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I n  s p i t e  of the r e l a t i v e l y  f a s t e r  expansion of  aggregate  demand, 
p r i c e  p re s su res ,  a s  measured by both t h e  consumer p r i c e  index and t h e  
wholesale p r i c e  index, d id  not i n t e n s i f y .  The consumer pr ice  index is 
est imated t o  have r i s e n  by 27 p e r  cent  p e r  annum during these  two y e a r s ,  
a b i t  lower than the 1979 rate.  The increased a v a i l a b i l i t y  of f o r e i g n  
goods, e s p e c i a l l y  of c a p i t a l  goods, helped c o n s t r a i n  p r i c e  p re s su res .  
The explanat ion of t he  con t inua t ion  of t h e  i n f l a t i o n  rate i n  t h e  25- 
30 p e r  c e n t  range must probably be found i n  t h e  high degree of indexa- 
t i o n  of t h e  economy, i n  wel l  e s t a b l i s h e d  i n f l a t i o n a r y  e x p e c t a t i o n s  and 
i n  the  r e l a t i v e  c loseness  of t h e  economy notwithstanding the  inc reased  
a v a i l a b i l i t y  of imports i n  1980. 

The t rend of i nc reas ing  balance of payments su rp luses  came t o  a 
h a l t  i n  1980. In  1980, a more l i b e r a l  import po l i cy ,  p a r t i c u l a r l y  f o r  
c a p i t a l  goods imports,  which accommodated the investment p l a n s ,  and a 
f a l l  i n  s e r v i c e  r e c e i p t s ,  which might include unrecorded expor t s  and 
c a p i t a l  inf lows,  r e s u l t e d  i n  a c u r r e n t  account de f i c i t - - the  f i r s t  one 
i n  f i v e  years.  This d e f i c i t  w a s  more than o f f s e t  by h ighe r  n e t  c a p i t a l  
inf lows on account of d i r e c t  investment ,  t r a d e  f inanc ing  and pub l i c  
s e c t o r  borrowing. The i n c r e a s e  i n  n e t  i n t e r n a t i o n a l  r e s e r v e s ,  a l though 
smaller  than t h a t  r e g i s t e r e d  i n  1979, was s t i l l  s u b s t a n t i a l  a t  USS1.3 
b i l l i o n .  I n  1981 the  balance of payments su rp lus  f e l l  t o  US$170 mil- 
l i o n .  The c u r r e n t  account d e f i c i t  ro se  because of lower c o f f e e  p r i c e s  
and a lower volume of c o f f e e  e x p o r t s  a r i s i n g  from Colombia's quota com- 
mitments under the I n t e r n a t i o n a l  Coffee Agreement. Noncoffee expor t  
ea rn ings  s tagnated during 1981. Although imports d i d  not  expand as  
r a p i d l y  a s  be fo re ,  t he  export  d e c l i n e  r e s u l t e d  i n  a t r a d e  d e f i c i t  of 
USS1.1 b i l l i o n  t r i g g e r i n g  a c u r r e n t  account d e f i c i t  of USS1.7 b i l l i o n ,  
equ iva len t  t o  4.7 per  cen t  of GDP. Increased f o r e l g n  borrowing by t h e  
p r i v a t e  s e c t o r ,  which continued t o  take advantage of r e l a t i v e l y  lower 
i n t e r e s t  r a t e s  abroad, r e s u l t e d  i n  a s t rong  expansion of c a p i t a l  re- 
c e i p t s  once again.  

The a u t h o r i t i e s  used a number of instruments  du r ing  t h i s  per iod t o  
cushion the  impact of t h e  f a l l  i n  c o f f e e  p r i c e s  on t h e  income of t h e  
coffee-growing s e c t o r .  The minimum exchange su r rende r  requirement f o r  
co f fee  expor t s ,  t he  ad valorem c o f f e e  t a x ,  and t h e  r e t e n t i o n  of quo ta  
( a  share  of t he  volume of c o f f e e  exported retained by t h e  Nat ional  
Federation of Coffee Growers) were lowered, pe rmi t t i ng  an i n c r e a s e  of 
t he  domestic support  p r i c e  which, combined with the  i n c r e a s e s  i n  c o f f e e  
production, l i m i t e d  the  drop i n  t h e  c o f f e e  s e c t o r  income t o  6 per  c e n t  
i n  r e a l  terms i n  each of t h e s e  two yea r s .  

