates far removed
from reality on the official market, and of authorisations to
import “without use of exchange”, has resulted in substantial
profits for the beneficiaries of those permits and authoris-
ations. Apart from the obvious implications of this fact, the
effects thereof on the functioning of the economic system
have been extremely grave, tending, as they have, to divert
endeavour towards that type of easy business to the detriment
of productive employment and of the efficiency and increased
productivity of the latter, which constitute the essential jus-
tification of the profit motive in economic activities. Those
evils have been further aggravated by ihe consequences of
inflation, which produced its own arbitrary effects on the
distribution of income.

Responsibility for the decline in productivity which has
occurred in the Argentine economy is frequently attributed
exclusively to the workers. This is undoubtedly a one-sided
explanation, since the easy profits which inflation has offered
in past years to vast sectors of business management, and
those which, until recently, certain groups obtained through
the official regulations in question, have discouraged attempts
to improve productivity or reduce costs.

To the indirect responsibility which pertains to the State
for this decline in productivity must be added the direct
responsibility attaching to its own Administration. It is no
secret that a considerable expansion has occurred in State
expenditure; until a thorough study of this matter has been
effected, suffice it to say that in 1954 public expenditure
throughout the country absorbed the high proportion of 22
per cent. of the gross national income, without taking into
account the deficit of State trading agencies and public
utilities, a figure this which would be appreciably increased
if wages and salaries were to be raised in those divisions of
the Administration where sub-normal earnings have been
the rule. It is well-known that there is a substantial number
of redundant employees in the Administration, which,
precisely, is one of the reasons why an adjustment in the
remuneration of Government employees and workers has
not been feasible.

It is estimated that of the 48,000 persons working in the
Buenos Aires transport system at least 15 per cent. could
be dispensed with. Some 200,000 persons work on: the
railways, and it is calculated that ten per cent. of that figure

represents employees engaged in yvears of maximum activity
who have retained their jobs although their services are not
now indispensable. Similarly, there appears to be redundant
personnel in the “frigorificos,” which is one of the factors
rendering necessary a State subsidy of approximately 470
million pesos per annum in this industry.

In the field of strictly private activity numerous cases
could be cited, but it will suffice to mention in this report
the obvious example of the building trades. While the housing
shortage has become increasingly acute, it appears that the
number of working hours required for each square metre of
covered area has been almost doubled. Thus, if it were pos-
sible to return to previous productivity levels, dwelling-house
construction could be substantially increased, although some
difficulties relating to supplies of building materials might
occur, complicating, but hardly preventing, a solution of
the problem.

It is not intended to imply that the productivity problem
could be solved, either in the official Administration or in
private enterprise, by the simple expedient of resorting to
mass dismissals; it will be explained in due course why
this is far from being the solution, whether considered from
an economic standpoint or because of its social implications-

Inflation

Inflation in Argentina is also a consequence of misdirec
State intervention in the country’s economic life. The 1o
factors which have given rise to it are a consequence of the
form that State intervention has taken.

One of these factors is monetary in character; the other
pertains to the policy for wage arl B3 ‘

As regards the monetary factor, the mordinate expansion
of the money supply is attributable mainly to the deficits
accruing from the State’s trading operations in farm pro-

e

ducts and irom losses on the transport_ wgg;r.lrﬁ-ia~§i‘s.(ghwgggﬂl
the manner in 4whlgg_“moytggggwqperatlons are financed.
The combination of these three factors will involve in 1955
an increase of approximately 9,700 million pesos in the

money supply, the break-down of which is as follows:

1954 1955

(Millions of pesos)

Deficit in grain operations 4,500 3,500

Deficit in transports(1) .. .. .. 1,600 2,000
Financing of mortgage operations .. ., 3,800 4,207
Totals .. 9,900 9,700™

It is common knowledge that the deficit in grain operations
arises from the fact that the State paid the producers prices
apparently higher than those obtained by the sale of their
produce on the international market, but this was exclusively
due to the over-valued rate of exchange applicable to exports;
the average of these rates is approximately 7.45 pesos per
dollar, which obviously bears no relation to present-day,
exchange reality although this does not necessarily imply
that the quotation of approximately 30 pesos to the dollar
ruling on the clandestine market is a true reflection of the
reality of the matter.

It would appear that the reluctance of the authorities in
the past to adjust the exchange rates to a more realistic level

(1) This does not include 1,500 million pesos in respect of pro-
visions for renewals on the basis of replacement prices, as explained
in the text.
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has been inspired by the essentially commendable purpose
of safeguarding prices from further inflationary pressure.
But it will be seen, on closer scrutiny, that a rise in prices
has not been averted, in as much as when the Central Bank
issues currency to cover the deficit in the official grain
‘operdtions this jincreased monetary pressure mecessarily
leads to higher prices.

The transport deficit produces the same monetary effects,
and a similar result is brought about by the financing of
mortgage credit operations, W which must now be effected
by means of Central Bank issues, after destroying the for-
mer Cédulas Hi lipotecarias system which proved so beneficial
for the country during its application over a period of more
than half a century. In addition to these inflationary factors,
credit has also been expanded for purposes of private invest-
ments. During the whole of 1954, means of payment created
totalled 13,714 million pesos, of which 4,832 million were
absorbed, leaving a net increase of 8,882 million.

It may be remarked that the Administration’s budget has
not had a direct inflationary influence, due to the fact that
the placing of bonds has been directed to the Pension Funds,
as a means of ensuring monetary equilibrium. This does not
imply, however, that such a method of financing does not
create a serious problem, for, by devoting the very consider-
able savings represented by the Pension Funds revenue to

sernment expenditure, of which only a part is capital
tmpendlture the remainder being used to cover the Budget
deficit, such savings are being mis-used-

As this report is not concerned with the detailed study
of financial and monetary aspects, which will have a place
in another document, it will be sufficient to point out that
the bonds thus issued account for a considerable portion of
the total of 47,000 million pesos which the national consoli-

dated public debt has reached, to which must be added .

28,000 million pesos of official indebtedness to the banking
system on various counts, chief among them heing the I.A.P.I-
indebtedness. Thus the total public consolidated and floating
debt may be estimated at an approximate minimum of 70,000
million pesos, against 9,000 million at the end of 1945.
The remaining inflationary factor, as has already been
remarked. derives from all-round increases in wages and

salaries. If these increases are not accompanied by enhanced
productivity, or absorbed by profits, they are immediately
reflected in higher prices. This has occurred in respect of the
7Y eases granted in March, 1954, amounting to an average
o§520 | per_cent. for industry and 16 per cent. for commerce.
They were no sooner granted than the upward trend of
prices was resumed with . the result that, in the interval,
pﬁlfg_@_mgm .20 _per cent., a result to ‘which’ tﬁéﬂm“ﬁér
inflationary factors mentioned have also no doubt contrib-
uted.

It is not intended to suggest that all social sectors are
back where they were before the general increases were
granted. The figures issued by the National Statistical Ser-
vice actually show that on the average reckoning for indus-
trial workers, real wages have been maintained despite the
higher prices; according to the same Statistical Service this
appears to Pe’ parﬂy due to higher productivity and partly to
the effect of an increase in hours worked, which latter had
previously declined to an abnormally low level. -

Nevertheless, it can hardly be assumed that these con-
ditions have also characterised other sectors of employment.
In the case of Government employees, for instance, real
wages must have fallen to the full extent of the rise in prices,
as there increases In wages and salaries have been orly

\

partial. Actually, the case of the industrial workers is char-
acterised by special features; whereas real per capita income
for.the whole country.has xisen by 3.5 per_cent. in the past
ten years, the real income of industrial labour has risen in
the same period by 47 per cent., or by 37 per cent if penswn
fund contributions are allowed for. If a numerical y impor-
tant sector of the populatlon has been able to increase its real
income to such an extent in face of an insignificant expansion
of the average income per inhabitant, it is clear that the
average income of other sectors of the community must
have suffered a reduction. These are the sectors that have
been “left behind” in the inflationary race, comprising rural

roducers and numerically Jimportant groups of middle-class
e AR R s
workers in particular.

However, in order to reach a clear understanding of the
social consequences of this trend and of the changes pro-
duced by the redistribution of income process which it has
involved, a very detailed analysis would be n=cessary.
Nothing of the kind has yet been effected in this country
although such a study is necessary in order to serve as a
guide in directing the anti-inflationary policy and the adjust-
ments which will be necessary to ensure that such a policy
be established on firm foundations.

I consider it necessary further to clarify my point of '
view in this matter: formerly the proportion of the Argentine
national income accounted for by wages and salaries was
comparatively low. Thus in 1945 it amounted to 46.7 per
cent., and in 1954 it reached 59.6 per cent., including pen-
sion fund contributions, thus approaching the level attained
in advanced nations such as the United States, where wages
and salaries account for 69 per cent. of the total income.

There has, therefore, been a net improvement in the par-
ticipation in the national income of that sector of the popu-
lation comprising workers and employees, a trend this which
has also occurred in other countries as an outcome of econo-
mic development.

The nature of this process is well-known. As productivity
increases, an increasing part of the increment is transferred
to the working classes, both through forces which act spon-
taneously and through the operation of taxation and the
influence of the trade unions, and this is of decisive import-

ance in remedying the distributive defects of the capitalistic

system when it functions with a full sense of its collective
responsibility.

Unfortunately, the manner in which this phenomenon has
occurred in Argentina has given rise to serious problems.
In the first place, the higher participation in the total income
represented by wages and salaries has not been accompanied
by an increase in the average productivity per inhabitant,
for it has been shown that the average income advanced by
barely 3.5 per cent- in ten years. The higher participation. of.
wages and salaries noted, therefore, has been achieved mainly
at the expense of the income of rural producers, with the
grave consequences arising therefrom, as also at the cost of
a serious decapitalisation process, especially as affecting
the transport system and agriculture itself. Secondly, although
the wages and salaries aggregate denoted an increased par-

ticipation in the national income, there is evidence of con-
siderable_disparity. between.the yarious employment groups

which 1 it_comprises.

Tt is to be hoped that this social process will continue,
but also, instead of disrupting the dynamic forces of the
Argentine economy, that it may contribute towards a greater
efficiency in its operation, promoting a greater increase in

e w
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productivity and a more substantial expansion of real inco-
me. This is an essential condition for the solution of the
problem of the equitable distribution of income.

SECOND PART
Immediate Solutions

A Preliminary Assessment

1. The grave problems with which the country is faced
in the economic field require two types of measures—those
of an immediate order, designed to alleviate the present
precarious situation and impart a timely stimulus to the
operation of the economic forces, and long-term measures,
which must follow the first in order to correct the structural
defects of the economy and restore the free interplay of
its dynamic forces.

In this report the most urgent measures of an immediate
order are suggested, and mention is made of others that are
under study. As regards long-term measures, these will be
incorporated in a recovery programme which will have to
be drawn up with the least possible delay.

2. The immediate measures are urgent. In the first place,
_strong incentives must be provided for farming production,
“Substantially raisine prices by modifying the artificiall
over-valued exchange rates and thus enabling this sector
of the economy to restore its present diminished capitalisa-
tion capacity; moreover, it must be al o_impor
the production goods it needs and which national industry
cannot supply on suitable terms.

It is not sufficient merely to seek to expand in this way
the export possibilities of the traditional products. Tt is
indispensable to encourage new exports, especially of man-
ufactured goods:/This is one of the ends which the re-
establishment of a free exchange market is intended to
serve, a market through which exvorters of such articles
may sell the exchanee they create without let or hindrance.
Another motive underlying the establishment of the free
exchange market ‘is to begin in this way to work progres-
sively towards the eventual liberalisation of exchange.

3. The free market will serve, on the other hand, for the
urgent importation .of capital coods and their spares. In
T production goods intended for farming activities,
there are other indispensable imports which are urgently
needed to relieve conditions of acute difficulty in other
sectors of economic activity, especially transport and elec-
tric_power Imports of motor-cars have been effected of
late through the clandestine market, which is to be substi-
tuted by a free market. For the time being, however, it will -
be imperative severely to limit such imports in order that
prodiiction goods may be introduced.

4. Tt is not to be expected, however, that it will be pos-
sible for all the capital goods that are urgently required
to be imported through the free market. Recourse to forei
credit will thus become a matter of indispensable necessity.

5. In this connection, the il industry constitutes a very
special instance of ureently needed cavital equipment:
Accqrding. to the experts, for L‘_‘)S:{S&P_t,he cggxwg);}_ oil pro-
duction will total 5.3 million cub’c metres, including natural
gas, and, if al] the appropriate and necessary measures are

i - .
figure which is conservatively put at some 10 million cubic,
metres, from known reserves and with a normal drilling

programme.
The solution of the present serious problem of oil

sup-
Wies rest transport_rather_than in roduct’loﬁ:ﬂ%

achieve it, the building of pipelines for oil and gas and
other investments will be necessary. At the same time, the
planning of the expansion of future production through
new prospecting and drilling operations should be under-
taken. Such operations will call for very heavy investment,
over and above the normal expenditure demanded by current
production, of the order of 200 million dollars for jgp%gllggl
1

. &

equipment _and 3,000 million pesos of local expenditure.
mmtion envisaged would afford
a_saving in foreign exchange possibly exceeding 100 million
dollars per annum. To the extent that it may not be possible
to arrange credit financing on satisfactory terms for the
dollar part of the investment, recourse to the use of the
monetary reserves would be justified for purchasing such
equipment abroad, provided the technical and economic
validity of such projects, and that of the estimates on which
they are based, is fully vouched for.

6. All this requires that steps be taken without delay.
In another order of ideas, a start could be made on the
progressive dismantling of the mechanism of State interven-
tion. In addition to the move towards a liberalisation
exchange, it would be advisable to take immediately certatn
steps, of a similar kind, as applying to prices and other
related matters with a view to giving the factors of pro-
duction, especially in the agrarian sector, a greater fluidity.

7. In addition to credit expansion there is another infla-
tionary factor, as has already been said: rising wages and
salaries. There is no_doubt that the adjustment of the ex-
change rates will cause prices to rise, but everything points
to the fact that the increase will be moderate. If, in order:
to compensate it, general adjustments of wages and salaries.
were to be made, the cost and price spiral would again be’
put in motion. The stimulus to agrarian production would:
thus disappear, and further monetary devaluation would be
inevitable. Such disturbing effects must be avoided at all
cost, but it is not possible to_ignore the situation of certain |
aroups of workers and employees whose remuneration has -
not hitherto been adequately adjusted in line with the r%'é‘ﬁ‘t},
of the present situation. In these cases it will be necessonv:

: o f3 n
and advisable to effect a moderate revision of the rate .
remuneration. On the other hand. the elimination of re-:

straints affecting production and distributﬁ;{qgg;&ﬁggmwjth
fnoreased productiviy, should absorhpart of the devalua:
tion impact, thereby ensuring that its full incidence will
not be tratisferred to prices to the detriment of real wages.
8. It will also be necessary to take immediate steps to
circumscribe inflationary pressure until it can be checked
and eliminated. On the monetary side, the modification of
the exchange rates, in addition to permitting higher prices.
will eliminate the cause of the deficit in the commercial
disposal of agricultural and pastoral produce; as regards
the expansion of credit for mortgage operations, this could
he_covered to_a considerable extent by means o %ﬁnbmon §
which the new Pension Funds will issue, although this method
might lead to a temporary increase in the inflationary pres-
sure. There remains_the deficit in _the transport s¥stem, and
the expansion that will be caused by indispensable invest-

ment, This may be offset, however, by the normal absorp-

%
b
&
%
e
-

taken in the interval, this could be raised by 1958-59 to a tégp_/fggigz%mgglgﬂy_. in the form of hlghigfagmgs, and by
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the increase in the currency needs of the public. From a
monetary point of view, therefore, the inflationary process
could be stayed by the adoption of a firm policy, which,
however, should not be a deflationary policy. It is possible,
by means of certain measures, to put an end to monetary
inflation without the action taken leading to a contraction
of economic activity or causing unemployment.

It will not be possible entirely to prevent price increases
arising from the modification of the exchange rates, in as
much as it is indispensable to encourage agrarian production
by transferring to it part of the real income of the other
sectors of the economy. But it will be necessary to ensure
that this burden is fairly distributed; and, above all, it
will be essential that all high income groups shall share in
the sacrifices which the programme of national economic
recovery will entail.

9. The immediate measures having been applied, it will
then be necessary to draw up the economic recovery pro-
eramme. An estimate must be made of the investment re-
quired in order to raise agrarian production to a high level
of efficiency, without which any programme of economic
recovery must fail. Estimates will also have to be made
of the investment needed for the renewal of transport equip-

ment and the elimination of the deficit_on t ion,
of the services; for the solution of the electric power deficit

i the provision of the normal needs of the consumer
demand in this respect; for relieving pressure on the foreign
payments position, through the substitution of imported
0ods by local manufactures, and generally to improve pro-
ductivity standards, creating the conditions and the neces-
sary incentives for an acceleration of the country’s economic
development and the progressive correction of its vulnera-
bility to foreign economic influences. As these steps produce

the desired results, a_yast plan_of dwelling:-house construc-
tion will have to be developed, in order to combat the grave
crisis affecting housing in Argentina.

It should not be supposed that Argentina will be able
to undertake this massive task of investment with her own
resources. The prospect, of upwards of a decade ago, that
because of the considerable degree of economic maturity
attained then, the country might soon be in a position of
relative independence of foreign capital, has again receded,
probably for a good many years.

siioreign capital has been a controversial subject in Ar-
Alsdna, and it is advisable that public opinion should be
enlightened as to its role. In order rapidly to overcome the
present crisis affecting the country’s economic development,
foreign loans and capital investment are required. If it is
desired to avoid recourse to such outside aid, the country
will have to resign itself to the indefinite continuance of
its present precarious condition. Such is the nature—and
the magnitude—of the problem and it cannot be modified.

If the country elects the first of these alternatives, it will

haye to create favourable conditions for the influx of foreign

capital, starting by curbing inflation and_taking seyere
_measures to acﬁileve equilibrium in the balance of payments.

e

In this way it will be in.a position to negotiate loans
with honour and dignity, avoiding onerous private financial
arrangements incompatible with national prestige, and
attracting spontaneous investment requiring no special priv-
ileges. International confidence in Argentina’s possibilities
is returning, and a sound programme of rehabilitation,
firmly enforced, will contribute to its consolidation.
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Exchange Readjustment and Export Incentive

It is a matter of urgency to put an end to the fictitious
and distorting over-valuation of the Argentine currency.
Inflation has already caused it to lose a considerable part
of its domestic purchasing power and it is imperative that
its external value be correspondingly adjusted by modifying
the export exchange rates. The necessary study for that
purpose has already been made with a view to ascertaining

the level to which those rates should be adjusted. It would,

not be wise to raise all agricultural prices to an extent
commensurate with .t}%_gj.ncr.ease 171\1113,8,‘,@2(&!13%&!,%@% with-
out leaving a margin within which those prices may gra-
dually rise to the extent that internal costs may rise. In the
meantime this margin

might provide resources for a Fund,
the proceeds of which could be used to finance part of ﬂ;e 5
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This adjustment of the exchange rates will serve a double
purpose. On the one hand it will serve to eliminate the
deficit in the grain operations and on the other it will raise
the prices paid to agricultural producers, giving the latter
the necessary incentive for a rapid increase in production,
and making available to them the necessary means for
promoting the technical improvement of production methods.
The exchange adjustment will undoubtedly have certain
repercussions on domestic prices, a matter this which will
be dealt with later.

The proposed measure (modification of the export ex-
change rates) should be accompanied by others designed
to prevent the evasion of exchange, which appears to have
attained considerable proportions. This can be remedied by
establishing the amount of the exchange to be delivered to
the State per unit of each product shipped, leaving exporters
free to dispose of the remainder in a free exchange market;
all exporters will thus be placed on an equal footing for
the fulfilment of the provisions relating to the delivery
of foreign exchange.

This, of course, involves the_establishment of a free ex-

change_market for_the ,_gggest[ig;gd._@iﬁffi;ég{ééﬁfi{ﬁji@é@’&}

and from foreign countries, and the elimination of clan-
destine operations which, otherwise, it is absolutely impos-
sible to prevent; nor would there be any advantage in
attempting to do so. In this way, together with the Official
Exchange Market, which must continue to be subject to
control pending a substantial improvement in the balance
of payments situation, there will be a F'ree Market in which,

v

in addition to financial transactions, it will be possible to !

effect certain export and import operations. !
Regarding financial transactions, the country, as mention-
ed elsewhere, has accumulated obligations relating to private
financial service remittances for previous years which it
has not been possible to transfer owing to the impecunious
condition of the balance of payments; the Free Market will
render possible these remittances, but this sh Q{l,lamggirz@
done in a_gradual manner, for the : sudden wholesale transfer
of these commitments might have unsettling consequences
which it is advisable to avoid. Meanwhile, current financial
services, as well as the transfer of f unds actually in existence,
between accounts of foreign holders, may be effected with.

ut the need for special permission and without limitation.
- It has airead};w Beeﬁ\é;p%ifggaﬂﬂmt a comparatively small
part of the exchange created by exports may: be sold on
the Free Market, in order to prevent evasions. This concerns
exports of traditional products but, there are, in addition,

many articles which the country is in a position to -export,
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or the export of which could be expanded, especially in
the field of industrial products,

This does not refer entirely to new export trade lines:
the list includes products which have been exported in the
past, and the overseas sale of which might be stimulated by
means of the higher rates of exchange. Exchange control
as applying to these exports in the Official Market might
prove difficult and cumbersome, but this will be avoided
if exporters are permitted to dispose of their exchange,
without restriction, on the Free Market. The higher quota-
tions ruling for foreign currencies in_that market would
serve as_an_ incentive to intensify production and exports;
but, so long as exchange is in short supply for imports of
raw materials, it would be advisable to eliminate from the

™ new system those articles in which imported raw materials
account for a substantial part of their value.

Equilibrium of the Balance of Payments

In addition to the element of export incentive which these
measures involve, they will also undoubtedly encourage
the investment of private foreign capital, and prompt the
return of Argentine funds invested abroad, especially when
events have proved that the Government is determined firmly
to enforce the measures which the present situation requires,
thus strengthening foreign financial confidence in this
country.

The equilibrium of the balance of payments will not be
attained by those means alone. It _will also be necessary
firmly to limit imports against current resources, so far as
that may be practicable without detriment to essential ac-
tivities, and so long as the export trade has not recovered
to a satisfactory level. Unfortunately, the position of the
balance of payments is such that, in the absence of a
substantial improvement, which seems improbable, it will
not be possible in 1956 to use any part of the Official
Market_exchange resources for imports of capital_goods.
LEOS,@..__YeS_.QL!I&@s,Wﬂl,_hily_@;_»Ow_.bﬁ,_cxcl_ﬂﬂ'l&ly .applied to_im-

orts of raw materials and fuel,“and even these will have
to be submitted to a rigorous scrutiny with a view to the
elimination of all items Which are not strictly indispensable,
without prejudice to vigorous action to prevent evasion.

Finally, there is another and exceedingly important
aspect: that of the artificial raising of the cost of imports
owing to the special trading regime to which they are subject.
As has been seen elsewhere, there are two factors enhancing
\\ the cost: bilateral agreements, and deferred-payment ar-

rangements. There is at present a movement towards the

Mty o e I

revision of such agreements. Brazil has concluded, with the

United Kingdom and the Netherlands, a series of arrange-

ments involving a move away from a bilateral and towards

a multilateral system, marking the initial extension to Latin

America of certain advantages of the European Payments
«, Union, It is a timely departure, and one that may favour

Argentina’s negotiations in the same field.

As regards deferred-payment imports, these are not, in
\, general advisable, at Jeast not in the same form as hitherto.

It would be_preferable in such cases to_keep the credit

\, artangement. separate_from the commercial operation, ard

" when this is not possible, further recourse to these operations
might be permissible, provided they are effected under
favourable price conditions and on the basis of a payments
arrangement with which the country will be able to comply
without running into future difficulties. :

Once the most urgent requirements of imported .capital

V

vl
QA

» # S

10

goods have been ascertained—i-e., imports which, as will be
seen later, cannot be purchased out of current exchange
earnings—it will be possible to make an estimate of the
foreign credits that would be required for such imports
and of the manner in which these commitments could be
arranged, having regard to the probable trend of the balance
of payments. This matter will have to be the subject of
further study, for which, however, additional information
to that available for the preparation of this preliminary
report will be required.

Pending Commitments

It has been stated elsewhere that the overseas commit-
ments t'gt_:il_Li.rLgm, _million dollars which the country has
accumulated in recent years do_not in themselves constitute
ap_excessive sum, although they create a delicate problem
owing to the prompt, or comparatively short-term nature of
those commitments. This matter also will have to be the
subject of careful study with a view to devising arrange-
ments by which payment may be staggered in order to re-
store the normal functioning of the balance of payments,
creating the surpluses by means of which provision for
these obligations may be conveniently made and the country’s
foreign credit thereby more solidly established. "

In another order of ideas, this will also allow noy"
operations to be resumed between the country’s banks 2ud
overseas banking institutions, facilitating in particular the
opening of documentary credits under normal conditions
and thereby permitting the gradual recovery of the 150
million dollars which the Central Bank was obliged to make
available to the banks for the advance payment of imports.

This will contribute to the re-constitution of the country’s
monetary reserves.

Imports of Production Goods

The need for attaining equilibrium in the balance of
overseas payments in 1956 will not permit, as has already
been stated, the utilisation of the current exchange resources
of the Official Market for imports of capital goods, despite -
the country’s enormous unsatisfied needs of such goods;
nor will it be possible to effect, with such resources, imports
of spares and accessories and other production goods which
the country requires. As the speedy relief of the econm 7
demands that certain imports be promptly effected, .0
ways of doing this have been devised: first, by authorising
Free Exchange Market operations and second, by contracting
foreign loans.

After an interval of so many years during which Free
Market operations have been suppressed it will be impos-
sible to establish, for the time being, the extent of the
market’s capacity, but the fact that during recent years
motor-car imports have been paid for through the clan-
destine market—since that, in general, was the significance
attaching to imports effected “without use of exchange”—
suggests that the Free Market exchange resources will allow
of imports of production goods, especially if it is borne in
mind that part of the exchange obtained from staple exports
will also be negotiated on that Market, as likewise the ex-
change from those exports specifically assigned to the Free
Market.: T L e :

Moreover, by stopping the exchange evasion, which at
present occurs, -both in the export and the import trades,
the tendency will he to_reduce the supply now available_
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on the candestine market, thus partly neutralising the effect

of the sale of export exchange that is envisaged in this
report.

Nevertheless it would be._desirable. .to. restrict,..at. least
temporarily, the volume of permits for motor-car_imports,
in order to introduce production goods, and until such time
as the capacity of the Free Market can be ascertained.

These motor-car imports could be restricted by establish-
ing a tax for an amount similar.to that of. the unjustified
profit which now occurs in this market, The proposed tax,
however, would be devised for application on a rising scale,
the higher rates of levy being proportionately applicable
to the more expensive vehicles, the tax thus functioning also
as an impost on luxury consumption expenditures of the
high income groups. The amount of the tax would undoub-
tedly have to be very high, but it is pertinent to consider
that the profits accruing in the past to those who were able
to secure import permits were also high. The difference
resides in the fact that, instead of falling into private hands,
these profits will now benefit, as should be the case, the
community as a whole.

Among the imports of production goods which it is
recommended should be made through the Free Market,
Brioritz must_be_given to_those required for farming pro-
uction. The unrestricted import of spares for agricultural
Mi‘ngry'might quickly restore the supply situation to
ri nal, without an increase in price in the majority of cases,
since, up to now, the cost of these items has been inflated
by the intervention of intermediaries despite the preferential
exchange rate by which such imports were favoured,

The same might be done in the case of spares for motor,
lorries, as well as imports of motors therefor, mainly with
a view to facilitating the moving of the coming harvest. In
the same way imports of other articles contributing to the

technical progress of agriculture could be assisted, without
prejudice to the adoption of long-term measures. This refers

in particular to imports of seed for forage grains and hxlll_idv
grain_varieties, as well as weed-killers and pest-killers, the
importation of which is at present subject to limitations,
although  the sums involved are not large and despite the
desirability that these aids to better production should be
available,

ctually Argentina is very far behind the most advancedy

livestock-raising countries where artificial fodder has con-
s 9ably increased livestock production per hectare. The
Algintine “camp”, moreover, figures amongst the “dirtiest”
in the world, although generalised recourse to the use of
suitable weed-killers could swiftly eliminate the loss of pro-
ductivity thus occasioned; but this would be only a small
beginning in a series of important decisions which the eco-
nomic recovery programme must include in favour of the
agricultural production sector.

The freeing of some of these imports might affect the
domestic production of similar articles. The fact that the
imports in question would be effected through the Free
Market, however, would undoubtedly constitute a sufficient
degree of protection for the latter, and this might be rein-
forced by means of an additional tax, although this should
not be of such proportions as to cause prices to exceed
their present level. This tax would be established on a tem-
porary basis and would be applicable until such time as a
study of the possibilities of national industry could be made,
to determine the definite Customs duties required to protect
those activities,
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In addition to these imports in the Free Market, aimed
at favouring farming production, it would be adyisable also
to liberalise imports of spares_for all types of machinery,
allowing them to be effected unrestrictedly through this
Market. This same measure might be applied, when the
capacity of the market is known, to certain items of ma-
chinery and equipment, without prejudice to the facilitating
of immediate imports in those cases where the alleviation of
pressing needs may dictate such a course. The possibility
might also be considered of extending those freer importing
conditions to certain indispensable raw materials and to

mnewsprint, as has been suggested, independently of the

official market quotas.

