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Chapter I
Trends and Phases in the Colombian Economy and its Foreign Trade and
Payments, 1950-1970*
This chapter will review major trends in Colombian foreign trade and
peyments from (about) 1950 to 1970.

Contemporary developments in the rest

of the economy will also be discussed, but more selectively; breaking a
sector awey and analyzing it separately from its proper general equilibri'l.llll
setting is no less arbitrary than cutting off the historical flow with
But both prunings will hopefully

starting and finishing dates for the study.
help yield richer fruit.

This chapter will also contribute a first subdivision of 1950 to 1970
into periods characterized by different external circumstances, as well
as by varied domestic policy responses.
An Overall View:

Gross Domestic Product

The post war growth of the Colombi&"'l economy has been far from spectacu
lar; as shown in Table I-1, which also presents growth rates for other macro
economic variables, real gross domestic product (GDP) expanded at an average
annual rate of

4.6

percent during 1950 through 1969.

population grew at 3.2 percent per annum.

Between those years

Per capita GDP tovards the end

of the period under study remained at a level about average for Latin America,
or roughly $350.

This is, incidentally, only one of the ways in which

Colombia appears to be the country closest to being a

11

typical 11 Latin .American

nation.
Primary production, including rural activities and fishing, as well
as mining, accounted in 1969 for 30 percent of GDP (at current prices); the
corresponding amount was 38 percent in 1950.

The real output of this sector

as a whole grew at a rate not significantly different from that of population.

-la':i'shle I-1
Average .Annual Growth Rates of Key Variables in the Colombian Economy
( and their Standard Errors)
(Percentages)

1948

1948

1957

1956

through

through

through

through

1970w

1956x

1970Y

1967

1.

Merchandise exports, current dollars

1.60
(0.55)

9.94
(1. 48)

2.18
(0.54)

0.03
(0.83)

2.

Coffee exports, current dollars

0.34
(0.69)

10.88
(1.71)

o.47
(0.77)

-2.05
(0.89)

3.

Dollar price of coffee

-0.65
(0.69)

9.51
(1.81)

-0.69
(0.89)

-3.35
(1.24)

4.

Quantum of coffee exports

1.06
(0.29)

1.13
(1.60)

1.30
(O. 49)

1.43
(0.70)

5. Merchandise imports, current dollars

2. 46
(0.65)

11.58
(1.64)

3.41
(0.82)

0.85
(1. 40)

6. Quantum of merchandise imports

0.74
(0.71)

10.49
(1.54)

1.19
(0.88)

-0.86

4.59
(0.06)

5.23
(0.22)

4.79
(0.07)

4.57
(0.09)

7.

Real gross domestic proc.uct, at factor
cost

(1.39)

--a)

Pr:Lmary production

3.29
(0.06)

2.86
(0.21)

3.19
(0.13)

3.06
(0.12)

--b)

Manufacturing

6.03
(0.09)

7.25
(0.33)

5~65
(0.09)

5.68
(0.10)

--c)

Construction

5.41
(0.53)

12.85
(1.88)

5.25
(0.81)

3.21
(0.75)

--d)

Services:

Type

5.24
( 0 .19)

7,43
(0.68)

5-97
(0.17)

5.64
(0.33)

--e)

Services:

Type II

4.85
(0.07)

4.26
(0.14)

5.30
(0.05)

5.22
(0.10)

-r

.L

-lbTable I-1 (continue d)

8.

Domestic real fixed ca-pi tal formation

1948
through
1970w

1948
through
1956X

1957
through
1970Y

1956
through
1967

3,01
(0.57)

ll.41
(1.97)

4.45
(0.50)

2.64
(0.90)

--a)

Capital goods import quantum (I)

-0.13
(1.02)

13.32
(2. 89)

2.90
(1.14)

0.60
(1.93)

--b)

Industria l productio n of capital
goods

14.32

(o.66)

17.25
(1.31)

10.92
(0. 99)

12.88
(0,98)

--c)

Construct ion and building

4.60
(0.41)

9.44
(1. 89)

4.61
(0.65)

2.99
(0.57)

--d)

All investmen t in machinery and
equipment

1.41
(0.91)

13.10
(2.67)

4.27
. { O. 99)

2.40
{1.72}

wGrowth rates for items under (7) and (8) refer to 1950 through 1969 only; that for
line (6) refers to 1948 through 1969 only.
XUrowth rates for items under (7) and (8) refer to 1950 through 1956 only.
YGrowth rates for items under (6), (7) and (8) refer to 1957 through 1969 only.
Sources and method:

Growth rates were estimated by fitting the following regressio n

to the basic data:

log Xt = a + b t

where Xt refers to the relevant variable, and t to a time trend.

The coefficie nt

b will yield the growth rate; its standard error will provide a measure of instabili ty.
Basic data obtained from Internati onal Financial Statistic s {IMF), several
issues, and Banco de la Republica , Cuentas :Nacional es.

!!Primary productio n"

include a agricultu re, livestock , fishing and hunting, forestry and mining.

11

Services:

Type I 11 include commerce, transport , communic ations, electrici ty, gas and water,
and banking and insura..>ice.
ment and personal services.

17

Services:

Type II ii include housing services, govern

-2In spite of massive rural-urban migrations, by 1970 about 59 percent of the
total population still lived outside the 30 principal urban conglomerations,
all having at least 50,000 inhabitants.

These 30 urban centers grew during

the period under study at the remarkable annual rate of 6.5 percent.

Of the

economically active population, it has been estimated that 43 percent could
be regarded as rural.
Value added by the rural coffee sector by itself amounted to 8 percent
of GDP in 1950, at current prices; by 1969 that percentage had declined
to an estimated 4 percent.

;,Tere Colombian output to be measured at

11

world

prices'', those percentages would undoubtedly be higher, inter alia because
coffee output is valued at (post--tax) prices received by producers.

Coffee

output has expanded at an annual rate of 1. 6 percent, not far ahead of the
growth of the coffee export quantum (J.. 1 percent per annum).

In other words,

the performance of the non-coffee primary sector is significantly superior to
that suggested by Table 1.
Measured at current prices, the manufacturing share of GDP in 1969 is
about what it was in 1950, around 18 percent, although manufacturing annual
growth, measured in real terms, was 1.3 times that of GDP between those two
years.

Manufacturing employment, however, appears to have expanded at a

rate similar to that of overall population, and thus lower than the growth
in city-dwellers.
Construction and those services more closely linl;:ed to commodity
production and distribution (Type I in Table I-1) saw their GDP share expand
from 25 percent in 1950 to nearly 33 percent in 1969.

Such upward trend

has been stimulated by the urbanization and modernization undergone by
Colombia between those years, and probably absorbed a large share of the

increments to the urban labor force.
manufacturing.

But these services ~rew less than

TYJ>e II--services, closer to pure '1horne goods

1
,

kept their

share of about 19 percent of GDP between 1950 end 1969, growing only slightly
faster than GDP.
Im Overall View:

Foreigp_Trade

The volume of Colombian mercha..ridise imports showed no clear upward
trend, as indicated in Table I-1, ·when the period. 1948 through 1969 is
taken as a whole.

Even at current dollar values, imports and exports show

annual growth rates far below those of real GDP, manufacturing, and even
primary production.

1:0 leading sector cell be detected here; indeed, many

authors have identified the sluggish expansion of Colombia 1 s post war capacity
to import as the major brake on grouth. 1
Coffee amounted to 78 percent of all merchandise ex~orts in 1948, and
the value of coffee exports, which as a first anproxil:1ation can be said to
be determined exogenously from Colombia I s viewpoint, showed no significant
upward trend for 1948-70 taken as a whole.

Perhaps little more need be said

to define Colombia's post war foreign trade plight.

It may be added that

the major non-coffee export in 1948 was crude oil, with 16 percent of exports;
the expansion of this item could be said to have sometb.ing to do with domestic
policy, but much more with luck.

Under the assumption of constant coffee

and oil exports, even a 10 percent annual growth in non-coffee, non-oil ( "minori 1 )
exports during 1948-70 would yield a 1 .. 6 percent annual expansion in all
exports.

A 15 :percent yearly growth of minor exports would still result

in an overall export expansion of 3.7 percent per annum.

In fact, comparing

1948--49-50 with 1968--60~- 70, one obtains an average annual growth rate for
coffee plus oil exports (in current dollars) of 1.7 nercent, and of 11.9 percent

-4-for :1minor'' exports.

r11he corresronding rate for all exports is 3.2 percent

(note the difference Fhich the calculation Method makes).

Put another

way, coffee plus oil, which during 1948-49-50 represented 94 percent of
the export bill, contributed only 41 percent of the expansion in export
earnings between those years and 1968-69-70, by which period minor exports
accounted for 31 percent of all exports.
External and Internal Instability
Colombia has been one of the classic exa~ples of the export economy
which relies on a major staple whose price is subject to considerable
But even during the early nineteen fifties,

fluctuations in world markets.

experts of goods and services did not exceed 16 percent of GDP ( at current
prices), and in 1950 that percentage was only 11.
figure for 1969 was 13 percent.