During t h i s  period f i s c a l  p o l i c y  was r e l a t i v e l y  c a u t i o u s ;  a t  t h e  
same time investment e f f o r t s  of t h e  p u b l i c  s e c t o r  were increased t o  pro- 
vide some c o u n t e r c y c l i c a l  s t imu lus  t o  t h e  domestic economy. The o v e r a l l  
d e f i c i t  of t h e  pub l i c  s e c t o r  i nc reased  from 0.4 pe r  c e n t  of GDP i n  1979 
t o  0.8 per c e n t  i n  1980 t o  1 .6  pe r  c e n t  i n  1981. The d e f i c i t s  were 
mainly financed through r ecour se  t o  e x t e r n a l  c r e d i t  without i n c r e a s i n g  
t h e  r a t i o  of e x t e r n a l  p u b l i c  debt  t o  GDP. As i n  t h e  previous two y e a r s ,  
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t h e  m n e t a t y  s t ance  of t h e  Banco de l a  Republica continued t o  be con- 
t r a c t i o n a r y  i n  1980 most4,y because of the increase i n  the  pub l i c  s e c t o r  
i n t e r n a l  surplus .  However, i n  1981 the con t r ac t ion  i n  n e t  domestic 
assets of the Banco de l a  Republica came almost completely t o  a h a l t  
because both the accumulation of depos i t s  by the  pub l i c  s e c t o r  and t h e  
n e t  absorpt ion of resources  from f i n a n c i a l  i n t e rmed ia r i e s  decl ined wi th  
r e spec t  t o  1980. During these  two years t h e  Colombian f i n a n c i a l  system 
was l i b e r a l i z e d  w i t h  a view t o  reducing t h e  proport ion of t r ansac t ions  
conducted i n  unsupervised markets. Legal r e se rve  requirements were re-  
duced, i n t e r e s t  rate c e i l i n g s  on a h m b e r  of operat ions i n  the formal 
market e l iminated,  and the pena l ty  on the  immediate conversion of co f fee  
export  proceeds eliminated. These p o l i c i e s  succeeded i n  a t t r a c t i n g  
funds back t o  the organized f i n a n c i a l  system, whose operat ions increased 
in real terms. The expansionary impact of these measures on the  money 
supply was ameliorated by an aggressive open-market po l i cy  pursued by 
the Banco de la Republica u n t i l  t he  f i r s t  q u a r t e r  of 1981. 
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the s t a t e  company, 40 per  cen t  t o  the  e x p l o r a t i o n  co rpora t ion ,  and 
20 pe r  cen t  a s  r o y a l t i e s  to- t h e  Government. 
s u c c e s s f u l  i n  s i g n i f i c a n t l y  inc reas ing  p r i v a t e  investment i n  o i l  ex- 
p l o r a t i o n  i n  r ecen t  years  .and expanding t h e  volume of petroleum produc- 
t i o n .  Although the  1980-81 production i n c r e a s e  was a t t r i b u t a b l e  mainly 
t o  t h e  recovery of e x i s t i n g  wells, t h e  discovery of new f i e l d s  l eads  
t h e  Colombian a u t h o r i t i e s  t o  b e l i e v e  t h a t  o i l  e x t r a c t i o n  w i l l  i nc rease  
s u b s t a n t i a l l y  i n  t h e  next few years .  The r e c e n t l y  discovered f i e l d s  a t  
Arauca, Casanare, and Meta (which are scheduled t o  come i n t o  ope ra t ion  
by 1985) ,  t oge the r  with increased product ion i n  t h e  Huila f i e l d ,  w i l l  
i n c r e a s e  Colombian petroleum production by 35,000 b a r r e l s  a day, equiva- 
l e n t  t o  an inc rease  of 25 per  c e n t  over t h e  1981 output  i n  t h e  next 
t h r e e  years .  I n s t a l l e d  r e f i n e r y  c a p a c i t y  is s u f f i c i e n t  t o  process t h e  
e n t i r e  p re sen t  and projected domestic production. The processing p l a n t s  
of t h e  r e f i n e r i e s  of Barrancabermeja and Cartagena--which make up over  
90 per  cen t  of i n s t a l l e d  r e f i n i n g  capacity--were r e c e n t l y  enlarged by 
20  pe r  c e n t .  