The foregoing measures are those recommended for
prompt adoption, The larger problems of the import trade
and its connection with economic development plans, and
particularly with the promotion of industry, will be con-
sidered in the economic recovery programme,

Capital Goods: Urgent Needs

It will be inferred from the foregoing that it would not
be wise to rely on the possibility of effecting immediately
through the Free Market, all the imports of capital goods
which the country will require in order to avert a deteriora-
tion of the present difficult situation and restore the normal
balance of economic activity. It will consequently be neces-
sary to consider recourse to foreign credit operations, pm
ed they do not result in an unduly heavy increase in the
burden of indebtedness which the country must account for
in the next few years.

To this end it Will be necessary to consider the imperative
need of effecting imports of capital goods for the petroleum
i‘,,,nd,umst_x;.ﬁwr the_electric power industry. and the transport ser-
vices, without prejudice to the recommendations that may
atter be submitted in regard to these matters in the econo-
mic recovery programme.

Considering, in the first place, the case of petroleum: in
the matter of foreign capital participation it 1s necessary
clearly to distinguish between capital invested under con-
ditions of free competition and the capital investments of
large international groups whose influence, in the countries
in which they operate, is sometimes inconvenient for the
countries concerned. A most open policy vis-a-vis the first
type of investment is not incompatible with an attitude of
extreme caution towards the second. Until very recently,
Argentina’s attitude, in this matter of petroleum, has been
characterised by this element of caution, and, fortunately,
there are no apparent or valid reasons for abandoning it.
The prospects for increased oil production would appear
to be very favourable, according to the experts of the State
Oilfields Department (Y.P.F.). Qur oilfields produce some
5,300,000 cubic metres of petroleum and natural gas (oil
equivalent), of which 700,000 cubic metres represent the
private companies’ production, against a total consumption
of 13,000,000 cubic metres; but, according to those experts,
production_could, easily be increased by some 5,000,000
cubic_metres, including natural gas from Campo Duran.
It is estimated that that additional production could be
made available by 1958-59, with a consequent saving in
foreign exchange of the order of 100 million dollars per
annum. It is thus evident that the petroleum problem is
not so much one of production as of transport difficulties,
which could be remedied by the construction of pipe-lines




for oil and gas. Furthermore, the known reserves are such
that, by the end of the present decade the country should
be able to produce a quantity equal to_its present-day con-
""-wﬂv*—-*h‘*w-*‘ - , p—e—i) ;
sumption. In the interval, of course, consumption t0o will
have increased, so that it will be necessary to intensify the
work of drilling and exploitation.

The programme for speeding up oil production requires
heavy capita] investments, estimated at some 200 _million
dollars in respect of imported ma}‘ter‘i‘gls;’_g.pginvolvir‘}g«S 000

million pesos of local expenditure, at pr esent_prices. ey
“"As Tegards the financing of this capital expenditure, it
will be necessary in the first place to explore the possibili-
ties of foreign credit, but if it should not be possible to
obtain such facilities on convenient interest and repayment
terms, or if the prices of the equipment were unduly in-
creased because of the credit, or if the latter entails other
disadvantageous terms, I would not hesitate to recommend
that, in the prudent utilisation of the country’s gold reserves,
gl gt A i NSl uieiiey- S, = NSRS

priority be given to | tbf’_. necessity of meet g this expenditure.

““Go far as concerns the peso expenditure part of the pe-
troleum development programme, this could be partially
covered by the proceeds of the disposal of certain com:
mercial and mdustrial enterprises which the State ‘has creal-
e&_&zﬂgﬁgﬁﬁjﬁﬁpﬁg_@ﬁ@, and which might be trans-
ferred to private ownership, since there is no common weal
interest to be served by their continued operation by the
State. The latter, however, is certainly_and obviously the
case with oil. These proposals, however, would, in the normal
course of prudent procedure, require to be endorsed by
qualified experts before final decisions were taken. I see
no difficulty as regards the participation, in the construc-
tion of oil and gas pipe-lines, ’(ﬁ%&’g’rﬂirms, in addition
to national enterprises, since this would come into the first
category of foreign capital investment as mentioned above.

In addition to these instances of capital expenditure which
must be effected urgently in order to achieve a prompt

increase in petroleum production, it will also be necessary

to review the possibility of economising in fuel consump-
tion, which appears to be excessive in some cases owing
o the obsolescence of the electric generating equipment in
use; it will also be necessary to consider the problem of
other fuels, especially coal. All this will be dealt with in
the economic recovery programme,

As regards elctric power supplies, it has been explained
elsewhere that the present critical situation will only be
possible of alleviation, and even then not to any very marked
extent, by the winter of 1957, when production from the
San Nicolds plant will be available for Greater Buenos
Aires:.

In view of this delay, the possibility has been considered
of importing generating units to remedy the most urgent
needs, mainly in the sphere of industrial activity. In normal
circumstances this is not the most advisable solution, but
in the present grave crisis the possibilities of such a recourse
must be taken into account, although only on the basis of
a rigorously selective criterion aimed at obtaining the maxi-
mum advantage therefrom.

These expedients will constitute a certain relief in the
present situation, but will not provide a solution to the
problem of adequate power supplies for Greater Buenos
Aires. (To achieve this it will be necessary to increase the
capacity of the thermal power-houses, and some years will
elapse before the additional capacity can come into pro-
duction). Actually, should the plans for an expansion of

310,000 kW. in_the existing power-houses be promptly
approved—after the pertinent legal and financial problems
have been settled—it _is_estimated. that_an_approximate bal-
ance between production and consumption would not be
attained before 1950-60. To avoisl future repetitions of the
crisis alfecting electric power supplies, it would be advisable
to consider forthwith plans for the solution of the supply
problem beyond 1960. To that end, three possible alterna-
tives may be considered: an expansion of thermal generating
capacity; exploitation of the Salto Grande falls; and the
utilisation of nuclear power. These alternatives will be
discussed in the report relative to the economic programme.

With reference to the urgent necessity for transport ma-
tLrizEJ, it has also been seen elsewhere in this report that
considerable sums will be required for the pertinent invest-
ments. Import needs for this purpose have been estimated
at_ W@llggs_ In the present situation, of course,
that figure seems considerable, and will require careful
study within the programme to be prepared. In the mean-
time, however, there are urgent imports of railway equip-
ment to be considered without delay.

The implementation of these investment plans will call

. for the negotiation of foreign loans. In this connection there

o

¥ role in the execution of the economic recovery programme.

is a point to be cleared up. In the course of the joint discus-
sions with the Advisory Board, which co-operated in_the
preparation of this report, I have been asked whethe e

-

word “loan” would be used in the text. %

I see no objection to doing so. Foreign loans, credits,
advances and obligations all mean essentially the same thing
and differ only according to their distinctive technical
features. I must now add that recourse to foreign credit
need not affect the dignity or sovereignty of the borrowing
country provided those in charge of the negotiations know
how to defend those principles should their inviolability
be threatened.

In 1950 the country contracted loans with the Export-

‘Import Bank of the United States; not for the purpose of

importing capital goods, but in order to meet pending com-
mitments. As regards the International Bank for Reconstruc-
tion_and_Development, Argentina is the only Latin Ameri-
can country which is not a member. This Bank, together
with the aforementioned institution, could play an important\

Membership of the International Bank necessarily invyf es
joining the Monetary Fund. I have been known to CTaqe £3€ |
the rigid nature of some of the Fund’s provisions, and the
seemingly unpromising prospects which characterised the!
earlier stages of the Fund’s history. But the experience gained
in the past ten years has turned it into a valuable institution :
from a technical point of view, although its credit-granting :
powers have proved to be somewhat limited. I consider it
advisable that the country should frankly examine the pros.
and cons of membership of both entities. 1

It is possible that the urgent need of importing certain
capital goods may lead to the conclusion of isolated foreign
credit operations, but it would be advisable, as far as may
be possible, to wait at least until the main points of the
‘economic recovery programme have been established, in
order to avoid a dispersion of effort.

Furthermore, foreign financing arrangements require a

careful analysis of the country’s foreign payments capacity,
and of the possible development of that capacity in t%%iight

of the measures that may be taken to encourage exports
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and attract private foreign capital, and to place imports on
an orderly basis.

This will no doubt be one of the essential points in the
negotiation of these foreign credits. And it may also be
taken for granted that the success of the negotiations will
depend, in considerable measure, on the firmness with which
measures to check the course of inflation are applied.

Liberalisation Mecasures

Among the steps to be taken forthwith, it is necessary that
the country should be clearly aware that the Government
proposes progressively to dismantle the cormicated system
of restrictive regulations and bureaucratic intervention which
so adversely affects the conduct of economic activities. In
this way the State will be able to take a firm grip of the
top-level controls, to which reference has been made else-
where in this report, with a view to the implementation of
a soundly conceived economic policy.

Aboye all it is necessary to restore the fluidity of the
production factors in the Argentine T‘carﬂxﬂ).” The Rural
Rents Taw contains beneficial provisions, both from the
economic and the social points of view, but experience has
shown that it is impaired by a certain rigidity which, with-
out protecting the tenant, actually prevents the efficient
e«mloyment of the land and has contributed to the neglect
t gt cof, to the detriment of production. It is essential, at
this time, that the country should utilise all available land
in the most efficient way possible. To this end, the introduc-
tion of a special regime, applicable to “camp” habitually
employed in stock-raising and based on a system of rotation,
would be desirable.

In addition to the foregoing, there are regulations and
practices which prevent the most advantageous utilisation
of the labour and equipment available, especially as regards
the transport of farm produce. In all this there is no reason
to suppose that improved efficiency in production should
conflict with the fundamental interests of the workers. It is
clearly advisable that careful consideration be given to this
matter.

I do not propose to deal here with the subject of. the
crop marketing system, as this will be considered in the
programme in course of preparation. Certain immediate ac-
tion should be taken, however. Although the actual market-
iy has been transferred to the National Grain and Elevators
s« tute, the I.A.P.I, continues to exist as a financing inter-
mediary and as an agency for effecting certain imports.
Thssfungtions could_be, returned_to_private, colgrniise:
while financing, in the limited measure that it might be
necessary after the exchange rates have been modified (by
which means the main problem will be solved) could be
arranged direct with the banks. In taking this decision, it
was necessary to consider an apparent I.A.PI. loss of 7.600
million pesos, a deficit this, however, which cannot be
regarded as final as the inventory of the entity in question
has not yet been examined.

Apart, moreover, from the direct benefits accruing from
the establishment of a new Free Exchange Market, there is
an undoubted psychological ‘advantage to be gained- from
the adontion of this more liberal system. Unfortunately, so
long as the balance of overseas payments is characterised
by the present structural deficit—as distinct from the deficits
of a circumstantial nature which occur in a country whose
economy is subject to the influence of continuous fluctua-
tions originating abroad—and the main causes of inflation

are not eliminated, the liberalisation of the Official Ex-
change Market.and the_suppression. import_permi
system_cannot be considered. No doubt, however, the higher
rates constitute an important step at this initial stage in
the process of progressively normalising the' country’s im-
port trade.

On the other hand, in_the matter of price controls, and
so far as may be feasible and a%visa e, a.policy of decon-
trol should be devised without delay as applying to a number
of articles, until such time as the efficacy of the anti-infla-
tionary measures render possible the dismantling of the
whole system of such controls,

Whereas in the matter of commodity prices Argentina has
followed the same road as other countries that have tried
to: suppress the consequences of inflation by means of price
control measures, with all the distortions and dislocations
inherent in that policy, nobody will dispute the originality
of the idea of establishing a system of control applicable
on the Stock Exchange to the quotations of shares and
debentures of private companies. In this the State assumes
a grave responsibility which it is not in a position to fulfil,
and which there is no reason why it should undertake at
all. There are other ways of encouraging private enterprise
that are less exposed to speculative manoeuvres and ma-
chinations, The Minister of Finance has adopted the com-
mendable course of leaving share prices free to find their
proper_level. There is, therefore, no reason why I.M.LM.
should continue to exist as a regulator of the Stock Ex-
change, although this does not mean that it should abandon
that aspect of its functions which relates to the encourage-
ment of savings and their investment; nor should the shares
it holds be liquidated to the detriment of the market’s stabili-
ty. However, it will be necessary, in this respect, to proceed
with caution and only on the basis of a careful study of
the situation.

These are the first liberalisation measures which will
have to be considered within the series of provisions for
early adoption which we recommend. But this is only a
beginning in the task of getting rid of this type of official
intervention. In the national recovery programme subsequent
steps will be proposed for the progressive attainment of
this end in the measure that the normal functioning of the
economy can be progressively restored.

The Anti-Inflationary Policy

When discussing in a previous chapter the need for raising
the exchange rates to a level more in consonance with pre-
sent-day reality, the possible effect of this adjustment on
internal prices was not considered. Qbviously, the prices of
imported articles will have to rise, although not to the same
extent.as.the increase.in.the rates. It is recognised that, so
far as concerns a substantial proportion of imported articles.
prices are far higher than is justified by the preferential
exchange rate aﬁv-hibh they were imported. Consequently
the raising of the exchange rate will only have the effect,
in such cases, of reducing the inordinately heavy profits
of specially favoured importers and intermediaries—a scar-
cely undesirable effect.

- As. regards other imported articles, the raising of the
.exchange’ rates must undoubtedly result in higher prices.
This is inevitable. As mentioned elsewhere in this report, it
is_an illusion to think that the artificial over-valuation of
the exchange ratés can ever be the means to maintain the
stability . of prices to- the consumer. It has been seen that
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this over-valuation is responsible for the deficit in_the nego-
tiation_of the crops. This deficit must be covered through
an increase in the money supply which results from the
expansion of bank credit, and it is this inflationary financing
that causes prices to rise. The price rise could only be avoid-
ed if the deficit in question were covered by the proceeds
of taxation; but this recourse must be ruled out in the
present Argentine situation.

The rise.in_internal. prices.is.therefore inevitable in one
form or another. But the adjustment of the exchange rates
is un “%@Eﬁ the preferable method. This adjustment will
allow the prices of farm products to be raised, thus furnish-
ing the Argentine farm economy with the strong incentive
needed to promote the maximum use of its considerable
production potential. On the other hand, the price rise
occasioned by the inflationary expansion of the money sup-
ply does not favour agricultural producers; it increases all
other prices including, of course, those the farmer must pay
for his supplies. Unfortunately, the effect of the exchange
adjustment will be to raise internal prices, in the case of
a number of articles of export trade significance, including
some that are in popular demand.

In this problem, I am aware of social and political con-
siderations which cannot be ignored. But the value of this
report, such as it is, consists in the presentation, in an
objective manner, of the exclusively economic aspect of the
problem, which, however, does not mean that this aspeet
should of necessity prevail over others in the counsels of
the authorities. I would only emphasise that any attempt to
prevent the direct rise in prices resulting from the adjust-
ment of the exchange rates would be promptly thwarted
by the indirect increase which would inevitably supervene
as a result of the inflationary consequences of the deficit
ticreated by the artificial over-valuation of those rates.

This is one of the most critical problems created by the
erroneous direction of the country’s economic policy. Agri-
cultural production has been sacrificed in the interests of
the consumer and the policy has defeated its purpose; result-
ing as it did in a severe curtailment of the capacity to im-
port, it deprived the country of the means of obtaining the
machinery and equipment it needed, and vis-a-vis internal
production possibilities, the consumer demand has been
proving insatiable. The most serious aspect of the problem
lies in the fact that, in order to encourage rural production
it has been rendered indispensably necessary to face a tem:

orary and moderate reduction in urban consumption, re-

grettable though this is. It is the inevitable price that the
country must pay now in order to enjoy in the future an
increasing flow of consumer goods.

The expansion of production implies the need for capital
goods, and those goods have to be imported; alternatively,
capital equipment has to be imported in order to manufac-
ture locally the capital goods required. This will not be
possible in the period ahead; nor will recourse to foreign
credit be practicable unless agricultural production is strong-
ly stimulated with a view to restoring the country’s former
import trading capacity.

In other words, a moderate increase in internal prices,
resulting from the measures proposed, is the only means
of ‘transferrng o the rural production sector the higher
real income by means of which an increase in production
can be achieved. In order that this incentive shall produce
the desired effects, its application must be sustained. If it
should diminish or fall away within a short time of its

application, the success of the policy would be jeopardised,
with grave consequences for the country. This is not a
remote possibility. The danger is a real one, and it is ad-
visable to avert it decisively.

Actually, the inflationary spiral relating to costs and

rices, which appeared to have been checked before the all-
lrzt')"ﬁ?fa increases in wages and salaries granted in March,
1954, has been resumed; it has been seen that the higher
level of prices does not, on the general reckoning, seem to
have reduced the real income of the workers, although this
has occurred in certain sectors of the economy, and especial-
ly so as affecting certain sectors of middleclass employment,
and rural producers. If, in_order to offset the effects of
these higher prices, and_those which are bound to occur
as a result of the adjusiment of the exchange rates, general
igcreases in_wages and salaries were to be ﬁg&tﬂeﬂ,&fgitjé‘r
price rises would not be slow in materialising, thus material-
ly_stimulating the inflationary spiral. This is the typical
pattern of cost inflation, which tends to become progres-
sively more serious ‘as wage and salary increases become
more frequent and the groups which temporarily benefit
thereby are more numerically important. The Chilean ex-
perience of inflation is an instructive object lesson.

The most serious aspect in all this is that if internal prices
were again to rise because of an all-round increase in wages
and salaries, agricultural production would again be
couraged by the erosion of the incentive extended to it="

Such is the lamentable state of affairs Argentina has
reached, from the social point of view. Numerically im-
portant sectors of the population are demanding immediate
increases, which cannot be granted because real income per
inhabitant has scarcely increased at all, as already pointed
out. Not all social sectors of the population, however, are
equally affected by the inflationary threat. And it will be
necessary to make partial adjustments in wages and salaries
to remedy the situation of groups which are relatively less
advanta eou.sﬁx_al laced vis-a-vis the inflationary process. In
the case of those groups whose position is still satisfactory
the granting of further increases in wages and salaries will
only be possible in the measure that they can be met out
of profits or the proceeds of increased productivity. This
will have to be the subject of study immediately on the lines
of the analysis referred to in Chapter III. (p- 6"7)

The adjustment of wages and salaries in the case of those
groups where this may be necessary, will also result in~ 1'e
increases although not with the same intensity as that witich
an all-round revision would produce. Some of these increases,
moreover, may be compensated; others not. As the object of
the increases proposed is to cause a transfer of real income
analogous to that required also by the agricultural producer,
they must, of necessity, be effected at the expense of other
more favoured groups.

On the other hand, the proceeds of the marginal retentions
which, for the time being, will accrue from the modification
of the exchange rates, may be used, as already suggested, to
ameliorate the more acute situations of difficulty created by
rising prices until such time as increased productivity
obviates the necessity for such action.

The conclusion to be drawn from the foregoing is clear

enough d

. in order to reactivate agricultural production—
without which the economy cannot be restored—anfl to re-
medy the situation of the less favoured groups, certain sacri-
fices of a collective nature are necessary. These, however, will
diminish as productivity increases. The highgr:ingqxr}e. groups
particularly must bear their fair share of these sacrifices.:
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In the first place, the proposed exchange reform measures
will have the effect of rapidly extirpating all sources of illicit
profit, which the ruling system favoured, to the benefit of
small groups. The success of the anti-inflationary measures
will also mean the disappearance of the excessive profits
which ‘inflation rendered possible in certain sectors of
economic activity, although latterly these may have been
less substantial than in previous years:

In addition, the heavy tax to be applied to motor-car
imports will also affect the high-income groups. But this will
not solve the problem by itself, since the measure in question
is limited in its effects to special sectors. It is also essential
that, in the present emergency, the other sectors of the high-
income division, whose revenue is obtained from normal
economic activities, shall contribute. This falls, of course,
within the scope of the tax system, and to that end two types
of measures are proposed: the tax on motor-cars, and an
increased rate of tax applicable to that part of income which
is applied to consumption, above certain levels.

In this connection it may be convenient to_consider the
practicability of making a distinction, in the afﬁ;ﬁcatio\r_} of
the income tax law, between the taxation of income that is

s ik et i s R A R AT e SH O s S R A W R AV
consumed_and..that portion which is_saved; the former fol-
lowing a progressively rising scale and, in the latter case, a
diminishing scale, designed to encourage investment.

For this purpose it will probably be necessary to reorgan-
is ) e tax gathering mechanism, which in any case appears
to be seriously disorganised.

I am not of the opinion, however. thal there should be a

eneral increase in_taxation, the burden of ch is already
general ipcrease 1n _taxationl, the b IOl WLl

of the transport system, it will not be possible to deal with
this_immediately, since it will be necessary first to make a
thorough study of the problem in order to recommend an
adequate solution. Finally, there remains the financing of
mortgage credit operations; until cédulas can again be issued
these operations may be financed by means of bonds issued

by the new Pension Funds, tf_}‘g_,gontrlbutm _whi }},,_gis,tl-
mated_at_ _some 2000 JLLION . DESOSsmaIiOlL Crllﬁmsl‘, oft
substantial_part of the resources needed.

As regards other mortgage credit financing, recourse may
be had to the placing of bonds with other Pension Funds,
to the extent that savings in Government expenditure may
render this practicable, for it would not be advisable to
diminish_mortgage. credit operations,.in.view. of .the grayity
of the housing shortage and the adverse economic and social
effects that such a reduction would cause.

By those means the expansion of credit of an inflationary
nature could be considerably reduced, although, admittedly,
the far more difficult problem of the transport deficit would
remain in being. This deficit will be increased by the
higher cost of fuel resulting from the raising of the exchange
rates. The proceeds of the tax on motor-car imports to which
reference has already been made, might perhaps be used to
cover this deficit. In addition, certain pressing capitalisation
needs, such as those relating to petroleum transport, and a
variety of private enterprise investments will involve recourse
to bank credit. On the other hand, there are factors which
make for the marginal absorption of the money supply and
which would counter-act the effects of an increase therein.
And if the total national income "(_:Mgl_;‘tjbr‘}y_gs{jgw_gpar}d, _at

=

excessive. What is required is a better collecting system and
“an adjustment of the incidence. '
It is considered that tax evasion has reached serious
proportions, and vigorous measures will have to be devised
for dealing with this.

Concern_must_ also_be_ felt _over the retrogressive trend

apparent in_the Argentine taxation system as shown by the
substantial proceeds of the sales tax, the levy of which bears
heavily on the small consumer. Actually, the proportion of
taxes on consumiption, which ten years ago accounted for 39
per cent. of total revenue, has now reached 46 per cent. Thus,
the more enlightened practices in this respect, which had
commenced in this country with the introduction of the
income tax, have received a setback. Further evidence of this
retrearade trend in taxation matters is seen in the procedure
af,w.'," able to shares, under which income from this source
escapes progressive taxation under the income tax regulations
while the income of small rentiers is taxed in excess of what
their liability should be according to their income.

Although it is not deemed advisable to_increase the bur-
den of taxation, neither, at_the pgggggt,;img,_&aﬁ}}gggﬁe
any question of lightening it Until the inflationary process
has been extirpated, any general reduction in taxation would
be unwise. It is true that inflation, in its monetary aspect, is
not being caused by a Budget deficit, this having been
covered by means of the bonds absorbed by the Pension
Funds; but, as has already been mentioned, the State still has
to cover the considerable deficit occasioned by its commercial
and economic activities.

The magnitude and composition of this deficit has been
indicated elsewhere in this report. It will be recalled that
some 4,000 million pesos of it is accounted for by dealings
in farm produce financed by I.A.P.I.; this deficit will be
eliminated with the modification of the exchange rates. As
regards the deficit of 2,000 million “pesos on the operation

least at.the same rates as the population, a certain proportion
of the increase in_the money supply will be absorbed by
the currency needs of the public, without inflationary effects-
All of which warrants the belief that if the anti-inflationary
measures mentioned are adopted, and the expansion of credit |
to finance budgetary deficits is avoided, the problem of
inflation, in its monetary context, is controlable. It should
thus be possible successfully to check the inflationary process,
always provided new pressures of a cost-inflation nature can
be avoided. Therein lies the importance of a policy of
cautious retraint in the matter of wages and salaries.

So far as State expenditure is concerned, the problem is
not one of an inflationary nature, as has been explained
elsewhere in this report. :

Undoubtedly there is scope for effecting _economies in
public_expenditure and it is certain that a careful analysis
of the present position might reveal possibilities of sub-
stantial cuts, especially as regards outlays for purchases of
coods. In the matter of personnel, although the number may
be excessive, recourse to wholesale dismissals is not to be
thought of as a possible solution. This could have undesirable

repercussions as the country lacks.the means to absorb large

numbers of unemployed.
The solution in this case will have to be of a gradual

nature, and the mere fact of not filling vacancies in the
public service as they occur, will itself represent a substantial
saving. This margin of saving, added to that which will be
gradually achieved by reducing personnel and cutting down
on other expenditure, might be used in the first place to
improve rates of pay in those sectors of the Administration
service where the personnel have been most adversely affected
by the inflationary process.

The anti-inflationary measures advocated comprise, on
the one hand, resolute action aimed at combating the typical
cost-inflation spiral, and on the other, the need for progres-
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sively reducing the creation of new money through State
operations. Tt will have been observed that /the recoms-
mendations conspicuously refrain from the advocacy of
measures that might invelve a contraction of economic acti-
vity in general, or result in a weakening of the country’s
industrial economy to the point of provoking unemployment.
I do not consider that this is essential—mor would it be
desirable—for curbing the inflationary process. Moreover
the experience of other Latin American countries has shown
that recourse to action on those lines ends inevitably in a
new bout of inflation, because of the ecconomic and social
consequences of the steps taken-

The Productivity Problem

The foregoing considerations prompt certain observations
on the productivity problem—a far from simple problem.
It iis not enough to achieve a greater output per worker in
the factories, on the land, or in the transport services, by
the use of better methods. Increased production necessarily
creates surplus personnel; in some cases the laiter may
increase production in the trades in which they are already
working, but in other cases they will have to move to other
activities. These changes usually take place without undue
difficulty in, a dynamic economy, as new employment outlets
arc constantly being created and existing activities expand.

But such is not the case at present in the Argentine econ-
omy, due both to the electric power deficit and the Mfigg)
of foreign exchange for impoxis of capital goods. Until these
two obstacles have been removed, the practica ortun
for increasing. produclivity, when such an increase would

irow_people out of em, ‘ . This, however,
does not mean that such opportunities will not appear. The

construction of oil and gas pipe-lines, to which reference ,
has already been made; the establishment of new manufac- -
turing industries to replace imports, the execution of public *
works which do not require a high proportion of imported

materials, housing construction (albeit on a scale commensu-
rate with the need to avoid inflationary excess), and, finally,
the demand for certain types of labour for farming aetivities,
all suggest ways which redundant labour may be absorbed.
But, for the solution of this problem on the scale which
the recovery of Argentina’s economy requires, the country
will first have to emerge from the grave predicament in
which it is placed by reason of the electric power shortage
and the impairment of its capacity for foreign payments.

In the measurc that this is achieved, opportunities will
occur for dealing resolutely with the productivity problem.
For the reasons given, we should be on our guard against
the advocacy of seemingly simple solutions. Mass dismissals,
apart from the consequences of another nature which they
entail, are not_an advisable recourse, even from a strictly
economic standpoint, because of the unfavourable repercus-
sions they would proveke in an economy seriously impaired
in its development possibilities as is Argentina’s economy
today. Only the full restoration of the dynamic factors of the
economy will enable the country to face the essential problem
of productivity in all its magnitude and complexity- This
will be the subject of a further study, dealing with all aspects
of the economic recovery programme,

V - The Economic Recovery Programme

In this report, certain measures for immediate application
have been proposed for dealing with the difficult situation
at present obtaining, and on various occasions mention has

been made of the need for an economic recovery program-
me. This does not mean that it will be necessary to wait
until such a programme has been fully drawn up before the
emergency measures can be followed by others for which
there is a pressing need. Among the latter, it will be neces-
sary to adopt decisions at the shortest possible notice with
regard to projects which are already in an advanced stage
of execution, and others which have already been approved
but the execution of which would involve a considerable
expenditure of foreign exchange.

In view of the remarks included in another chapter, it is

scarcely necessary to say that the steel mill project deserves
special attention, especially when it is considered that there
is a definite possibility that a substantial credit towards
its execution, may be available from the Export-Import
Bank of the United States Government. %
“Other projects will have to be closely and urgently anal-
ysed, in the light of the present Argentine economic situation
and taking into account their incidence, present and future,
on the ‘country’s balance of payments. In any case in these,
as in other projects, an attempt must be made to ensure
favourable and convenient conditions for all who desire to
participate, and at the same time it will be necessary to avoid
the fiction to the effect that the profits obtained within the
country by the beneficiaries of import exchange permits may
be considered as an investment of foreign capital.

If T mention these projects here it is because the ‘e
closely linked with the recovery programme. This programme
must take into account the needs of the national economy
as a whole, and consider both action by the State and the
steps that the latter should take to encourage private en-
terprise, creating favourable conditions for the achievement
of certain fundamental objectives. But efforts must be con-
centrated on agricultural production, electric power produc-

i all of which will
require a considerable technical effort and substantial invest-
ment. The ¢ountry should employ its best technicians in these
undertakings; and if the supply is inadequate to the need,
additional technicians should be trained. In the meantime
advantage should be taken of foreign expertise.

