














RES TRIC TED -3 - Exchange and Import Controls

2) The denial by the banking system of access to foreign exchange
holdings to cover payments for such goods or the establishment of exchange quotas
for the importation of these goods,

3) lMeasures designed to increase the cost of foreign products, usually
non-essentials, in terms of domestic currency, These measures inelude changes
in tariff schedules, general depreciation, and the imposition or inecreased in-
cidence of exchange texes and multiple exchange rates,

4) Measures designed to immobilize importers!t capital, thereby
limiting the ability of importers to finance imports,

5) Measures designed to control the outflow of exchange for purposes
other than imports, such as capital exports, remittances, funds for travel or
meintenance abroad, ste,

Je Direct control over quantity imported, Chile and Mexico are among
the countries which have esteblished I1ists of luxury goods, the importation of
which is absolutely prohibited, Bolivia, Nicaragua, and Peru have import 2
licensing systems under which certain import goods may be forbidden entry simply ”ﬁ
by the refusal of the authorities to grant an import license, Since February '
1948, Brazil has required that the importation of virtually all goods be subject
to a prior import license, such license being granted on the basis of three
categories of essentiality, 1/ Uruguay also requires & prior import license and
the importation of commedities may be refused on an ad hoc basis, On July 3,
1947, this system was extended to all imports, thereby giving the exchange
authorities the power to screen and exclude any goods, the importation of which
is judged undesirable,

2, Limitations on access to excharge, Several countries do not rermit
the purchase of exchange from bank reserves for the purpose of importing goods
declared to be non-essential, Others severely limit the amount of exchange
obtainable from this source for such purposes by allocating exchange according
to an estimeted exchange budget, . In practice, this system closely resembles
the direct trade controls mentioned above,

During 1949, about one-third of Chile's total foreign exchange receipts
was converted at a preferential "banking market" rate of 43 pesos per dollar,
such exchange arising principally from "subsidized" oxports, From September 1949
to January 1950, the Chilean authorities required that all exchenge vurchased by
commercial banks at the "banking market" rate be allocated to the financing of
three newly-established categories of "less-than-essential imports, all of which
were charged the "banking market" selling rate, The allocation was in percentages
of 60, 30, and 10, respectively, The purpose of this oractice was to confine
the use of exchange for these semi- and non-essential imports to a limited amount
of exchange which could be distributed discriminatorily according to a diminish-
ing degree of essentiality,

1/ The classification for import licensing is not identicel with the classifica-
T tion for exchange licensing,
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A number of other countries have adopted a system of alloting exchange
quotas to different categories of imports in order to discriminate against non-
essential goods, Since September 3, 1947, Argentina has granted exchange permits
only for the importation of selected items and the Central Bank exercises rather
strict control over the volume of such permits authorized, These controls were
made increasingly more restrictive; control was established not only over the
commodities which might be imported but also over the country or monetary area
from which the import might originate, 1In Bolivia, the Minister of Finance
established quarterly exchange quotas both for various categories of imports and
for each registered importer, However, importers may also use any dollar re-
sources of their own which they may already happen to hold (for example, from the
sale of gold certificates), but, legally, they may not acquire such exchange in
the free market,

Following a two-year period of increasing exchange and import control,
Brazil adopted regulations on March 29, 1949 which require that all “scarce cur-
rency" exchange bhe sold to or for the account of the Bank of Brazil (very
recently sterling exchange has been added to the list), At the same time, the
Bank was vested with sole authority to grant exchange for outward remittances,
All epplications for such exchange remittances are directed to the Bank which
then allocates exchange chronologieally for approved applications among five
categories covering all types of payments (not just imports exclusively)., At
the present time, most of the available exchange appears to be allocated to the
first of the five categories, This first category consists of articles the im-
portation of which is essential and "in the national interest',

3« Measures increasing domestic cost of imports, (a) Teriffs, In the
third quarter of 1947, Chile raised its tariff duties on 1,106 items, The duties
on 669 of these items were raised by about 80 per cent over rates previously
in effect, and the duties on the remaining 437 items were increassd by one-third
over existing rates,

At the ITO Conference in Geneva, Brazil obtained approval to rzise
specific tariffs on items covered by trade agreements, This increasse, effective
August 1, 1948 and amounting to about 40 per cent, was allegedly to compensate
for the depreciation of the cruzeiro since the original fixing of the specific
retes,

