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Table II

Estimated Increase in Coffee Receipts of Principal Latin American
Coffee Exporfing Countries, 1950 compared With 1649,

Estimated Estimated Estimated Estimated Difference Ratio,
coffee ex-L/ value coffee coffee ex~ value coffee between value

ports 1950~ exports 1950 ports 1949 exports 1949 1949 and of cof
(millions (millions of (millions (millions of 1950 (mil- fee ex

. of pounds) dollars) of pounds) pounds) lions of ports
' dollars) 1950 t
value
in 194
Brazil 2315 8 931 2561 8 650 & 281 143
Colombia 781 341 716 222 119 164
El Selvedor 145 49 158 43 6 114
Guatemala 116 44 120 37 7 1l9
Venezuelsa 70 34 69 20 14 170
Mexico 76 37 102 32 5 116
Heaiti §7 20 60 15 5 133
Costa Rica 40 17 40 12 5 142
Nicarague 42 15 15 4 11 375
Dominicen Republic28 12 32 9.5 245 126
Ecuador 19 7.1 22 5.5 1,6 129
Total $E50$.l ﬁioso.o %357.1

I/ Tesed on latest avellable orop estimates and estimates of domestic consumption,

See explanatory note, Table I, for description of sources and methods used in
estimating value of coffee exports,

Long-term outlook ~ The outlook for future years is more difficult to
appraise, With real incomes in the United States at present or at higher levels,
the United States demand for coffee probably can be sustained if not inereased
at present prices, For other consuming areas any attempt to estimete the futurs
demend for coffee is necessarily subject to considerable error, because of direct
governmentel controls over coffee imports, purchases at negotiated prices under
trade agreements, and the extent to which price changes affect consumption, In=-
creases in coffee production, on the other hand, depend primarily upon the extent
to which higher coffee receipts accrue to producers and the extent to which their
profit, cost and price expectations and investment alternatives lead them to invest
in the expansion oflﬁnffee production, According to a recent study by the
International Bank,~ world demend for coffee during the next decade is expected
to rise from the recent level of 32 million bags to some 41 million bags, Pro-
.duction can probably be increased sufficiently to meet this level of demand for

1/ Paul T, Rosenstein-Rodan, Internationel Bank for Recomstruction and Develop-
- ment, Increased Dollar Earnings and Coffee Inflation in Latin America,
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the period as a whole, During the first five years, however, higher levels of
production will depend primarily upon increasing the yields of existing trees,

If the foregoing estimates of production and consumption are realized
during the next decade, coffee prices will tend to remein near present levels,
Should overplanting occur as it hag in the past, or if demand should decline or

not increase significantly, & period of oversupply and low prices might be reached
‘ in the late fifties, |

Significance of increased coffee receipts

International position - The importance of foreign trade in the economic
life of the prineipal Latin American coffee producing countries and the dominant
position which coffee occupies in the exports of these areas mekes any substantial
change in coffee receipts of considersable significance to them, Coffee exports -
amount to 80 per cent of total exports in E1 Salvador, 77 per cent in Colombia
and 62 per cent in Guatemala, In Costa Rica and Ficarapue, coffee exports comprise
45 per cent of the total, and in Brazil, 42 per cent, It is clear that for these
countries coffee exports are a major source of foreign exchange receipts, Assum-
ing that foreign exchange holdings could be increased by the full asmount of the
estimated increase in coffee receipts, it would mean an impressive proportionate
change in international reserves, Under this extreme assumption, the gross foreign
exchange holdings of Costa Rica and Colombisa would more than double, Nicaragua's
holdings would nearly quadruple while Haiti's would increase 90-100 per cent,
Brazil's exchange holdings would increase approximately 40 per cent. Moreover,
in the case of Brazil and Colombia, as well as several of the smaller producing
countries, such increases would more than restore foreign exchange holdings to
the unprecedented levels attained at the end of the war, 1In the case of Guatemala
the increase would go far toward offsetting the decline in reserves experienced
during the last year, These reletionships for the principal Latin American coffee
exporting countries are shown in Table 111,

" The extent to which the indicated incremses in foreign exchange holdings
will be realized depends, of course, on the extent to which international payments
increase and upon independent factors determining exchange receipts, Some increase
in foreign exchange holdings may be desirable in order to give these countries

- better protection against cyclical declines in world demend for their products,
Furthermore, it may be desirable to accumulate additional foreign exchange reserves
in those countries where a rapid acceleration in the rate of development could not
be effectively managed, The increase in coffee receipts should permit substantial
reductions in commercial backlogs, repayment of drawings from the International
HMonetary Fund and the payment of other international oblipgations which would be
in the long-run interest of these countries to remit, On the wholse, however, the
increase in coffee receipts is significent primerily because it will permit an

.increasa in imports of goods ard services.