It will also be necessary to reorganise the State services
relating to these matters, and if this involves additional
expenditure, the extra expense must be incurred ' without
hesitation®, provided the money is wisely disbursed ard_is

"

used for the attainment of clearly defined objectives:

,tion, transport, the substitution of certain imports, and a
~dwelling-hous

As regards the investments that will have to be made, and
the large imports of machinery and equipment which will
be necessary, I do not believe that, at the present time, these
can be effected with the country’s own means. Ten years
ago, when Argentina had emerged from the world war with
considerable resources, and with a valuable industrial ex-
perience, it might have been thought that, within a few years,
through a wise industrialisation policy and the technical
development of her agriculture, this country would be able
to achieve a domestic savings capacity and a favourable
foreign payments situation which would render possible a
high rate of growth without any need of further contribut-
ions of foreign capital on any large scale.

This ‘possibility has again receded from the Argentine
economic prospect, however, and a considerable number

of years will have to elapse before it can be expected. of
Argentina’s~economy “thatthe problems  of the country’s

Pt ! : L5830 AN 92400 E) e 3 BREA 0 .
economic dqve]o_Pment can be solved with its own capital
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resources.
it b
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The. foreign capital problem thus presents itself in terms
hat mus set before Pﬁl.!h.li%.gl?i?.i.‘?l“

i hree aspects
must be considered: the first concerns the unavoidable neces- /
sity, at the present time, of having recourse to foreign capitéi
in order to cover the most pressing imports of capital goods;
there is no other alternative if the country is to emerge from

the present grave crisis. The second aspect relates to the 7,

economic recovery programme and consists in deciding
whether foreign capital is to be used or not; the country
may follow either of two roads: restrict itself to a program-
me of limited scope and volume which can be carried out
solely with its own resources, but which would solve none
of its fundamental development problems; or deal vigor-
ously with the correction of the great structural defects of

the economy.

The third aspect to the subsequent stage, after economicz

recovery has been achieved. After some years of restraint
and judicious progress, the country, in order to speed up
its rate of growth, might again be faced with the alternative
of increasing its rate of capitalisation by means of an increase
in internal savings, or instead of making this additional
domestic effort, of resorting once more to foreign capital
assistance. The country will then have arrived at the position
which it had almost attained at the end of the war. But

these are scarcely the terms of the problem
time. :

These are the grave problems which today afflict Ar-
gentina’s economy and which are seriously hindéring the rate
of its growth. The country possesses enormous reserves of
vitality with which to overcome them, but it' must first dis-
card the dangerous illusion that this can be done on a re-
distribution basis. It is not by altering the distribution of
the little that is produced that the standard of living of the
Argentine masses can be continuously raised: ‘but through
increasing production by means of a vigorous and sustained
effortt ;

" That effort cannot be dispensed with; if it is'not made,
it will not be possible to maintain the full reality of the social
gains of the past nor to expand their scope.

If the country understands this, it may rely confidently
on its powers of recovery. :

I have waited many years for the opportunity of again
serving my country worthily, within my limited pewers. Y. E.
has now afforded me that opportunity and so given me an
added reason to be sincerely grateful for the ﬁigh honour
you have done me in requesting my collaboration.

(Signed) RauL PREBISCH

at the present

October 24, 1955.

Reprinted from NOTES ON NEWS

Tanglefoot Tale

The complexity ond vicious intractability of the eco-
nomic crisis which the Provisional Government inheri-
ted from the depcsed regime is revealingly indicated
in a single parograph of the Prebisch Report which
reads: ‘Firstly it is not possible [meantime] to expand
imports of the raw materials and fuel which a more
active rate of production requires; secondly, this more
active rate of production alse requires imports of ma-
" chinery and equipment, but the country's precarious
exchange situation prevents the granting of licences
for the importation of such capital goeds; thirdly, even
if it were possible to import those capital goods in the
guaniities required, such is the seriousness of the power
crisis that there would be no electricity to drive
th" notors, and fourthly, even if production could
bé- expanded, such is the degree of decapital-
isation afflicting the transport system that it would
probably be impossible to move it [to the ports
and centres of consumption]. Excessive consump-
tion has thus also taken place at the expense of basic
investment.” A paragraph in General Lonardi's ad-
dress supplements this desolate picture when, referring
to the consequences of “ten years of irresponsibility
and corruption,” he said: “"Under the impulse of some
incredible folly [the country] has been consuming
more than it has been producing, it has spent its
monetary reserves, and has been living partly out of
capital, it has accumulated a heavy internal deficit
which has raised the public debt to unheard of figu-
res, while the overseas deficit has resulted in the
accumulation of a disquieting mass of indebtedness
with foreign countries.”

In another paragraph the President said that one of
the most serious aspects of the situation revealed by
Dr. Prebisch’s report resided in the fact that, the “per

capita” rate of production had increased by only an
insignificant margin (3.5 per cent.) in the past decade,
indicating the “entirely fictitious foundation" on which
the much vaunted social benefits of the previous re-
gime rested. As the pertinent section of the Prebisch
Report shows irrefutably, and as the President empha-
sised, the benefits enjoyed by some sectors of the
community have been obtained at the expenbe of others.
There was a touch of wry humour in General Lon-
ardi’'s address, at this stage, when he said: "I do not
deny that, within this illusion of prosperity, there is
evidence that positive material progness: has been
made: there are those who, although formerly they had
very little, today possess vast fortunes of iquestionable
origin.” '

Programme of Reforms v

The text of Dr. Prebisch's report on the general eco-
nomic situation of the country (Part: One), W,i}ube found,
in an English translation, elsewhere in this issue. The
second part of the report outlines the steps to be taken
for dealing with the crisis. These will comprise two
phases: a plan of immediate action designed to stimulate
the primary production sector of the economy with o
view to progressively ‘mproving its technical and eco-
nomic efficiency, but primarily and in the meontime, of
restoring export trading capacity and the level of the
country’s foreign income in order to relieve pressure on
the highly precarious overseas payments position. Be-
yond these immediate steps, the principal feature of
which is the reform of the exchange system, involving
a devaluation of the peso in line with present-day
nationcl economic realities, there will be a programme
of long-term action aimed at correcting the present dis-
tortions and deformities of the economic structure and
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restoring 'its various components to full functional vi-
gour and co-ordinated efficiency.

A measure of the recession characterising the export
trading capacity of the ccuntry today is seen in the fact
that, during the 1950-54 five-year period, the physical
volume of exports was only 64 per cent. of the compara-
ble figure for the five-years preceding the war. On a
'per capita’’ reckoning this comparison is of course still
mere adverse: the average per inhabitant of export
volume before the war was double the present-day
ROIED: v b o

The seriousness of this situation and of the foreign
payments crisis which it has provoked, is reflected in
what of necessity must be the pattern of trade for the
coming year. Current exchange income, i.e. exchange
earnings. from the export trade in staple commodities,
will have to be applied exclusively to the importation
of essential raw materials, fuel and special consumer
items such, as medicinal and pharmaceutical products.
Despite the country’'s desperate need of machinery,
spares and capital equipment of all kinds, especially
for transport services, petroleum production, agriculture,
etc., the exchonge budget for 1956 cannot provide for
these, and 'the most indispensably urgent of them will
have to be imported through the new free exchange
market, or by means of foreign credit assistance. In the
laiter event, however, care will be called for to ensure
that the future balance of payments position is not in-
conveniently mortgaged by the assumption of too heavy
a burden: of short-term indebtedness resulting from
these credit arrongements as, for example, developed
under the operation of the deposed regime'’s plan for
deferred-payment imports of capital goods. It appears
that other production goods ond commodities, e.g.
fertilisers, insecticides and weed-killer preparations for
agricultural’ use will also have to be imported through
the new Free Exchange Market, no doubt at rates of
exchangé which, to begin with at least, will probably
be on a par with those hitherto ruling in the black
moarket, now happily superseded. In such cases, how-
ever, provision is to be made for a compensating subsidy
benefiting 'the ‘user of such products.

Facing Facts

On Wednesday last the Argentine people were told,
in the course of a nation-wide wireless broadcast, by
the President of the Republic, the grim contents of
the Prebisch Report on the economic situation of the
country at the time the Provisional Government assumed

office last month. Public interest in the President's ad-
dress had been heightened by the fact that it was the
first statement from him on economic matters, as also
because scraps of advonce information on its contents
that had begun to leak out during the week clearly
indicated that the statement would reveal a situation of
dramatic and almost insuperable difficulty. Moreover,
earlier indications that had been published regarding
the scale and earnesiness of purpose with which
highly-placed members of the depossed regime had
been looking after their private interests during their
tenure of high office warranted the assumption that
their handling of the affairs of State must have been
deficient in the extreme.

“The whole country,” the President said, “had a fore-
boding of these truths (he was referring to the results
of what he called "ten years of irresponsibility and cor-
ruption’’); with a sound instinct it perceived that the
sustained mystification of the propagonda machine was
designed to conceal something serious; that the facts of
a profoundly adverse state of affairs were being hidden
from public knowledge. People saw that no sooner were
wages and salaries increased than the increase was
swallowed up by still higher prices. Those evils were
seen and felt, but people did not comprehend their
nature nor suspect their magnitude.”

So far as concerns the mass of the people, wh._.or
years have had access to no other information than
that purveyed by the “Peronista” Press, the President'’s
statement on the gravity of the country’s economic
plight must have come as a bewildering surprise.
Regular readers of this journal, on the other hand, will
doubtless have received the bad news with a certain
fortitude born of the foreknowledge they must have
gleaned from our columns of recent years. Only too
often, unfortunately, it was of necessity required of
them that they should read between as well as on
the lines, an exercise, however, in which a high pro-
portion of them must have acquired censiderable pro-
ficiency if we may judge by the scarcely enviable
reputation which latterly we gained as the most se-
pulchrel of the prophets of gloom. We are satistied
now that the reputation was well earned in a good
cause, although we could have wished that the reality
of the situation as now presented by the Pres” f,
on the basis of Dr. Ratil Prebisch’s masterly diagi.csis,
might have been less, instead of even more, sepulchral
than our gloomiest lucubrations had ever dared to
suggest.
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’@‘ Office Memor andum

TO : Mr. Ivar Rooth DATE: November 7, 1955
FROM :Julio Gonzdlez del Solar ///’

SUBJECT: Argentina: Dr. Prebisch recommends that Argentina
consider frankly the pros and cons of joining the IMF and IBRD

We now have the full text of Dr. Prebisch's economic report to the
new Argentine Government, as published in the Argentine press. A summary
of this report is being prepared. However, it may be of immediate
interest that the report contains a recommendation concerning Argentina's
entry into the IBRD and IMF.

The full text of the paragraph in Dr. Prebisch's economic report which
relates to this matter is as follows:

"Argentina negotiated loans with the Export-Import Bank of
the United States in 1950, but these loans have been used to pay
commercial arrears and not to finance capital goods imports. In
relation to the International Bank for Reconstruction and Develop-
ment, Argentina is the only Latin American country that is not a
member. This Bank, jointly with the other institution, could play
an important role in the financing of the recovery program. However,
to join the International Bank means that it is necessary also to
Join the International Monetary Fund. I have criticized in the past
the rigidity of certain rules and the lack of real perspective that
the Fund has had in its early period. On the other hand, the ex-
perience of ten years has made this institution valuable from the
technical point of view, although its credit facilities have proved
to be rather limited. I believe that it is convenient for this
country to appraise frankly the reasons for and against Jjoining
both institutions.”
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;@; Office Memorandum i

TO : The Managing Director DATE: November 8, 1955
FROM : Julio Gonzdlez del Solar /éilbLAiﬁéL~” Confidential

SUBJECT: Argentina

I have learned that the U.S. mission going to Latin America
will leave Washington around November 16 and will visit Colombia,
Ecuador, Peru, Bolivia, Chile, and Argentina. The mission will be
in Buenos Aires from noon, November 30, until the evening of
December 2, and will be composed of about fifteen persons (including
the wives of three officers). The Eximbank will be represented by
Messrs. Waugh and Sauer, and the State Department by Mr. Holland and
Mr. Corbett. The group will also include high officers of the Army
and the Navy.

I have also learned confidentially that Mr. Cesar Bunge,
Minister of Commerce of Argentina, has arrived in Washington for a
brief visit of two or three days in a purely personal capacity.
Until three months ago, Mr. Bunge was Financial Attache to the
Argentine Embassy in Washington and resigned his position when Peron
broke relations with the Vatican and began his attacks against the
Catholic Church. It is understood that Mr. Bunge's trip to Washington
is connected with the dismantling of his previous household and has no
official connections. In my opinion, however, it is likely that he
will undertake to contact some high U.S. Government officers on a
very discreet basis.
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NEW ARGENTINE EXCHANGE REGUIATIONS .
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A free exchange market has been established through which financial trans- mvjﬂ}
fers and other remittances of funds can be made without prior authorization v

of the Central Bank of Argentina at rates agreed upon between buyers and

sellers,

The funds, investments and other assets in Argentina in the name of foreign
holders will remein under control until the situation allows their gradual
release, An exception to this rule is made in the case of profits earned
from such assets after June 30, 1955, These earnings may be reinvested or
transferred abroad through the free exchange market without previous autho-
rization of the Central Bank,

The exchange derived from the export of certain products must be negotiated
in the free exchange market and also certain imports will be paid for with

exchange purchesed in the same market, The lists containing such products

have not yet been compiled,

A uniform single buying and selling rate of exchenge of 18 pesos to the
dollar or its equivalent in other currencies has been established for the
official market,

The merchandise that is imported with permits issued at the exchange rates
in effect until October 27, will pay a surcharge equivalent to the cost and
freight value of the merchandise and the figure arrived at by applying the
new rates of exchenge, Imports of fuels are excluded from the above re-
quirementy, The proceeds of this surcharge will be deposited in a special
account called "Fund for the Recovery of the National Economy,"

At the time when the exchange derived from the exports is liquidated, up to
25% of the amount in pesos will be withheld, Such withholdings will be
deposited in the special account referred to in point 5, The amount to be
withheld will vary in accordance to the product involved, The list in-
dicating the percentages to be withheld has not been compiled yet,

Imports which have to be paid through the free exchange market are subject
to the payment of a surcharge which has yet to be established, The proceeds
of these surcharges will also be deposited in the special account mentioned
in point 5,

The proceeds of the "Fund for the Recovery of the National Economy® will be
used for technological and economic development of agricultural and live-
stock production and for the payment of temporary subsidies to be established
to cushion the eventual impact of prices on the cost of living,

November 1, 1955



ALTERNATE
EXECUTIVE DIRECTOR

INTERNATIONAL MONETARY FUND
WASHINGTON 25, D.C.

CABLE ADDRESS
INTERFUND

January 23, 1956
Mr. Ivar Rooth
Managing Director
International Monetary Fund
Washington 25, D. C.
Dear Mr. Rooth:

~___You.may be interested in the attached article by

C:ﬁ@i;iﬂanmaggwi,wﬁbﬁjin which he expresses concern at the action

taken by the Argentine Government in blocking the property of
a great number of foreign firms and individuals. Such action,
Mr. Abs fears, highlights the dangers to which private capital
continues to be exposed in foreign countries, a condition which
is anything but conducive to promoting a larger flow of private
capital into underdeveloped areas.

To meet such dangers Mr. Abs has suggested, among
others, the idea of creating a Magna Charta for the protection
of private property abroad. It is my understanding in the
matter that steps already have been taken in Western Germany to
foster this idea through organizational efforts.

Sincerely yours,

0Otto Donner
Alternate Executive Director
for Germany

Attachment
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by Hermann J. ABS, Frankfurt/Main

From No. 51/52 of "Der Volkswirt",
Virtschafts- und Finanzzeitung, Frankfurt/Main,
Issue of December 24, 1955

A few days ago, the news that the Argentine Government has temporarily
blocked the property of a great number of foreign firms and persons
caused a sensation in Germany zs well as all over the world. These
news have certainly not failed to impress industries and credit in-
stitutions holding capital investments abroad or having granted credits
and loans abroad. The Government apparently explains these measures by
asserting that property is involved which has been acquired unlawfully.
According to information available the blocking has affected large
German firms like Bosch, Daimler Benz, Siemens & Halske, Borgward,
Klockner-Humboldt-Deutz as weli as foreign companies like the Italian
motor car manufacturers Alfa Romeo and the American television firm
Capehart. The blocking is said to affect altogether the property of

more than 200 individual persons and 75 firms.

By a dash of pen

If the Argentine Government is of the opinion that this property in
fact has been acquired unlawfully then the only right course to take

in accordance with internationally recognized principles on the pro-
tection and treatment of private property would have been to conduct
the necessary investigations for each case individually by way of a
proper legal action at the same time hearing the proprietors concerned
as to the accusations raised. Only in case it had been proved beyond
any doubt that the property was acquired unlawfully - i.e. in violation
of the laws of the country - the Government would have been in its
right when taking action against those concerned, this of course,

under due consideration of the limits set by law. The Argentine Govern-

ment has not followed that way.

To the contrary - without taking the care of conducting a proper legal
investigation - it has collectively blocked the property of firms and
of individual persons by a dash of pen. More than that, reversing the

usual burden of proof, it has charged those concerned to furnish evi-
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dence of the legal acquisition of their property. Finally, it was
decreed that the property will be seized in favour of the Argentine

State in case such evidence is not furnished.

The fact that among the enterprises affected there are firms of a
world-wide reputation should without further evidence show that there
can be no question of having unlawfully aoquired the property. All
the more so the Argentine action can be labelled only as an arbitrary

act the motives of which are all too clear.

The blocking of property as decreed by the Argentine Government repre-
sents - although under a different pretext - a further link in the
chain of those measures which other states have taken in respect of
foreign property especially after the last war. Last but not least
we remember the confiscatory action of the Government of Guatemala
brought against the United Fruit Corporation and the nationelization
of the Anglo-Iranian 0il Company.

Concern over the protection of the private property

During the US-German negotiations on the release of German property
vested during World War II and in later talks and publications the
writer of this article has repeatedly pointed out that the policy of
seizing and confiscating former enemy private property - as it is still
being exercised long after the end of the War - considerably éncouragea
other states, yes, even invites them , to infringe on foreign property
under the pretext of some given reason. The underlying motive for that
argument was not to find further support for the request of restituting
confiscated German property. More than that it was concern over the
ﬁrotection of private property quite generally, which protection,
especially after the last War, has become more and more weakened in
consequence of numerous measures of public authorities all over the
world. It was the concern of the writer who adheres %o the principle
of private initiative and of the sanctity of individual rights to de-
monstrate to the free Western world by a splendid example that it will
destroy its own basic views and finally itself if it does not resolve
to adhere uncompromisingly to the very principles which are continuously
proclaimed in fighting the East.,

@3 &



Mr, Dulles warns:

Experience shows that the argument as set out above cannot just be
labelled as a mere theory. It is a fact that the powerful who deviate
in a principal question from the path of law must expect that others
will follow that example when the opportunity arises. The American
Secretary of State, Mr, John Foster Dulles, who, a8 an experienced
lawyer, had already recognized during the negotiations in Versailles
on German foreign property the risks inherent to a violation of legal
principles, in 1954 well remembered his experiences when the American

Senate discussed the return of German pre-war property. He said:

"I recognize that there is force in what you say to the fact
that our own position to protect American interests abroad

is strengthened if we protect foreign interests that are here.
I would think that in an area where we expect the American
interest abroad, American capital investments abroad, that

it is wise for us to adhere ourselves strenuously to the
highest standard of conduct in relation to those matters,

that puts us in a better position to call upon others to apply

the same standards.”

When judging on that question Mr, Dulles clearly perceived that the
confiscation of "enemy" private property may be a measure of security
Justified in war time, that however, its purpose becomes void after
relations between victor and vanquished have been normalized again,
and that by no means lawfully acquired property may be used to meet
obligations incurred by somebody else, even if it is the former "enemy"
state itself,.

A surprising statement

Unfortunately, the American Secretary of State did not succeed in pre-
vailing against those forces which on account of specific interests
pleaded against terminating the confiscation and for an ultimate ex-

propriation of former "enemy" private property.

There was, therefore, no need to be a prophet when oneé saw new dangers
arising on the horizon for the continuity of the basic legal principles
of the Western world and consequently for the protection of private
foreign investments, |
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Bad examples spoil good manners. The dangers referred to above are even
more imminent if persons of influence in the Western World declare in
public that a principle of the sanctity of private property does not

- really exist. So, Mr. Dulles Townsend, Director of the American Office
of Alien Property, during the hearings on a bill ealling for the return
of German private property, declared on 11th July this year: "You hear
& lot of nonsense about the sanctity of property as such. As a matter
of fact property as such does not have any sanctity. . . . Only the
right to hold property is protected in the Constitution." When Mr.
Townsend made this statement he managed to obscure the fact that in

case property is seized by the State, this State is bound by constitution

to grant the proprietor adequate compensation.

Whose turn tomorrow?

Whilst up to the present time some circles, especially those not imme-
diately affected by seizures, in many cases showed a certain reserved
attitude towards the endeavours to bring about the return of vested
German property, this attitude decisively changed once the Austrian
Treaty had been ratified, a treaty which one cannot but label as a

- late - fruit of the confiscation poliey of the former German adver-
saries. The blocking of property in Argentine has affected a further
group of enterprises, some of whioh never before have owned any property
abroad. The property affected are investments made long after the War.
Not only German but to a far larger extent American corporations and
enterprises of other countries maintaining foreign investments to-day
find themselves in the same position of danger and everybody is asking:

Whose turn will it be tomorrow? Whence have we to fear new attacks?

The Argentine situation again puts up with all urgency the problem of
protecting private and public foreign investments and loans. American
private capital at present holds foreign investments of a value of more
thean 26 billion Dollars all over the world; in addition there exist sub-
stantial investments and credits of the U.S.-Government. These are aug-
mented by oredits and loans granted to foreign states by the World Bank,
a bank in which a great number of European and Non-European countries
hold capital interests. Foreign‘investments of Great Britain, Franoce,
and the Benelux-Countries, Switzerland, Italy, and many other nations,

o 5
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also amount to many billions. Who is going to protect these investments?

A Magna Charta

In my opinion there are two iays only to restore security in the field

of individual rights: First, by adequate revision of the war-time con-
fiscation policy all those states should be deprived of any pretext to
block or seize foreign property which by reason of their particular
situation eaeily fall to the temptation of enriching themselves with
foreign assets; further, as a second decisive step, one should endeavour
to bring about at last a multilateral agreement binding the parties to
that agreement to retaliate any violation of foreign property by sanctions
in the economic and, if necessary, in the political field.

I have suggested that idea of oreating a Magna Charta for the protection
of private property abroad at the opening of the Washington discussions

on German private property in Spring this year. Though, unfortunately,

at that time this idea did not fall on fertile ground - perhaps because of
ite link up with the specific question of German property - I believe

that today, in the light of the events in the Argentine, it will find more
appreciation. And it is to be hoped that a powerful nation like the
United States forming the first rank in fighting the state-capitalistic
Eastern ideas of denying any right for private property will take the
initiative in constituting such Magna Charta in view of the dangers
threatening its own foreign investments and those of its citizens and -
that the United States will finally solve the problem of the return of
former "enemy" private assets, a decision which will certainly remove

any doubts that they fully adhere to the principle of the sanctity of
individual rights and of private property. ~



"Frankfurter Allgemeine Zeitung"
of December 28, 1955

"Whose turn tomorrow?

The temporary blocking of foreign private property by the Argentine
Government has caused a sensation not only in Germany but also in

the United States, all the more so because a well known American
television firm has been affected by these measures. Banker Hermann

J. Abs in a special edition of the "Volkswirt" ("Economist") puts

the question of "Whose Turn Tomorrow" not only to the Americans but

to all countries of the Western world. However, Herr Abs does not
restrict himself to this warning but he repeats his suggestion as

‘put forward nine months ago in Washington to bring about a multilate-
ral agreement with the objeot of protecting foreign property. All
countries endeavouring to attract foreign 6apita1 for their economiec
development should also underwrite this "Magna Charta" for the protect-
ion of property. If the United States - says Herr Abs - which greatly
endeavour today to téke an opposite stand as against the views of the
East negating any right for private property, would take the initiative
to bring about the conclusion of such an agreement it is doubtful

whether any Western country could decline to join.

It is to be wished that these incentives will fall on fertile ground.
America could well do the first step in connection with the extension
of its Foreign Aid Program., The condition would be that the Americans
first find a fair solution for former "enemy" private property still
vested by them in order to exclude any doubts whatsoever in the sin-

cereness of such an agreement,"
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Sumeary

During 1955, the Argentine economy continued ths process of recovery
from the recession that began in 1949 and continued until 1952, except fcor
a temporafy Tecovery in 1951 brought about chiefly by the Korean War. An
extremely poor agricultural production in 1952 was followed by a particu-
larly good harvest in 1953, The harvests in 1954 and 1955 were less sat-
isfactory but were sufficient to permit a sustained recovery of the
country's foreign trade, which together with the expansion of agricultural
and labor incomes contributed to the gradual expansion of GNP in the last
thres years. '

In the last quarter of 1955, the Government inaugurated a new economic
policy emphasizing the development of agriculture as a necessary foundation
for the further industrialization of the country. Larger increases in sup-
port prices for agricultural products were authorized in order to facili-
tate the rapid capitalization of agriculture. This measure came too late
to have any significant effect on the 1955-1956 harvest which, as a result
of smaller sowings, drought, and other natural factors, will yield a
smaller crop than in the preceding season.

The international payments position of Argentina deteriorated in 1955,
the balance of payments deficii being estimated at $186 million. This ad-
verse payments situation stemmed chiefly from ths trade deficit caused by
the decline in the value of exports and an increase in imports. Sagging
international markets for Argenfine exports, such as wheat and wool, an
overvalued multiple rate structure, and substantial monetary expansion have
continuously exerted strong pressuies on the balance of payments. In the
two preceding years, balance of peymants surpluses were cbtained primarily
through a stricter quantitative contirol on imports.

The substantial devaluation of the Argentine peso on October 27, 1955,
a single official rate of MJN 18 per dollar and a free merket for minor ex-
ports, nonessential imports and invisibles replacing the rates of M§N 5,
MpN 7.50, and ﬁﬁN‘lﬁ”ﬁéf dollar, redressed the position of Argentine export
products, and may prove effective in discouraging excessive imports if the
prevalent inflationary conditions are satisfactorily checked. The 1956 ex~-
port outlook is not, however, satisfactory because of a smaller agricultural

production,
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The exchange reform that accompanied the devaluation ectabliched an
official merkst with a fixed exchange rate of MyN 18 per doilar and a free
market with a flucivating ralte detsrmined by marKet for"esc Since the in-
ception of tine legal fres markes, *“he peso hag shown a contl nﬁ"s‘weeknees,
and dollisr quouéf“,na rose gradually from ahoul MN 30 to about MpN 42 in
February 19557 Transactions in the official market inciude most exporis;
impotrts of combust: blcs, eszertial foodstuffs ard rew materiels, ard
governueny payments The p:Oﬂeeds for certain minor exports (mostly in-
dustrial goods), pajmenia o 1mports not included in the official market,
invisible transactions. and capital movements are negotiated in the free
merkets Most of the reehx;ﬂ,wozs a&feculngwgﬁnanrjal remittances and
capital movements were abolished on Outover 28, 175J. As of that date,
finarcial remittances and othser movements of iuLdS can be freely conducted
through the free exchange market without prior euthorization from the Cen-
tral Banko

The Azgertine economy has bseu going througa an intense inflationary
process in the post-war yvears, In the period 1945-i952, tns anmial prics
increases averaged 33 psr cant and the deteriorsbion in the 5% andard of

" living of workers resulted in a widespread demand for wags adjustments and

in the spiral of prices and wages., Toward the end of 1952, the Government

"I revised its econcmic policies and adopted an anti—inflatlonary policy,

trict price cont trol enforcement,, stabilization of wage4--especia11y in
11953~-and a 31gn*f1cant reduction in publlc and privale 1nvesumenfs re-
sulted in a welative price stability in 1953 and 1954a' Verthele>3; the

monatary expan51on “continued ana‘gzieeﬂ increased aga in sharp;y in 1955.

S —

At the end of November 1955, the Government lifted price controls o a
long list of consamers' goods. In the following months, prices increased
by about I to 2 per cent per month, which also reflected the effects of
“the devaluation of the peso. These price increases do not appear thus far
to be greater than those reglsuered at various times when price controls
were severely enforced. The scope of the price control was widened again
“in Fobruary 1956 when the Goverimen? decreed a natlon-w.de sédlary increase
of 10 per cent in order to pre”enu the transfer of the higher cost of
labor to the consumer. The authorities intend that businessses will absorb
the wage increase.

In the poat—war years, Argentina hes rcsorted heavlly to bank credit

' for the financing of ths Governmeni's economic development program.' The

‘consequent expansion of the money supply, the annual rate of increase
ranging from 14 per cent in 1952 to 24 per cent in 1948, created consid-
erable excess ligquidity in the econcmy and was a significant dynamic. factor

“in the inflatlonary prec ess affecting the country in that period.