The corresnonding

(It will oe seen later that substantial

fluctuations tool: place during the period under study in the price of
tradeable goods relative to those of non-tradeables).
1
The first column of Table I-1 shows that two pieces of : conventional

wisdom:. regarding the tY9ical Latin American export economy hold up reasonably
well for the Colombia of 1948 through 1970.

The terms of trade of its major

staple declined, ui th dollar coffee prices showing no trend while dollar
import prices crept steadily upward ( compare lines 5 and 6; never mind
here quality complications).

The coffee dollar price registered considerable

instability, as measured by the standard error of the estimated annual rate
2 th
.
e
of change; contrary to what ha.s been arrue dfor other coun t ries,
expansion of the coffee export quantum shows a much smaller star1dard error.
The substantial fluctuations registered :..n the growth of dollar earnings of
coffee exports can then be properly blamed mostly on price fluctuations.

-5Indeed, for 19 48 through 1970 , the corre1.8,ti on between (the logarithm of)
the dollar value of coffee exports ancl (the logarithm of) the dollar price
2
index of coffee yields an R of 0.77; a similar correlation between coffee
export value and coffee export quantum yields an R2 of 0.02.

Instability in

coffee export earnings was decreased in some years by a nee:ative correlation
between price and quantity performance, but for the whole period that
correlation was weak, as reflected by a negative P of only O. 33 between
the logarithms of price and quantity.

If the (significant) upward trend

in the coffee export quantum is taken into account, the negative price
quantity link is further weakened for the period as a whole.
Less recognized is the fact that import instability during 1948 through
1970 was higher than export instability, 3 whether measured with respect
to dollar value or in volume.

Clearly such instability cannot be blamed

solely on external circumstances, and the role of domestic policies will
play a prominent place in the explanation of this peculiar fact.

More on

this in later chapters.
To one accustomed to the literature stressing the dependence of the
Colombian domestic economy on foreign trade, and after confirming the
unstable nature of imports and exports, it is surprising to find that
the standard error corresponding to GDP growth is so small in the first
column of Table I-1.

Had one used a macroeconomic measure embodying terms

of trade effects (which the GDP does not), the instability would of course
be higher, but it is nevertheless notable that the fluctuations in exports
and imports appear to find small echoes in GDP expansion.

Even more

striking, in view of much literature stressing rigid links, is the steadiness

-6found in manufacturing growth for the whole period.
unstable component of GDP?

Which is the most

Construction, which presumably is one of the

least import- (or export-) intensive sectors of the economy!

4

The trade, especially import, fluctuations are so much larger than
those of GDP that one could argue, attempting to reverse the chain of
causation, that we are looking at an economy where slight adjustments in
GDP expansion, perhaps brought about by monetary and fiscal policies,
are highly successful in correcting p~yrnents imbalances.

Additional

knowledge permits us to discard this argument, applicable to economies
with relatively unrestricted trade and payments systems, in the Colombian
case.

But it serves to emphasize the apparently marginal influence of

Colombian foreign trade on GDP growth.
Another remarkable (negative) result involves the lac:<.: of correlation
between real GDP growth for a given year .!_, and the growth in exports,
deflated by import indices, ( or an approximation to the growth of
to import;') during t, t-1, t-2, a..n.d t-3.

n capacity

Even when a trend term was added

to the regression, the results were insignificant, showing no link, both
for the period 1950 through 1968, and for 1929 through

1968. 5

For any given ~ it appears that above a certain minimum, (in
fact available to Colombia during almost all years under study), few imports
are indeed absolutely essential for the maintenance of economic activity.
Imports of capital goods for expansion of capacity, as "\·Tell as those of
durable and non-durable consumer goods, can of course be postponed without
much loss of that year's GDP.

Intermediate and raw material inputs, spare

parts, etc., are a more difficult matter, but an on-going economic system,

-7especially one accustomed to import controls (and even one without such
habits, as Cuba from 1959 on) ca.11 in the short run ~artly absorb fluctuations
in import availability via changes in inventories as well as using more
imaginative expedients, decreasing (but not eliminating) their negative
impact on GDP.
It should also be rec&.,lled that primary production still represents a
substantial share of Colombian GDP.

Huch of it has only tenuous links

with foreign trade a11d wj_-:.h economic activity in the rest of the country;
together with mruiy services and even pa,rts of manufacturing (especially
craft) a robust sector of non- .,~radeables can be put to{sether, the hard
core of it being found geographically among the small cities and towns
scattered amidst the abrupt Colombian mountains,
The above considerat ::_ans help to explain why the link between foreign
trade and GDP growth in Co:.ombif.,, has been s relatively 'weak one, when looking
basically at year-to-year cher.ge.':l,

It has 1e:ss to say regarding longer
I

term links.
Capital Formation and Foreign Trade
Real fixed capital formation in Colombia grew during 1950 through
1969 at a lower rate than GDP, as can be seen in line ( 8) of Table I-1.
Domestic production of capital goods, starting from a low base, expanded
at a rapid clip, while construction grew at a rate similar to GDP.

The

volume of capital good imports, however, stagnated when 1950-70 is looked
at as a whole.

6

In other words, there was no significant difference in the

growth performance of the overall import quantum and that corresponding
to capital goods.

As imports accounted for more than 90 percent of capital

formation in the form of machinery ::-md eq_ .1ipFent in 1950, and still accounted
1

-8for about 75 percen t of that investm ent in 1969, the failure of import
capaci ty to rise over the long run serious ly limited investm ent and
probab ly import ant aspects of techni cal change.

Capita l formati on in

to
machin ery and equipm ent taken as a whole shows a growth rate inferio r
that of popula tion.
The standa rd errors for the growth rates in all investm ent compon ents
are high, as old-fas hioned busine ss cycle theory would predic t.

But those

for machin ery and equipm ent, and capita l good imports are the highes t.
Here is where trade instab ility ( and star;na tion) take their sharpe st bite.
As it vill be seen in later chapter s , there is in fact a very close
ery
correla tion in Colombia between capi ta1 format ion, especi ally in machin
and equipm ent, and import s.

This is surpris ing only insofa r as it include s

ent
constru ction, given the weakne ss of the Cclor~.bian machin ery and equipm
industr y during the studied period .

Under these circum stances , the export

7
sector is the major (indire ct) supi:li er of machin ery and equipm ent.

l
Not surpris ingly, in view of the link between foreic;n trade and capita
format ion, the relativ e prices of capita l goods in Colomb ia, especi ally
of
machin ery and equipm ent, have on the whole followe d the acute gyratio ns
the prices for tradeab le goods relativ e to non-tra deable s.

So while the

was
share of gross fixed investm ent in GDP, uhen measur ed at curren t prices

14 percen t in 1950 and 19 percen t in 1969, the corresp onding figure s, when
percen t
series at constan t 1958 prices are used, are 19 percen t for 1950 and 17
for 1969,
Coffee and Phases
Clearly the period 1948 thro-i.1gh 1970 covers a variety of trade and
domest ic experie nces, which deserve separa, te treatm ent.

The basic nature

·-9•··

of the Colombian economi c system remained 1 of course, unchang ed, but dollar
coffee prices as well as exchange and import policies differed substan tially
from period to period.
A first subdivi sion, based on the coffee market, is easy to make:
before and after 1956.

As shown in Table I-1, coffee prices showed an

impress ive upward trend from 1948 through 1956, dragging upwards export
and import dollar values, as well as the import quantum. and fixed capital
formatio n.

GDP rose from 1950 through 1956 at a faster than average

(for 1950-69 ) rate, but the gap between the booming trade and investm ent
variable s and the unspect acular GDP performa nce looks puzzling .

At least

part of the answer to this contras t can be found in the divergen ce in
sectori al growth rates.

On the whole, urban ( a..11.d especia lly big-city )

activiti es, such as manufac turing end construc tion boomed, while the
importa nt rural sector made slow progres s.

A good part of rural Colombia

was during 1948-195 6 in the mid.st of soc:Lal turmoil and/or bloody civil
war.

Another na.."Ue for growth and developm ent, or for favorab le terms of

trade, is not always peace, as this experien ce shows.
The years from 1957 through 1970 witness ed, on the whole, less
favorab le conditio ns in world coffee markets than 1948-19 56.

The coffee

trends were particu larly depressi ng through 1967, as shown in Table I-1.
Colombian attempts to cope with such a situatio n will make up much of
the substanc e of later chapters .
While the annual growth in the import quantum dropped from 10.5 to
1.2 percent , GDP growth sagged by only less than half a percenta ge point,
from 5.2 to 4.8.