Brazil and Colombiam are cases in point, A recent official estimete of
the 1950 foreign exchenge budget of Colombias indicates that the anticipated in-
crease in coffee receipts this year is expected to provide most of the foreign
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~ exchange needed for a scheduled increase in imports of 40 per cent, While it is
understood that imports of essential goods will be emphasized, imports of non-
essential goods will be subject to less rigorous restrictions as s result of the
recent relaxation of controls over the import of such goods, By the beginning of
the current year, Colombia's commercial backlog had been virtually eliminated,
Erazil, on the other hand, began the current year with a substantial commerciel
. backlog which has since been somewhat reduced, and an indebtedness to the Inter-
nstional Monetary Fund of $37.5 million was incurred last year, If these obliga~
g ticns are met in full during 1950, a smaller proportion of Brezil's increased
‘ receipts will be aveilable than is the case in Colombia for increasing imports,

Table III
Official Gold and Foreign Exchange Holdings in

Relation to Increase in Coffee Rece pts
(millions of dollars)

Gross Gold and Foreign Gross Increase Ratio of incressed

Exchange Holdings as in coffee re- coffee receipts

of December 31 ceipts 1950 to gold end foreign
compared with  exchange holdings,
1949 December 31, 1949

1845 1946 1947 1348 1945

Brazil 674,1 770,1 1795,2 766,1 724.4 281 39
Colombia 176,8 176,3 111,1 83,6 110,7 119 107
El Salvador 28,2 28,6 29,3 29,7 37,1 6 16,2
Guatemala 4,0 46,7 49,1 45,4 36,0 7 19,4
Venezuela 225,2 250,0 252,46 383,2 440,9 14 362
Mexico 299,3 196,7 114,1 NefBly No8, 5 —
Haiti 12,8 13,8 11,0 Ted 5,21/ 5 96,2
. Coste Riea 769 3,0 4,7 5.4 4,77 5 106
W Nicaragua 6.7 6.4 5.4 3.4 3,8 11 28¢
Dominican
Republie 11,6 15,2 13,5 14,8 15,1 2,5 16,6
Ecuador 53.1 36,5 26,6 27,9 26,5 1,6 6,0

1/ Es of October &1, 1949,

Another measure of the significence of the increase in coffee receipts
from the point of view of the international position of the coffes procducing
countries is the relationship between such receipts and the amount of loan dis-
bursements to these countries which have besn made by the International Bank and

ath® Export-Import Bank, As shown in Table 1V, all of these countries, with the

WPxception of Guatemala, have received loans of = developmental nature from one or
both of these institutions, The inerease in coffes receipts during 1950 will Pproe-
vide Brazil with half egain as much foreign exchange as has been disbursed to it vy
the above institutions, Colombia will experience increased coffee receipts which
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~ 8re more than two and & half times the amounts received under such loans, Relative
%o ecredits received from these institutions, the increase in coffee receipts is
8lso important in El Salvador and Nicaregua, It is clear thet the prospective
‘increase in coffee receipts during 1950 is high in comparison with the credits
which the coffee producing countries have obtained from the International Bank

~ Domestic Position - The increase in coffes receipts will directly -
dugment money incomes of those employed in coffee production and trade and will
‘indirectly increase the money incomes of other sectors of the economy to a lesser
extent, In the absence of current netional income data, a rough indication of
the internal significance of increases in coffee receipts is shown in Table V where
such increases are compared with the dollsr equivelent of the money supply in each
country, Increased incomes resulting from larger coffee receipts may, of course,
be spent on domestically produced goods as well as on imported goods and, therefore,
the proper utilization of increased foreign exchange receipts is inextricably
associated with the proper use of domestic productive resources, Depending upon
the distribution of incomes and spending propensities, this increased income may
be spent on luxury consumer goods or less essential capital investment, One of
the major objectives of governmental policy, therefore, should be to control the
domestic impact of the increased coffee receipts in & manner which will be con-
sistent with economic policy objectives, For example, in order to offset the impact
of higher coffee Prices in countries where imports of goods and services cannot
be substantially increaseq because of the need to build up reserves or to meet
commercial indebtedness and other foreign obligetions, a more vigorous control
over the level of effective domestic demand would be particularly appropriate,
Even where substantially greater imports of goods and services might well be per-
mitted, control over the level of effective demand would be desirable if maximum