The Prebisch Report submifted to the Provisional President on February
7, 1956, suggests that in order to maintain a satisfastory level of income
and employment the financial needs of the private secioz in 1956, which
will require bank credit expansion, will amount to some MpN 10 billion.
The total increment in bank eredit to the public and private sectors ex-
pected in 1956 would be about MN 11 billion, as credits to the public
sector might increase by MBN 1 billion. Taking into account the normal
increases in non~monetary deposits and bank absorptions,. the report esti- -
mates a possible net inerease in the money supply of M$N 9 billion in 1956.
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This increase would represent an expansion of about 15 per cent during the
- year, a lower rate of expansion compared with the previous years. The re-
port indicates that in order to avoid the serious inflatiemary effect of
such expansion, the supply of goods and services should increase by 10

per cent during the year, and that this goal ecould be resched if resolute
steps were taken to 1mprove productivitya

s ey ¥ o

The financial operations of the public sector at times have been a

highly important factor in the inordinate expansion of the money supplys
Most of bank nredits extended to the Government sector have besen applied

to the financing of operational deficits incurred by official entities,
chiefly to the State Trading Institubte (1API). The or*inary governnment bud-
get which has been operating with small surpluses, does noi include public
wovkg and other capitul expealitures. Thess expendifures have been rinanced
with issues of government borlgi,p4ancd_wish the Pension Funds. Including
these expandlnazqs, the over-all amnual govermment deficits are estimated
at about MEN 10 billion in tna past few years, The deficits expected in
1956 are estimated at MON 8 biilion, of which MN 7 pillion is expected to
bs coveread with iscues of goverpment bouds, and MBYN 1 billion with advances
frem baricss These figures vefllect ihe hope of the Government that there
wiil o8 an imprevsment im the fiscel eituation in 1956 as less use will bs
mace of bank credit facilities,

To Stmgturs of the Economy and Prodaction Trends

1+ - ‘Sox actu‘e of the econom

The Republic of Argsntina covers an area of 1,079,965 square miles, or
about onsg-third cf the area of the Uaited States. Its present population
of over 19 million is p.ndOﬂ"na;mly of European crigin. Although the back-
bone of TTe Argentine economy is agriculture, approximately two thirds of
the total populetion is vrban. In 1954 Argentina's working population was
about 7.6 millicn, of wt 1ck some 25 per cent was engaged in agriculture,

23 per cent in imdustry, and 52 per cent in services. Ten years earlier,
agriculturs empLovad ‘soxwe 35 par cent of the working population and 1ndu3try
<1 per cent. As is typical in a developing economy, manpower engaged in
services, transportaticn, commorce, communicatiosns, governmenat, etc., hes
bﬂen 1ncreasjng ralative to goods-producing activities.

Teble 1. Argontina: Working Population, 1945=54

Agri~  Industx Agri-

e cutture (1A$?qung Sexvices  culbtura Indust try  Services
Tear Total ....._.,...._-71"%%1.{%%.&.)”“_-.«”" T (Percentage of toual

1945 6,023 2,092 . 1,28, 2,65 34,7 20,3 440
1948 6,424 1,767 1,831 2,826 27.5 28,5 4440
1950 6,318 1,746 1,868 3,204 25.6 R744, 47.0
1952 '7,213 1,803 1,821 3,599 25.0 25.1 49.9
1954 7,600 1,900 1,748 3,952 25,0  23.0 52.0

Source: ECIA,
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The contribution of agriculture (farming and livestock raising) and
mining to Argentina's GNP were 27 per cent in the 1935/39 period, compared
with 16 per cent of industry. The growth of industrial production caused
a shift in the relative contribution to the GNP of primary and industrial
production. In the last five years, primary production accounted for less
than 20 per cent of the GNP, while manufacturing industries accounted for
22 per cent. The growth of the construction industry is also significant,
rising from 2.5 per cent of the GNP in the pre-war years to 6.0 per cent
in 1950~54.

Table 2« Argentina: Gross Domestic Product, by
Industrial Origin. Gross Value Added
by Factors as Percentage of Total
Apriculture, Manufac-
Pastoral, turing Construc-
arnd Mining  Industrises tion Services  Total
4935+36 Ayer. 26, 15.7 2.5 54.9 100,0
1940=4s Réyoly 19.7 3.0 52,9  100.0
1945~49 " 2042 23,1 459 51.8  100.0
1950-54 ¥ 19.1 21.9 6.0 53.0  100.0
19§ 16.7 R34 7.3 52.6 100.0
1951 18,4 2247 6.3 52.6 100.0
1952 i7.7 22.3 5.8 5442 100.0
1923 22,8 19.8 5.0 52.4 100.0
1994 1909 21.3 '506 53.2 100.0
Sourcs: Table B in the statistical appendix.

Argentina Jacks sufficlent fuel and mineral resources, but the country
is exceptionally well endowed with fertile farm and pastoral lands. More
than 41 per cent of the total area of Argentina is grassland, 32 per cent
is wooded and approximately 11 per cent is under cultivation. The greater
part of the cultivated land is devoted to the production of cereals and
oil seeds. The most important crops are wheat, corn, barley, oats, rye,
Iinseed and sunflower secds. In the last five years, about 40 per cent of
grain production has been for foreign markets. There has been a signifi-
cant decline in production of cereals and linseed in the post-war years,
but this has been offset in part by increased production of industrial
crops, fruits, and gerden products. Increase in domestic .consumption, to-
gether with the smeller grain crops-~the main agricultursl export products—-
have reduced the country's export capacity, compared with pre-war years.
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Table 3. Argentina: Index of Volume of Agri-
cultural Production and Exports
\A o
LA (1950 = 100) o

Lt D OB A, Ml B0

\ / A

Csreals \ Fruits and Volume

and Industrial Garden Total of

Linseed Crops Products Experts
1935-39 2858.5 555 593 117.8 170.6
19‘/'-0-1‘4 25198 73-»0 qlnﬁ 13503 77«2
19/.‘-5""1.*9 155 06 89- 6 (}O‘a 9 113 02 8250
1950-54  140.7 105.9 i05¢5 1153 £9.9
1950 100,0 100.0 120,0 1004 100.0
1951 148,0 10.4.6 103.0 118.0 9503
195’2 78& 10’)99 8~,’3:7 8906 3201
L 19,6 11Z.5 1in8 13%.9 O4e5
1954 1504 1053 3.2 134 -4 1274

The livestock population in 1950 was estimated et 38 miliion cattle,
50 million sheep, 4 million hogs, azd 7.5 million horses. In 1954, soms
4»2 million cattle, 5.4 million sheep, and 1.2 million hogs were slaughtered
for meat, Total neat production amounted to 1.18 miliion tons, of which
72 per cent was for domsstic consumption and 28 per cent for export. In
the past five years, meal production has declired from the high level re-
corded during Worid War II and the immediate post-war years.

The dasciine in produstion and inerease in douwestic consuvmption re-
sulted in a drop in meat exports of about 45 per cemt in the 1950-5 period,
compared to the preceding five~year period,

The annual production of wool, amounting to weme L75,000 tons (greasy
bagis) in the pericd 1950-54; was about 15 per cent below the post-uar
production peak, yot it was some 17 per cent larger than the average pro-
ducticn in the pre-war years. Domestic wool consumption, estimated at
45,000 tons, has absorhed some 30 per cent of production in recent years.
Here, again, expandad domastic consumption is associsted with the decline
in wool exporvs in the las+ Yyears coupared with the pre-war period.
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- Table 4+ Argentina: Meat and Wool Indices of
, Volume of Production and Exports

(1950 = 100)

—Produetion _ Exvorts
Moat.L/ Wool Meat Wool

1935"39 8391 : 8\)06 139' 9 9733
1940 "4'4' 950 7 1288 1q29 5 9000
1945-49 103.4 111.6 150.5 123.1
1950'54 95,7 102.2 8/;«3 7.2

1950 100,0 100,0 100.0 100.0
195 9004- 1050 5 C/,;o'? A.C‘ 9
1953 Q%S 95.6 €9.8 Y e L
lC:i’;;l owa 0 1O '}'s 3 74 2 2 ].C r]o l-
1954 96@1 10’/)54 8-'!.0{) 6&;‘05‘),

i F 5 This index 1s based on the following data:
(1} total animals s]aagh;‘ra ; (2) exports
of livestock; and {3) adjustment for ceti-

e

pated changss in livestosk popalation.

Source: Pooducto g_:ﬁg*e o de¢ la Repiblica

Arsentina, 193561, Secretarie de Asuntos
= G
Econdmicos, Buencs Aires, 1955

Arvgentina's industriel prdHCuiOﬁ, consisting mainly of food processing,
textile, metal, velicles and machinery, and wood industries, in the order
of employmen’s provided {(mee Table A in the eppendix) is largely for the
domestic merket, aithough during the war and ths yesars immediately there-—
after exporie ﬁn noinahoeing count»ies were re.atlwelj important., In fact,
considerable industrial expansion tookx pisce in Argentina during the war
and post-war years until 19"8. In the following years industrizl produc-
tion ceased to grow, primarily as a resuit of slackening domestic and
foreign demand, and in some casss due to power shortage3s. The contribution
of manufacturing industries to Argentina’s GNP is greater than that of
primary activities while a decade ago the latter were more significant.

The level of industrial antlvi ty. ‘and investments in Argentina depend
to & large sxtent on imports of fuel, raw materials and capital goods. A
study prepared by EC IA¢/ chows that there is a close relation between the
capacity to impert and invesimonts in Argentina, as well as in other Latin
American countries. In lrgentiua, this capasiity resulis chiefly from the
quantum of exports and the terms of trade since the infliow of forxﬂgﬁ
capital has been negligible in the post-war years. Morsover, since 1951

1/ Economic Suvrvey for Letin America 1951-52, Fconomic Commission for
Latin America, U. N.
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(inclusive) the effect of the terms of trade on the country's import ca-
pacity has declined considerably in significances’ Hence, imports of fuel,
rew materials and capital goods required to maintain the level of invest-
ment and of industrial activity depend lergely‘on the country's exports,
90 per cent of which are agricultural proauuts. This fact brings ocut the
real significancs of agricultural production in the Argentine economy,
waich is not apparent from the GNP data.

Table 5. Argentina: Induvstrial Productlon.
Vol‘.lm"‘ Inaeis, 19 ’54'

(*9 0= _I.OO)
Foodstulfs Vehizles
ani and
Total Beveragss Textiles Mstels Macaoinery Wood
1935"2’9 ‘:506 74-:’3 l' 3:4 1\.04 63’)7 5800
1940~44, 5.2 87 6304 56,5 75,0 770
194 5-4f 2,0 95,7 91.8 61,3 126.4 102:5
‘OfJ":/ ()le 100 08 21535 93«)2 116:8 9305
1950 100.0 100.0 100.0 100.0 1C0,0 100.,0
1951 W05 96,4 9.1 105.1 1247 99.3
1952 (,‘5 5% Q" & g -0 j {2«) 127:4 8612
1953 93&0 10):8 8 / r)”os 1}903 9041
1954 100,11 104.9 8600 G8.7 122.5 92,1

Source: Producto e Ingrsso de ls Reﬂ*0¢1ua Argerntina, 1934-54

Lo

Secretaria de Asuntos Euonom1cos, Btenos A*res, Iy;p Z ble 26),

s Gross naticnel preduct, consumption, and investments

The GNP at constant 1950 prices rose from MypN 48,0 billion in 1945 to
MBN 66.0 billion in 1948, declining thersaf*er to MBN £9.7 billion in 1952,
The 66.0 billion mark was reached sgain in 1954 and according %o preliwinary
estimates the GNP weached MHN 68.5 billion in 1955.4/ However, reel per
capita income in 1955 was still some 10 per cent below the 1948 peaks The
imoress1ve expansion of Argentina's GNP in 1946-48 resulted from especially
fazorab ble circumstances. In those years, the terms of trade were highly
favorable to Argentina and the foreign trade was at a high level. Begin-
ning in 1949, conditions in world markets changed and the terms of trade
began to turn against Argentine, which beczine all the mere serious as the
voiume of exports elso declined, g*c°+1y curbtailing Argentinats import
capacity., Thais preccess coumiinued in the following years--with an inter-—
ruption in 1950, caused by the Korean crisis--and wae strongly in evidence
in 1952 when climstic conditions considerably damaged crops to the extent
that Argentina, ons of the largest wheat exporters of the worid, had to im-
port wheat in ‘that yeare. The trend of the GNP in this period is associated
with these factors. ;

1/ The Prebisch Report.
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: The decline in Argentine exports wag partly the result of -external
- factors and partly of internal conditions. The Government, by emphasizing
the industrial development: of the country, neglected the rural sector. An
~inflexible and unrealistic: price and exchange policy discouraged agricul-
tural production which constltuteu ‘the buik of Argentina‘s exports.

Table &, Arcentlna Gross Na+1ona3 Product and Per
Capita Inﬂome, at Constant 1950 Prices

NP Per Capita

Bi13i69 Per cent Incoms

pesog  Five-year change . in Pescs
1935 35.2 2,715
1940 41.3 173 2,940
1945 48,0 . 16.2 e Ll
1945 Ehod 3,456
1947 626 3,930
1948 65.9 4,041
1949 62,8 3,750
1950 62.2 294 3,621
1951 64.0 3,632
1952 - 59.7 3,310
1953 63,0 - 35423
1954 . 65.9 3,516
195»1/ 68,5 10,1 3,588

g Preliminary estimate (Mr. Prebisch!s report).

Souf(ﬁ' P’cﬂiﬂtc e_Ingreso de la Repiblics Argentina,
=5/ e :

The stagnation of real per capita income in Argentina in recent years
appears inconsistent with the relatively high proportion of the gross na-
tional product devoted to investments, which were about 22' per cent in
1950-54. However,  the larger proportion of. investments has been in con-
struction (about 63 per cent in 1950-54) which does not increase the pro-
ductive capacity of the economy as much as investments in industrial plants,
machinery, equipment, etc.

Investments in production equipment were only about 8 per cent of GNP
- in this period, compared with 10.3 per cent in 1945-49 and 11.3 per cent in
the five pre-war yesrs. This reduced level of investments in durable pro-
duction equipment resulted, in turn, from insufficient imports of capital
goods which, relative to the GNP and gross domestic investments, have de-
clined substantially since 1950 (see Table D in the appendix). Another
/evidence of the inadequate volume of imports of eapital goods is provided
by the large investmente-im repairs of existing obsolete equipment. Thise-

type—of investment is-also generally of low-preductivity.
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Teble 7« Argentina: Gross Domestic Investments,
at Constant 1950 Prices

Total als Cormosition, in Per Cent of ths GNP

Billion Per cent Constiuc- Production Equip. Changes

Pesos of GNP tion  Total Eopairss/ in Stocks
1935-39 Aver. 9,28 23.9 31 .4 11.3 (19) 0.8
1940-44 ® 8.2 18.6 11.2 WA (38) 0.9
1945-49 ® 14011 23.5 12.3 10.3 (28) 0.9
1950-54 W 13.92 22, 13.6 8.0 (27) 0.5
1950 13.58 21,8 15.2 v (25) -1.1
1951 15.95 2449 14,5 8.5 (24 1.9
1952 14448 N 13.5 8.7 (27 2,0
1953 11.61 18.4 .1 8.1 (29) ~1.8
1934 13.98 9.2 12.8 7.3 (31) 1.1

1/ In peveentaus of tetal pupdnevion egaipmenta

Scurce: Producho e Increso de la Repihblica Argentina, 1935-54,
. . x o . ; M ! v e
Secretaria de asuntos Economicos,; Buenocs Aires, 1943

In the immediste post-wer years a large proportion of the increase in
the GNP corraesponded to invectments as industrial countries were again able
to supply capital goods. Consequently there was a decline in the proportion
of the GNP related to consumption, although in real terms total consumption
hag shown a continuous expansion until 1949, After this transitional period
the ratic of consumption to GN? conformed again to more normzl times. In
the past few years the propertion of GNP devoted to consumption was higher
than in the pre-war years. However, as shown in the following teble, this
dovelopment is asscclated with an increasing proportion of real rescurces
being ebsorbed by the Gorermment, In fact, the proportion of private con-
sumption to GNP has declined sligntiy compared witih the pre-war years.

Table 8. Argentina: Total Domestic Consumption,
at Constant 1950 Prices

Amount, in billions of pesos Relative to GNP, in Per Cent

Total Private Gov't Total Private Gov'it
1935-39 Aver. 29.4 25,7 3.7  76.0 6644 9.6
1940-44 U 3501 30.5 beb 789 63.6 1043
1945‘49 " 4310 35a8 70? 731:6 61.3 12-:3
1950-54 Y 49.3 41:3 8.0 784 65.6 12.8
1950 48.3 40.6 el 77.6 65.2 12.4
1951 49.8 41.9 7.9 T1"7 65.4 123
1952 46.9 38.9 8.0 78.5 65.1 13.5
1953 50.3 42.0 83 79.9 66.8 13.1
1954 51.4 43.1 8.3 78.0 65.4 12.6

Source: Producto e Ingreso de la Reptblics Argentina, 1935-54,
Secretaria de Asuntos Economicos, Buenos Aires, 1955.
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However, there has been a relative increase in income of one sector
of the population which generally has a higher propensity to consume com-
pared with:other groups. The indust rial development of the country and a
more liberal wage policy pursued in the last decade resulted in a substan-
tial increase in the proportion'of the national income going to salary
and wage earners. The share of this group increased from 47 vper cent of
the national income irn 1946 to about 60 per cern t in the years 1950-354.

Table 9+ Argentina: Distribution of ths
Nationzl Incoms, 194554

Compensatioc Net Incoms of Entar-
. o prises; Professsionalis, Total
Expioyeos Interest; Rent, etc,
194-{,13 &£l 008 5392 100;0
1848 G2 ol LT:6 10C,0
1 ;i)‘j OO ~ ‘,’) . 3 B 1 100'0 0
1955 61.0 39.0 100.0
1954 59.0 £0.4 100.0
Source Produe o 3 Ing Tngrcso de la D‘"\'iblicr hrgentina, 1953~

5/f
(Ta

o
Socreu ria Gs Asuntos Leonomicos, Busnos Aires, 1954

vle ) @
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3. Current production and prospects for 1956

During 1955 the Argentine economy continued the process of recovery
from the recession that began to unfold in 1949 and which continued until
1952, after a temporary recovery in 1951, related to the Korean War. An
extremely poor agricultural harvest in 1952 was followed by a particularly
good harvest in 1953, The harvests in 1954 and 1955 were less satisfactory,
althovgh production was sufficiently large to sustain a high volume of
exports, and the consequent expansion of imports, together with the expan-
sion of agricultural and labor inccme, eontiributed to a sizable extent to
the gradual expansion of the GNP in the last three years.

(1) Agriculture. The alarmingly small crops of 1952 indnced the
Government at the end of that year to give more incentives to agriculture
by raising official agricultural prices, liberalizing credits to this
sector, subsidizing imports of farm machinery through the exchange system,
etz. The Provisional Government that took office in September 1955 has,
nevertheless, considered that the agricultural sector has been neglected
by the derosed government and that agricultural prices and financiel facil-
ities were not edequate to allow farumers to make the necessary investments
in agriculture in order to improve and expand production. A substantial
devaluaticn of the Argentine peso, analyzed elsewhere in this report, was
anncunced on Ochober 27, 1955, and large increases in support prices for
agricultural products were authorized in order to facilitate a rapid
capitalization in agriculture. Table 0 shows the minimum prices estab-
lished for the 1955-56 crops.

Table 10. Argentina: Minimum Agricultural Prices for the 1955/56 Season

(In pesos per 100 kilos)

1955-56 Previous Per cent

Harvest prices increase
Wheat 70 50 #L0
Oats S5 38 #L5
Barley 55 L5 f22
Rye 50 L2 #19
Linseed 140 04 75 #87
Corn 65 L5 Fuly
Sunflower seed 130 100 /30

To minimize the inflationary impact of the increased income of
farmers resulting from higher prices, it has been established that
12 per cent of the support prices will be placed in a blocked bank

account in the name of the producer. These blocked accounts will be
released after six months.



wrdd -

TWeather conditions during the 195h-55 season were: favorable and the
wheat crop amounted to 7.69 million tons, the largest in the last decade

and 2l per cent larger than the previous year.

The production of corn,

on the other hand, was very poor on account of the weather conditions,
and this was mainly responsible for the over-all decline in the cereal
production compared with the two preceding seasons (see Table 11)s
trial crops also declined in 1955, the most significant being the declins
in the production of sunflower and peanuts.

Indus-

The decline in sunflower production has been under way for a number

cf years, with the consequent reduction in the production of edible cils,
" and Argentina--previously a net exporter of edible oils—-has had to import
/“edible oils since 195. for domestic consumption.

in 19%¢,
covar the

oy
(VI aRT

“to an a

e 195 : estic ce 1, Preliminary estimaies
| indicate that the production of sunflower in 1956 will show a
increase, from 283,000 tons iry 19!

tremendous
: . t1l-time high of 1,200,000 tens
Such a crop would produce about 300,000 tons of oil; which weuld

al consumption requirements of the countiy, estimated at

gorawnat less then 200,000 tons and leave a substantial balance available
This output will reach the market in the latter

for reserve and ezports.
. part of ths year.

Meanwhile,

_has lLeen reported that during
to import some 80,000 tons of
, and 26,000 in 195k,

edible o0il will have to be imported.
the fTirst part of 1956 Argentina will have
edible oils, compared with 32,000 in 1955,

It

The incentives provided by the nsw agricultural policy have come too
late to affect the 1955-56 harvest which, as a result of smaller sowings,
droughts, and other natural factors, will yield a smaller crop than in
the preceding season.
harvesting of merginal crops may raise somewhat the earlier estimates.

Table 1l.

It is hoped, though, that better handling and

Argentina: Area in Cultivation and Production

Area in Cultivation
(Thousand hectares)

Production

(Thousand tons)

1952753 1553/5L 1594755 1955/56 1952/53 195375k 195L/55 1955/36%
Cereals  _1L, 764 14,723 13,963 15,157 _13,35h _13,25h
Wheat 6,066 6,354 5,937 5,.13 7,63k 6,200 7,690  L,820%
Corn 3,33, 3,268 3,002 2,860° 3,550  L,L50 2,546  L,000%
Oats 1,702 1,500 1,376 1,410 -+ 1,269 991 890 8ok
Barley 1,108 1,085 = 1,090 1,216 1,175 8oy 1,132 992%
Rye 2,483  2,l45  2,h93 2,529 1,335 607 84y 7234
Rice 71 71 65 N.2. 194 212 172 n.a.
Industrial
Crops 2,907 2,403 2,375 11,236 11,142 10,622 !
Cotton 565 585 - 589 582 385 123 354 L3S0
Sugar care 278 289 agp T e 9,596 9,751 9,422
Sunflower 820 571 559 1,900 1,28 3L5 €83 1,200
Linseed 1,020 732 739 694 58l 110 L1l 271k
Peanuts 182 190 157 20l 170 128
Tobacco n2 36 3L 39 33 31

I/ Treliminary estimates.

Sources:

% The Review of the River biate, January 20, 1950.

S{intesis Estadf{stica Mensuzl de la Repiblica Aygentina, October 1955;
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The production of wheat, now estimated at L4.82 million tons, a decline
of about 37 per cent from the previous year, is the next lowest crop to the
disastrous one of 1952, On the other hand, larger than normal stocks at
the beginning of the current season compensate in part the lower production.
Nevertheless, as shown in Table 12, the supply of wheat in the commercial
year December 1, 1955-November 30, 1956 will be substantially lower than in
the three preceding years. A sizable reduction is also expected in the
1955-56 linseed crop, 271,000 tons compared to L1l;,000 tons in the preced-
.ing year. This is the lowest linseed crop in several decades.

The lower wheat and linseed crop resulted partly from reduced sowings
and partly from lower yields. Since wheat, linseed, and their products —
are: important export products, the outlook of agricultural exports for
1956 is disappointing. It is hoped, however, that the production of corn
will show an increase over the previous year in spite of smaller sowings,
because favorable weather conditions have prevailed during the season.

Table 12. Argentina: Wheat Position. Crop Years 1/1952/52—1955/56

(Thousands of metric tons)

1952/53 1953/5k ,19514/55_ . 1955/56

Carry-in 383 1,68l 1,934 2,18L
Production %) 7,634 6,200 7,690 L,820
Total Availability 8,017 7,884 - 9,62l 7,00l
Domestic Consumption + -+ duRRR 3,791 3,800 3,800
Exports 2,256 3,059 3,6L0
Carry-Forward 1,684 1,934 2,184

1/' December 1 to November 30.

Source: The Review of the River Plate, January 20, 1956.

. (2) Meat production in Argentina was at an all-time high in 1948,
declining thereafter to the lowest level in the postwar period in the year
1951. (See Table lij Ceiling prices for meat and a prolonged drought in
1951-52 discouraged investmenbts and caused a decline in production. At the
end of 1952 there was a complete reversal of government pricing policies
with the aim of promoting investments in this sector. Meat production
increased in the years 1953 and 1954, but all the increment was for domes-
tic consumption., Production for exports declined by about 12 per cent in
1953, and recovered only partially in 195L4. In the first quarter of 1955,
the latest data available, meat production was some 12 per cent larger
than in similar period of 195L. Judging by the volume of meat exports in
1955, which were about 35 per cent greater than in 195k, it appears that
meat production in the whole of 1955 was substantially larger than in 1954.
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Table 13. Argentina: Meat Production from Controlled Slaughtering

(In thousands of toms)

For Domestic , : - g
Consumption For Exports . Totgl A
oo latbton o~ Mutton e MUtEon mason
Beef' & Pork Total Beef & Pork Total Beef & Pork Total
1982 " VBT, 9B 675 276 Bl un@6B TR FosdBhini 15081
1983 U 653 113 766 230 .89 .319 - 897 - 20, 1,101
198, ' 730 109 839 231 98 329 972 208 = 1,180
1984 bl B |
st Qtr, 181 23 202 57 33 90 21,0 55 295
1968, . . . : ; LRI 31 aids
“silst0trs " 186 25 211 - 89 25 11k 272 50 329

1/ Including a small amount for industrial use,

 Source: Sintesis Estedfstica Mensual de la Reptblica Argentina., =

: In December 1955 the Governmeni increased official minimum prices -
- for cattle. The official announcement explained that the measure was in
; accordance with the present Government's policy of encouraging agri-
cultural and pastoral production. By increasing catile prices, the
--Government was seeking to bring the remuneraticn of livestock farmers
into line with that of other farmers. The increased prices for cattle,

- however, have not been passed on to the domestic consumer as prices of
beef of popular gonsumption are being subsidized by the Naticnal Economic
Recovery Fund. 1/ It is expected that the new prices will provide effec-
tive incentives to expand investments in the. stock-breeding industry and,
barring unfavorable changes in natural factors, the production of meat
should continue to increase in the coming years. ;

(3) Vool production. An estimate compi}ed by the Argentine Vool
Federation indicates that the 1955/56 clip 2/ will be about 16k4,500 tons,
greasy basis, which practically equals the previous clip of 165,000 tons.
There has been a contimious decline since the 1950/51 season when the
_clip amounted to 199,000 tons. The Argentine wool position, by types of

fiber, at the beginning of the current season, October 1, 1955, is shown
in Table 1. = :

1/ See Part III, 5(1).
2/  Wool season: October 1-September 30.
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Table 1y, Argentinas Vool Position in the 1955-56 Season

(In thousands of metric tons)

Merinos Fine Medium Low
Sgge- Cross- Cross- Cross- Total

backs breds breds breds
Clip of 1955/56 ssason 38.3 61.5 16,5 L8.2 16,5
Carry-over from 54/55 6.3 1852 2.3 8.2 33.0

Stock in the 1955/56

SeaSOH M*u6 77.7 1808 Séoh 19705
Local consumption 22,0 17.0 L.0 2,0 L5.0
Exportable surplus 22,6 60,7 1.8 sh.h 152.5

Sources The Review of the River Plate. Buenos Aires, January 20, 1956.

The current wool clip is the lowest in the postwar period. Inad-
equate price structure in relation to steadily rising costs in recent
years has been the principal factor which has discouraged wool produc-
tion, with wool available for export affected by overvalued exchange
rates. The devaluation of the peso in October 1955, raising the rate
applied to wool exports from LN 6.25 per dollar to M{N 13.50 per dollar,
led to an increase in local prices by almost 100 per cent. As a result,
the outlook for sheep farming is now considerably brighter and indica-
tions are that it will recover quickly.

(L) Industrial production. The latest index of industrial produc-
tion, corresponding to the period January-May 1955, shows that the
recovery of industrial production in 1954--the index rose from 93 in
1953 to 100--continued in the first five months of 1955. While manu-
facturing employment increased by only one per cent in 195, in the
first eight months of 1955 employment increased by about L per cent
over the same period of 1954. On this basis, it appears that industrial
production in 1955 was at a higher level than in 1954. As indicated
elsewhere; larger imports of raw materials, fuel and capital goods in
1954 and 1955, and the recovery of labor and agricultural incomes have
stimulated the industrial activity.

The large devaluation of the Argentine peso, the new price policy
designed to stimulate primary activities, and other measures being
applied by the Provisional Government are bound to have significant
impacts cn the allocation of resources and distribution of income,
which in turn will affect the direction and level of demand for indus-
trial products. A devaluation generally affords a protection to the
local industries, as higher costs of foreign goods may cause a shift
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of demand to domestic manufactures. On the other hand, if the increase
in the purchasing power of the rural sector is offset by a decline in
real income of industrial workers, the aggregate demand for industrial
products may decllne, thus leading to a contraction of industrial
activity. This is not likely, however, as generally a devaluation

..results in higher aggregate demand. The salary and wage increases of

industrial workers and public employees, authorized in February 1956,

:were intended to reestablish their real income lost as a result of the
devaluations. Availability of imported raw materials and fuel will also
affect the industrial output. Since many facets of the new economic -

policy are still to be worked out in detail, and since the effects of
such measures may vary according to *the way they are. 1mplemented, it .
seems idle to attempt at this time an estimate of the p0351b e level of

‘industrial production in the current year.

ey
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II, Internal Fihanciél Develorments
1, Prices and wages.