The slowdown in manufac turing expansio n was larger,

from 7.3 to 5.7 percent per year, although far less dramatic than the drop

-10in the construction (value added) growth rate, which went from 12,9
to 5,3 percent per annum.

These contrasts are accentuated if the years

1948-1956 are compared with 1956 through 1967; this latter period
witnessed a falling trend in the import quantum, in spite of which GDP
and manufacturing grew at respectable rates, not so far from those of
1948 through 1956,

Non-tradeable construction services, paradoxically,

grew only like population during 1956 through 1967.
Capital formation, especially in machinery and equipment, behaves
more like the trade variables than like GDP and manufacturing (not to
mention the steadier, in spite of weather, primary production), when
comparing pre- with post-1956 trends.

The slowdown in the expansion

of domestic production of capital goods is notable, but that growth

remained at an impressive level, especially taking into account the
larger post-1956 base.
The Colombian social and political picture, one may add, was quieter
and more peaceful during 1957 through 1970 than during the earlier phase.
Policy and Subphases:

Before the Fall

While trends in coffee prices provide the critical 1956 watershed in
Colombian post war economic history, no such simple, single criterion
can be found to further subdivide the two major phases.

Annex B provides

a list of principal post war economic events related mainly to Colombian
foreign trade and payments.

A close look at policy shifts reflected there

will show that they were influenced by at least the following major factors:
cyclical fluctuations in the (ex-ante) demand for imports and foreign
exchange; general political events, which since 1958 have followed a four-year
presidential cycle; pressures from international and bilateral creditors,

-11mainly the IMF, the IBRD arid the United States government; and, of course,
the short run gyrations of coffee prices.
Subdivisions of the })re- ar:.d post-1956 phases will naturally be some
what arbitrary, but it is hoped that those suggested in Table I-2 will
add, on balance, more light than confusion.

The last three follow, as

well as calendar years allow, the post-1958 terms of the National Front
Presidents.

They are preceded by two biannual transitional subphases

(1957-58 and 1955-56), and by 1950 through 1954,

Brief sketches of the

characteristics of each of these subphases at this point may place later
discussion in perspective.
As in many Latin J\.merican countries, the great depression of the
nineteen thirties put a~ end to an era of relative economic liberalism
in Colombia.

Widespread exchange and. import controls were introduced in

1931; they have not been fulJ.y abandoned eve:: since.

It should be noted,

however, that q_uan+,i'"'.~ative restrict:~ons were not the only response to
the crisis; the Colombian exc11.ange :-:ate went from 1. 03 Pesos per U .s. dollar
in 1929 to 1. 78 Pesos in 1935.

.An index (1963 = 100) for the real exchange

rate, adjusted for price level changes both in Colombia a...,d the U.S., went
from 56 in 1929 to 101 in 1935, when GDP deflators are used as proxies

for

11

the price level", or from 70 in 1929 to 103 in 1935, when cost of

d S Such real devaluation foreshadowed the
. di ces are emp 1 oye.
. '
in
l iving
one following the post-1956 drop in the price of coffee; indeed the index
for the real exchange rate for imports was not to reach the 1935 level
until 1958.

-Table I-2

Major Colombian Economic Indicators, including Some Policy Variables
(Annual Averages)

1950

1955

1957

1959

1963

1967

and

and

through

through

through

195h

1956

195e

1962

1966

1970

99
109
35
117
92
88

112
122
58
131

93
98
59
111
88

as

97

121

so

5,6
2.9
7.1
13.6
9.1
4.1

4.o

2.3
4.5
4.5

through
Foreign trade indices (averages for
the whole period equal 100)
--Merchandise exports (current dollars)
--Coffee plus oil exports (current dollars)
--Other (minor) exports (current dollars)
--Dollar price of coffee
--Quantum of coffee exports
--Merchandise imports ( current dollars)
--Quantum of merchandise imports
I

~

7

GDP and comnonents average annual
growth rates (percentages)
---GDP
---.Primary production
--Manufacturing
--Construction
--Services: Type I
--Services: Type II
Fixed capital formation as a percenta~e
of GDP (at 1958 prices)
--In building and construction
--In machinery and equipment
--Overall marginal capital-output ratio,
one year lag

20.1

94

3.2
7.0
5.5
2.4
5,0

,J~ .2

-·2.3

3.8

8.8
11.3

23.9
10.4
13.5

16.5
9,7

3.4

6.1

8.6

6.8

72

118

83
106
92

8'7

115
95
234
88

103

111

101

122

4.6

5.6x

90

5.5
3.1
6.8
6.2
8.2
5,2
18.2

9.8

8.4

3.2

94

2.7
5.5
2.3
5.9
5,7

5,lx

5,7x
13.4x
5.4x

5.0x
16,9X

16.2
8.5

10.lx

7,7

6.8x

3.6

3.0x

Table I-2 (continue d)

1950
through
1954

1955
and
1956

1957
and
_;!.958

1959
through
1962__

1963
through

4.2
6.1
7,9

4.5
5.7

5,2

8.9

9.9

5.3
8.7
9.7

11.2

4.7
8.4
11.7

5.0
10.3
12.1

6.6
10.6

4,7
--1.2

20.8
14.9

5.8
5,6

17,4
18.3

6.9
7.7

Real exchange rates, 195§~ric es
(Pesos per Dollar)
--De facto coffee rate
--Average import rate
--Hiner exports net rate

!}imua.J_ percentag e r_ate of_(!hB!].g~__ in _prices
--Wholesa le prices
--Consume r prices
I

_196~

~

r-1
1

x:

1967
through
1970

1efers to 1967 through 1969 only

SOU£C~8! 1d Method: Basic trade and national accounts data obtained as in Table I-1.

i;De facto coffee rate 11

calculate d comparing coffee prices in Colombia and in r·ev York, taking tr.anspost costs into account.
impcrt rate:; obtained from IMF-IFS and BdlR-CN.
date obtained from IMF-IFS

"Average

,;Minor exports net rate" calculate d as in Chapter III.

Price

-12Coffee recovery and the threat of a second world war first, then
the war, and later the circumstances of post war reconstruction appear
to have induced the authorities to leave exchange rates alone; at any
rate, between 1935 and 1948 the nominal exchange rate hardly moved.

The

index for the real import exchange rate, which stood at 101 in 1935,
dropped

uo

80 in 1939, to 63 in 1945 and to 59 in 1948 (similar results

are obtained using cost of living deflat ors).

In spite of some adjustment

to the nominal rate, that index fell further to 54 in 1950, roughly the
1929 level.

As it was probably the case in many other Latin American

countries, the nineteen fifties opened with exchange rates which had
gradually, almost unnoticedly, become r;ov-ervalued 11 during the nineteen
forties, as nominal

rates f:i,oze uhile domestic inflations advanced

faster (but not that much faster in any given year)

than in the United

States.
The adjective

11

overvalued" is one to be used with care at all times,

but particularly so in Colombia.

There is probably no (real) exchange

rate observed in Colombia during 1925-70 which could not have been turned
into an

11

equilibrium 11 one by the appropriate choice of e, coffee dollar

price, even limiting possible choices to the range actually observed
during the same period.

The instability and unpredictability of world

coffee prices thus has discouraged exchange authorities from seeking
such an "equilibrium 11 rate, and has provided a major rationalization for
import and exchange controls. 9

For the whole 1930-68 period, there has

been in fact a significant negative correlation between the real import
exchange rate and the terms of trade, for a given year as well as a
significant upward trend in the real import exchange rate.

The same

-13results are obtainE:d if just the 1950-68 years are analyzed .
While on the subject of (very) long term trends, it may be noted
that while, as pointed out earlier , the Colombian coffee terms of trade
(interna tional) declined when the years 1948-70 are conside red as a
group, they show a signific ant positive trend, or at worst no trend,
10
when all of the years since 1925 are taken into account .
The early post war years, going through 1954, are general ly regarded
as prospero us ones .

While compreh ensive nationa l accounts are availabl e

starting only in 1950, earlier estimate s of UNECLA put the annual growth
of real GDP during 1945-50 at 5.2 percent (the correspo nding figure for

1925-45 is 4 .1 percent , at a time when populati on was expandin g at an
annual rate of 2.1 per cent).

As current dollar coffee prices doubled

between 1945 and 1948 and tripled between 19!15 and 1950, the expansio n
of absorpti on must have been higher than reaJ. GDP growth.
The export-- led or coffee•- fueled prosper ity, aided by the quietes t
and least expected post war de~ralua tion, in March 1951 (leading to a
28 percent increase in the nominal peso price of the U.S. dollar) , was
accompa nied by a relaxati on of exchange and import controls inherite d
from the war and the great depressi on.

So in spite of an import exchange

rate which in real terms was still substan tially cheaper than the rates
of the nineteen thirties , the first half of 1954 saw the elimina tion of
the prohibi ted import list and the most liberal import regime witnesse d
in Colombia since 1929.