In early 1948, llexico put into effect a compound tariff system to re-
place the former SFElelc tariff schedule., In July and August 1948, the specific
rates were raised for hundreds of commodities by varying amounts, and since that
date similar revisions have continued to take plsace,

(b) Exchange rates. Colombia and lMexico devalued their currencies,
thereby inereasing the cost of imports in terms of national currency, and thus
relieving to some extent pressures exerted on their respective balances of pay-
ments, On December 17, 1948, Colombia raised the official selling rate from 1,76
to 1,96 pesos per dollar, The effect of this measure was to increase the peso
costs of remittances for most import payments and some service payments by about
11l per cent, Mexico's authorities removed their support to the llexican peso and
permitted the currency to depreciate in two stages from 4,86 pesos per dollar, on
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July 21, 1948, to 8,65 pesos per dollar on June 17, 1949, These changes resulted
in peso import prices increasing over the year by 78 per cent, On October 3,
1949, Argentina announced adjustments in its erczhange rate system which, in
general, devalued the peso in terms of the dollar by about 30 per cent,

Other countries in Letin America have achieved effects similar to those
of devaluetion through the use of multiple exchange rates, and by requiring import
operations to be transacted at less favorable exchange rates, It may be noted
that the equivalent of multiple exchenge rates can be achieved by levying taxes,
by granting bonuses, or by permitting "compensation transactions" { i.e., permit=-

ting certain exzport proceeds to be the only source of exchasnge for the payment
of certain imports),

Simultaneously with the announcement of devaluation, Argentine re-
classified the import rates applicable to various commodities, with the result
thet the effective range of devaluation in terms of dollars was from 18 to 43
per cent, On October 6, 1949, Uruguay established & new import rate of 2,45 pesos
per dollar, a rate nearly 29 per cent higher than the existing import rete, This
new rate is applied to the least essential 20 per cent of totval imports, On
November 5, 1949, Paraguey announced that its exceedingly complex system of
"compensated" import transactions had been replaced by four fixed import exchange
rates each of which is applicable to a different import cetegory, depending upon
the degree of essentiality,

The exchange control systems of Colombia and Ecuador are similar in that
each has three import categories, 1In Colombia, exchange for import payments is
sold at the official rate, but there are exchange taxes of 10, 16, and 30 per cent
applicable to the respective import categories, These taxes also apply to various
transections on the fres market, which is used for most non-trade remittances and
for some import payments in excess of the basic guotas granted exchange at the
official rate, The usefulness of a somewhet similer system of taxes and surtaxes
in Ecuador as an administrative instrument of control is lessened by the fact that
classification of import items cannot be changed excent by legislative action,

In February 1948, Chile established a "banking market" rate of 43,10
pesos per dollar for the payment of imports not deemed essential, This rate
wes about 39 per cent higher than the rate of 31,10 pesos per dollar which was
applicable to essentiel imports, 1In addition, some luxury imports might be ime
ported through resort to "compensetion exchange", that is, exchange arising from
the sale abroad of a few products whose export was particulerly encouraged,

4, Measures immobilizing importers!' capital, A system of deposits against
import licenses or exchenge permits has been in effect in several countries with
the objectives of guaranteeing the utilization of the pernit and of discoureging -
applications for exchange in excess of the applicant's actual needs. In two
countries, however, the requirement serves principally to immobilize importers!
capital and thereby reduce their ability to finance imports,

As early as October 1945, Nicaragua required a deposit in cordobas
equal to 100 per cent of the value of the import order, The contractionary
impact of this requirement was considerably vitiated, however, in practice, by
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permitting the deposit to be deferred until notification was received that the
merchandise had been shipped, During 1948 the required amount of the deposit was
reduced (by successive stages of 10 per cent) to 60 per cent, at which point it
remained until April 1949, At that time a newly established Exchange Control Com=
mission published lists of importations into Nicaregua, classifying them as
essential, semi-essential, or non-essential, At the same time, the Commission
required, when payment is on sight draft terms, that the following cordoba de-
posits be made when the import permit is approved: a 25 per cent deposit for
articles on the essential list, 50 per cent for those on the semi-essential list,
and 100 per cent for those on the non-essential list,