The Argentine economy has been subject to considerable inflation in the
post-war years, The increase in prices, as measured by the cost of living
index for a typical working class family in Buenos Aires, was most pronounced
between 1949 and 1952, In this period the annual price increase averaged 33
per cent, and the deterioration in the standard of living of workers resulted
in widespread demands for wage adjustments and in the spiral of price and
wage increases, In 1952, conditions were at their worst, with strong infla-
tionary pressures, low level of production, scarcity in the market, and social
unrest, The cost of living index rose during the year by almost 40 per cent.
In the face of this situation, the Government revised its economie policies
and adopted an anti-inflationary policy which ccmprised: (a) the institution
of  quantitative and selective credit control, (b) reduction of public expen-
ditures, (c) the adoption of a program of wage stabilization and of collective
wage agreements for two year periods, and (d) the strict enforcement of price
controls and the repression of speculative activities,

Table 15, Argentina: Cost of living and Wage Indices, 1947-55

(1946 = 100)

Cost of Living s
¥ w i
ear o Bt ages Real Wages

Index Change
1947 112,.8 12,8 12847 114,1
1948 '128,2 13,7 183,6 143,2
1949 167.9 310 227.6 135,6
1990 2116 " " ""96.0 279,0 131,9
1951 288,5 36.4 332,.7 111.9
1952 400,0 38,6 426,7 106.7
1953 416,7 442 445,3 106,9
1954 431.8 3.6 521,9 120,8
1955 505,0 17,0 537.0 1063

1/ Based on hourly wages of unskilled workers,

Source: Sintesis Fstadistica Mensual de la
; Pepublica Arcentina; The Review of

the River Plate, Buenos Aires,

d1lthough the monetary expansion continued unabated in 1953 and 1954, the
rise in prices was relatively small, This relative stability in prices was
achieved mainly by means of strict price control enforcement, stabilization
of wages——especlally in 1953—and a significant reduction in public and pri-
vate investments., However, since the monetary expansion continued to inflate
the economy and wages increased again substantially in 1954, prices resumed
their sharp upward trend in 1955,
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During 1952 and 1953 the real income of-industrial workers was at the
lowest level since 1946, To improve their situatiéon, the wage policy was
relaxed in 1954 and wage rate increases averaging 15 per cent were permitted,
Real wages of indusirial workers declined again in 1955 as nominal wages were
relatively stable, while the cost of living rose sharply.

On February 17, 1956 the Government declared an emergency wage and salary
increase of 10 per cent throvghout industry and commerce, retroactive February
1, and established a minimum monthly wage of M$N 1,120 for men and women -over
22 years of age, Similar wage increases and minimum monthly compensation

were later extended to government employess, &

The decree increasing industrial and commercial wages also extended the
operation of the eollective labor agreements in force uuntil such time as the
- agreements concluded to replace them are officisliy approved, Revision of the
labor agreements may be initiated any time between March 1 and December 31;
1956 and the new agreements will be valid for 18 months, The 10 per cent in-
crease will be regarded as an advance of any total increase that may result
from the negotiations, . A supplementary decree, which will be in force until
February 28, 1957 stipulated that all wage and salary increases granted since
November 1, 1955 and which may be granted during. the validity of the decree
must be met from the profits of businesses, Infringements of these regulations
are subject to heavy fines, ~

At the end of November 1955, the Government announced the lifting of
price control on a long list of consumers' goods. &4 number of essential
consumer goods are still temporarily subject to price ceilings, Since the
devaluation and the partial elimination of price control, the cost of living
index rose by 1.9 per cent in December, and by 2,2 per cent and 1,1 per cent
in January and February 1956, These increéases do not appear thus far to be
greater than those registered at various times when the price control system
was severely enforced. More price increases are however thought likely as
some of the effects of the devaluation and of the elimination of price con-
trols have bsen offset by certain transitory measures, like price ceilings on
products such as meat, fuel, bread, ete, corresponding with stocks held before
the introduction of the new system, ' '

2, Monetarv developments,

In the post-war years,. Argentina has resorted heavily to the mechanism
of bank credits for the financing of the Government's economic development
program, The consequent expansion of the money supply, the annual rate of
increase ranging from 14 per cent in 1952 to 34 per cent in 1948, created
considerable excess liquidity in the economy and was a significant dynamic
factor in the inflationary process affecting the country in this period,

The annual rate of monetary expansion and the relative impact on the
money supply of the operations-of the public, private and foreign sectors of
the economy are broadly summarized in Table:16, It shows that credits ex-
tended to business and individuals have been the most important factor of
monetary expansion in the period covered in this table (1948-Aug, 19559,

At times, however, credits to the public sector have been equally, or even
more significant than credits extended to the private sector, e.g., 1948,
1949 and 1953, ‘
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The rate of change of the banks'! net claims on the private sector
reflects the impact of government policies and the fluctuations in the
balance of international payments~--shown in the table as the Foreign
Sector, In 1946 the Government adopted an industrial development program
involving substantial investments in capital equipment and the shifting of
labor and financial resources from agriculture to manufacturing, In the
1946-48 period the Government derived large financial resources from the
spread between the high foreign prices for Argentine exports and the lower
prices paid to domestic producers, In spite of this, the Government re-
sorted to borrowing from banks in order to finance large harvests, invest-
ments, and subsidies to certain imports, Since 1948 additional resources
to finance the high leval of investiments were secured from the private
sector, These resources consisted mainly of social security contributions
of the private sector and securities of the Central Bexnk placed within the
private sector, : ;

Table 16, Argentina: Creations of Money, Changes in Selected
Monetary Accounts Expressed as Percentages of the Moncy Supply at the end
' of the Previous Year,

- - 1955
1948 1949 1950 1951 1952 1953 1954 (ian.s
R ug,

Increase or Decresase
(=) in Banks' Claims
ons - -

A, The Public_Sector 26,7 18.3 5,1 =0.7 2,8 13.8 §;§ 0.1
l, Loang and

Inve.Stments 44‘2 1905 ‘ 505 403 307 1707 1400 701
2, Official :
Deposits - ik e Rl ol e e T e S
B, Business and
Individugls RAgIrenigRE 09y 08 LRTE1 ORI TR 67712.3" 6.3
1l, Loans and ot
Investments 13343 7283878607 B1ia 25ty 10,7°°21.4° 10,1
2, Nonmonetary LG } _
DepOSitS "'10.2 -12'5. - 5-5 "4.7 ""4—.4 "8.2 "'7.1 “398
C, The Foreign
Sector ‘ 1358 '=13.3°" 10,2 =20 =80 7.7 0809
D, Other and Balanc—
ing Items =28.8 4,7 =113 2.8 21,5 =5.8 =5.4 =l.3
Net Changes in lMone
Supply ETotal A
through D) 34,4 27,5 251 21,6 13,7 24.2 166 6.0

Source: Tables E and F in the Statistical Appendix,
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.. The increased recourse to private funds by -the Government resulted
in stronger pressures on the commercial banks for additional credits to-
business and individuals. In addition, the prices paid to agricultural
producers were not adjusted to meet strong inflationary conditions, thus
causing pressures to borrow, The ensuing substantisl volume of credits
extended to the private sector in the years 1950 to 1952 were meinly re~
sponsible for the expansion of the money supply in that period, ik

- The rate of increase in private borrowings declined in 1953, “Thie was
associated with the increased liquidity of the economy brought about by a
sharp expansion of banks'! credit to the Government, to cover deficits in-
curred by the Argentine Trade Promotion Institute (TAPI) and for Treasury
- needs, and by a large balance of payments surplus, In 1954 end 1955 the
foreign sector did not have significant domestic monetary effect, and in-~

creases in bank credits to the public sector, mostly to cover IAPI's defi-
cits, although substantial, were partly offset by large increases in official
deposits and the net impact on the money supply held by the public was con-
siderably less than in 1953, Bank credits to the private sector again be-
came the largest source of monetary expansion in 1954, In this year the in-
crease in the money supply amounted to 16.6 per cent, which compares favorably
"with 1953, when the increase was 24 per cent,

In the first eight months of 1955, the money supply rose by 6 per cent,
i.e., at a lower annual rate than in the previous years, Howsver, since the
largest expansion generally takes place in the last months of the year, and
bearing in mind that the devaluation of the peso and the official price in-
creases for agricultural products took place in the last two months of the
year, it is logical to expect that steeper increases occurred in the latter
part of 1955,

. The Prebisch report submitted to the Provisional President on February
7, 1956 suggests that, in order to maintain a satisfactory level of income
and employment, the financing needs of the private sector in 1956, which
would require bank credit expansion, should amount to some M$N 10 billion;
MSN 5 billion for mortgage loans to finance dwelling house construction and
M§N 5 billion for regular credits to business and individuals, The total
increment in bank credits to the public and private sectors expected in 1956
would be about M$N 11 billion, as credits to the public sector might increase
by M$N 1 billion.l/ On this basis, the report indicates that the money supply
may show a net increase of M$N 9 billion in 1956, taking into account the
normal increases in non-monetary deposits and bank absorptions, This inecrease
would represent an expansion of about 15 per cent over the money supply (in-
cluding government deposits) at the end of 1955, which is a lower rate of
expansion than in the previous years, The report statea that this increase
is, however, a matter of concern, and suggests that, in order to prevent so
pronounced an expansion of the money supply having serious inflationary effects,
it should be accompanied by a substantial increase in the supply of goods and
services during the year, The goal should be an increase of 10 per cent, which
the report indicates could be attained if resolute steps were taken to improve
productivity, The excess of the increase in the money supply would be a normal
or necessary sequel of the higher prices already resulting from the devaluation
of “the peso in October 1955, ' '

1/ See section on public finances below,
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(1) Credits and loans to business and ingivicﬁxalg + As indicated above,

the size of the credit expansion to this sector has been in itself a strong
inflationary factor in Argentina, as it has had no relation whatsoever to

the real growth of goods and services in the economy., The inflationary
effects of commercial banks' accommodations to business and individuals,

have been further accentuated by the fact that over 35 per cent of the credits
have consisted of mortgage loans, which are generally long-term financing for
housing construction, and other investments of low productivity,

The financing of mortgage loans with Central Bank issues instead of the
method of mobilizing domestic savings through the issue of mortgage bonds, as
has been the practice formerly in Argentina,l/ has in fact become one of the
chief sources of monetary infletion in the country, As shown in Table 17, the
expaasion in mortgage loans in the last eight years has been faster than
regular commercial bank credits, e

Table 17, Argentina: Benk Credits to Business and Individuals

(In billions of pesos)

General Credits Mertgage Loans Total

Out~  Per Gent Oute  Per Cent Out- - Per Cent
standing Increaza standing Increase standing Increase

1947 6,42 , g ol 8.63

1948 8,75 36 3,25 47 12,00 39
1949 10,19 16 4458 41 B VAP 4 23
1950 1353 31 6,09 33 19.42 31
1951 18 044, 38 7,90 30 26,35 36
1952 23,15 26 10,01 27 33,16 26
1953 25,79 11 Yo L) 24 38,19 15
1954 29.99 16 16.23 31 46.21 i
1955 (August) 31,51 5 19,10 18 50,61 10

Source: Table E, Statistical Appendix;

(2) Monetary policy. The excessive credit expansion in the post-war
years was caused by the desire of the Government to accelerate the induss
trialization of the country. The total subservience of the Central Bank of
Argentina to the Ministry of Finance reduced the Central Bank to an institu~-
tion to carry oul Government policies, thus losing sight of one of the basic
functions of monetary management, namely, %o sc¥éguard the velue of the
currency. Nevertheless, the power of the Central Bank to regulate the volume
and distribution of bank credits is very great because since the nationali-
zation of bank deposits in Argentina in April 1946, commercial banks cannot
extend credits unless the Central Bark provides them with the required

1/ When the Argentine banking system was reorganized in 1946, the financial
policy of the National Mortgage Bank was modified and it was stipulated
that, in future, the Central Bank would provide the funds required for
mortgage operations, Consequently, in June 1946, it was decided to redeem
all the mortgage bonds in circulation, which then amounted to M$N 1,497
million,



fundsl/' Commercial banks could extend credits or carry out other transactions
without accommodation from the Central Bank, only to the extent permitted by

- their own capital and reserve funds. Thus, the- expansion of credit that these
banks could create outside the purvisw of the Cenural Bank was indeed very
limited, 'For this reason, the classification of credit operations between
the official commercial bank (Banco de la Nacion Argentina) and the private

~ banks is of no importance, In either case, their credit operations are

o subject to the size of the funds made available by the Central Bank,

Dr, Raul Prebisch, Economic Adviser to the Provisional Government, in-
cluded in his "Economic Recovery Program“_/ the recommendations that (a) the
Central Bank should have technical and administrative autonomy, together with
full powers to issue general directives, and the supervision of the banking
system, and (b) deposits transferred to the Central Bank should be returned
to the depository banks, i,e, to reinstate the traditional commercial banking
system of credit operations based on bank deposits under the framework of the
regulations established by the monetary authorities,

3, Publie finances

4s shown in Table 15, the financing of the public sector is an important
- factor in the inordinate expansion of the money supply since 1948, The ex-
pansionary impact of the operations of the public secter on the money supply,
defined in Table 16 as the increase in total bank credits and investments
net of the increase in offiecial deposits, was very pronounced in the years
1948 1949 and 1953 and was relatively modserate in the years 1950 to 1952,
The increase in bank credits to the publ o sector in 1954 was equal to 14
per cent of the money supply, but a large increase in official deposits con-
giderably reduced the net expansionary impact of the government financing.
The growth of official deposits in the first eight monihs of 1955 was equal
to the inerement in bank cred*t to this sector and consequently they.had no
net effect on the money supply held by the public,

- (1) Bank credits to the public sector, Table 18 shows the classification
of bank credit extended in the years 1950 %o August 1955, Most of these
credits were extended to the Argentine Trade Promotions Institute,(IAPI), a
commercial entity entrusted with the export monopoly of Argentina's agricul-
tural products, except wool, to cover losses resultling from the discrepancy
between the international and domestic prices: of products marketed by the
Institute, From 1950 to August 1955 the total bank credits extended to the
IAPI amounted to NM$N 10,96 billion, or two-thirds of the total- credits ex~
tended to the publie sector, Bank advancee to meet fiscal ‘needs aggregated
in the pericd some M$N 4,48 billion, or 27 per-cent of the total, These
“edvences, howevsr, appear to have been for financing expenditures not re-

" “lated to the ordinary budget of the National Government, which include only
current expenditures, A4s shown in Table 19, current expendlthres of the

;/ A decree-law dated April 24, 1946. established that, as of that date, the

. . natien guarantees all deposits of third partiles- with the official, pri-
vate and mixed banks within the Republic, and that these banking insti-
tutions were to register such deposits in the name of the Central Bank,
Thus, the Central Bank was -appointed as the sole receiver of bank de-
posits in the country, which function ig carried out through all the
other - banks,

_/ Repcrt submitted to the Government on January 7, 1956,
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- Table 18, Argentina: Changes in Bank Credits to the Publie Sector

(In millions of Argentine pesos)

iy Trade Promotion

oA/ Treasury Institute SPub}ic TOtall/
\ ﬁ,{f (IAPI) ervices .
{ | %=
i 1950 965 -833 341 473
1951 392 430 203 1,025
1952 220 791 129 1,150
3963 2,175 3,061 79 5,315
1954 736 4y515 131 5,382
1955 (thyough - :
dugust) _ =22 _3:001 157 3,136
Total 1950~
August 1955 4,476 10,965 1,040 16,481

1/ This series differs from the one shown in Table F in
: “ the Appendix, Loans and Investments with the Public
Sector, For the whole pericd shown in this table,
howsver, the difference is not significant,
" Source: Sintesis FEstadistica Monsual de la Republica
Argentina (Estadisticas Monetarias: 2, Evolucion de
los medios de pago interno).

Table 19, Argentina: Natinnal Government's Operational Budget, 1946-55

(In millions of pesos)

Year Total Appro— Actual Ex~ Actual Tax

priations penditures Revenues  Surplus

1948 4,190 3,740 3,946 206
1949 5,055 44T 4,582 105
1950 5,826 5,102 5,202 100
1951 8,601 7,704, 7,813 109
1952 10.760 9,365 9,437 7
1953 11,035 9,203 9,250 L7
1954 - 10,715 10,078 10,104 26
1955 12,965 n.a, 10,2625/

1956 12,965

1/ Estimate
Source: The Review of the River Plate, May 11, 1954,
December 10, 1954 and December 30, 1955,
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National Government have been financed entirely with ordinary revenues;

in fact, there were small surpluses f{for the years included in the table,
Provineisl and municipal governments and certain autonomous entities, however,
have incurred deficits which have been financed by the Central Government and
by short-term borrowing from the banks, The nationalized transport system
has also been incurring substantial operational deficits, which have been met
by borrowing .from the banks, The outstanding debt of the state railways
amounted to M§N 1,5 billion at the end of 1955, Investment expenditures are
not included in the fiscal budget and their financing is made with the proceeds
of sales of publie debt bonds, which are placed largely with the social
security institutes, ;

No estimate is available of the volume of government invastment expen~
ditures, but the increase in public debt bonds may be taken 29 an indication
of its magnitude. Data on the public debt are chown in Table 20, Some capital
investments have also been financed with resources derived from the exchange
system and with the regources of certain government enterprises,

Table 20, Argentina: Fublic Debt, 1948—53

(In billions of pesos)

.Funded Floating and*  __. Increass
B o (net) Short-Torm Debt 3 4™ Por Cent

. 1948 12,9 10,6 2.3
1949 15,2 13,0 2 2 23 17
1950 18.1 15,0 2,1 2.9 19
1951 21,5 19,5 2:0 3.4 19
1952 26,1 k.2 1.9 46 22
1953  34.2 31.9 2.3 8.1 31

Source: The Review of the River Plate, May 11, 1954,

(2) Governmert budget estimates for 1956, The National Government's
budget for 1956, shown in Table 21, was based on authorizations in force in
1955, It was regarded by the Minister of the Treasury as transitional, to
tide over the first quarter of 1956, while careful study is being made of
the various needs of the Government with the aim of introducing economies in
subsequent months, At variance with previous years, the 1956 budget includes
current government expenses, public works and deficits expected in the trans-
port system, Totel expenditures are estimated at M$N 23,35 billion, while
general revenues and other resources are estimated at M%N 15,95 billion,

Thus, a deficit of M$N 7,40 billion, or abcut 45 per cent of total ordinary
resources, is expected, which is to be financed with the proceeds of bond
issues, Appropriations for current government expenditures amountto M$N 12,96
billion, while total ordinary revenues are estimated at M$N 13.45 billion,
which leaves only M$N 490 million to cover other expenditures, The estimated
deficit in transport services alone amounts to M$N 3,40 billion, Expenditures
on public works are estimated at M3N 6,99 billion, of which M$N 2,50 billion
will be financed with resources available to the Departments concerned and
M$N 4,49 billion with issues of government bonds,



Table 21. Argentina: National Government Budget for 19561/

(In millions of pesos)

Expenditures Revenues
I. Current expenditures 12,965 I, General revenue . 13,455
. II, Public works 6,989 II, Resources of certain
1, Departmental resources (2,500) dependencies for
2, Other resources (4,489) public works ) EaAO
III, Transport defieit in 1956 _3,400 III, Bond issues 7,399
23,35/ 1, Bonds to be placed
. with banks , (1,100)
2. Other bond issues’/ (6,299)

23,354

1/ Does not include autonomous dependencies and special account services
which have their own resources,

Source: The Review of the River Plate, December 30, 1955,

In addition to the expenditures included in the 1956 government budget,
an estimated expenditure of MEN 4,800 million will have to be made during
the year to cover certain urgent government investments and the increases in
public employees' wages authorized last February, It is expected that some
M$N 4,100 million of this expenditure will be financed with resources derived
from special increases in taxes and with other funds available for such pur-~
pose, An emergency tax on income and excess profits was established for 1956
only, the surcharge being equivalent to 20 per cent of the amount of income
and excess profit taxes corresponding to 1955, The balance would be met with
bank advances, These expenditures and resources are shown in the following
table,

Table 22, Argentina: Additional Government Expenditures in 1956,

(In millions of pesos)

Expenditures Resources
Increased gov't, salaries 1,000 Special increase in taxation 1,100 .
Government investments 3,800 National Power Fund 1,700 —
Construction oil and gas Miscellaneous resources 1,300
pirelines (1,200) Total 4,100
Steel industry ( 300) Deficit-bank credits 700
Electricity, gas, eoal and Total 4,800
normal oil industry inv'ts, (1,800
Low-cost housing 00
Total 4,800

Source: Dr, Prebisch's Economic Recow Proeram, Report submitted to the
Provisional Fresident of Argentina, January 7, 1956,
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Consequently, the over-all government deficit.in the 1956 fiscal year
may be estimated at some USN 8,1 biliion (deficit expected in the original
budget MEN 7,4 billion, plus the MSN 0,7 billion deficit resulting from
additional experditures), The Government expecta that some M$N 7,4 billion
of the deficit will be financed with the proceeds of government bond issues,
Of this amount, M$N 6,0 billion is to be placed with the Pemsion Funds, and
_ M$N 1,1 billion with the banks, The Prebisch report indicates that the

.absorption by the banks would be done by means of the normal increases in
“the capital, reserves and profits of banks and that it would not, therefore,
have any expansionary impact on the money supply, The remaining M$N 1,0
.blllion of the estimated deficit will be financed with advances from banks.

‘The Government's recourse to the banking system in 1956 would be considerably
"'less than in the past few years when bank credits to the public sector ex-

. ceeded M$N 5 billion per year. '

» No data are available on the over-all deficits of the public sector in
-previous yéars to make a comparison with the estimated deficit for 1956, .
However, an approximate idea of such deficits may be obtained from figures
showing the increase in public debt and in bank credits to the public sector,
net of increases in official deposits, This is done in the following table
which shows that the aggregate deficits of the public sector were in the
neighbourhood of Y$N 10 billion in 1953 and 1954, This figure includes the

-deficits of the provincial and municipal governments,  which, however, are
not large enough to invalidate comparison with the MSN 8,1 billien deficit

- estimated in the 1956 National Government's budget, From these figures,
1t appears that the authorities expect to effect a reduction in government

deficits in 1956, One important socurce of dafieit, that incurred by the IAPI,
has been eliminated with the new exchange and price policies and the res—

toration of agricultural exports through private chahnels, 9

; Table 23. brgentina: 'Estimaﬁed‘Deficits*of“the Government

(In billions of pesos)

1952 1953 1954 1955 1956

Increases in:
s e - credits,l/ net of

official deposits 06 2,2 1,6 n,a,
"2, Public debt 46 8,1 7.5 n,a,

. Totel (estimated deficits) 5,2 10,3 9,1 n.a, 8,12/

"Al/ Do rot include bank holdings of public bonds,
2/ Estimated in the 1956 budget.

~ Sources: Table 20, and:Sintésis Estadistica Mensual,

(3) Revision of the tax system, By a decree issued on February 22, 1956
the Argentine Government introduced important changes in the tax system,
According to the text of the decree, the objectives of the tax reform are to
increase the burden of taxation on large incomes and superfluous consumption,
to create incentives for productive investment, and to lighten the burden of
taxes on essential consumption or that having an excessive effect on the
family budget,
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Consequently, the income tax rate schedule was made more progressive,
higher deductions being permitted for low incomes and more liberal exemptions
for decirable investment expenditures, The capital gains tax rates were
inereased and nmumerous changes were made in varicus intermal taxes, the seal
tax, the real estate tax, etc, The decres also established an emergency tax
for 1956 only, equivalent to 20 per cent of the amount of income and excess
profit taxes corrssponding to 1955,

While most cf the tax rate increases and expected higher yields will be
offset by the redustion in the yield of other taxes, the new tax rate struc-
ture is expected to result in an increase in revenue %o the state, The
emergency tax for 1956 was primarily intended to provide soms MBN 1,1 billion
~of additional revenue in 1956, It was estimated *hat the revigsed tax structure
would yleld an additional revenue of M$N 1,5 billion, or about 11 per cent of
‘ordinary revenues in 1956,

4, Egonomic development progrsm

The present Argentine authorities believe that the country has lagged
in the development of basic industries nezessary for the bslanced growth of
the economy, The transportation system, electric prnduction and the petro-
leum and steel industries are inadequate for the country!s needs, Bottle~
necks have developed in the movement of goods, and unutilized industrial plant
capacity for lack of electriec power, while an increased amount of the country's
international monstary reserves had to be used in the importation of fuel,
steel and other raw matorials,

dccording to recent official statements, the Government's efforts will be
eimed at ths development of these basic industrics as quickly as possible,
These investment needs are outlined in Dr, Prebisch's reports to ths pro-
visional government, The main capital investment projects, which are part
of the economie recovery program, under active consideration by the Government
includes

a, 4 program for the speeding up of petroleum production,
Capital investments required were estimated at $200 million for
expenditures abroad and M$N 3,000 million (about $167 million at
the 18 pesos rate) for local expenditures, A recent press dis-
patch from Buenos Aires reports that the Government has called
bids for participation in its o0il development project;

b, Transportation system, Import needs for transport mas
terials have been estimated at $1,370 million, This program in-
cludes the replacement cf a large proportion of existing locomo-
tives, wagons and other rail equipment;

co The establishment of a steel industry., A $60 million
loan was obtained from the Export~Import Bank of Washington at
the end of February 1956 for the external financing of this
project,

de The expansion of electric power plant capacity., It
was estimated that the electric power needed currently for
public services in greater Buenos Aires, which accounts for
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70 per cent of the country's total power consumption, is 1,150
- million kilowatts against the present capacity of only 840 000 |
kilowatts, and that it will be’ necessary to doubls the 1nstalled

i capacity by 19564

o5 e, The publie worksprogram, which includes the reconstruction
- .and ‘extention of roads and highways and the improvement and moder-
nization of waterworks and port facilities, and the acceleration
of dwelling-house construction,

. The Prebisch Report indicates that the implementauion of this 1nvestment
plan will require considerable technical effort and financial resources which
" cannot. be raised in the country, In this connection, D'y Prebisch remarks

‘ . that the International Bank for Reconstruction and Developmen+ and the Export-

* Import Bank in Washington could play an imporiant role in the execution of
the economic recovery program, and suggests the advisability of Argentine
joining the Fund and the International Bank, :
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ITI, International Position

l, Balance of payments

Like most Latin American countries, Argentina's balance of payments
is dominated by its foreign trade, Other current transasctions are of
small significance and the trade balance is generally a good measure of
Argentina's position in its current balance of payments, The volume of
long-term capital inflow has been relatively small in the past years and,
consequently, Argentina's capacity for international payments has become
more dependert on the volume of exports and the terms of trade,

Balance of payments estimates for the years 1948-54 are shown in
table 24, lNo estimate for the year 1955 is yet available. In 1952,
Argentina had an unusually large trade deficit caused by a sharp drop in
exports, which in turn resulted from a disastrous agrisultural crop in
the 1951/52 season, The resulting balance of payments deficit was met
primerily by drawing down the country's international reserves, and to some
extent with a net inflow of private capital, The balance of payments reckon-
ing shows a decline in reserves by US$372.4 million in 1952, which were
however replaced in 1953 and 1954 when the balance of payments turned again
favorable to Argentina, The surplus in the balance of payments in 1953 and
1954 resulted from the recovery of exports from the very low level recorded
in 1952, and also from a significant cut in imports, achieved through
stricter exchange and import controls,

The reduction of imports in 1953 and 1954 was facilitated by the
relatively good supply of foreign goods in the local market provided by
the high level of imports in the preceding years, This condition no longer
existed in 1955, and the need for higher imports coincided with a cdecline
in the value of exports, Preliminary estimates included in the Prebisch
Report to the Provisional President i/ indicate a trade deficit of US$198
million, and a net income from other concepts of USHI2 millicn, Thus, the
estimated decline in international reserves in 1955 would amount to Us$186
million,

The net inflow of recorded private capital was at the highest level
in 1951 (since 1948) when it reached US$146 million, Part of this inflow
of private capital into Argentina came from Furope when the Korean crisis
caused uncertainties in European financial centers, The inflow of private :
capital declined steadily in the following years to US$38 million in 1954,
Reiative to the value of imports it declined from 10 per-cent in 1951 to
4 per cent in 1954, This capital is believed to represent largely changes
in direct foreign investments in Argentina,

1/ Submitted in October 1955,



Table 24. Argentinas Balance of International Payments 1/
(In milllons of 1.8 dq]]ars)
- : 1954 1955
1948 1949 1950 - 1951 311952 1953 2/ 3/
A, Current Transactions : ; . ‘ 4 B
Experts f.o,.b, 1,407,2 933,8 1,167,6 1,178.0 ‘ 709.4 1,165.6 1,062,0 906
Imports 1,491.4 "~ 1,02,6 1,045.,4 1,441.8 1,195.8 . 876.8 954.8 1,104
Trade balance 84,2  -138,8 122,2 263,88 - «486,4 288,8 107.2 -198
Transportation (net) 5064 32,8 18,4 - 31,4 . 61,0 36,6 5142
Investment income (net) b 9,8 ~3,0 2844 /08 b 8 12,4
Gov't not included else-
where (net) -35.8 =33,6 26,00 - =25,8 - 23,4 -27.8 25,2 %
Miscellaneous (net) ~4,50 i A 2.0 12,8 - <104 ~13.8 -1.8_ 12
Net goods & services 81,2 -138,0 113.6 . -273.8 - -464,0 27,0 119,0 -186
B, Capital Movements (net) ~105.4 . ol f 7Y -39,8 252.0 446.6 -305.8 D&
Private (net) , 5,8 30,4 46,6 146.0 68,1 456> , v 38,2
Official & banking lnS'bl'bu- ' '
tions (net) =y 3 : : : b
a)long-term llabilities(ne‘b) -428,6 2,6 - 88,4 56l 2.9 -8,6
Eximbank loans - S - 92,0 5.1 2,9 -8,6
Debt repatriation ~428,6 246 — . =3,6 — - ek
b)Monetary movements 317.4 36,6 . -—86.4i . 18,6 537394 =354 -70,2 186
Pay'ts & clearing agreelts ‘ ' ' : - : '
& other short-term : . = |
assets (net) (increase-) 198,2 81,0 ~8644 5042 - © 391,8  =R269.2 | ~70,2
Vonetary gold (increase-) 119,2 A - 31,6 -18.4 -85.0 -
C. Net Errors & Omissions 186.6 64.6 —73!8- .. 20,8 _17.4 28,8 =784 —

1l/ DNo sign indicates credit, minus sign indicates debit,

2/ Preliminary,

3/ Forecast in Dr, Prebisch's report to the Provisional Government

&  Other receipts {114 million; other payments $102 mlllion._

Source:

IMF Balance of Payments Yearbooks,

"'OE"
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Capital movements of official and banking institutions have chansed
in magnitude and in direction throughout the period (1948-54), The largest
inflow was recorded ian 1951 when Argentina drew US{92 million on the USS125
million loan granted in 1950 by the Export-Import Bank of Washington to.a
consértiun of Argentinian banks to assist Argentina in the liquidation of
private and Government short-term dollar debts to UsS, commercial creditors,l/
The Export-Import Bank also extended in 1950 a US”5 million loan to the
Mining Society of Argentina, The drawings on this loan were made in 1952~
1954 (US§0.5 million, US{R.9 million, and USHL.0 million, respectively),
In 195/ there was a net cutfiow of capital of US78,6 million, corresponding
to the first amortization payment on the Export-Import Bank loan to the
consortium of Argentinian banks (US$9,6 miliion) and a drawing on the
Export-Impert Bank to the Mining Society (US$1,0 million),

At the end of February 1956, the Export-Import Bank of Washington
authorized a US$60 million line of credit o assist in the financing of
U.5, exports to Argentina, of equipment, materials, and services for the
construction of a steel mill, The loan bears interest st the rate of
5 per cent with repayment over an 18-year period starting in 1959,

2, Official £old and foreisn exchanre reserves

The Central Bank of Argentina, which keeps the country's official
reserves, shows in its financial statement gold and foreign exchange assets
and liabilities in terms of the domestic currency, Unfortunately, rates
of exchange for the conversion of foreign exchange into pesos is not known
to the staff, It is believed, however, that there has been no change in
the rates used for such conversions in the past years, and therefore; the
data available, shown in table 25, are adequate to show the fluctuations
in Argentina's real holdings of international reserves,

In 1955 foreign exchange assets of the Central Bank declined by 24
per cent while its foreign exchange liabiiities increased by 113 per cent,
At the end of 1955, the net foreign exchange position of the Central Bank
was negative by MONR50 million, compared with a net asset position of
MSNL,390 million at the end of 1954, Gold holdings did not change in this
period, This decline in reserves is associated with the balance of payments
deficits in 1955 referred to earlier, The official reserves at the end of
1955 were at the lowest level in the post-war period, excepting the year
1952, . ' .