It appears , however , that import controls and

regulati ons were used even during those years for specific , ad-hoc
protect ionist purpose s.

-J.4A sharp drop in coffee prices in mid-1954 from the astronom ical levels
reached earlier that year, even though coffee prices remained at historica lly
high levels, and the high demand for imports and exchange (merchand ise
imports during 1954 reached $672 Million, a level not surpassed until 1966),
led to growing payments arrears, which piled up during 1955 and 1956 as
pending requests to the Exchange Control Office.

Import and payments

liberaliz ation began to be reversed late in 1954, and controls once again
tightened , with the authoriti es reluctant to devalue across the board.
First~ during early 1955, stamp taxes were imposed on imports, graduated
according to the degr1.;;e of 11 essential ity 11 of those imports.
May

Later on in

a free market was introduce d, where exchange for the less essential imports

and most invisible s was to be purchased ,
from the new free market rate .

Most minor exports also benefitte d

A le,rge gap appeared between the free and

official rates, and the free J~ate fluct1:.ate d considera bly.

Throughou t 1955

and 1956 the control regime g~~w in complexit y and, it is said, in arbitrari 
ness of administr ation.
It may be seen in Table I-2 that although exports and imports remained
during 1955 and 1956 at high levelsj GDP growth slowed down, even though
that of manufactu ring held up.

The 1955-56 rate of capital formation ,

buttresse d by massive imports, reached 24 percent of GDP (at 1958 prices),
the highest average for the period under study.

The investmen t rate in

machinery and equipment is particula rly noteworth y.

Table I-2 also shows

that in spite of the creation of a free market for some imports, the real
average import rate declined during l955-56 relative to 1950 through 1954;
the real rate applicabl e to minor exports, however~ improved.

It can also be

seen that large imports d.id a fine job in keeping down price level rises.

-15-Policy and Subphases:

The 1957---58 Crisis

Economic conditions during early 1957 were of the sort which inspire
journalists and unsympathetic critics of those then in power to use lively
descriptive words such as 1'chao.s" and nbankruptcy';.

The bad news included

growing payment arrears, capital flight, tightening import restrictions,
increasing use of bank credit to finance public deficits, as well as a
generally expansive credit policy, growing inflationary pressures, a rising
black market peso rate, stagnant real output, end last but not least, a
falling dollar coffee price.

In "fay 1957 a provisional military government

took power from General Rojas Pinilla, and the next month a stabilization
program was underta..½:.en.
The June 1957 program simplified the multiple exchange rate structure
which had developed during previous years, replacing it with two fluctuating
peso rates.

The new certificate marl-:et, hovever, was to cover most merchan

dise transactions, including minor exports, a..11.d some invisibles; :the free
market was limited to i.mre[dstered ca:pi tal and most invisibles.
export taxes were also introduced.

Various

This was the second time during the

decade of the nineteen fifties that simplification of the multiple rate
system led to a lower nominal rate for (most) minor exports.

Before the

March 1951 exchange reform and devaluation, minor exports (excluding hides,
gold and bananas) received the fluctuating nominal exchange certificate
rate, which at the end of 1950 stood at 3. 2 Pesos.

After the March 1951

measures, the nominal rate applicable to minor exports was reduced to 2.5 Pesos,
until export vouchers were introduced in August 1952.

In a similar fashion,

before the June 1957 reforms most minor exports received the free rate,
whose nominal value reached 7.0 Pescs in April 1957.

By July 1957 the rate

-16applicable to minor exports was the certificate rate~ which stood at 4.8
Pesos.

The real net change against minor ex2orts was even higher, not only

because of the acceleration of Colombian inflation, but also due to the
imposition of emerging export taxes to finance the servicing of the foreign
debt piled up during 1955 and 1956.
It appears from these and later events that the quest for simplicity
and stability in the Colombian exchange rate structure was often at the
expense of incentives for minor exports.

A somewhat rigid interpretation

of the letter of the Bretton Woods agreements was frequently invoked during
the nineteen fifties and early sixties both to close the gap between favorable
rates applied to minor exports and the coffee--influenced major rates, as
well as to eliminate free fluctuations in the rate applicable to minor exports.
In practice, both of these policies lecl to less favorable rates for minor
exports, as politically it was much eas:i.er to lower those rates than to
raise the ones corresponding to imports and coffee.

The Colombian and inter

national civil servants which maintained such legally admirable but economically
faulty adherence to Bretton Woods also expressed concern from time to time
that "excessive ri rates for minor exports would breed inefficiency, even as
protection against imports was kept at high levels and the foreign exchange
shortage persisted.

Echoes of such a view, which under Colombian circum

stances of those years can at best be regarded as premature, are to be found
in more recent criticisms of export-promotion schemes.
of those who worry about the inefficiencies of

11

Incidentally, many

excessive II export incentives

simultaneously argue that the supply of those exports is price-inelastic.

-17The stabilization efforts following June 1957 also highlighted a policy
problem which has persisted, although in a reduced way, even to the present.
It was urgent for the authorities to get control of and slow down the
expansion in domestic credit.

This was done only with difficulty, as at

that time the government did not even fully control the bank of issue, the
Banco de la Republica.

Powerful private banking groups, as well as the Coffee

growers' Federation, were able, at least within certain limits, to circumvent the government 1 s desire to tighten up credit.

Under these circumstances,

since June 1957 increasing use was made of advance import requirements not
only as a way to reduce import demand, but also to control the growth in the
money supply.

As those deposits grew, the authorities found themselves

increasingly "locked in" into a rie:;id and cumbersome situation.
Pressure from the politically-powerful coffee growers resulted in an
increase in the :-ceal de facto coffee exchange rate (of about 18 percent
between 1955-56 and 1957-58), even in the midst of gloomy prospects in
the world coffee market.

This experience illustrates the political difficulties

which traditionally have limited the freedom of the Colombian policy maker to

raise exchange rates applicable to imports and minor exports while trying not
to touch, or to lower, the de facto coffee rate.

Coupled with the relatively

easy access coffee growers have had to central bank credit to finance their
price-supported crop, this limitation on policy flexibility has accounted for
a good share of the headaches of those in charge of coordinating Colombian
short-run policies during the years under study.
In spite of these diff'icuJ.ties and ambiguities, and in spite of dollar
coffee prices which c'.uring 1957-58 were 15 percent below those for 1955-56,
the stabilization plan was successful in clearing up many of the short term

-18economic problems in time for the inauguration of a new Constitutional
President in August 1958.

This, incidentally, contrasts with the luck of

the next two Colombian Presidents, who during their early months in office
faced serious short-term crises.

Only President Pastrana, inaugurated in

August 1970, was to inherit, as President Lleras Camargo did in 1958, a
smoothly going concern.
The stabilization plan was unable to contain an average annual rate
of inflation of around 15 to 21 percent during 1957-58,

Given the magnitude

of the devaluation of the average import rate, as well as the clumsi~ess
of the monetary policy tools and the degree of adjustment sought in the reaJ.
economy, those rates do not appear unreasonable and were clearly on the
decline when the new President was inaugurated.

The real average import

rate rose by an impressive 53 percent between 1955-56 and 1957-58, as
shown in Table I-2, and import and exchange controls were rationalized,
but remained very tight.

The austerity regarding imports drove their

average dollar value d~ring 1957-58 to one-third below their level in 1955-56;
restrictions on capital good imports appear to have been unusually severe,
and the rate of capital formation in machinery and equipment, measured
as a percentage of GDP at 1958 prices, halved between 1955-56 and 1957-58.
Given these circumstances, it is not surprising to find GDP growth
falling below that of population during 1957-58; indeed, the surprise is
that it did not fall more.

11 It is curious that construction and some

services performed more poorly than import-intensiv e manufacturing.
the crops appear to have been good during the stabilization plan.

Luckily,

-19The immediate cause of the payments crisis, i.e., the commercial arrears
accumulated during 1955-56, had been either paid off or re-financed by
the inauguration of the new President.

In spite of lower coffee earnings,

Colombia generated du.ring 1957-58 a current account surplus, which together
with official short-term borrowing, went to pay for the arrears as well
as to finance private capital outflows.

This can be seen in Table I-3,

which summarizes the Colombian balance of payments since 1957 (earlier
years are not available in this format).

Such a dramatic belt-tightening

earned Colombia the respect of international creditors, and prepared the
scenario for making Colombia a "showcase of the Alliance for Progress".
Policy and Subphases:

Three Presidencies

Dramatic developments in Colombian foreign trade and payments, comparable
to those just discussed, came again in 1962 and reached their peak of
excitement during 1965-66,

Those episodes deserve a special chapter, so

this section will be limited to discussing a few key trends and themes of
policy during the three first presidencies of the National Front, touching
upori those dramatic events only lightly.
Especially until March 1967, most policy makers involved with Colombian
trade and payments appeared to have the following major objectives, often
difficult to reconcile:
(a)

Import filiberalization 11 , in the sense of hoping to meet all "reasonable"

requests for imported capital and intermediate goods, as well as raw materials.
The notion of allowing imports which competed with local production, and/or
"luxury" GOOd imports, even with stiff tariffs, but without prior import
permits was seldom popular and even more rarely became a policy objecti~e.