This approach has  been 

The a u t h o r i t i e s  expect t o  change energy consumption p a t t e r n s  gra- 
d u a l l y  during t h i s  decade by a d j u s t i n g  consumption t o  t h e  coun t ry ' s  
a v a i l a b l e  primary energy sources .  Petroleum r e p r e s e n t s  today approxi- 
mately 50 per cen t  of  t o t a l  energy consumption, n a t u r a l  gas 22 per  c e n t ,  
c o a l  2 1  per c e n t ,  and h y d r o e l e c t r i c i t y  7 p e r  c e n t .  In  comparison, a n  
inventory of e x i s t i n g  energy r e sources  shows t h a t  t h e  h y d r o e l e c t r i c  
p o t e n t i a l  accounts f o r  55 p e r  cen t  of a v a i l a b l e  energy r e se rves ,  c o a l  
f o r  40 per c e n t ,  n a t u r a l  gas f o r  4 per  c e n t ,  and petroleum f o r  1 pe r  
c e n t .  E l e c t r i c i t y  generat ing capac i ty  equaled 4.5 m i l l i o n  k i l o w a t t s  
i n  1980 and was expected t o  i n c r e a s e  t o  5.1 m i l l i o n  k i l o w a t t s  i n  1981. 
However, mainly because of t he  de l ay  i n  t h e  s t a r t  of ope ra t ion  of t he  
500,000-kilowatt Chivor I1 h y d r o e l e c t r i c  power p l a n t ,  t he  projected 
inc rease  was no t  achieved, l ead ing  t o  t h e  imposi t ion of e l e c t r i c i t y  
r a t i o n i n g  i n  1981. About 1.8 m i l l i o n  k i l o w a t t s  w i l l  be added t o  the  
1981 e l e c t r i c  generat ing capac i ty  du r ing  t h e  next  two yea r s  as  p r o j e c t s  
now underway a r e  completed, and t h e  r a t i o n i n g  i n  e f f e c t  w i l l  tend t o  
become l e s s  s t r i c t  a f t e r  t he  f i r s t  h a l f  of 1982. Average e l e c t r i c i t y  
t a r i f f s  increased by 28 per c e n t  a year  i n  1980 and 1981; t h e  l a r g e s t  
i n c r e a s e s  were made on r e s i d e n t i a l  t a r i f f s .  

Domestic e x t r a c t i o n  and consumption of c o a l  equaled 5.5 m i l l i o n  
me t r i c  tons i n  1981. Domestic consumption is pro jec t ed  t o  reach 8.5 
m i l l i o n  tons by 1986, while product ion is expected t o  amount t o  18 m i l -  
l i o n  tons by t h e  same yea r ,  l eav ing  a s i g n i f i c a n t  expor t ab le  su rp lus .  
This add i t ion  t o  c o a l  mining volume w i l l  come about a s  a r e s u l t  of 
t h e  conclusion of t h e  i n i t i a l  s t a g e s  of t h e  e x p l o r a t i o n  p r o j e c t s  a t  
E l  Cerrejon d e p o s i t s .  
a r e  being developed by INTERCOR, an EXXON a f f i l i a t e ,  and CARBOCOL i n  a 
j o i n t  venture ,  and t h e  c e n t r a l  a r e a  d e p o s i t s  are being developed j o i n t l y  
by CARBOCOL and Spanish-Colombian p r i v a t e  i n t e r e s t s .  