1/ Of the original US$125 miilion loan, US$28,.4 million was canceled
and the balance drawn (US$96,6 million) is repayable in ten years
beginning in 1954,
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Table 25, Argentina: Official Gold and queign Exchapge Reseryesl/

(In millions of Argentine pesos)

Foreilgn Exchange

Total Gold

End of Gold « rpi—— and: Net
o ‘ Assets  Liabilities . Net Assets - Foreign -

: : ; Exchange_

1947 1,030 2,656 Al 2,615 3,645
1948 434, 2,361 370 1,991 2,425
1949 656 1,883 © 541 1,342 1,998
1950 656 3,691 658 2,033 2,689
1951 813 2,179 1,127 1,052 1,865
1952 906 1,706 1,529 X77 1,083
e 1,623 2,232 770 1,462 3,085
1954 1,623 2,345 955 1,390 3,013
1955 1,623 1,786 ,2,036%9 - 250 1,373

1/ Holdings of the Central Bank of Argentina

Source: Sintesis Estadistica Mensval de la Renfblica Argentina,’

_ The Prebisch Report to the Provisional President (October 1955)
indicated that pending commitments at the end of 1955 would amount to
some US$757 million, 1/ most of which will be due in the next five years,

and that the country's international reserves amounted to o

million,

3» Foreign trade

nly

US$450

In Argentina, like in most Latin American countries, foreign trade
plays the dynamic function that investments play in the economy of highly

industrialized countries,

goods, fuel, and raw materials used by the domestic industry,
ducts account for about 80 per cent of total imports in Argentina, Since
the capacity for foreign payments is largely determined by the country's
exports, the volume of imports, therefore, is associated mainly with the
quantum of exports and the terms of trade,
not apparent from a.year-to-year comparison of export and import quanta

This relationship, however, is

Investments and industrial production in :
Argentina to a high degree are affected by the level of imports of capital

These pro=-

1/ These commitments include:

-

Credit availments under bilateral trade agreements US%233 million |
Debt in respect of deferred-payments imports ¥
Owing to Export-Import Bank

Sundry items

409
57
58
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partly because import fluctuations have tended to lag one year behind
exports and because part of the imports may have been financed with the.
country's foreisn exchange reserves or with inflow of foreign capital
(short- and long-term), .

As shown in Table 26, the index of the purchasing power of Argentina's
exports, i,e,, the ability of exports to command foreign goods, was at the
highest level in the immediate post-war years until 1948 as a result of
large exrorts and favorable terms of trade, In these years the volume of
imports was excentionally high and the expansion of the real gross national
product was impressive, reaching the highest level in 1948, The decline in
exports in the following years until 1952, aggravated by a reversal in the
terms of trade against Argentina, led to a contraction of imports which was
largely responsibie for the fall in the real GIP in those years, As indi-
cated elsewhere, the conditions were morse in 1952 as a result of the poor
crop in that year, The subsequent recovery of the GNP was also associated
with a recovery in the foreign trade and some improvement in the terms of
trade,

- Table 26, Argentinat Forelgn Trade Indices, 1948-54
(1950 = 1.00)

Terms Quantum Quantun Purchasing Power
of of of of Exports
Trade Exports Imports (4)x (B)
(2) (B) (c) (D)
1946 96,0 123,0 81,5 18,1
1947 10%,3 115,5 162.5 17,0
1948 117,6 AL 165,4 11404
1949 101,0 72 .5 116,8 73,2
1950 100,0 100,0 100,0 100.0
1951, 97.2 : 78,6 114,2 76,4,

- 1952 733 51,0 82,3 374
1953 7403 8899 7005 6631
1954 TG : 9409 88,6 73,9
1955 X/ 75,0 ' 93,0 102,0 70,0

1/ Preliminary estimates based on IFS data on Iatin America foreign trade
price indices, ) -

Sources: Producto e Ingreso Nacional de la_Repiblica Ar entina, Secretaria
de Asuntos Econdmicos, Buenos Aires, 1955, ECLA,
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In 1955 a deterioration in Argentina's terms of trade and a reduced
volume of exports caused by poor grain crops, with the exception of wheat,
affected the country's capacity to make foreign payments, Thus, the higher
volume of imports was finenced chiefly with its foreign exchange reserves
and with increases in liabilities to foreign banks and in bilateral agree-
ment accounts,

(1) Exports, Argentina's foreign trade atatistics are published in
Argentine pesos with no indication as to the rate of exchange used in con-
verting the foreign exchange value of exports and imports imto pesos, Be-
. causs various exchange rates are used in these transactions, these stati-
stics lose much of their value in revealing the external significance of
such transactions, - Nevertheless, in order to give an approximate idea of
‘the relative significance of the value .of the products which compose
Argentina's expcrts, such data were used in Table 27,

: Livestock and agricultural preducts participate approximately equally

in Argentina's exports and together they account. for over 90 per cent of

total export values, Forest, mining and game products, chiefiy quebracho
extract, account for about 6 per cent, and manufacturing and miscellaneous

for about 3 per cent., Table 27 also shows the volume of exports in the

years 1950-54, = The wide fluctuations in the volume of exports, ranging from
3,038 thousand tons in 1952 to 9,690 thousand tons in 1954, reflect primarily
the great dependency of Argentina's exports on natural factors, The unusually
large volume of exports in 1954 was chiefly due to exports of cereals (wheat,
corn, rye, cats, and barley) while in 1955 the decline in the volume of exports
was also due to smaller exports of cereals, except wheat, which was the highest
in the last decade, ;

As shown in Table 12, the 1955/56 wheat crop will be substantially smaller
than in previous years and, although the stock carried over from the preceding
season was larger than normal, the total supply and hence the exportable sur-
plus will be one of the lowest in the past years. Fxportable surplus.in 1956
has been estimated at 2,2 million tons (allowing for contingency reserves of
1 million tons) compared with 3,5 million tons of wheat exported in 1955,

Exports of rye, oats and barley will also decline in 1956 on account of
smaller supply, while corn shipments are expected to show a substantial in-
crease, ‘although no¢ large enough to compensate for the decline in exports of
other cereals, Exports of linseeds and linseed oil will be only a small
fraction of customary exports, due to a sharp drop in production, On the
other hand, exports of livestock products may be expected to increase during
1956, and wool shirments will be approximately equal to 1955,

.. Nearly one third of the wheat exported by Argentina in 1955 went to
Brazild/ and most of the balance to West European countries, the largest
shipments going to Italy, Other cereals are almost entirely exported to

;/, In 1955 the Governments of Argentina and Brazil signed a three-year
agreement calling for annual shipments to Brazil of 1,2 million tons of
wheat (exports to Brazil amounted to 1,265 thousand tons in 1955), It
was provided that the figure agreed upon would only apply when the
exportable surplus amounted to at least 3 million tons, If the surplus
was smaller than this amount, Argentina's commitments would be limited
to 20 per cent of the estimated surplus,
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Table 27, Argentina: Composition of Exports, Years 1950-5L

1950 1951 1952 1953 195k 1955 Y/
I. Volume. In thousands of metric tons
. Livestock products 1,082 755 710 803 737
Meat 346 29) 236 269 281 285
Meat by-products 235 168 122 129 153
Hides 240 127 163 151 pinn 146
Wool 12 60 106 155 93 105
Dairy products L3 29 25 60 54
Cattle in the hoof 76 75 58 39 2l
Agricultural products 6,106 L,71L 2,102 6,258 8,756
Cereals & linseeds L4,366 3,504, 1,118 L,78L 7,390 1,868
Flour & wheat by-
products 255 219 55 L03 1,20 300
Other 1,L85 991 929 1,071 oL6
Forest, mining and '
game products 2,2 271 193 189 160
Manufacturing & other Ll 50 33 36 36
Gross Total Volume 7,47% 5,788 3,038 7,286 9,690
II. In Percentage of Total Peso-Value of Experts
Livestock products 50 L5 3 L8 L7
Meat & by-products 16 19 25 21 2l
Hides 13 8 9 6 1
Wool 16 1 16 16 11
Dairy products ' 3 4 - 3 L L
‘Cattle in the hoof 2 2 2 1 1
Agricultural products L3 Lé 3L Lk L6
Cereals & linseeds 21 23 1 27 31
- Flour &wheat by-products 1 d: 0 i 2
Other 21 22 20 16 13
Forest, mining & game
products L 5 8 6 5
Manufacturing & other 3 L 3 2 2
Total 100 100 100 100 100
1/ Preliminary estimates based on data compiled by The Review of the
River Plate.
Source: Sintésis Estadistica Mensual de la Repiblica Argentina.
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Table 28. Argentina: Composition of Imports, 1951-541/

1951 . 1952. 1 S
- . I. Value, in millions of dollarsl/
Fuels and lubricants 219.0  253.5  197.5 183.4
Iron and manufactures. 208.9 . 14908 GayBpev iy A
. Metals and mamufactures ‘ 88.6 57.1 4246 49.4
"' Machinery and vehicles 250.2 19%.3  214.6 . 174
Lumber and products 115.1 9.5 Te8 07 83.7
Paper and products 5543 63.8 8.7 13.2
Chemicals and pharmaceuticals 11355 59¢4 564 . 84,0
Textiles and manufactures 138.6 109.8 T4s9 ~ 58.7
Foodstuffs and beverages 637 4% TIS ™ 95.7
Other P 190.9  _ 141.1 75.3. _70.9
Total - o 0. 1,441.8 0 1,195.8 87648 - 954.8
ITI. In percentage of total value o

Fuels and lubricants 15 o; 23 19

Iron and manufactures 14 1304 8 15

Metals, and manufactures i 61 47 5 LRt 6

Machinery and vehicles - 18 16 24 18

_ Lumber ard products 8 e . 9

Paper and products o ) 4 5 : 1

Chemicals and pharmaceuticals - 8 . 5 ~8 9

Textiles and manufactures 10 e 9 6

Foodstuffs ard beverages = a8 ks W b T 10

Other | K | g . . |

Total | 100 100 00 . 300

1/ Approximate dollar values. Converted from pesos as follows: fuels
and lubricants at the rate of MJN 5 per dollar. The dollar values
of other imports were computed using a welghted average rate of all
imports other than fuels and Jubricants. Hence the groups of pro-
ducts where nonessential imports predominate, i.e., those coming in
at the MJN 14 rate, show inflated figures and vice versa. The
broad grouping-of commodities makes it ‘difficult to distinguish one
type of import from another.

Source: Sintesis Estadistica Mensual de la Repiblica Argentina.
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European countries, Argentina's traditiomal export market for meat is the
United Kingdoem, and her largest market for wool is the United States. Large
quantities of quebracho extract, casein and eanned meat are also marketed
in the United States,

(2) Imnorts, The difficulties encountered in studying export values
are also present here, for the same reason stated previously, Consequently,
the figures shown in Table 28 are only rough estimates of the value of
Argentine imports, expressed in U,S, dollars, The method of conversion is
indicated in the table, Nevertheless, in spite of the inaccuracy of the
estimates, they are believed to give a satisfactory indication of the real
composition of Argentina's imports, The %table shows that fuels and lubricants
take the largest share of imports, on the average accounting for some 20 per
cent of the total; imports of machinery and vehicles are equally significant,
Frem the clessification of imports, as published in current Argentine foreign
trade statistics, it is difficult to segregate rew materiale bubt it is reported
that these goods account for as much as 40 per cent of imports,

Imports of foodstuffs accounted for about 10 per cent of the 1954 total,
Over the past five years these imports heve incressed gradvally, In 1952
wheat had to be imported and in the follcwing years the shortage of domestisc
edible oils had to be supplemented with imports, From a net exporter of
edible oils, Argentina in 1954 became an importer, In 1956 Argentina will
import some 80,000 tons of edible olls from the United States, at a value of
US$25,3 million, under the U,S, surplus disposal program, Airgentina will pay
for these imports in pesos and therefore will not abscrb its foreign exchange
reserves, The purchase agreement with the United States provides that 70 per
cent of the peso value is to be loanéd back to Argentina for financing economic
development projects, T

(3) Ggographical pattern of trade and commercial policies, About half of
drgentina's foreign trade is conducted with Europe, the United Kingdom being
the main European market for Argentine products and Germany her main supplier,
Trade with the Western Hemisphere is somewhat less than with Europe, although
the United States is the largest single trade partner of Argentina, However,
as shown in Table 29, Argentina's trade with the United States has declined
in the past years, Normally surpluses tend to develop in her trade with
Europe and deficits with the Western Hemisphere, T

e ey

. Ls a result of this geographical pattern of trade and of the inconverti-
‘bility of Evropean curréncies, Argentina has tended to conduct her foreign
trade through bilateral agreements with the aim of preserving her gold and
convertible foreign exchange reserves and of. enhancing her foreign trade,
In fact, 4rgentins has besn engaged intensively in negotiating bilateral
trade, payments, and clearing sgreements with European and Latin American

. countries., A very large proportion of Argentina's foreign trade has been
conducted through bilateral agreements, It may be said that bilateralism
has been the outstanding characteristic of Argentina's commercial policy
and the principal instrument used for the control .and planning of her trade
and financial arraugemén’ with other countries. This poliey may soon be
revised, Dr, Prebisch, the economic adviser to the Provisional President,
suggested in his report on the "Economic Recovery Program" the revision of
bilateral trade agreements in the Europrean trade sectors with a view to



facilitating multilateral trading and the progressive expansion thereof _/
Table 29. Argentlna. Direction of Foreign Trade, 1952-54

(Percentage distribution)

Exports Imports

| 1952 1953 1954 1952 1953 1954
Western He'nisphere 2 é‘% . _1#3 ' 2 b Aé ‘4_5. _42“
United States S - N 18. . 37 ;.24
~ Brazil S R | W - 1 b S | 12
Chile Tl i % b hot Boots ik
~ Peru 5 g Y - R
Europe, excluding USSR _5_5 . 50 ‘4 5‘__7 : _ % 3.§ Al e
United Kingdom 14 20 18 6 7
_ West Germany 5 ok o dns @ G ogese 9
France . e - ST R o b flee efd® o
 Ttaly . B il oy ol howiee B o B Dk
: Netherlands - _ ‘% - 4 6 e 3 B
Sl . o sxcluding USSR SUE S SaeE _f;j 1 1 g
. Japan ; 5 . 4 2 Bri. ¢ 3
' 1India - s Mok I e
Qg fiEke P ial cnsathis 22
TSR - 1 5 e
Africa and Oceania B SR S, | 0 0 0
Total 100 100 100 100 100 100

‘Source: Sintesis Estadistica Mensual de.la Regublgce Argentina,

The present Government has already taken aignificant measures for the
liberalization of the country's foreign trade, The 1iquidation of the IAPI,
decreed at the end of 1955, has been one such step, This official lnsflfute
had carried on most of Argentina's export trade., With the termination of the
_IAPI's -export monopoly, which included most farm and.pastoral products, exports

1/ VNews despatch from Buenos Aires (March 9, 1956) indicates that the
Argentine Government reportedly has sent notes to “the German and Austrian
Embassies proposing revision of rigid bilateral ‘trade treaties in order
"to make multilateral trade possible. Similar notes may be sent to each

“‘of the 22 countries linked by trade agreements with ‘Argentina, “Under

this system Argentina 8 foreign trade would be divided into four areas:

(1) the dollar area, with which trade has always been on a multilateral
bas1s, (2) the neighbouring countries, Brazil Uruguay, Paraguay and

; Ghile, with which trade would be governed by an agreement based on the

" U.,S, dollar; (3) the E,P,U, ‘countries; “and (4) the eastern—bloc coun—

“tries, The multilateralism reigning‘inside eacdh of these areas would td

“a first step towards a free trading system., The ‘Argentine Government is

- said to be seeking "equality of access to ‘different markets without dis-
crimination, and the sale of Argentine products at world prices."
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will again be made through private channels, The opening of a free exchange
market, in October 1955, for minor exports, certain imports, and capital move-
ments may also be considered as a step toward the gradual liberalization of
Argentina's foreign trade. :

4s Balance of pavments prospects for 1956,

The substantial devaluation of the Argentine peso on October 27, 1955,
a single official rate of M$N 18 per dollar and a free exchange market for
minor exports, non-essential imports and invisibles replacing the rates of
M3N 5, MSN 7,50 and MGN 13,95 per U,S, dollar, redressed the position of
Argentine export products and may prove effective in discouraging excessive
imports if the prevalent inflationary conditions are effectively checked,
Higher minimum prices for agricultural products decreecd by the Government
toward the end of 1955 were also intended to increase exports by expanding
production. It appears, however, that the effects of these measures will not
be significant in 1956 as the new exchange and price poliey was introduced
. at the time the current harvest was underway,. ' : !

Agricultural production in 1956 is expected to be lower than in 1955
as a result of smaller sowings and unfavorable weather conditions, It was
indicated earlier that the production of wheat, linseed, and other cereals
will be smaller in 1956, The expected increase in corn production will not
be large enough %c compensate for the decline in exports of cther grains,
It may be pointed out, however, that the decrease in the exportable pro-
duction of grains would not be as large as indicated by the decline in pro-
duction because increased domestic prices would tend to decrease to some
extent domestic consumption and thus increase exportable surpluses, An in-
crease in meat exports may be expected as & result of the higher prices ex~
tended to this prcduct,

The more liberal terms granted to foreign eapital in Argentin&l/ would
create favorable conditions for an increased inflow of foreign capital, The
result of the balance of payments in 1956 may largely depend on the magnitude
of the response of foreign capital to the new conditions now prevailing in
Argentina, An improvement in the balance of payments will also depend on the
behavior of import and export prices. The devaliiation of the Argentine peso
was intended primarily to render higher domestic monetary income to producers
but it may also decrease Argentina's export prices, Assuming that import
prices remain unchanged, the terms of trade would be affected to the extent
of the fall in export prices, It seems, however, that this factor may not
be of major significance in the determination of Argentina's balance of pay-
ments in 1956, :

5. The October 1955 devaluation and _the exchangs system,

On October 27, 1955 the Argentine Government announced a change in the
value of the peso, a single rate of MEN 18 per dollar replacing the past
multiple rate structure, Previously the exchange rate structure of Argentina
consisted basically of a rate of MGN 5 per dollar applied to main exports and
some essential imports (combustibles and government payments); a rate of
M$N 7,5 per dollar was applied to exports not controlled by the State Trading

1/ See next section,
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Institute and to imports of raw materials and foodstuffs; and a rate .of about
. M$N 14 .per dollar to the remaining. transactions in foreign exchange, This

;?".exchange rate structure had been in effect since August 1950 and there were
- -only minor changes, such as establishing some mixed rates for exports like

wool and other raw meterdiale, The curb market was used mainly fer certain
invisibles and financial remittances, its quotation at the time of the de—
valuation being about MEN 28,30 per dollar, . -

= The.devaluation. attempts mainly to restore the internal and external
_price relationships and to give price incentives for increasing agricultural
output, The maintenance of a rigid exchange rate structure at a time of
rising internal prices and falling external prices led to a ‘growing imbalance
--in the demestic and foreign price structure, Under such conditions exports
were facilitated by the payment of subsidies, the mounting costs of which,
financed with bank credits, became strongly inflationary, The new exchange
.rate of M$N 18 per dollar restored this price relationship and permitted’

n_:further substantial domestic price increases of export products, considering

the level of international prices at the time of the devaluation, " In-order
to minimize the decline in foreign prices resulting fzom ‘the devaluation and
to transfer the benefits of the measure to producers to the fullest extent
possible, the authorities raised the support prices for agricultural products,
established minimum requirements for exchange surrendered in the official
market and applied exchange.surcharges ("retentions") roughly corresponding
to the remaining difference between domes tic and foreign prices,

(1) Characte istics of the new_eéxchsnege and restrictive svstem, The
exchange reform that accompanied the devaluation established two exchange
markets; - the official market with a fixed exchange rate of M#N 18 per
dollar and the free market with fluctuating rate deétermined by market forces,
Since the inception of . the legal free market, the peso showed a contimued
weakness and the dollar quotations rose gradually from about M$N 30 to about
MBN 42 per dollar in Februaxy 1956

Transactions;in the official‘market include exchanges corresponding to

. exports, imports of combustibles, essential foodstuffs and raw materials,

and to Government payments, The effective rates applied to exports through

s,.the official market are not uniform however, as a "retention"‘or tix‘gilup :
- tp 25 per cent of the domestic currency equivalent of expcrt exchange was
established, According to the pertinent government decree the "retention"

wiil be: temporarz, the aim being to minimize the undesirable effects of the

,devaluatlon. ' .

Transac ions- pertairing to the free exchange markets are minor exports,
most other imports not inecluded in the official market, invisible transactions
and capital movements, Import of commodities not 1ncluded in the official or
free market is prohibited, Imports ¢ “coming through the free market do not
require license, but a long list of goods 1s subjJect to an exchange surcharge
of M$N 20 per dollar or the equivalent in other currencies computed on the
c.& f. value of:the goods, The Minister of Finance is authorized to establish
. the surcharges in accordance with the"degree of essentiality of the goods, as
defined by the authorities., A summary of -thé present exchange rate structure
is shown in Table G, in the statistical appendix. '



Table C, Argentina: Gross National Product or Expenditure,
at Constant 1950 Prices, Years 1935, 1940, 1945-55

Consumption Gross Domestic Investments
v Net
i- Covern— Con- Durable Produc- Changes _
S;te ngin Total struc- tion Equipment in Total IEZE:: Tg;;l
o e , ' tion Total Repairs Stock Abroad

I; .- In billions of pesos, at 1950 prices e - S B yEITEES X .
1995 = = 2309 = 3.2 27.1 : .-3;6' » ¥ 007 008 79 002 35.2
19,4-0 2907 450 3307 495 308 100 Ocl 8.4 "'008 41.3
1945 31.2 6.7 379 5eDs 2.5 dd -1,2 TR 29 - 48,0
J19—/+6 3244 6.5 38:)9 6.4 g 4ad 1,1 L )¢ 0,7 i \11°6 306 5441
19—5}7 3504 609 4 4203 605 1000 ) 102 = 203 1807 106 62'6
1948 3861 802 4603 892 8.9 - 102 201 1902 004 6509
1949 42,1 7.6 49.7 9.0 5.6 e 0,7 13,9 -0,8 62,8
1950 o E 40:6 Y 48,03 95 408 : 12 $p° =0,7 &3 o6 0.4 6202
1951- ‘ 4—169 7.9 4908' 903 5.4 R 103 5 162 1600 "'107 6400
.. . 38,9 8.0 46,9 8.1 1.4 2 1.2 145 ~1.7 597
P T BO 83 5043 7.6 5.1 1e5 -1.1 11,6 0.5 63,0
1954 - - 431 8.3 - S S . S . SN 7 % RN % 65,9
1955 - 68,5 1/
IT, In Percentages of the GNP - e ¢ PR ' 7 o VRIS
1935-39 Aver, 66.4 9,6 - 76,0 11,7 11,3 0.8 v Z0ad) 042 - 100,0
1940-44 Aver, 68,6 " 10,3 78,9 11,3 ° 6.4 009 ;3 ccibibalie. 2.5 100,0
1945-49 Aver, 61,3 12,3 Bb 12,3 10,3 0.9 23.5 2.9 100,0
19..5Q,"154 Aver. 65&6 . 12(78 3 78.54, . 13@6 =, 8.0 O'S : 2201 ST - o
1950 65.2 12.4 776 15,2 7.7 -1.1 21,8 0,6 100.,0
1951 6504 1263 77.7 11&05 : %3 805 X 1¢9 - eTh 24.9 '-25,6 100.0
1952 65,1 13,5 T8l A aBus ivor Bl 2.0 s 22 2,8 100,0
1953 66,8 13,1 79.9 12,1 8,1 ~1.8 18.4 1.7 100,0
1954 65.4 12,6 72,0 12,8 T3 : W 21,2 0.8 100.0

- =

1/ Preliminary estimate (Dr, Prebisch's Report).
Sources Producto e Ingreso de 1= Repfblica Argentina, 1935-54. Secretarfa de Asuntos Econdémicos, Buenos
Aires, 1955, (Tables 18, 19, and 20)
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Tabie B, Argentina: Gross Domeétic Product, by Industrial Origin
' ‘Gross Value Added by Factors in Percentage of Total

Transporta-—
Agri- Stock- Mining Vanufac-— Con- tion, Com- Housing, Govern-
cul- breed- and - turing - strue- Com- munications, Finance ment Total
ture ing = Fishing Indus- tion merce Other Public and Services
tries Utilities Service
1935-39 Aver. 14,9 10,6 lo4 357 225 13.8 11,6 2341 A 100,0
194044 O 10,7 o 1.6 19,7 3.0 15.4 10,4 1951 8,0 100,0
194549 " 10,6 B0 ded i B | 4e9 18.2-0" ) 10,0 15,6 8,0 100,0 ‘
1950-54 " 9.0 960 1.1 21,9 6,0 16,4 115 15,3 9.8 100.0 &
: )
1950 75 - 8,0 i 8 2304 Te3 - 17.1 113 153 Ol 100,0 !
1951 8,3 9.0 el o I 6.3 18,2 11,2 1ok 8,8 100,06
1952 y > 9.2 a3 <o Mg 58 i7,0 118 3545 949 100,0
1953 11,8 9e9 ; P 1 19.8 50 14,9 11,9 15,3 10,3 100,0
1954 10,1 8.7 1sd 21,3 5.6 14,7 11,6 3631 10,8 100,0

Source: Producto e Ingreso de la Repiblica Argentina, 1935-54. Secretaria de Asuntos Econdmicos, Buenos
Aires, 1955, (Table 3) - ; v
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Table C, Argentinat Gross National Product or Expenditure,
at Constant 1950 Prices, Years 1935, 1940, 1945-55

Consumption Gross Domestic Investments
, Net
— Govern- Con- Durable Produc— Changes B
S;ie ;Ziin Total struc- tion Equipment in Total Iﬁ:ﬁ:g Tg§g1
: o tion Total Repairs Stock Prehy