-19aTable I-3

The Colombian Balance of Payments, 1957 through 1969
(Annual Averages, Current Million Dollars

Coffee exports
Exports of petroleum products
Non-monetary and monetized gold
Other merchandise exports, including
non-regist0red
Merchandise exports, f.o.b.
Merchandise imports, f.o.b.
--Trade Balance

1957

1959

1963

and

1967

through

through

through

1958

1962

1966

1969

378
69

317
70

366
79
11

352
51
7

124
570
-418
153

107
494
-492

106
562
-537

2

~

203
613
-576
37

na
na
na
na
na

na
na
na
na
na

58
26
41
-85
-46

78
48
71
-106
-63

-85
-91

-100

Transport receipts
Travel receipts
Other receipts from servic2s and transfers
Transportation payments
Travel payments
Other payments for services and transfers,
excluding investment income
--Net services, excluding in~estment income

na

na

-38

-41

--Net payments for investment income

-44

-80

-125

71

-146

-160

Balance in Current ane. ':I'ransfer A.::cou".lt
Net long term private eapital
Net short term private capital
Private commercial arrears and net credit from
commercial banks
Net grants and official capital
Errors and Omissions
Net 11 autonomous 11 Capital
Net Loans and cr·edits received by BdlR
Net IMF Account
BdlR gold and foreign exchange,
net of payment agreeme~ts liability
Net 11 compensatory" Capital
Sources and MethodE:
several issues.
initials

11

-72

-13
-8

29
5

107
12

106
-15

-104
-34
-159

4
25
16
79

19
44
-42
140

91
6
210

97

-18

8

3

8

3

-12
88

17

-4
-1..

-1..

22

-29
16

Adopted from data in the I:MF 's Balance of Payments Yearbook,

Where data were not available in directly comparable form, the

na 11 were us~d.

Hinus signs refer to debits, pcsitive figures are credits.
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Therefore, under
reserves •

11

com:-i;.;ensatory 11 capital, a negative sign indicates a build-up of

Note that "net long term private capital" includes loans received

by the Colombian private sector from institutions such as the IBRD, IADB and

USAID.
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{

17

(b)

11
Stable, iir:.on--i11fla tionar3r , "non-specu lative", exchange rates.

(c)

Sharr,ly growing minor exports

( d)

su·ostantial inf'lows of concessiona l long term capital inflows

aid"), particularl y from the IBRD, the IADB and the U.S. government, as

well as ready access to short-term internation al credit, especially from
the IMF and U.S. comme:rcial banks,
(e)

Keeping down the de facto coffee exchange rate, to reduce excessive

domestic coffee stocks, promote agricultura l diversifica tion, while increasing
public revenues and daru.paning inflationar y credit requests from the federation
of coffee growers.
The coordinatio n of just tbe various policy instruments relevant for
the balance of pay.ments was a difficult task during most of the years
under study, as ::'requently each policy inst.cument was jealously guarded
by separate bureau.crat;L c units.

UnJ.css the President himself kept a firm

grip on the polic.r pe.ckage, the likely result was contradicto ry and unstable
policies.
The coordinatio n between foTeign trade and payments policies, on the
one hand, and more general growth and development policies, on the other
hand, was of course eYen t:cickier.

'l'he first Colombian Development plan

was completed during the last year of the Lleras Camargo administrat ion

(1961-62) ; it waB analyzed

find reported on by the Cornmittee of Nine of

12
the Alliance for Progress in J"uly 1962 ; it was quietly ignored by the

Valencia administrat ion wh:i en to,')k power a month later.

Serious comprehen

sive long term pla.Ening was not again undertaken until 1966.

-21-

A further general remark should be made regarding the sociopolitical
milieu in which trade and payments policies are adopted in Colombia.

Although

since 1958 Colombia has been governed by constitutional civilian regimes,
and although before 1953 the country had a long tradition of civilian,
constitutional governments, its political system has been aptly described
as "elitist rule" by Al"bert Berry13 , even though the "elitism" gradually
declined throughout the nineteen sixties, and is now under serious political
attack.

Income distribution is sharply skewed; it is estimated that in 1961

the top 10 percent of income earners received 42 percent of the country's
total personal incomes, while the bottom 50 percent of income earners
received only 18 percent of that income.

In 1962 only 34 percent of children

aged 5 to 19 were in primary and secondary schools (in 1950 the corresponding
figure was 24 percent).

Other social indicators confirm the picture of

inequality and severe poverty for families at the bottom 50 percent of the
income scale.
It appears that the poorest half of the population has shared to some
extent in the increases registered in Colombian per capita income over
the last two or three decades.

So they cannot be said to be totally indifferent

to what goes on, on average, in the economy.

But it should be borne in mind

that, especially in the short and medium run, much of the policies discussed
in these and later chapters touch only marginally the welfare of large parts
of the Colombian masses.

And it is not always clear whether a priori _desirable

policies affect positively or negatively the welfare of those people in the
short and medium run.

At any rate, their opinions in these matters are unlikely

to carry much weight among the politicians, the national and international civil
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servants, and the private pressure groups (includin g local and foreign
businessm en, some trade union leaders, and the Coffee growers' Federatio n)
which have the most to say on these issues, and have the most to gain or
lose from the way they are settled.
The Lleras Camargo Presidenc y.

As already noted, the presidenc y of

Alberto Lleras Camargo opened not only with considera ble national and
internati onal goodwill, but also with the short run trade and payments well
under control, thanks to the austerity program of 1957-58.

There was an

understan dable eagerness to return to higher growth rates, and to more
relaxed import and credit controls.

As shown in Table I-2, higher GDP growth

rates were indeed achieved, and merchand ise imports, although still below
the 1955-56 levels, rose sharply over the depressed 1957-58 figures, and
were comparabl e to those averaged during 1950 through 1954.

Coffee prices,

however, continued their decline; their average for 1959 through 1962 was
37 percent below their 1955-56 levels,

Some contribut ion toward equili't. tum

in the balance of payments was made by the start of Alliance for Progress
disbursem ents during 1961 and 1962 (found both under net grants and official
capital, and under net long term private capital in Table I-3).
The more generous granting of import licenses, which started in 1959,
was accompani ed by a stickines s in the average exchange rate applicabl e to
imports.

Earlier intention s to gradually adjust that rate, aiming at an

eventual unificati on of the "certific ate" with the free market were quietly
dropped.

The average import rate, expressed in real 1963 prices, dropped

from 10.1 Pesos in 1958, to 9.2 Pesos in 1959, to 9.1 Pesos in 1960 and to
8.7 Pesos in 1961.

Fears of reviving inflation ary pressures blocked a more

-23vigorous adjustment of the import rate.

Inflation was in fact kept at an

annual rate of less than 6 percent during 1959 through 1962.
The real net exchange rate applicable to minor exports, however,
remained at levels superior to those of 1950 through 1958, reaching quite a
high level late in 1962.

Systematic use began to be made during this

period of powerful tax incentives to exporting firms, while crop-specific
promotion programs originally undertaken to replace imports, and which featured
credit and tax concessions, began to pay off also in terms of new exports,
as in the case of cotton.

Exports of sugar and tobacco also received a

boost, accepted but not celebrated by sensitive Colombians from the blockade
imposed on Cuban exports to most of the Western Hemisphere.

A more positive

source of improved Colombian export prospects was the creation of the Latin
American Free Trade Association in 1960.
The more favorable exchange rate applied to minor exports came about
from its identification with the free market rate, since January 1959, after
a period of association with the pegged "certificate" rate during most of
1958.

The free market, however, remained thin and fluctuated a fair amount;

the average quarter-to-qua rter (absolute) change in the nominal free market
rate during the 16 quarters of 1959 through 1962 was about 6 percent.

Neither

the extent, nor the contribution toward stability, if any, of sporadic Central
Bank intervention in the free market during this period are clear.
By early 1962 the pressures on the Balance of Payments were becoming
quite severe, a fact not unrelated to the rapid Colombian presentation of
its first development plan to Alliance for Progress experts.

But the expansion

of aid and minor exports was insufficient to face growing import demand, and
the dreary process of denials, heroics and increased Bogota-Washing ton shuttles

-24clearly pointed to an impending devaluation of the major import rate.
The trend toward some

11

liberalization 11 of import licensing observed during

1959 through 1961 was clearly reversed early in 1962, and the restrictions
gathered force throughout the year.