The d e p o s i t s  i n  t h e  no r the rn  a r e a  a t  E l  Cerrejon 
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F i n a l l y ,  n a t u r a l  gas production grew a t  an average annual rate of 
6 p e r  cent i n  1980-81. 
of n a t u r a l  gas t o  produce f e r t i l i z e r s  (ammonia and urea)  and methanol, 
t h e  l a t te r  f o r  use as a g a s o l i n e  s u b s t i t u t e .  

P r o j e c t s  a r e  current ly  i n  study f o r  u t i l i z a t i o n  

d. Construction 

During 1980 and 1981 cons t ruc t ion  a c t i v i t y  recovered somewhat from 
i t s  depressed 1979 l e v e l .  Real value added i n  the  cons t ruc t ion  s e c t o r  
grew by 2 p e r  cent i n  1980 and an estimated 3 pe r  cent  i n  1981. 
growth i n  1980 is a t t r i b u t a b l e  e s s e n t i a l l y  t o  increased p u b l i c  works; 
demand f o r  housing dropped, a s  evidenced by the d e c l i n e  in licenses is- 
sued f o r  housing cons t ruc t ion  (Table 6). I n  1981 t h e  demand f o r  housing 
recovered as evidenced by a 7.5 p e r  cent  increase i n  approved l i c e n s e s  
f o r  housing cons t ruc t ion  du r ing  the f i r s t  nine months of t h e  year. Th i s  
recovery was probably a t t r i b u t a b l e  t o  a partial r e n t  decon t ro l  imple- 
mented by the  Colombian a u t h o r i t i e s  i n  the second h a l f  of 1980, whereby 
r e n t s  a r e  to be adjusted by a n  annual co r rec t ion  of 10 p e r  cen t  €o r  cur- 
r e n t  l ea ses ,  provided i n f l a t i o n  equals o r  exceeds t h i s  r a t e ,  and f r e e s  
r e n t s  charged on new l e a s e s  from con t ro l .  

The 

Table 6. Colombia: I n d i c a t o r s  of Construct ion A c t i v i t y  

- (Annual percentage change) 

Jan.-Sept. 
1977 1978 1979 1980 1980 1981 

Total  approved construc- 
t i o n  l l censes  ( a r e a )  

Approved l i c e n s e s  f o r  
housing construct  ion 
( a rea )  

Construction c o s t s  ( a t  
cu r ren t  p r i c e s )  
S t e e l  
Cement 
Brick 

Cement product ion 
(volume) 

S t e e l  production 
(volume ) 

18.1 12.8 -14.8 -3.5 -4.4 2.5 

19.5 29.6 -32.9 -7.8 -3.4 7.6 

23.9 38.1 32.7 34.1 27.5 19.0 
(5.4) (59.2) (16.1) (32.3) (18.7) (14.3) 

(20.9) (25.5) (29.4) (74.5) (56.7) (2.5) 
(47.4) (45.4) (36.4) (19.2) (12.3) (9.7) 

-8.7 25.9 2.5 2.2 0.5 4.6 

-17.1 26.9 -11.8 12.4 19.8 -6.4 
~ 

Source: Banco de la Republica. 
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wi th  over  300,000 ind iv idua l  farms growing co f fee  i n  16 departments of 
t h e  country.  About one t h i r d  of t h e  co f fee  acreage i s  c u l t i v a t e d  with 
modern technology and supp l i e s  60 pe r  c e n t  of o v e r a l l  output .  