Is-~In bili ions of pesosl at 1950 prices ¥ doSeTer N N ;
1935 23,9 32 R7.1 b~ 34 0.7 0,8 7.9 0.2 35,2
1940 29,7 4.0 33,7 Leb 3.8 1,0 0.1 8.4 ~0,8 41,3
1949 31.2 6.7 37.9 549 2.5 I T R Y- T2 259 48,0
"19—-1-6 3234 6.5 3839 6-4 k 495 ries lol : 3 Oo7 ; 1106 3o6 54.1
19-4-7 3504 609 5 4203 605 1O<p0 : 102 = 203 1807 106 62n6
1948 38,1 8.2 46,3 8,2 8.9 1*3 1.2 T 2ol 19,2 (34 65,9
1949 L2,1 7.6 49,7 9.0 5.6 1.2 -0,7 13,9 -0,8 62,8
1950 s - 4036 Y4 48-‘3 . 408 3 1.2 % -0,7 v 1306 0.4 62-2
v B 41,9 7.9 49,8 93 Solk 3013 1ov 12 16,0 -1,7 6440
i o S - X S . . 46,9 8.1 5,2 1:4 1% 1.2 oS 27 59,7
1953 - k.0 8.3 5043 7.6 5e1 1.5 -1.1 11,6 0S5 6.0
1954 - - - 43.1 8,3 51lak 835 4.8 0 157 07T U140 T 05 65,9
1955 : Ly 68,5 1/
IT, 1n Percentages of the GNP - ch ' WERaE- ’ »”' o5 g ——
1935-39 Aver, 66,4 9,6 - 76,0 11,7 11,3 0,8 . . 23,9 . Quen - 100,0
1940-44 Aver, 68,6 10,3 78,9 11.3 =~ 6.4 0,9 18,6 . 2.5 100,0
1945-49 Aver, 61,3 12,3 73,6 12,3 10,3 0.9 23,5 2.9 100,0
1950-54 Aver, 65,6 .12,8 - T8sh - 13,6 - 8,08 0.5 22X e —— S
1950 65.2 12,4 7.6 152 7.7 -1.1 21,8 0.6 100.0
1951 65.4 12,3 Tl7T  Ueh. Bl 1,9 02459 2.6 100,0
1952 65.1 13.5 78,6 13,5 - 8o, 2.0 s R #R.8 100,0
1953 66,8 13,1 M9 121 8,1 -1,8 18.4 17 100,0
1954 65.4 12,6 7.0 12,8 7.3 1.1 21,2 0.8 100.0

-we -

1/ Preliminary estimate (Dr, Prebisch's Report).
Source: Producto e Ingreso de 1= Repifiblica Argentina, 1935-54. Secretarfa de Asuntos Ecenémicos, Buenos
Aires, 1955, (Tables 18, 19, and 20)
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- &5 - STATISTICAL APPENDIX

Table D, Argentina: GNP, Gross Domestic Investments
and Imports of Capital Goods, 1935-1954

(Billions of pesos at 1950 prices)

Per Cent of Capital
Goods Imports to:

. GNP Gross Imports of
Investments Capital Goods GNP Gross
Investments

1935-39 Aver, 38,7 9,28 2,06 5.3 22.2
1940-44, " 4ys6 8,25 0,79 1,8 9.6
1945‘-49 " 5807 14 . 11 2.72 . 456 19 03
1950-54 " 63,0 13,92 2.50 4 18,0
1950 26252 - 13,58 2.87 446 21,1
1951 64.0 15,96 3,03 4.7 20,0
1952 59,7 14.48 2034 3.9 16,2
1953 €3,0 11,61 1.86 2.9 16,0
1954 65,9 13,98 2,38 3.0 17.0

Source: Table C, and ECLA Studies,



Table E, Argentina: Consolidated Accounts of the Banking System 1/
(Millions of Argentine pesos)

& . 1
1947 1948 1949 1950 1951 1952. 1953 1954 ( Aﬁéf)
A, With the Public Sector : 0 |
(Tet) 7,442 10,160 12,660 13,540 13,397 14,153 18,313 20,860 __ 20,916
1, Loans and Investments 8,601 13,088 15,748 16,706 17,638 18,621 23,962 29,214 32,326
R, Official deposits  -1,159 - 2,928 = 3,088 =~ 3,166 = 44241 - 4,468 - 5,649 - 8,354 -11,410
B, With the Private Sector
(Net) 2,370 4,73 5,778 9,467 15.375__ 21,034 23,586 28,950 31,712
1. Loans & Investments 8,626 12,005 14,772 19,418 20,348 33,161 38,194 46,213 50,611
a) General 6,414 8,754 10,188 13,326 18,444 23,153 25,789 ' 29,988 31,513
b) Mortgage Ioans 2,212 3,251 4,584 6,092 7,90, 10,008 12,405 16,225 19,098
2, Nommonetery Deposits? 6,256 =~ 7,292 - 8,994 — 9,951 -10,973 -12,127 -14,608 -17,263 -18,899
C. With the Foreign Sector 4 il
(Vet) 2,80 4,257 3,811 5,582 - 5,150 2,766 5,086 5,388 5,765
D, Other and Balancing f ,
Ttems R2546 = 5,47~ L,828 - 6,791 =~ 7,405 - 7,804 = 9,553 -11,559 _ 12,147
1, Cash held by banks 632 1,008 1,188 11,40 2,333 3,053 44393 4,751 - 5,040
2. Banks!? absorption524 i Do ¥ '
other accounts & " '
balancing items 3,178 - 6,479 - 6,016 - 8,201 - 9,738 -10,857 -13,946 -16,310 - =17,187
E, Monsy Supply | '
Equal to A through D)-10,160 -13,659 -17,421 -21,798 -26,517 30,149 : =37,432 —43,639 ~46,246
ls Currency in ecircu- ) T Dk oy :
lation = 4,772 - 6,736 - 9,059 -11,902 -15,356 -18,249 : -22,046 -26,838 -27,69
2, Monetary deposits g ] :
of the public - 5,388 -6,923 - 8,362 - 9,896 -11,161 -11,900 . -15,386 -16,801 -18.552

1/ No sign indicates assets or net credit positions; (—)_indicates liabilities
2/ Time deposits: savings, term, judicial and other deposits not classified, as

3/ Includes Central Bank securities with the publié, capital, reserves,
Source: Sintesis Estadistica Mensual de la R

or net debt positions,
demand deposits,

profits, etec,
epliblica Argentina, September 1952, October 1954, and November

1955, (Tables IX, Estadistica Financiera, A) Bancaria: 1 and 2; and B) lonetaria: 1. Medios de

pago Externos).
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STATISTICAL APPENDIX

Table F, Argentina: Creation of Money.
Changes in Selected Monetary Accounts

(Millions of Argentine pesos)

a5 1955
1948 19L9 1950 1951 1952 1953 105) (Jan~
Aug)
Increase or decrease
(=) in banks' claims
ons
A. The Public Sector 2,718 2,500 880  -143 756  L,160 2,547 56
1. Loans & Invest-
ments L,L87 2,660 958 932 983 5,341 5,252 3,112
2, Official
deposits -1, 769 =160 -78 =-1,075 -227 -1,181 -2,705 -3,05%
B. Business &
Tndividuals 2,343 1,065 3,689 5,808 5,659 2,552 5,36Lh 2,762
I. Toans & Invest-
ments 3,379 2,767 L,646 6,930 6,813 5,033 8,019 L,398
a) General 2,340 1,434 3,138 5,118 4,709 2,636 L,1% 1,525
b) Mortgage
loans 1,039 "3y%33 1,508 1,812 2,104 2,397 3,820 2,873
2. Nonmonetary
deposits -1,036 -1,702 -957 =1,022 =-1,15Lh -2,481 =2,655 -1,636
C. The Foreign Sector
(Net) 1,363 -hh6 1,771 -432 -2,384 2,320 302 277
D. Other & Balancing
Thens 1/ -2,925 643 -1,963 -61h  -399 -1,7h9 -2,006  -588
Money Supply Changes
(Equal to A through
D) 3,k99 3,762 L,719 3,632 7,284 6,207 2,607

L,377

1/ Banks absorptions, sundry accounts and balancing items.

Source: Table E.
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oA |
e , 4~ {
} - (o =
' Table G, Argentina: Effective Buying and Selling Exchange Rates
-
'/,.v,‘.ﬁ./: \' )\;\ . \
Official Exchange = Effective
Rate (ngzgﬁi:g:) Exchange Rate Commodities
(M$N per US$) €7 (M$N per US$) B =
(a) Effective Buving__;change Rates
18.00 - 10 ) 16,20 A1l cereals, linseed, flour and
by-products; vegetable seeds,
‘their oils and by-productsy
alfalfa, malt, beans and peas,
cotton and formiun fibres and
inters; yerba mate; tobacco;
quebracho and urunday extracts
and all other miscellaneous
Pt b prsemsees s ' ' agricultural products, . ;
18,00.. ... ok 15,30 A1l meat products; offals;
- ' pickled hides; wool tops;
chsese, butter, other dairy
products and by-producis;
cattle for breeding purposes;
eges and frozen poultry;  all
e B blsrsiees — ’ hunting and fishing products,
18,00, ~a RS 13,50 Cattle on the hoof; sheep,
Y  Of) ' pigs, ete,; hides and skins;
greasy and frigorifico woolj
 fresh milk and cream; various
livestock products; logs, fire-
wood, charcoal and lumber; -
mineral and petroleum products
and by-products; textiles; -
jute and jute bags; woolen
waste; coal; ete, o=

18,00 = e Miscellaneous.exports.,
Free market raj? ' - Free market All other exports and all '
(about 1N 42)L rate invigibles, i '

(b) __g_;;_i_gg___ ange Bates g : 7
800 = : 18,00 Foodstuffs, raw materials and

specified capital goods (malnly
agricultural equipment). =~ -

Free market ra§7 - 42,00 Diesel motors, pharmaceutical

(about MEN 42) goods, electric generating sets,
light industry products, etc,
Invisibles,

Free market r f7 M3N 20 per 62,00 Other specified imports.z/

(about MEN 42)4 usH

1/ Prevalent rate in February 1956,
2/ A surcharge of M#N 20 per dollar is applied to these imports,
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May 24, 1956

ARGENTINA

The Financial Times for May 19 had an articlé saying that an
agreement on new multilateral trade and payments sytem was established
at a meeting in Paris on May 18. All the Western European countries
except Germany agreed on the principles. It is hoped that some under-
standing with Germany will be arrived at fairly soon.

As in the Brazilian case, each country will negotiate individually
with Argentina but broad terms for the debt repayment have been laid
down. The debt should be repaid within 10 years. The average rate of
interest would be 3 1/2 % but lower at the beginning and higher later on.

One of the problems not yet solved is at what rate of exchange the
remittances of blocked amounts will be released during the conﬁ:‘mq
ten years. At present such remittances can take place at the free
narket rate, about 105 pesos to the pound. The rate for ordinary

commercial trade transactions is about 50Opesos to the pound.



May 23, 1956
ARGENTINA CONFIDENTIAL

Mr. Verriers, the Under Secretary of Finance of Argentina, has
been in Europe to discuss the economic problems with western Europe.
He has also been studying the possibility of multilateralizing the payments
between Argentina and OEEC members. It is not proposed that the multi-
lateral agreement would be concluded but that each country separately should
undertake a number of commitments. Argentina has substantial short and
long-term debts to foreign countries which have to be consolidated. The
Argentina idea was that the short-term indebtedness should be prolonged
up to 10 years. The European countries are thinking of a much shorter time.
It may be that an understanding could be reached to consolidate the credits
for say 8 to 10 years. Over and above, Argentina needs a fonds de manoeuvre.

The private indebtedness should get priority.
Here follow some of the debts to other countries:

U.K. Government 3 B3 m.
Private U.K. creditors 14 m.
It is hoped by the British

creditors that half of this could

be repaid in 1956 and half in 1957.

Germany: swing credit 12 m.
Other Government credits 22.b m.
Private credits 190 m.

($95 m. of these private credits

are for tractors. As there probably
was substantial graft in connection
with this transaction, thebther cre-
ditors are unwilling to let Germany
come in pari passu with this amount.
They have suggested that it should be
either scaled down or postponed.)

Italy $120 m
Swing credit and private debts
taken over by the Italian Govt.

France 48 m.

(a Tower figure ($23 m.) was also
mentioned)

Netherlands 22 m.

Japan 23 m.

Sweden ¥ I



Argentina.

Belgium, Denmark, and Switzerland have no claims on Argentina.
Denmark and Switzerland had, on the contrary, small debts to Argentina.

To some other countries, Argentina had smaller indebtedness but
they should be disregarded in this general agreement.

The U.S. claims were about $300 m. It was the intention that the
U.S. claims should be looked after by the U.S. and not be included in an
agreement with Europe.

The government and provincial long-term indebtedness outside the
dollar area was $600 m.

Due to the credit squeeze in Argentina a lot of capital is returning,
about $100 m. a day.

As mentioned, Argentina had hoped to get a fonds de manoeuvre.
The European countries have not shown any interest in this. Germany, for
instance, said that their claims on Argentina were so big that nothing more
could be considered. The Bank Deutscher L&nder now fighting the inflationary
tendencies, could not consider any new credits. If the B.D.L. should give a
credit to Argentina, it would also set a precedent that was dangerous.

Argentina hoped it could get some of these temporary credits from
the U.S. and the Fund.
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May 24, 1956

ARGENTINA

- The Financial Times for May 19 had an article saying that an
agreement on nev;r multilateral trade and payments sytem was established
at a meeting in Paris on May 18. All the Western European countries
except Germany agreed on the principles. It is hoped that some under-
standing with Germany will be arrived at fairly soon.

As in the Brazilian case, each country will negotiate individually
with Argentina but broad terms for the debt repayment have been laid
down. The deot should be repaid within 10 years. The average rate of
interest would be 3 1/2 % but lower at the beginning and higher later on.

Cne of the problems not yet solved is at what rate of exchange the
remittances of blocked amounts will be released during the coming
ten years. At present such remittances can take place at the free
market rate, about 105 pesos to the pound. The rate for ordinary

commercial trade transactions is about 50pesos to the pound.



May 25, 1956

ARGENTINE

1) Are the prices established for the various farm products well
~alanced and will the farmers be able to produce and export at these prices
and at the present ratesof exchange?

2) Prebisch speaks of the necessity of encouraging new export
especially on manufactured goods. What goods does he have in mind?

3) We understand that electricity and transport are perhaps the
worse bottlenecks. Has Argentina been able to importenough spare parts
to put the machinery in function and electric wires to use the new power
station?

How much money is needed for the urgent importamt of capital
goods during say the first two years?

4) Is anything done to increase oil production? Is the agreement
with the Standard Cil cancelled? If so, what is being done to increase
the oil production as soon as possible? Is it really a transport problem
rather than a production problem?

6) Has the full rise of prices that was expected as a consequence
of the changed rates already taken place?

Will it be possible to avoid further wage increases?

Are the strikes that have take ' place lately due to demands for
higher wages or are there other reasons for them?

6) Will there be any, if so how big a deficit in the budget for 19567
Are there any forecasts for 19677 If there are deficits, how will they be

covered?



il %

Are there any deficits and if so, how big in government
entities, which do not appear in the hudget?

Have the states and the municipalities budget deficits, and
if so, how will they be covered?

7) Prebisch stressed the importance of creating favorable
conditions for the influx of foreign capital. Is the decision to block
the property of foreign firms and persons compatible with this
intention?

8) Is there no flight of capital?

Is there still an influx of Argentine money held abroad?
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RESEARCH DEPARTMENT CABLE ADDRESS

May 28, 1956 INTERFUND

MEMORANDUM
TO: Mr. Rooth T ‘ /

FROMs  J. J. Polak /y ) 4
SUBJECT: Discussio&vui‘ with Argentine Delegation

In view of the great importance of statistical questions in connection:
with Argentina as a future member of the Fund, I should like to recommend
that the Research Department be fully represented in any staff delegation
instructed to discuss with the Argentine Delegation which, I understand, is
to visit the Fund next month.

ce: Mr. Del Canto



A . ‘
N

1) Prebisch stressed the paramount importance of raising agrarian
production.

Are the new prices for the various farm products well balanced and will
the farmers be able to produce and export at these prices and at the present rates
of exchange®?

2) We understand that the oil and electricity industries and the transport °
system are perhaps the worse bottlenecks. Has Argentina been able a) to
import enough spare parts to put the machinery in function and b) to buy electric
wires needed for using the new power station? Has anything been done to im-
prove the transport situation? Is the railway deficit eliminated?

How much money is needed for the urgent import of capital goods
during say the first two years?

3) Is the agreement with the Standard Oil cancelled? If so, is anything
and what, being done to increase the oil production as soon as possible? Is it
only a transport problem or not also a production problem? The figure for
the needs for oil production is - according to Prebish - $200 m. for imported
materials and Pesos 3 b. for local expenditures. Has Argentina tried to find
out if there is any possibility for obtaining foreign capital for the building of
pipe lines for oil and natural gas?

4) Prebisch speaks of the necessity of encouraging new export especially
on manufactured goods. What goods does he have in mind?

5) Has the full rise of prices that was expected as a consequence of
the changed rates already taken place‘?

P dratped r W 10% . ’U Weny 15T 369
Will it be p0351ble to av01d furth r wage mcreases

Are the strikes that have taken place lately due to demands for
higher wages or are there other reasons for them?

6) Will there be any, if so how big a deficit in the budget for 19562
Are there any forecasts for 19577 If there are deficits, how will they be
covered?

Are there any deficits and if so, how big, in the budgets of such
government entities, which do not appear in the budget?

Have the states and the municipalities budget deficits, and if so,
how will they >e covered?

Prebisch said that the liguidating of the IAPI would mean a loss
of Pesos 7,600 m. Are these monies already lost or will the liquidation lead



Argentina.

to new cash expenditures for the government, or perhaps to some income?

7) Prebisch stressed the importance of creating favorable conditions
for the influx of foreign capital. Is the decision to block the (';)roperty of :

foreign firms and persons compatible with this iptention?
"-'(PM wha (amala bo*w"vj ‘1& Ory. N
8) s there no longer any flight of capial? g “""‘4'“* "[f'\
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Is there still an influx of Argentine money held abroad? Is any
foreign money coming in?

9) Are transfers of current profits by foreigners or servicing invest-
ments by foreigners in shares, bonds, and loans possible without special per-
mission. If so, is that one of the reasons for the depreciation of the rate? May
previously blocked income for previous years now be transferred? If so, to
what extent?

10) For the time being, has there been free import of raw materials, fuel
and spare parts or have they, for lack of foreign exchange, also been scrutinized.

11)  Are stocks of raw material, fuel, etc. too low? Are there unsold
stocks of export products?

12) Has there been any sign of higher savings as yet?

13)  Prebisch suggested a fund, the proceeds of which would be used to
finance part of the economic program. Has anything been done, so far?

14)  What is the attitude towards mewes bilateral agreements other than
with the OEEC countries?

15) Prebisch gave the overseas commitments as of $757 m. Do we have
a breakfown of this figure? Are all arrears included in this figure?

16) Has Argentina succeeded in funding or obtain%ny prolongations of
its arrears or its short-term indebtedness?

Has the present Argentine Government got any other new foreign credits
than the Ex-Imbank loan and the $30 m. Russian loan? What are the conditions of
the Russian loan?

7 A policy of decontrol of prices was suggested by Prebisch. Have there
not been new price controls lately?

18) Prebisch stressed the gravity of the housing shortage. Can the country
afford to use substantial amounts for alleviating this shortage with so many other
claims on the economic resources that have priority?

How much does the Pension Fund increase each year?



.

Will the Pension Fund not be forced to finance part of the govern-
ment expenditures? Will it really be possible to use a substantial part of it
for financing the housing projects?

Is there any likeliness that it will be possible to revive the cedulas
or sell other bonds to the public before the economy is more balanced?

19) We have understood that low productivity, especially slow work by
the labor force was a very disturbing factor a couple of years ago. Is there a
marked improvement since then?
e

20) Present gold and foreign exchange reserves and<foreign exchange

budget for 1956.
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The Argentine lMultilateral Payments Scheme The press of 31/5
reports on the agreement which has now been reached in principle
between Argentina and nine European countries about the establishment
of a multilateral payments system and the repayment of Argentine debts.
The European countries concerned are Austria, Belgium, France, Italy,
Norway, the Netherlands, Sweden, Switzerland and the U.K. Trade and
payments will be conducted in transferable currencies with effect from
a date as early as possible in June. Argentina's debts to its main
creditors will be settled on an equal footing by progressively
increasing annuities over a period of ten years. Interest will be
paid at an average rate of 33%. Within the general framework agreed
upon Argentina and each participating country will hold any necessary
bilateral discussions about the procedure for introducing the multi-
lateral system and for the conclusion of new definitive agreements for
the settlement of Argentine debts. The German representatives
expressed the readiness of western Germany to join the multilateral
system as soon as possible.

Dr Verrier, Argentine Under-Secretary of Finance, announcing in
Paris.the acreemant reached, stated with regard to the settlement of
%ygentlne debts that the average rate of 32% for the 1nterest payable

had been arrlved At ey WAy ot an 1n1tia1 rate of 2p and a flnal rate
df 557s. in

with a body of experts to negotlate the bilateral debt agreements and

_launch.the payments scheme. The latter will be ‘largely a cop; of the
Hague club, btut will be called. Jhe HParig Club". As the pilot currency

unit, whlch will be freely convertible into the currencies of the other
club units, it is probable that sterling will be adopted. The multi-
lateral payments scheme is expected to come into force about the middle
of June. Argentina has undertaken to llmlt the use of the free rates
for the péBU*fﬁf”%6m“’ *cial exnhanges. ‘The Argentine spokesman also
said that, in view of 1ts obligations arising from the debt settlement,
Argentina would have to restrict for some time its imports in order to
prevent-a disequilibrium bety ‘A' rts and exports, which would
Jeopardise the inflow of forelgn exchange required to meet its commit-
ments.

The City editor of THE TIMES draws attention to the fact taat two
countries which have beer volved in the Paris negotiations have not
So far reached agreement estern_ Germany and Denmark. Germany has
had difficulty in establ ng the size of ‘Argentina's liabilities to
German traders, but has expressed a readiness to join the multilateral

»/system as soon as possible. Denmark is still deciding whether to

join. The main difficulty.has. been in getting agreement on Argentine
debts. To western Europe these amount to _about $450 million and are
made up of Govt debts, arrangements with central banks, and liabilities
to private concerns under long-term orders already placed. The German
difficulty is that Argentina's main liabilities to it are largely
commercial, amounting to about $100 million. It is believed that_some
re—flnan01ng may be necessary. In the writer's view, the Argentine
payments system will not take the form of a currency club on the
Brazilian model, in which case special arrangements had to be made
because of Brazil's currency auctions. This will not be necessary
with Argentina, and so.far. as sterling is concerned-no- great change is
contemplated. Argentina is already able to spend sterling anywhere

fth£ggghout the non-dollar world. The main point under the new system

is that all transactions will be done at an official cross rate, and

~that Argentina will not discriminate among the nine member countries.



JUN- L 1956

Dear ¥r. Keenleyside:

Thank you for your letter of the 25ih relative to the
Argentine request for technical assistaace to be supplied
by the ¥Fund. :

This matter, as you kmow, has to date been handled
g0 far as the Fund ig concermed rmainly by Mr. H. Nerle Cochrang
Deputy Manapging Director. As he will be returning in a few
days from Burope while I shall be shortly going off on holiday,
1 am taking the liberty of holding uwp a firm reply %o your
letter until he has had a chanec: to see it

Sincoroly yours,

Tvar Rooth
Managing Director

¥r. He L. Eesenleyside
Diregctor-General
Technical Assistance Administration
United Nations
HQ' I‘Yol‘ k’ N.r.i
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INTERNATIONAL MONETARY FUND

June 8, 1956

TO : Mr., Ivar Rooth
FROM: Jorge Del Canto

SUBJ ¢ Argentina _

Mr, Grumbach of the Argentine Embassy
informs us that the party that was supposed to
leave Buenos Aires today has delayed its departure,
in view of the Cabinet reshuffle, for a week, If
the portfolios of Finance and Treasury are merged,
there is 2 chance that our friend, the present
Minister of Finance Dr. Alizdn Garcfa, might lose
out, However, he would remain as President of the
Central Bank,

Mr, van Campenhout has called for today
at 3 p.m, the first meeting of the Committee on
Membership for Argentina,

Mr, Rooth:

After I wrote this note for you, I read in
the "Washington Post" the followings:

"Buenos Aires, June 7 - Three Cabinet
Ministers lost their jobs in a reshuffle of
the Argentine Cabinet announced tonight—-
Dr, Julio Alizon Garcia, Minister of
Finance; Carlos Alzogaray, Industry, and
Juan Llamazares, Commerce,

"Robert Verrier, Under Secretary of
Finance, also loses his job, He returned
from Europe only last week after obtaining
for Argentina a 10-year period for the
country to pay debts to 10 western European
countries and paving the way for Argentina's
entry into West Europe's multilateral payment
system,"



International Financial News Survey, June 8, 1956

Argenfine Payments Arrangements with Europe

Agreement has been reached in principle for the repay-
ment of Argentine debts and the establishment of a multi-
lateral payments system between Argentina and Austria,
Belgium, France, Italy, the Netherlands, Norway, Sweden,
Switzerland, and the United Kingdom. A system of pay-
ments in transferable currencies is to be set up as early
as possible in June. Agreement has not yet been reached
with two countries participating in the recent negotiations
with Argentina. West Germany has had difficulty estab-
lishing the extent of Argentina’s liabilities to German
traders, but has expressed a readiness to join the multi-
lateral system as soon as possible. Denmark has not yet
decided whether to join.

The main difficulty in establishing the new arrangements
has concerned Argentina’s debts to Western Europe, which
amount to some $450 million. They comprise government
debts, arrangements with central banks, and liabilities to
private concerns. Argentina’s liabilities to West Germany
are mainly commercial, which amount to about $100
million; it is believed that some refinancing may be nec-
essary. The nine countries with which agreement has
been reached have acceded to an Argentine proposal to
settle outstanding debts on an equal footing by progres-
sively increasing annuities over a period of ten years; an
average rate of interest of 3% per cent has been agreed.

The new payments system will not take the form of a
currency club on the Brazilian model (“The Hague Club”)
since, in that case, special arrangements were necessary to

take account of Brazil’s currency auctions (see this News
Survey, Vol. VIIL, p. 75). From the standpoint of the
United Kingdom, the main features of the new arrange-
ments with Argentina are that all transactions will be
carried out at an official cross rate, and that Argentina will
not discriminate among the nine member countries. No
other significant changes are contemplated vis-a-vis ster-
ling; Argentina is already able to spend sterling anywhere
throughout the non-dollar world.

Under the new system, UK. exporters should be able
to secure a larger share of Argentine trade. Previously,
a large part of Argentina’s sterling earnings were ear-
marked for purchases of oil and other sterling area raw
materials; this, presumably, will no longer be necessary.
But Argentina is still having payments difficulties, and no
relaxation of import restrictions appears to be contem-
plated at present. Detailed discussions between the United
Kingdom and Argentina will begin in the next few weeks;
the present trade and payments agreement expires on
June 30, 1956. As a result of the debt settlement, the
UK. Government short-term loan of £20 million will be
repaid over ten years. It is not known whether agreement
has been reached concerning Anglo-Argentine Tramways
and the Primitiva Gas Company.

Source: The Times, London, England, May 31, 1956.
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ARGENTINE:

Excerpt from BUSINESS WEEK, July 28, 1956.

International Outlook.

Observers in Buenos Aires are grim.,

The Central Bank sold $60-million in gold during the past month
to keep afloat reducing reserves to a bare $10-million at the official
rate of exchange. Currency in circulation is up 20% since Peron was
ousted. A new round of wage increases is threatened - some unions demanc
ding doubling of wages.

A good harvest is rotting on sidings because of a breakdown in the
nationalized railways. Two-million tons of wheat are reported
in trade circles to be unusfiable already.”’



ARGENTINE:

Excerpt from THE ECONOMIST, July 28, 1956.

Bankers’ Credit for Argentina.

A city consortium, headed by Baring Brothers who have
been agents tio the Argentine government since 1822, is being
arranged with the idea of extending trade credits to a maximum
of petween X 20 and & 30 million, should Argentina’s demand for

capital goods of British origin justify it.
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U July 31, 1956

I. D. Lewis, Bank of England, informed me July 30
that Argentina on July 2, made a Hague Club arrangement with the
U.K., Holland, Belgiu.;n&g“ rance, and Austria. An Argentine team was
going to Europe to discuss the problem with Germany and Italy. It
was not yet clear which debts of these countries should be included
in a future arrangement.

Small debts of Argentina would be paid at maturity.

So far the deobt agreement concerned only the U.K., Holland, and
France. W—— ol Qudan diad Py Aot Larng .

Sweden was negotiating with Argentina to join the Club.

Chile was unable to sell its bilateral currencies and was
consequently trying to end the bilateral agreements on nitrate.

Uruguay had made up its mind to remove the discrimination
against sterling on the wool rate. The decreee has, however, not yet
become effective.

There have been talks in Latin America aoout inter-
Latin American bilateral agreements. This is not easy partly due to the
big seasonal variations in the trade between countries like Argentine

and Brazil.




l 0 % August 1, 1956
ARGENTINA

Garcia had a sharp tongue and has had conflicts with various
people. Some people believe that it was a pity that he left. Everybody is
very sorry that Verriers left at the same time as Garcia. He had been
asked to stay but refused to do so.

It is also a pity that Mr. Campos has resigned as Director General
of the central bank. They have not been able to find anyone who has been
willing to give up\his present position to take over a job under the
provisional W The candidates do not feel that they have enough
security as the elections will take place at the end of 1957.

The president of the central bank is a 7leyear old man from
Entrerias who is a politician and more of a nominal president.

It was very much regretted that Bunge had left. He is now
in business in Peru.

The transport situation in Argentina is extremely precarious.
1,400 of the 4,000 railway engines cannot fmction. Only lately have they taken
steps to have them repaired.

The president seems to be afraid of taking decisions especially
as far as oil and electricity are concerned.

(?M The firm of Baring Bros. is now official agent for Argentinae.