Matters were complicated by the inauguration

in August 1962 of a new administration, headed by President Guillermo Leon
Valencia, a remarkable man of talent and courage, but not particularly
interested in economics, just at a time when the inherited situation called
for a chief executive with an insatiable appetite for financial matters.
On November 7, 1962, all imports were placed

The Valencia Presidency.

on the prohibited list, and licensing was suspended for about a month.
November 20 the "auction 11 or

11

On

certificate 11 exchange rate applicable to most

imports was allowed to move from 6.7 to 9,0 Pesos per U.S. dollar.

Memories

of this devaluation, undertaken in -:~he midst of financial disorder and
without a comprehensive politico-econom ic program was to play an important
role during the following years, hindering liberalization efforts.

Reasons

for the failure of this devaluation will be discussed in a later chapter;
it is enough to point out here that a sharp domestic inflation during the
early part of 1963 wiped out practically all of its incentive effects,
so that the real average import exchange rate for 1963 was only two percent
higher than that for 1962, and of course below the 1958-60 levels.

The

gloomiest predictions of those who had opposed devaluation had come to
pass.

Furthermore, !i!n January 1963, in a misguided search for "stability", the

Central Bank began to peg the free rate, applicable to minor exports, at
10 Pesos, or below the December 1962 level, which had averaged 11.l Pesos
during the last two weeks of that year.

As a result

9

the net real average
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exchange rate applicable to minor exports during 1963 was 13 percent below
what it had been during 1962.
Under these circumstances, expected post-devaluation import liberalization
moves remained feeble, and it was not long before rumors of a new devaluation
began to circulate.

In October 1964, almost two years after devaluation, the

Central Bank, short of reserves, ceased pegging the free market rate.

Import

licensing became progressively tighter, and on December l, 1964, the import

tree list was suspended for 90 days (except for imports from LAFTA).
The President, however, burnt by the devaluation of November 1962, and in
a difficult political position, would not hear about any new major devaluation
of the basic import rate.

The Colombian image as the "showcase of the

Alliance for Progress" became tarnished, and aid disbursements for 1964
and 1965 fell below the 1963 level.
Throughout the first half of 1965 import restrictions continued to
tighten; new lists of prohibited imports were issued, and on Ma.y 5 even
imports from LAFTA countries were included in the prior license list.
'l'he free market rate climbed steadily from 10 Pesos in October 1964 to
near 19 Pesos in June 1965; once again the authorities deemed this to be
an excessive reward for minor exports , whose rate was pegged on June 30
at 13.5 Pesos, so long as their import content did not exceed 50 percent.
If it did, those exports were to receive the rate of 9 Pesos.
Once established, 13.5 took on some magic.

It is said that the President

was persuaded that a gradual transferring of imports from the 9 Pesos
("preferential") rate to the new 13.5 Peso ("intermediate") rate, could
be interpreted as a revaluation relative to the free rate, which went beyond
19 Pesos during July and August of 1965, as devaluation rumors became widespread.

-26Be that as it may, in September 1965 that plan was announced, and
the 13.5 Peso rate began to be applied not only to minor exports, but
to a growing list of imports, which at the same time were freed from
license requirement.

This was indeed the beginning of the most ambitious

liberalization attempt of Colombia's post war economic history, which
in turn provided the background to the dramatic confrontation between a
new Colombian government and foreign creditors, over exchange rate policy,
which took place in November, 1966.

The import liberalization program

advanced boldly, so that by September, 1966 practically all imports had
been transferred to the 13.5 Peso rate, and had been freed from licensing
requirements.

Many tarifr rates were adjusted, mainly upwards, to take

into account the new situation, almost unique in Colombia's post-1929
economic history, and only comparable to the early 1954 liberalization.
The Valencia administration, which opened with a devaluation bang, and
went through a variety of moods in t:cade policy, ended up with an import

boom:

the value of merchandise imports went from $111 Million in the third

quarter of 1965 to $193 Million in the third quarter of 1966.
Taken as a whole, the years 1963 through 1966 witnessed a slowdown
of GDP growth, as shown in Table I-2, with the rates of expansion of
manufacturing, construction and type I services showing the more significant
declines, even though both the value of exports and imports recovered some
what from the depressed 1959 through 1962 levels.
over incentives, minor exports continued to expand.

In spite of the hesitations
The rate of capital

formation declined, but more in construction than in machinery and equip
ment.

The aver·abe rate of' in:f.'li:..tion for· the whole period was about three

times that registered duri~g the previ~us four years, mainly reflecting

-27the 1963 experience.

Although hiding many gyrations~ the average real

exchange rates for coffee, imports and minor exports during 1963 through

1966 were fairly close to those of 1959 through 1962.
The new administrat ion of President

The Lleras Restrepo Presidency.

Carlos Lleras Restrepo, inaugurated in August 1966, at first continued the
inherited import liberalizat ion program.

Indeed, during the first half

of 1966 the Colo::.nbian balance of payments, bolstered by new aid commitments
from foreign creditors delighted with the liberalizati on program, appeared
in reasonable shape.

The free market rate declined from 19.2 Pesos in

August 1965 to 16.0 Pesos in July 1966.

But toward the end of the third

quarter of 1966 a new fall in dollar coffee prices, growing nervousness
about the high import levels and a decline in the growth rate of minor
exports, coupled with preoccupati on with t~e thinness of foreign exchange
reserves, led to a questioning of the viaoility of the existing pattern
of exchange rates and import freedom.

Some in~luential foreign creditors

argued that a new devaluation was required; they claimed that at the start
of the liberalizat ion program in 1965 the Colombian government had committed
itself to further devaluation s if certain targets, mainly related to the
level of exchange reserves, were not met, and that such a failure had
been registered in September 1966.

At any rate, they first hinted, and

later made clear, that aid would be held up unless a further devaluation
was forthcoming .
The new Colombian government basically pleaded for time to first
get a firm grip over monetary and fiscal policy, pointing out the circum
stantial nature of the fall in export earnings, while forecasting that
import demand was likely to decline after its post-liberaJ ..ization boom..

-28Aid, it added, was supposed to help out precisely in times such of those,
and no simple quantitative trigger should provoke a major devaluation.
The memory of the 1962 devaluation, of its loose or nonexistant coordination
with fiscal, monetary and wae;e policy, and of' its politically disastrous
effects, was of course very much in the mind of the new government.

More

will be said on these matters in a later chapter; here it will be sufficient
to note that in an extraordinary television e,ppearance President Lleras
Restrepo on a Tuesday, ~Tovember 29, 1966, announced to the nation a rejection
of the demands of the by then united foreir;n creditors, the termination of
the import-liberalizat~,on :progre:tr.. and of operations in the free exchange
market.

Rigorous exchange and price controls were also announced.

The

speech came almost exectJ.y fouT years after the traumatic rTovember 1962
devaluation.
The President and his economic -cemn., a sophisticated and capable
group indeed, immediately turned their attention to the preparation of
what was to become Law

444 of l•larch 22, 1967.

That Law restructured the

whole Colombian trade and payments system, and has remained the key piece
of legislation in that field to this day, giving the countr:,r its longest
post war period of policy stability.

A key element in the package was

'

the establishment of small, frequent devaluations, or a controlled
11

crawling peg", for the major certificate market, avoiding the twin

dangers of stickiness in the major rates and volatility in the free market
rate.

Past stickiness in the major rates had eventually led to balance

of payments cr±ses a.~d to large, traumatic devaluations; the volatility
of the free market rate had led to reaJ. and/o:~ imagined instability and
distortions.

TJ.:e free market was substituted for a pef,ged capital market

-29rate, set at

16. 3 Pesos; when tl:.e upward crawling certificate rate

reached that level in June 1968, the two markets were unified, i.e., the
capital market was abolished.

Especial exchange regulations for the

petroleum and mining industries, as well as for some other minor items,
were maintained by Law 444, which however introduced a subtle but important
change in the treatment of coffee exports.

Earnings from coffee were

to receive the same major fluctuating certificate rate paid by importers
and received by minor exporters, m~nus an ad valorem tax, first set at
23 percent and later lowered to 20 percent.
received a special, fixed exchange rate.

Previously, coffee exports

In other words, after March

1967

coffee exports developed a vested interest in the continuation of the
upward crawl of the certificate rate, while before they were primarily
interested in just a favorable coffee rate.
Law 444 replaced previous fiscal incentives for minor exports,
under which minor exports reduced the income tax liability (Law
with the simpler and more general tax credit certificate (CAT).

81 of 1960),
The

CAT given to minor exporters was set at 15 percent of the export value~
and could be used in payment of taxes one year after its date of issue.
Those certificates were to be freely negotiable, and were exempt from
all taxes.

More will be said about them in the Chapter on minor exports.

The new law also created the Export Promotion Fund (PROEXPO), with wide
powers and attributes to carry out the role embodied in its title.
In the field of general excha.>1ge and import controls, Law 444 tidied
up previous regulations, maintaining and often strengthening restrictive
mechanisms.