Af t e r  reaching a peak i n  t h e  1979-80 co f fee  year ,  when 11.5 m i l l i o n  
60-kilogram bags were shipped, r e g i s t e r e d  exports  dec l ined  t o  9 m i l l i o n  
bags i n  1980-81, due t o  t h e  c u t  of 1.4 m i l l i o n  bags i n  Colombia's o r i g i -  
n a l  quota under the I n t e r n a t i o n a l  Coffee W e e m e n t  and t o  t h e  d e c l i n e  
i n  s a l e s  t o  non-IC0 coun t r i e s .  Exports during t h e  1981-82 co f fee  year  
are expected t o  amount t o  9.5 m i l l i o n  bags, including 8.6 m i l l i o n  bags 
t o  I C 0  members under the  quota agreed i n  September 1981 and 900,000 bags 
t o  nonmembers. Stocks held by t h e  National Federation of Coffee Growers 
dec l ined  by approximately 1 m i l l i o n  bags i n  1979-80 as a r e s u l t  of t h e  
ex t r ao rd ina ry  export  performance during two yea r s  i n  a row. In  1980-81, 
however, Colombian co f fee  s t o c k s  increased by 2.8 m i l l i o n  bags as pro- 
duc t ion  growth acce le ra t ed  while  expor t s  and domestic consumption de- 
c l ined .  Coffee s t o c k s  a r e  expected t o  i n c r e a s e  by an est imated 2.7 m i l -  
l i o n  bags i n  1981-82, r a i s i n g  Colombia's r e se rve  s tocks t o  9.3 m i l l i o n  
bags by t h e  end of t h e  c u r r e n t  c o f f e e  year. This l e v e l  r e p r e s e n t s  ap- 
proximately 70 pe r  cen t  of t h e  coun t ry ' s  average annual production i n  
r e c e n t  years .  

With t h e  e x i s t i n g  c o f f e e  product ion t rend i n  Colombia and the  cur- 
r e n t  world market cond i t ions ,  bo th  t h e  Government and t h e  National 
Federat ion of Coffee Growers advocate a p o l i c y  of reducing world c o f f e e  
production with a view t o  s t a b i l i z i n g  p r i c e s  a t  remunerative l e v e l s  f o r  
producers.  This advocacy i s  based on the  b e l i e f  t h a t  world co f fee  
demand i s  highly p r i c e  i n e l a s t i c  and t h a t  t h e  r e l e a s e  of present  pro- 
duc t ion  i n t o  world markets t h e r e f o r e  would l ead  t o  a d i s a s t r o u s  drop i n  
p r i ces .  As a means of  ach iev ing  t h i s  p o l i c y  o b j e c t i v e ,  t h e  Colombian 
a u t h o r i t i e s  a r e  implementing a program of a g r i c u l t u r a l  d i v e r s i f i c a t i o n  
i n  t h e  country 's  c o f f e e  growing r eg ions ,  w i th  a view t o  a d j u s t i n g  t h e  
growth of  domestic product ion i n  the  near  f u t u r e  t o  t h e  projected in- 
c r ease  i n  demand. 

3. 

Colombian c o f f e e  p o l i c y  i s  determined by t h e  Government i n  col lab-  
o r a t i o n  with t h e  National Fede ra t ion  of Coffee Growers, a n  autonomous 
e n t i t y  which r e p r e s e n t s  t h e  c o f f e e  growing regions and t o  whose govern- 
i ng  committee the  Government a p p o i n t s  seven of t h e  f i f t e e n  d i r e c t o r s .  
The National Federat ion of Coffee Growers is d i r e c t l y  r e spons ib l e  f o r  
t he  management of domestic and e x t e r n a l  marketing of Colombia's c o f f e e ,  
including t h e  enforcement of q u a l i t y  c o n t r o l ,  t he  p rov i s ion  of s to rage  
f a c i l i t i e s ,  t he  r e p r e s e n t a t i o n  of  Colombia i n  the  i n t e r n a t i o n a l  co f fee  
forums, and t h e  promotion of Colombian c o f f e e  s a l e s  abroad. In addi- 
t i o n ,  t h e  Coffee Federat ion i s  e n t r u s t e d  with the  management of t h e  
resources  of  t h e  Nat ional  Coffee Growers' Fund, which i s  t h e  main re- 
c i p i e n t  of Colombian c o f f e e  taxes and which channels a proport ion of 
i t s  resources  t o  i n f r a s t r u c t u r e  investment i n  t h e  c o f f e e  growing 
regions.  