Costa Rica, upon the advice of s mission sent by the International
Monetary Fund, established = series of deposit requirements in December 1947 dis-
criminating among three classes of "less-than-essential" imports, At the present
time, & 10 per cent deposit is required against goods in the first category, 40
per cent for goods in the second category, and 60 per cent for those in the third
category, The cash deposit in colones is to be made prior to, or at the time
of, the application for exchange,

O+ Measures controlling remittances other than imports, (a) Capital re~
mittances, ~Of the thirteen Iatin American republics having some form or exchange
control, only Venezuela does not have any regulations regarding the remittance of
capital, or the interest, dividends, or other earnings thereon,

On June 22, 1948, Argentina eased, on paper at least, the more rigid
regulations in effect since July 8, 1947, Investment capital entering the
country after January 1, 1948, in a "freely disposable currency" may be re-
patriated at any time, subject to the availability of controlled free market ex~
change, Annual service remittances on capital which entered the country between
July 8 and December 31, 1947, however, is limited to amounts ranging from 6 to
12 per cent of the original investment, No clearly defined provision is made for
foreign capitel in the country prior to July 8, 1947, The term "capital” in all
cases has been redefined to include capital gains and any accumulated interest,
profits, or dividends,

In Bolivia, capital which is invested in the country according to
contracts made at the time of entry with the Ministry of Finence is guaranteed
the right to leave the country under the contract terms, Mo provision is made
for capital which is not under contract,

Since June 3, 1947, Brazil has limited annual remittances for service
payments to 8 per cent of the invested capital and for amortization peyments to
20 per cent. These remittances are in the second of the five general cmtegories
of exchange allocation, Any remittances in excess of the stated maximum are
classed in the lowest or fifth category, to which is allocated only a small por-
tion, at best, of total exchange holdings, This has given rise to a considersble
accumulation or backlog of approved exchange applications,

The system which was in effect in Chile until January 1950 provided
that approved foreign investments might be remitted at the "banking merket" rate
upon authorization from the National Foreign Traede Council, All other capital and
service remittances were forced over into the curb market,
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In Beuador, since June 7, 1947, remittances of capital from approved
forelgn investments mey be made up to at least 15 per cent per year at the of-
ficial rate of 13,50 sucres per dollar, All other remittances are through the
free market where the current rate isg over 18,00 sucres,

In Colombia, service payments on cepital which is to be invested for
at least five years in activities meeting with the approval of the Minister of
National Economy mey be made at the official merket rate, and after the end of
the agreed period of investment, the cepital may also be taken out at the officinl
rate, All other cepital remittances are effected through the free market,

Cepital remittances from the other countries (except Venezuela) require
the approval of the respective control authorities, and in the cagse of Nicaragua
of the President of the Republic as well,

(b) Travel, maintenance, etec, Many Latin American republics either
have severely curtailed thg amount of exchange available for travel, immigrant's
remittances, and other comparable non-trade items on current account, or have
made the domestic cost of such remittances nearly prohibitive,

Since November 1948, Argentina has Suspended all sales of exchange for
travel and family aid with the exception of those denominated in Spanish pesetas
and of unusual cases which require the special approvel either of the National
Economic Council or of the Central Rank, 1In May 19249, Brazil similarly suspended
all personal service and unilateral payments which are denominated in a currency
Wwhich the Bank of Brazil defines as "scarce",

Chile has limited the aggregate amount of exchange used for travel and
meintenance abrosad by allocating a certain percentage of expected receipts for
that purpose; additional exchange for such purposes must be acquired in the curb
market, In Costa Rica and Uruguay such exchange must be purchesed entirely in
the free merket, and in the case of the latter country, which has a controlled
"free" market, such purchases may be limited greatly or even prohibited, Honduras,
Nicaragua, and until recently Peru have required the approval of the exchange
control authorities before such purchases could be made in the orficial market,

If application for exchange was rejected by Peruvian authorities, resort could

soles to the dollar in comparison to the official market rate of 6,50 soles, The
new exchange rate system, which was adopted on Kovember 14, 1949, consists of a
fluctuating unitary rate, and therefore no longer affords the above type of dise-
crimination,