Stringent rules for the negotiation and holding of foreign

currencies and gold were set ur; controls over direct foreign investors
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some respects, inspired the tough rules adopted by the Andean Common
Market during 1970 and 1971,
Simultaneou sly with the preparation of Law 444, the Lleras Restrepo
administrat ion struggled to get a firm grasp on coordinate fiscal, monetary
and wage policy, and on the whole succeeded.

So I'1arch 1967 opened a new

chapter in Colombian economic history, and paradoxica lly, the stormy
and interventio nist events of November 1966-Me,rch 1967 set the stage for
a gradual liberalizat ion trend, which has gone on to this day.
That liberalizati on trend, starting from a quite restrictive situation,
has not been free of b.esitations , especially regarding the proper pace
for the "crawl'; in the exchange rate.

'rhe year 1967 was a difficult one

for the Colombian economy, and import restriction s were applied rigorously.
Only in Hay 1968 did the free import list regain some (minor) significanc e,
when some essential 'Jrod.ucts, corresponc'j_ng to 150 tariff positions,
were exempted from import licensing.

Throughout 1968, previous import

deposit rates were lowered, but licensing remained tight.

A sharp upswing

in coffee prices, starting late in 1969, gave further impetus to liberalizat ion,
which had also been encouraged by the resumption of large aid commitments
in 1967, once foreign creditors became adjusted to the new Colombian
administrat ion.

By the end of that administrat ion, in August 1970, the

import system remained more restrictive than it had been at the time of
its inauguratio n in Au8ust 1966, but expectation s of sudden and disruptive
changes in policies had declined considerabl y.

The trade and payments

policies of the Lleras Administrat ion, in fact, have been continued under
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the liberalization trend.

How the restrictive system looked in 1970

and 1971 will be a subject for a later chapter.
During 1967 through 1969 the GDP growth rate, as shevm in Table I-2,
rose to a level unmatched since the 1950 through 1954 subphase; preliminary
data for 1970 and 1971 suggest that growth rate (5.6 percent per annum),
was exceeded during both years.

The acceleration of manufacturing growth,

however, seems relatively modest, and was exceeded by those of construction
and, notably, primary production.

(Data on manufacturing, as well as those

for capital formation, particularly in machinery and equipment, in fact
look a bit peculiar for 1966 through 1969, and surprisingly low.)

The

1967 through 1969 aggregate marginal capital-output ratio was the lowest
recorded for any of the subphases in Table I-2; it may be more accurate
to say that it returned to roughly the same levels reached during 1950
through 1954 and 1959 through 1962.

Other information, including ratios of

value added to installed horsepower capacity in manufacturing, computed
by John Todd, point to falling capacity utilization during 1957-58 and
during 1963 through 1967.
On average, for 1967 through 1970, dollar coffee prices were roughly
at the level reached during 1963 through 1966; the dollar value of minor
exports , however, about doubled between those two periods.

Helped by

minor exports and aid disbursements merchandise imports exceeded the
average dollar values reached during 1955-56.

As shown in Table I-3,

this time import expansion was accompanied by a sizable growth in Central
Bank gross gold and foreign exchange reserves, as well as net repayments
of credits received by the Central Bank during earlier years.

Gross gold

-32and exchange reserves~ which were only [t'f7 !1illion at the end of 1966 reached

$221 Million at the end of 1969, dip:pine; to $206 at the end of 1970.

Con

solidating errors and omissions, net short term private capital, and com
mercial arrears and net credit from commercial banks, found in Table I-3,
it may be seen that their sum went from a net debit of $11 Million a year
during 1963 through 1966, to a net yearly ere dit of $13 l'Iillion in 1967
through 1969.
The 1967 through 1970 averages for ex~hange rates for both imports
and minor exports surpassed those of all other subphases shown in Table I-2.
Furthermore, their rise was gradual. 9 pop1Jlar calculations
notwithstanding ,
about the

11

to the contrary

The Colombian infJ.ation during those years dropped to

normal'' levels of 1950 tb:;:ough 195!1, and J.959 through 1962,

and was not much aheac. of tbe inflation registered in industrial centers
during the same years.
All of this looks like a happy ending to ov.r post war summary narrative.
Indeed, at the moment Colombia looks embarked on the reasonably steady
growth path on which it was launched b;l Law 41r4.

Our last chapter will

deal with possible obstacles, some not strictly economic, as well as
with proposals to make that path higher.
need filling in.

But before we get there many details
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This essay is part of a project studying major characteristics of the

Colombian international trade and payments system.

In turn, that project

is part of the NBER Exchange Control around the World super-project.

Annexes A

and B present a list of abbreviations used in this and following chapters,
and a list of principal events, respectively.
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per annum; that coefficient has at-statistic of

5.5.

Both estimates were

obtained by fitting semi~logarithmic equations to all observations during

1925 through 1968.
11

Compare, as Jere Behrman would say, Colombian GDP behavior with that

of Argentina, where real GDP fell in

6 years found between 1945 and 1967,

mainly as a result of foreign exchange crises.

In 1959, for example, the

absolute value of real Argentine GDP fell by nearly 6 percent.

12 The Committee of Nine report, dist~ibuted by the Pan America11 Union,
was entitled Evaluacion del Programa General de Desarrollo Economic6 y
Social de Colombia.

The ad-hoc Committee was formed by Felipe Pazos, Harvey

Perloff, Raul Saez, Eduara.o Figueroa, Jo::. ge I-1<fodez and Pierre Uri.
1

A

perliminary note to the report lists Carlos Diaz .Alejandro as director of
the technical staff of the Committee; J-...e was also the only member of that
staff during most of the preparation of the report.

13

See R. Albert Berry, "Some Implicatj_ons of Elitist Rule for Economic

Development in Colombia", in Editor, Gustav Ranis, Government and Economic
Development (New Haven:

Yale University Press, 1971), pp. 3-29.

14 One often sees calculations comparing the exchange rate

11

crawl; 1 onl,y

to the rise in Colombian prices, neglecting inflation in the rest of the
world.

This is sometimes defended with the argument that as the Colombian

exchange rate is overvalued anyway, any argument to accelerate its upward
"crawl 11 is to be welcomed and used, presumably on unsophisticated policy
makers.

I doubt many policy makers would swallow such a gross calculation;

at any rate, that kind of tactic will not serve an educational :purpose,
and in the long run it could very well ::,ackfire, when technici&'1S are found
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out to be, after all, not such objective and neutral outliners of
options open to the politician.

.A.nnex A to Chapter I
Abbreviations
UNECLA:

United Nations Economic Commission for Latin America.

When

followed by SB, the reference is to one of that organization's
periodical publications, the Statistical Bulletin for Lat;!'!.
.America.

Hhen followed by DANE, it refers to the statistical

appendix of ECLA's Colombian study, reprinted in D.ANE's Boletin
Mensual

DANE:

de Estadistica, No. 226, 1970, pp. 115-189.

Departamento Administrativo Nacional de Estadistica.

When followed

by BME, the reference is to one of that organization's periodical
publications, the Boletin t-iensual.- de Estadistica.

m..:_

The International Monetary Fund.

i:,'fhen followed by IFS, the reference

is to one of that organization's periodical publications, the Inter
national Financial Statistics.
UA:

Publication edited. by Miguel Urrutia end Ilario .Arrubla, Compendia
de Estadisticas Hist~ricas de Colombia (Bogota DE, 1970; Universidad
Nacional de Colombia).

BdlR:

Banco de la Repu.blica ( Central Ba.."'lk).

When followed by CN, the

reference is to the national accounts (Cuentas Nacionales) published
by that institution.

When followed by IAGJD, the reference is to

the Informe Anual del Gerente a la Junt_?, Directiva, published
as a rule annually.

The specific publication is identified by

roman numerals referring to the order of the report beginning
with the year of the Bank's founding.
IBRD:

The International Bank for Feconstruction and Development (the
"World Bank").

I.ADB:

The Inter-America.'1 Development Bank

USAID:

The Agency fo.,,. International Development of the United States
government.

IA-2
L.AFTA:

The Latin American Free Trade Association.

CAT:

Certificado de Abono Tributario, or Tax Credit Certificate.

PROEXPO: Fondo de Promocion de Exportaciones, The Export Promotion Fund.
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Annex B to Chapter I
Principal Events

September 1931:

Widespread exchange controls and trade restrictions

introduced.
April 9, 1948:

The assassination of Jorge Eliecer Gaitan, leader of the

Liberal Party, provokes wild urban ·riots, and is followed by rural
violence, which lasts well into the nineteen fifties.
December 1948:

Exchange restrictions revised.

July 10, 1950:

Exchange restrictions revised.

March 20, 1951:

Except for a prohibited import list of some 1,200 specified

luxury or locally produced items, practically all licensing restrictions
on imports were removed, leaving only a prior registration procedure
for permitted imports.

Basic exchange rates depreciated from 1.95 to 2. 50

Pesos per U.s, dollar.