Mr. Fi-l-me:gfpartner of Baring Bros., has been leading a consortium that has
agreed to a 10-year credit for the present indebtedness. The ten years were
accepted as it is not likely that the new suppliers’ credits that Argentina can

get will be for more than ten years. It would have been impossible for



.-

Argentina to pay all deots at the same time as they have to repay the

new suppliers’ credit.



Economic dituation in Argentina
e——

The greatest progress in the Argentine program for a
transition from controls to the re-establishment of price

/

/



The free exchange rate, whlch by the end of February
had fallen to about 42 pesos per U.S. dollar, has since
recovered sharply, the rate at the end of June being 32
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mechanisms and economic freedom has been in relation
to the country’s international economic relations. An
attempt to abolish domestic price controls was not suc-
cessful.

The precise effects of devaluation on the external pay-
ments situation can still only be estimated, because of
the long delay in the publication of official foreign trade
statistics. The trade deficit for 1955 is estimated at
US$125 million (exports being estimated at US$965
million and imports at US$1,090 million), which is more
favorable than was assumed in the Prebisch report of
October 1955 (see this News Survey, Vol. VIII, p. 165).
During the first five months of 1956, the volume of ex-
ports was less than in the corresponding period of 1955.
There are no global data on imports, but as the Argentine
Central Bank’s reserves declined by nearly US$80 mil-
lion in the first five months of 1956, it may be concluded
that the trade balance has continued to be unfavorable.

Exports of meats, hides and skins, wool, fresh fruit,
oats, and barley have increased, but other exports, espe-
cially of wheat, have declined as a consequence of smaller
crops. The effects of larger exports of maize and oilseed
will not be felt until the second half of the year, but
increases would have to be large if equilibrium in the
trade balance is to be established for the year as a whole.

Export prospects for 1957 are reported to be better.
The price increases of 40 to 80 per cent for basic crops
introduced by the Government at the end of 1955 could
influenice sowings of only maize and sunflower. Agricul-
tural prices have recently been raised again by percent-
ages varying from 8 to 18, and the main crops in 1957
are expected to be larger than in 1956. Price incentives
are not enough, however, and, in view of the present
unfavorable price developments for foodstuffs and raw
materials, a reduction in the costs of farm production is
desirable. The Prebisch report, which stated that the
normalization of Argentine trade required an increase in
exports from the present level of US$1 billion to US$1.5
billion by 1960, estimated that farm machinery imports
of about US$200 million are needed over the next three
to five years.

During the first half of 1956, the money supply in-
creased from M$N 60 million to M$N 64 million, a figure
which is within the forecast of the Prebisch plan. Since
the end of April, the money supply has declined slightly,
a movement which, taking into account higher prices
produced by the devaluation and increases in salaries,
has helped to strengthen the free market exchange rate.
The appreciation of the peso has weakened the stimulus
to export certain commodities, such as fruit, cotton cloth,
porcelain, and crystal ware, the proceeds from which are
surrendered at the free market rate.

The free exchange rate, which by the end of February
had fallen to about 42 pesos per U.S. dollar, has since
recovered sharply, the rate at the end of June being 32

pesos per dollar. This recovery has been attributed
mainly to three developments that should eventually make
a sizable contribution to the solution of the Argentine
payments gap. The introduction of a much more favor-
able rate of exchange has stimulated Argentina’s minor
exports, thereby adding substantially to the amount of
foreign exchange flowing into the free market. The
measures to keep imports on an austerity basis, pending
the re-establishment of the country’s economic health,
have kept at modest levels the demands made on the free
market for foreign exchange in respect of payments for
less essential products. And with the improvement in
Argentina’s long-term economic prospects, more foreign
exchange has been flowing into the free market in con-
nection with capital transfers. It was recently officially
stated that, since the present Government came to power,
more foreign investment money has reached Argentina
than in the period between the inauguration of the for-
eign investment law of 1953 and the establishment of the
present Government some two years later.

The free Argentine peso was quoted in New York on
August 6 at about 28 pesos per U.S. dollar.

The cost of living index, which is based on essential
items used by unskilled workers, rose by 12 per cent
between October 1955 and May 1956. If less necessary
items are included, the increase in the index since last
fall is estimated at from 35 to 40 per cent.

Price increases have recently produced demands for
higher wages. The policy of the Government is that in-
creases in wages should be absorbed in entrepreneurs’
profits or matched with increases in productivity, but
not shifted to prices. Trade unions, however, are request-
ing wage increases (from 65 to 135 per cent) much
higher than the increase in the cost of living, and in wage
negotiations employers consider productivity as a sep-
arate problem.

Sources: The Financial Times, London, England, July 20,
1956; Neue Ziircher Zeitung, Zirich, Switzer-
land, July 24, 1956; The Wall Street Journal,
New York, N.Y., August 7, 1956.

International Financial News Survey, written by
members of the staff of the Fund, is based on mate-
rial published in newspapers, periodicals, official
documents, and other publications as cited at the end
of each note. Explanatory material may be added,
but no Fund editorial comment or opinion. Therefore
any views expressed are taken from the sources
quoted and are not necessarily those of the Fund.

The News Survey is published weekly, except in

the Christmas and New Year weeks. It may be ob-
tained free of charge by applying to

The Secretary

INTERNATIONAL MONETARY FUND
1818 H Street, N.W. Washington 25, D. C.
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pended until further notice, except in respect of rice
imports and imports of wheat from Australia.

Source: The Journal of Commerce, New York, N.Y.,
August 7, 1956.

Indonesian Monetary Reserve Ratio

The Indonesian Monetary Board has reduced from 20
per cent to 15 per cent the legal minimum ratio of
gold and convertible exchange to the note issue and
other current liabilities of the Bank Indonesia; the lower
ratio is effective for three months from July 11. The
measure was adopted because Indonesia’s gold and
convertible foreign exchange reserves had declined from
$253 million on December 31, 1955 to $132 million on
July 11, 1956, owing to adverse balance of payments
developments, and the monetary reserve ratio had ac-
cordingly fallen from 29.1 per cent to 19.9 per cent. The
statutory minimum reserve ratio had been similarly
lowered to 15 per cent in an emergency situation for a
period of three months beginning July 12, 1954 (see this
News Survey, Vol. VII, p. 187).

Source: Indonesian Observer, Djakarta, Indonesia,
July 13, 1956.

United States

U.S. Customs Legislation

The U.S. Customs Simplification Act of 1956 was
signed by President Eisenhower on August 2. The new
Act changes the basis for valuation of imports to export
value; heretofore, the Customs Bureau appraised import
goods on the basis of both foreign and export value and
then used the higher valuation as a basis for duty as-
sessment. A qualifying amendment limits the application
of export value to those imports whose value would not
be reduced more than 5 per cent. When its application
would result in a greater reduction, the old dual formula
will continue to be applied. The President stated that
the new valuation procedure “will do more than any
other single measure to free the importation of merchan-
dise from customs complications and pitfalls for the in-
experienced importer.”

Source: The Journal of Commerce, New York, N.Y.,
August 3, 1956.

U.S. Agricultural Exporfs

U.S. exports of farm commodities in the fiscal year
1956 were valued at $3.5 billion, a 10 per cent rise over
1955. If raw cotton is excluded, the increase over 1955
was 25 per cent. Cotton exports fell by 55 per cent
owing to foreign underpricing and to the expectation of
lower U.S. prices under the U.S. Government cotton dis-
posal program. The value of exports of grain, and also

of fats and oils, was one-third higher than a year earlier.
Foreign shortages resulting from unfavorable growing
conditions, as well as generally favorable economic con-
ditions abroad, were important factors in this increase.
Shipments of surplus commodities against foreign cur-
rencies under Public Law 480 accounted for 28 per cent
of all wheat exports, 23 per cent of cotton, 50 per cent
of cottonseed and soybean oils, and 13 per cent of
tobacco.

Source: Department of Agriculture, Foreign Agricul-
tural Trade Digest, Washington, D.C., July 1956.

Latin America

Increase in Chilean Customs Surcharge

To adjust for changes in the value of the paper peso,
following establishment of a free exchange rate, the
Chilean Government has increased its customs surcharge,
raising the gold peso-paper peso conversion rate from
05.5 to 98.6. Chilean customs duties stated in gold pesos
are converted to paper pesos at this rate. The rate of
conversion of gold pesos to dollars remains fixed at 1 gold
peso to US$0.2060.

On July 26 the paper peso was quoted at approxi-
mately 495 pesos per dollar.

Source: Department of Commerce, Foreign Commerce
W eekly, Washington, D.C., August 6, 1956.

New Exchange System for Uruguay

A new exchange system became effective in Uruguay
as of August 4. Most export proceeds will continue to
be purchased by the central bank and at a rate of
Ur$1.519 per U.S. dollar. However, under the new sys-
tem, which establishes a certificate market for commer-
cial transactions, exporters will be permitted to retain
varying percentages (11 in number) of their foreign
exchange earnings for sale to importers. Imports of
essential raw materials, fuels, agricultural serums, con-
struction materials, and essential foods will be effected
without import permits and with exchange purchased
from the central bank at Ur$2.10 per dollar. Most re-
maining imports will be effected under a quota system
with exchange purchased in the certificate market. The
rate for imports in the certificate market is not yet known.
Essentially, the new system is interpreted as represent-
ing a devaluation and a freer system of trade.

Source: The Journal of Commerce, New York, N.Y.,
August 7, 1956.

Economic Sifuation in Argenfina

The greatest progress in the Argentine program for a
transition from controls to the re-establishment of price
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INTERNATIONAL MONETARY FUND

Aug, 28, 1956

Mr. Rooth:

I am attaching herewith the
following documents, of possible use
for discussions with our Argentinean
friends tomorrow:

1. General subjects for dis-
cussion with Argentine
representatives;

2. Argentina: Preliminary
questions on economic back-
ground and policies, and

3. A brief review of economic
conditions in Argentina,

J. Del Canto

Jorge Del Canto
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General Subjects for Discussion with
Argentine Representatives

Balance of payments and reserve trends for the years 1955 and 1956.
Prospects for 1957.

Effects of the exchange and price policies of the new Govermment in
order to increase agricultural production and to redress the balance
of payments,

Monetary effects of the shift of bank deposits to private banks.
Policies of the new Central Bank. To what extent the Govermnment
will be successful in containing inflationary pressures presently
existing in the Argentine economy. A discussion on the monetary,
fiscal, and wage policies will be desirable in this connection. . .
1 S-#«wwz tt}/wqf[o““
What are the prospects for solving the basic problems of transporta.— Ao M
tion,%energy and fuel, and’agricultural mechanization facing Argen-
tina's economic development today? In this connection, what are the

expectations of the Argentine authorities for getting foreign loans
and investments?

Argentina's policies with respect to bilateral agreements. Present

working of the Paris Club arrangements and possibility of converting
the surpluses which Argentina may have with Western European countries.



l. Are there any data on unemployment or on under-employment in Argentina?
Are there shortages of labor in certain activities? Information on the char-
acteristics of the labor market, degree of unionization, methods of settling
wage disputes, etec., will be appreciated.

2. Is there an officially or unofficially constructed index of industrial
production? And of agricultural production, somewhat along the FAO lines?

3. What are considered to be normal profits on new investments in Argentina?
Information about these profits in different branches of economic activity will
be appreciated.

4. Is there any information about the capital held abroad and the form of
those investments? Have the policies of the new regime had any effect on re-
patriation of that capital and is there any appraisal of the amounts?

5. What are the prospects of using a capital market and the savings of
institutions, like insurance companies, to finance new economic activities?

6. What is the present general economic condition of landowners and
farmers in the Argentine economy? How much squeeze was exerted upon them by
the previous govermment? Information on the measures taken to restore them to
their previous position will be appreciated.

7. Is the new price relationship between cereals and cattle such that a
shift in land from cattle raising to cereal production may occur? What is the
main reason for the larger quantities of cattle recently coming to the packing
houses? Does this endanger the magnitude of present cattle stocks?

8. Is there any idea of the asmount of capital invested in agriculture
during the last decade?

9. What means were used by past govermments to control the magnitude and
forms of investment? From the national income figures it appears that Argentina
had a high rate of capital investment in the last two decades. Is it possible
to know the economic branches in which these investments took place end their
form?

10. Construction investment has been roughly more than half the total in-
vestment in the last ten yeaers. What kind of construction has mainly taken
place? How is the housing position in Argentina? Any information about regu-
lations for new buildings, rent control and how effectively it works, schemes
for building low cost houses, credit facilities opened to prospective home
owners, etc., will be appreciated.

11. The share of “repairs" in capital formation seems to be very large
and increasingly so at times when investment in production equipment has been
particularly low. If that is the case, has it had a definite effect on the
productivity of capital equipment?
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12. As far as industrial development is concerned, any information on the
following points will be appreciated:

(a) Pest govermment policies in relation to industrial development
and judgment of them;

(b) Types of industries the Government will aim to encourage;

(¢) Means to be used for that purpose: (i) credit facilities;
(ii) taxation and subsidies; (iii) tariff policy; and (iv) exchange sys-
tem--quotas and multiple exchange rates.

13, Very important problems affecting the future development of Argentina
are the shortage of fuel and electric power and the eritical condition of her
transportation system. What are the plans of the Govermment to cope with this
situation?

14. To what extent have exchange control measures and the scarcity of
machinery, spare parts, fuel and raw materials impinged on industrial production?
What are the new exchange regulations contributing to correct that problem?

15. What are the views and policies of the Argentine Govermment with re-
spect to:

(a) Public investments and investment of public enterprises--amounts
and shape;

(b) Incentives to be provided to private investment;
(c) Controls over the magnitude and form of total investments;

(@) Contributions expected from foreign investment, the form of these
jnvestments and the incentives which will be provided;

(e) Forms of financing new investments; and

(£) Ways and means to be used in order to implement the above-
mentioned views.

16. To what extent have the exchange measures introduced in October 1955
contributed to raise internal prices of export commodities, thereby reducing
internal consumption and increasing the quantities disposable for overseas
markets.

17. Is there any information about the area under agricultural cultivation
for the year 1956-57?



II. te b 4 cial develo

A. Prices and wages

18. Are there any price indices in addition to the cost of living index?
How good is that index as an indicator of the effective changes in the level of

prices?
19« Any estimate of the actual earnings of labor will be appreciated.

20. How is it possible to reconcile the figures given by Argentine
statistics on real wages, declining by a large percentage, gutput, declining
by a smaller percentage, and income distribution, where the labor share appears
to be inereasing?

21l. Price effects--not only effects on the cost of living, but also effects
on particular prices--of the October 1955 devaluation will be of great interest.

22, In February 1956 a general increase in wages was granted by the govern-
ment and the intention was expressed that enterprises should pay the larger wage
bill without increasing the prices of their products, i.e., out of their profits.
Was that possible? What means were used by the Goverrment to implement that
decision?

23. What are the wage policies the Govermment is at present envisaging and
what are the ways of implementing them? In particular, what are the effects of
wage rate changes upon internal and external stability?

24e Of the present wage contracts under negotiation, how many have been
terminated and to how many workers do they apply? Is it possible to obtain any
information about the contents of those settlements, especially the percentage
of the agreed wage increases.

25. 1Is there any cost of living subsidization in existence as a consequence
of the last exchange reform? If so, what is the amount and how is it being car-
ried out?

B. Monetary developments

26. A short summary of Argentine commercial banking organization, practices
and policies will be appreciated.

27. If commercial bank deposits are restored, what provisions will be
adopted in order to prevent an excessive credit expansion. Specifically, in
what amount will the measure increase bank liquidity, what percentages of re-
serves will the banks be required to hold and what measures will the Central Bank
take in order to influence lending capacity and policies of the commercial banks?

28. International reserves of Argentina. Composition by maturity of assets,
currencies and types of liabilities against them. Position of payments agreements
should be included. 4 conciliation between Prebisch's and Central Bank figures
on reserves will be apmreciated.
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29. Banking loans classified by beneficiaries, maturities and collaterals.
A knowledge of interest charges by different types of loans and advances.

30, What other kinds of credit institutions to provide long and medium
term financing or to encourage certain types of activities operate in Argentina?
Mortgage institutions should be included in this category. The statement should
give information about the source of their funds, and the kind of loans as
specified under No. 29.

31, Information on the tools of monetary controls which have been used in
the past and which are expected to be used in the future will be appreciated.

32. What is the justification for the increase of M$N 5 billion in loans
to the public and in mortgage operations contemplated in the report of Dr. Raml
Prebisch?

33. An explanation of the underlying forces explaining the Argentine in-
flation in the last few years would be desirable.

C. Public finances

34 Is it possible to get cash budgets for the Argentine Govermment for
the last few years? The ways of financing the deficit and the disposal of sur-
pluses will be very useful.

35. A classification of fiscal revemues by categories should be obtained.
The same for expenditures and, if possible, the amounts spent on general ad-
ministration, defense, education, servicing of the public debt, etc.

36. A statement of the finances of asutonomous entities, provincial and
municipal govermments, giving kind of revermes and expenditures will be appreciated.

37. A consolidated account for the whole of the public sector will be very
useful. At least the position of the public sector with the banking system
should be sought.

38, As far as the social security institutions are concerned, the follow-
ing data should be obtained:

(a) Sources of reveme;

(b) Administrative expenditures;

(e) Benefits distributed to their members;

(@) Net savings and its disposal;

(e) Changes in the composition of their assets in the last few years.

39. The Argentine Govermment has undertaken to reform the present tax sys-
tem. How much reverme will the new law provide?
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40. In the National Govermment budget for 1956 an amount of MN 6,299
million is expected to be sold to non-banking investors. What kind of investors
are they?

41. An attempt should be made to obtain the following information on the
public debt of Argentina:

(a) Totel debt with expression of the kinds and maturities;
(b) Holders of the debt;
(e) Yields of securities;

(@) Amount of foreign debt with expressions of denomination, maturity,
holder of securities, and yields.

42. With the new exchange system (October 1955) a "Fund for the recovery
of the national economy" was established. The revemue, expenditures, management
and policies of the Fund should be obtained.

43. What policies with respect to fiscal revemes (taxation, subsidies, etc.)
and expenditures are going to be pursued in order to attain internal and external
balance and long-term growth?

11X, ti (+] ti

Lhe What effects has the 1955 exchange reform had so far for redressing
the balance of payments disequilibrium in Argentina. If possible, an explana-
tion of the export and capital inflow items encouraged and of import and capital
outflow items discouraged should be sought.

45. How large are the Argentine peso balances held by non~-residents and
what kind of regulations are applied to them?

46. If Argentina is seeking external financing for meeting (a) short-term
indebtedness and (b) long-term development plans, what are the expectations of
achieving a balance of payments surplus for the servicing of that debt and what
policies will be pursued to achieve that objective?

4L7. What kind of developments are expected in the Argentine economy and
what assumptions are made about its foreign markets in order to reestablish the
strong external position Argentina previously had? Insofar as these develop~
ments impinge on domestic policies, a clarification of these policies should be
obtained.

48. What policies will the Argentine Govermment follow with respect to the
magnitude of international reserves? 9
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Argenting

l. Ereoductiopn, prices, =nd wageg

Argentine'o economic development has been extremely slow durding the past
18 yearse The tuo busic economie activitics, sgriculiurel and pastorel
(animel ) rroduetion, were 4 ¢nd 15 per cent higher in 1954 then in 1940, com~
yared with s populstion ineresse of over 30 per cent during the same pericd.
The wer Peve 2 bip fupetus to industry and this ves accentucted by the policles
mrsued by the rrevicus govermment. However, industrial produetion which had
ineraosed by 64 ver cent in 1947 as compared with 1940 remsired at the same
level durdng the ;yext 7 years.

When the Feron Govermment wag overthrown in September 1955, Argentina was
confronted with very serioue problemg: 8 hesvy defieit in her balanee of pay-
ments snd large soounie of short-term foreigr indebtness; e reduction in the
eren [sraed, esnecially of beasic crops; e considersble backwerdness in ferming
zeihoda and a Jach of adecuate nachinery; the need to replace & considershle
part of the irsnsportation system {(most of the eguipment was cut of dite) in
order to have sdecute facilities to uove preduetion to the consumption ecenters;
and & huge deficlt of energy which wes agrravated by the need to import large
guantities of petrolews nnd conl, the mein bottlemeck to the eountry's induatriel
groviie

The new Coverrment has mede a sericus sttempt té cope with these problems
by a series of policy mesgures aimed at increaging the level of basie produetion
snd esxpanding exportes. The firet stepe were the establishment of a more
realigtic exchenge syetem in Cctober 1954, devaluing the peso, simplifying the

rete structure, and elimineiine wany of the cvantitative restrictlons previcusly
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existing in Arpentins. The State Trading Institution, IAFI, which had &
monopoly on foreign trade end which had lately been the maln source of dn-
flatiomry presgures, was scrapped. Basie agricultural jrices were draa-»
tieally incressed for the 1055-56 crops and slightly inereased agalin for the
1956~57 sesgon, Trading wethods were somewhat changed nllewing for more

freedon to sell ami offiecizl nrices have become minimum survort rrices plid

e N

by the Hetlonal Credin Bosrd. At the some tize Argentins undertook to fund
gt

‘her shortetern indebtedness with Puropeen countries and to mltilaterisiize
her net of peyments agrrements with them. Also, at ihe same tinze the country
sterted rrocedures ‘to join the IMF and the IBRU and » financisl missien cume
1o the United Ototes ic negotiate financisl assistence needed to lmprove and
expand Argentina's capitel faellitles.

On the internsl side, an carly attempl to ebolish price oontrola‘uu
reversed, the Government has restored the eutonomy of the Central Bask and has :
‘steted its inteniion to return to the previous sysiem of fractionsl reserve
recuirements for bank depcsgite.

$ince only © months have elepsed since the ensctment of the new polieies,
1t ie difficult to assess their offects on the level of sgricultursl production.

\ The 1055/56 wheat crop was not zffected by the new prices and exchange rates,
and the low level of that cro'p ie the determinant of the rresent volume of
irgentina's exnports. The produetlon of maive and cilseeds 1s much larger -
t@u in the vast veer but the incresse will not be felt until the second half
\ of the vear. ;

Beef produetion has rreatly expended under the stimulus of higher [rices
and more favoreble sxchenge rotes. At the same time inereased cereal prices
may explain ihe h gh rroportion of breeding stock recently being marketed
which exceeda current demand. tuch of the land can be used either for cattle

raising or for sowing ceresl.
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The behovier of the nstiona) income during the jresent veer is not 5
known, but the proapcets for 1957 wre botter esreelally if tha area sown 18
expanded a1 17 rild westher eonditions ;reveil,

Price ipcresces an begle axport coumodities have bheen previcusly men-
tioned. At the ssme time the Gevernment reiniroduced price controls 1w en
sttenrt to frovent campl ﬁ.ir;ts from the lower incoms groups and demapds fo
higher wsges. The eost of living index iu Buenos Alres, which is based on
essentisl items vsed by vnekilled workers, rose by 12 ver cent between
Cetober 1955 erd May 1956, If lecs mceaéary items ore ineluded, the iperas oe
in the eost of "iving szinee lesl £81? bhes been unoff;lciaih' estimsted at from
35 to 40 jar cent, :

it the ouﬁsn.t, the new ré;gi;ss aanounced its policy would be that wage
ineresses should be sbsorhed by éntreprenours' rrofits or matched by incresses
in produetdviiy and would not be shifted to prices. Wapee should be regotisted
between urions an’ entrepreneurs, Liking into asccount those chjectives., If no
ggreoment were resched, the dispute would be solved Ey e Nationsl Were ioard.
In the mesniise, last February the Govermuenl decreed sn acrota-ﬂn-buaﬂ in-
erzase of 10 rer gent for all wage errners end later on & 20 per cent lacrecse,
on the uversge, Tor rursl workers retroactive io February 1 »f this yesr. Very
fow npyesments have been signed and it ie “ipown that trade unions ere requesting
wege lncresges svuch higher thes the incresse in the comt of Mving (fram 65 to
135 per ecwh) and {7 wege noootistions, employers eonsider productivity as a

sevar-te rroblem. The solution ¢f lebor disputes 1s 2 crueial problea in the

Governmant's progrsm nd the failure to keep wages in line csn lapair the of-
foets of the develustior sod the iuproved sgricultursl prices which should

ineressc production end redress the balance of payments defieit,
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2. Yomey and credit
Purdng the firet helf of 1956, the wuemay supply went from MN 60 to
MM 64 m11on, a fipure which ie within the forecagt of the Coverment's plan,
The contracticnary offect »f a balanca of paymente deficit has been mnw-*
scted by edvances io the Government, banks, snd individuals. However, the .
moderate inerease in the quantity of money (6 per cent in 6 montha) has

croeted o sensation of tightress in the woney murket, because of the eon-

e

siderable cevaluation of October 1955 snd the increases in weges amd other
costs. ;

Since the emd of Arril, the money supply hes deelined "{ightly and this
hag mainly contributed io the sprrecistion of the peso in the free exchange
merket as e result of & repatriation of funds by Argentine residemts holding.
foreign exchanra,

The Government has amnounced the restitvtion of dapon:lf.a to the prinﬁ
banks, reversing e measure adopted in 1946. Thie ey enable a rumber of banks
to extend thelr credit volume but this will depend on the amount of quvidity
presenlly held by the banking system, or the relation betvesn deposits and
rediscounts with the Central Bank, and on the new regulations regarding reserve
requirenents ageir®t bank depesite,

3. Iublie fingnes |

Finances of irgentina's publlc sector have been out of balance for a
number of yesrs. The mein contributore to the fisenl deficit were the 10”0-‘
in the operation of nstionatized r:zilroade, some urben transportation enter-
prises, and TAFI., & large offsetting factor has been the ebsorption of govern-
ment bords by social seeurity funds. In 1955 expenditures were MEN 34 billion
and reverue MUN 12 billien. The defieit waa Tinanced by selling tothe mocial

security funds '8N & biliion in government bonds and irereasing curreney issnmes

ok
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by MIN 8 billfon. In 1956, the Covermment wi'l spewd MiH 35 billion, ineluding
the Public Works Fian snd the redlrosd defieit. The envisaged deficlt ef

WN 15,3 Biilion will be finaneced by 2 sale lo the soeisl security funds and
other nousbank investors of MN 6.3 biilion ir tonds end by incressing the
currency lssue by ¥H 9 billion. ‘

4e Cavgepts sitveilop

Thormet smount of iLhe 1655 belance of paymermts defieit is not knowm,
but congidering the losses in foreign recerves of the Centrel Bank it must
. have been cver ULLI00 million.

Ag wes pﬂviously men tiomd, gore of Argentina'e short~teram foreign
indobtedness had alrsady been funded nnd the funding of snother part Mt ia
presently beiny negotiated.

The effests of Lhe October 195° devsiuation on the balance of payments
eannot be assessed accurately es yebl. For some exports, like whest, it would
not have sny effact during 195 becsuse the crop wes alresdy sown when the
neasure Wes aft“ecta&. Other crops, like corn and oilseeds, which sre expeoted
to be supplied in larger guaniities than in 1935 will affeot the paymenils
poeition of the second ua&rt of tae yeor but they will have to lncreunse by &
very consldersble smount to offset ihe payimnts deficit slready produced during
the first half of 1956, This deficit hes been due aainly to a large declive
in whest shipmente vwhich hes not been compensated by an expension of meat, wool,
fresh fmuits, or other marginsl exports.

In Argeptina Lrade movemenis run very close te payments movemenis. During
the first five wopths of 195€ thn Central Bank lost rearly UE§8C milldon eof
resarves, Fven ascuming en laprovement for the second half of the year, it

1s not unlikely that the payments deficit will be about the same ag in 1955«
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Prospects for 1957 are better because there the full effeet of the exchange
and yrice policles will he felt.

The froo exchange raie, which by the end of February had fsllen to sbout
MIN 42 per U.S. doller, resovered sharply and by the middle of August was
MEN 30. This mcoﬁry has been attributed to the stimulws to minor exports
which sdied to the flow of exchanze godng to the free narket, to a larger
eepital inflow due to the lmprovement of irgentinal's long-term economic
prospects, and to the stringency of the money market which slreedy hes been
pointed out. '
S. Belatiops with the Fupd

Argentine i a new newmber of the Fund, havieg o quota of U150 milldon.
No par velue has been agreed with Argentine.

The exchange svetem of the country is cheracteriged by the existence of
& fixed exchenge rate of USE1 = M{N 18 and a Cluctuating free mﬁﬂmt whoﬁ
the quotntion wae US{L = MEN 30 41r the middle of Awgust.

The officisl market 1s used for most exports (sewe of them are subjeet
to retentlons of the rature of an exchenge tex, making for affective buying
rates up to USE) = MGl 13.50) and for eertsin busic loports. The free market
is fed Ly miner expert procecds, excesses of offiecial market export proceeds
over the aforg (official valuations) establ!shed for that merket, invisibles,
and copitel, Outgoing poyments in the froe sarket are suthorized for mom=
eszentinl iwports (scwe of tham subject to surcharges) and for ‘iuvidblns anpd
capital transsetions.
6. ZIouies for dipeuseiop |

Estabulmm of & per value, peyment of its subscripiion, and Argentina's
avellabi)ity for the trensitional srrengemente of Artiele XIV of the Pund

fgreement will be toples of discussion with the country's repregentatives.
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The effecte of the exchenge snd price polieles for expending production
end exports end conseguently for redressinge Argentina's balanee of peyments
is the nost urgent problem confronting the country today. In thia connection,
the efforts to check infletionary preasures—-monétary. fisenl, #nd uage
policies——as well az the prospeets of obtsining forelgn investments erd losns
should be exzmined. |

Foapible need of Fumi resources cculd nleoc be e point of digeussion with

the argentine revresentalives.