Measures to Increase Exchange Receipts

In contrast to all of the above measures which are designed to curtail
the outward movement of exchange, particularly by limiting the import trade,
other selective measures have been adopted increasingly by Letin American countrie:
to increase their receipts of foreign exchange, primarily through the encourage-
ment of export trade, This hes been done by (1) redueing export taxes or duties
end (2) devaluing or allowing the exchange proceeds to be sold partially or

wholly at a premium,
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1. Reduction of export duties - Mexico abolished its 12 per cent "aforo" system
on exports, effective Janvary 1, 1948, and put through a general revision of its
other export duties, While the duties were for the most part revised upward,

the end result of the modifications was to give the exporter a larger return in
terms of national currency, In August 1948, following the fall in the value of
the peso from 4,85 to 6,85 pesos per dollar, the authorities imposed a 15 per cent
surtax on all exports, Provision had been made, however, that certain export
articles, at the discretion of the authorities, might be exempt from this tax,
Since the esteblishment in June 1949 of a new par value of 8,65 pesos per dollar,
the surtax on exports has been reduced by varying amounts,

e

In June 1947, Bolivia reduced export taxes on tin produced by miners
with small operating capecity, The purpose of the reduction wes to compensate
the small mining firms for the rise in operating costs which had affected them
more then the large firms, '

24 Granting of exchange rate premia - A larger number of countries have promoted
exports by granting direct bonuses or subsidies, either by partial devaluation
through shifts to more favorable exchange rates for exports, or by outright de-
valuation, Argentina and Uruguey have special fixed preferential rates at which
export exchange proceeds may be sold, In addition to a preferential rate which
has been in existence for some time, Argentina established & new buying rate on
June 22, 1948, for products menufactured from Argentine raw materials, The new
buying rate is really a "hardship" rate because it is higher than any of the
selling retes, 1In addition, when Argentine readjusted its rates on October 3,
1949, following the sterling devaluation, still another export rate was
esteblished (bringing the totel number of export exchange rates to four), end a
few commodities were shifted from one rate classification to another thereby
grenting some exporters even greater benefits,

Until recertly, Uruguay hed a second means of promoting exports, narmely
through permitting verying percentages of the exchange proceeds to be sold in the
free market, (1In practice, however, this second weans wes not frequently used
and probably was not so important a subsidy as the fixed preferential rate, be-
cause the spreads between rates were such that about 70 per cent of the proceeds
had to be s0ld at the free rate in order to make the subsidy equivalent to that
afforded by the fixed preferential rate,) In any event, on October 6, 1949, these
"mixing" transections were abolished, the three preferential rates were conw
solideted into one rate, and a new rate was established for exports, The new
rate, applicable to 20 per cent of total exports, gives exporters a 25 per cent
greater return in national currency than the best preferential rate previously
existing, :

Until November 5, 1949, Paraguey had a system of permitting varying
percentages of export proceeds to be sold in the free market, On the above date,
however, two fixed export rates were announced, Bolivia and Chile both have
preferential official buying rates, The Bolivian authorities permit the exchange
proceeds from certain agricultural and animal products to be sold in the pref-
erential market, The same privilege is extended to any extraordinary production
of the tin mines over fixed basic quotas, In practice, this privilege hag ap-
parently been granted only when the exchange proceeds are in dollars, Chile
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balance might be sold at the preferential "banking market" rate, The
chenge arising from & very few exports might be sold, under "eompensation
sactions”, in the illegal but tolerated curb market, )

“[d*;hgﬁ'export exchange proceeds be sold in part at the official basic

o ,’ 'OnfDecember 17, 1948, Coiombia devalued its basic rate by 10,5 per
cent, Since then, Colombia has required the proceeds of all important export

s [jcbmmoditiésfto be delivered +o the authorities at the official buying rate; the

"’Praceeds,of all other exports are eéxchanged for a certificate which is freely
negotisble on the free market where the rate is currently about 65 per cent
~ higher than the official buying rate,

Mexico allowed the peso to depreciate during July 1948 from 4,85 to
6,85 pesos per dollar, and on June 17, 1949 established & new par value of 8,65
pesos per dollar, These successive depreciations represented a total devalua-
tion of the peso within one year by about 44 per cent (or an increase in ex~
porters' peso returns of about 78 per cent), '

In addition to the effortsto boost the volume and value of exports,
some countries, particulerly Argentina, Brazil, Colombia, Ecuador, and Peru,
have tried to encourage cepital imports by esteblishing regulations either
guaranteeing the re-export of foreign capitel and dividends or attempting to
create a "favorable climate" for foreign investment, Such regulations have had
little visible effect, however, in encouraging capital imports,