Multiple exchange rates considerably simplified,

but still resulted from the application of exchange taxes and a mixed
effective rate for coffee ex.ports.
August 1, 1952:

Export voucher system introduced for minor exports; vouchers

which are negotiable, can be used to import previously prohibited items.
September 6, 1952:

The house of Carlos Lleras Restrepo, Liberal Party

Leader, set on fire, marking a further deterioration of Liberal-Conser vative
rivalry.
June 13, 1953:

General Gustavo Rojas Pinilla assumes the presidency, with

the backing of the Armed Forces and of a good share of public opinion.
February 19, 1954:

The prohibited import list is eliminated.

Throughout

most of 1954 a gradual relaxation of import and exchange restrictions
takes place, but by October some restrictions are re-introduced.
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In February a de facto ceiling of 3.50 Pesos for the rate applicable
for minor exports is established.
Colombian coffee reaches 99 cents (of U.S. dollar), a pound

March 1954:

in international markets; by August it is down to 67 cents.
A backlog of commercial arrears owed to foreign suppliers

August 1954:

begins to be noticeable.

In October the granting of exchange for

import payments is made contingent upon arrival of the merchandise to
Colombia.
Imports reclassified and subjected to ad valorem stamp

February 16, 1955:

taxes, as follows:

3%, (raw materials for essential industries)

Preferential,
Group I,

10%, (other raw materials and essential products)

Group II,

30%, (essential durable and semidurable goods)

Group III,

80%, (less essential goods)
100%, (specified non-essential goods)

Group IV,

(luxury goods)

Prohibited,
Mey 13, 1955:

A broad free market is introduced..

Imports in Groups II, III and I

and IV and most non-trade transactions, shifted to new free market
{from official rate).

By n.ecember 31, 1955 the free market rate

reaches 4.2 Pesos, compared with 2.5 Pesos for the official rate.
November-December 1956:
continue to grow.
free market,

Import restrictions intensified; commercial arrears
A

free exchange certificate market replaces the

The fluctuating rate for exchange certificates reaches

6.5 Pesos by December 31, 1956; that market shows great instability.
May 10, 1957:
formed.

General Rojas Pinilla ousted; a provisional government is
The liberal and Conservative parties agree on a 16 yea:r pact,

the National Front.
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June 1957:

Stabilization program ad.opted to arrest ir:flationary pressures
A Superintendency of Imports is

and restore payments equilibrium.

created to review import license requests; a prohibited list, a
restricted list and a free group are maintained.
exchange system introduced.

A new

11

certificate market'·' is put

into operation, together w:i. th a free market.
sharp devaluations; on December 31,

Hew simplified

Both consolidate

1957 the fluctuating certificate

rate was 5.4 Pesos per U.S. dollar, while that for the free market
was 6.2.

The quotation for tbe

1

!

ce::rtificate 11 rate is theoretically

determined at auctions held by the Bc.nk of the Republic.
'arrears settled by the end of 195'7.
of June

Most commercial

!'Jet effect of exchange reforms

1957 is, howeve~'.', detrimental to the rate applicable to minor

exports, which a::'.'e switched from the free to the new certificate market.
Progressively tighter advE..nce iLlport requirements observed since June 1957.
March-April

1958:

Exchange system modified; negotiable exchange certificates

no longer issued against proceeds o:. exports, whose rate is now pegged
at 6.1 Pesos (less appropriate export tax), although periodic changes
in this and other pegged rates are contemplated, in principle.
August 7, 1958:

President Alberto Lleras Camargo inaugurated, following

his election in May.
January 16, 1959:

New changes in the exchange and payments system.

A

new, more favorable rate is established for minor export proceeds,
which would vary in line with fluctuations in the free market rate.
May

1959:

A more comprehensive custom tariff with higher import duties

introduced.
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February 1960:

Signature of the Treaty of Montevideo, creating the Latin

.American Free Trade Association .

The Treaty entered into force in

June, 1961.
Minor devaluation s in the official buying and selling

April-May 1960:

rates, but spread between official and free rates widens.

Official

rates are rigidly pegged, as 6.7 Pesos, while free rate undergoes
sharp fluctuation s.
The Colombian government requests that the Committee

January 13, 1962:

of Nine of the Alliance for Progress study and report on its fir$t
General Economic and Social Development Plan.
August 7, 1962:

President Guillermo Leon Valencia inaugurated , following

his election in May.
September 1962:

Virtually all imports made subject to prior license.

Liberalizat ion trend of 1959--61 reversed during 1962.

September 1962:

The Internation al Coffee Agreement is signed, after two

years of negotiation .
November 1962:

It began to operate in 1964.

Early in the month merchandise included in the import free

list and the prior licensing list was transferred temporarily (for
six weeks) to the prohibited list.
11

On the 20th of the month, the

auction 11 rate was allowed to depreciate from 6.7 to 9.0 Pesos per

U.S. dollar.

A free market is maintained; at the end of December 1962

that rate was 11.1 Pesos per U.S. dollar.
January 11, 1963:

The Bank of the Republic begins pegging the free market

rate, at 10 Pesos per U.S. dollar.
September 1963:

Powers of monetary management transferred to new Monetary

Board, whose majority is made up

b~r

Cabinet Ministers.
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July 17 ~ 1964:

Monetary Board given legal authority to change the certificate

system and the auction rate.
October 25, 1964:
market.

The Bank of the Republic ceases pegging the free exchange

By December 31, 1964, the free market rate reaches 12.8 Pesos.

Min.or exports continue to receive free market rate.
December 1, 1964:

Serious consideration given to new devaluation, but

political resistance is too great.

Import licensing becomes more

strict; free import list eliminated.
June 30, 1965:

Exchange rate for min.or exports, previously equal to free

market, pegged at 13.5 Pesos.
in July and August.
September 1965:

Free market rate climbs above 19 Pesos

Pressures for new devaluation persist.

A number of imports are freed from licensing requirements,

if paid for at the new

11

intermed.iate;' official exchange rate of 13. 5 Pesos;

other remained subject to licenses, but obtained npreferential 11 rate
of 9 Pesos.

Plans for further import liberalization announced.

The

official buying rate for coffee exports is raised from 7.7 Pesos to

8.5 Pesos.
October 1965:

Progressive reductions of advance import deposits started;

it went on until August 1966, when orieinal schedule was stretched.
Uovember 1965:

More imports transferred to "intermediate" exchange rate,

and freed from Licensing requirements.
January 1966:

A third list of Liberalized imports issued.

February-March ~966:
July-August 1966:

Three further lists of liberalized imports are issued.

All imports placed u..>1der the intermediate rate of 13. 5 Pesos;

most imports freed of licensing requirements.

Free exchange market

continued for some invisibles and capital transactions; free rate
appreciates between September 1965 and mid-1966.

August 7, 1966:

President Carlos Lleras Restrepo inaugurated , following his

election in ffay.
New York coffee price falls from 50 cents a pound

Last quarter of 1966:

during the first quarter of 1966 to 45 cents during the last quarter
of 1966.
All imports again require prior licenses; operations in

November 29, 1966:

the free exchange market suspended.

Free market replaced by capital

market, with rate pegged at 16. 3 Pesos.

President Lleras Restrepo

rejects pressures from the IMF and foreign creditors to devalue.

All

Colombian residents to declare foreign exchange holdings to Exchange
Price controls imposed.

Control Office.
January 27, 1967:

Previous import deposit rate requirement s brought up to

only 40 percent below their level in September 1965.

Further raised

on February 9, 1967.
March 22, 1967:

Decree-Law Ifo. li44 is published, restructurin g the whole

field of exchange and foreign trade.

It sets up a ( u crawling") exchange

certificate market rate and a capital market rate.
regulations maintained.

Import control

Detailed and rigorous regulations are also

established over direct foreign investment.
Post-Novemb er 1967:

Concern expressed about (temporary) slowdown in the

1
upward crawl of major ( 11 certificate : ) exchange rate.

May 1968:
June 1968:

Free import list regains some significanc e.
The capital and certificate exchange rates are unified.

August 22-24, 1968:
February 1969:

His Holiness Pope Paul VI visits Colombia.

Previous import dep9sit rates, generally lowered during 1968,

further reduced..
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President Carlos Lleras Restrepo visits the United States.

June 11-13, 1969:
September 1969:

A sharp upswing in dollar coffee prices starts.
The Andean Pact enters into force.

October 22, 1969:
March 16, 1970:

The import free list, comprising about 100 tariff items,

was expanded by 51 tariff items.
August 7, 1970:

President Misael Pastrana Borrero inaugurated , following

his election in April.
September 1970:

Further expansion of the import free list; for 1970 as a

whole items in the free list accounted for about 25 percent of
reimbursabl e imports.

Throughout the year many i terns were also switched

from the prohibited to the prior license list and advance import
deposit requirement s were lowered.
October 15, 1970:

The CAT waiting period reduced from 12 to 9 months.