Table V7
loney Sunply in Relation to Increase in

Coff'ee Receipts
(mITIions of doIlars)

Totel money supply, Increases in coffee Ratio of increase
and of 1949 (except receipts, 1950 com~ in coffee receipts

where otherwise noted) pared with 1949 to money supply

Brezil 2880 (Mov, ) 281 10
Colombie 466 119 25,5
El Salvador 40,3 6 14,9
Guatemalsa 57 7 12,3
Venezuela 458 14 K
Mexico 460 (Oct,) 5 8,7
Haiti n, 8, 5 —~—
Costa Rica 44,5 5 11,2
Nicaragua 22,4 11 49,1
Dominicen Republie 46 2e5 Se4
Ecuedor 52,5 1,6 340
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procducers and exporters, In view of the long-term coffee outlook, some encourage=-
ment to coffee production aprears desirable, but to permit private producers full
disposition of the increased income gecruing to the economy from the coffee

bonanza may not be consistent with long-term development objectives, It is clear
that there are many development projects of a public nature needed-~including
health, educetion, and public worlis=-which probably could not be financed by private
investment, It will be Possible to fulfill these programs in en environment
relatively free from inflation only if the command over resources by private ine
tome recipients is limited, and if other govermmenteal demands are carefully
controlled as well,

The larger coffee receints which are expected during 1950 thus appear
to hold significant economic implications for the principal coffee exporting
countries of lLatin America, It is clear that the intelligent pursuit of economic
policy objectives necessarily involves fundamental decisions regarding investment
end consumption levels, the distribution of income, selection emong investment
alternatives, availability of domestic and foreign resources and the extent and
kind of govermmental influence required, 1If resources are to be effectively
utilized for developmental purposes, their proper allocation will probably require
Some exercise of governmentsal powers over the random operations of individuals,
With coffee profits even now beginning to be realized, it would seem desirable
to consider at once the immediate and urgent problem of controlling the impact
of such profits,

There are verious avenues of approach to this problem, In countries
where delivery of foreign exchange to the authorities is required, it is possible
thet zome of the increase in coffee receipts could be absorbed by a program of
forced savings, Under this program exporters would receive only a part of their
exchange proceeds in the form of money and the remainder in some type of blocked
asset such as long-term hon-negotiable bonds, redeemable before maturity if
economic conditions Justify redemption. The vigorous exercise of central bank
powers to increase resserve ratios and to limit rediscount operations would
certainly contribute to a control over aggregate demand but it should be recognized
thet primary reliance upon such techniques would reserve to private banks the
authority to decide, in azcordance with conventional profit and risk considers=
tions, what investments to finance, Selective credit control messures, although
difficult to administer, might be considered by these countries, Exploration of
the potentialities of qualitative credit controls would be particularly desirable
since employment of appropriate direct controls is subject to special limitations
in most of these countries, Some direct controls, such as the allocation of
building materials, which is of considerable importance to meny of the countries
under consideration might be attempted, For example, this would provide a means
Tor discouraging the construction of luxury housing and thus release resources
for investment in projects more closely related to the publie interest,
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In their deliberations over what measures to adopt in the present .
circumstanoes, the various governments concerned would be well edvised to consider
the imposition of heavier taxes, The inzidence of such a tax program should
provide for a feir distribution of essential consumers' goods at whatever level
of consumption is deened approprinte, Insofar as possible, it should also prevent
the dissipation of large incomes in ventures of but 1ittle importance to the
national interest, Such a tax program might include more substantial income
taxes of general application, Coffee growers, however, could still be left with
& substantial part of their higher profits unimpaired and aveileble for the ex=
ﬁ‘lvpansicn of ecoffee production or for other purposes, In cases where governments
¥ fear an over-expansion of coffee production, a heavy tax on coffee exports would
be particularly appropriate since it would reduce the present strong incentive
to expend plantings, On the other hand, where governments would prefer to rely
to a greater extent on private decisions with respect to investment in the coffee
industry or alternative ypes of investment, greater reliance on general income
taxes would be in order,./ From an administrative point of view, larger export
taxss might be much easier to collect than income taxes in some countries and might
present fewer problems of evasion,

Since the increase in coffes prices last fall, no generel increases in
income taxes have been reported for the Latin American coffee producing countries
eand only five, Costa Riea, Guatemala, El Salvador, the Dominican Republic end
Venezuela, have attempted to impose heavier coffee taxes, The Costa Rican measurse,
which became effective March 7, provides for a tax of 2-1/4 per cent to be levied
on the value of coffee delivered to processors, More than half of this tax is to
be devoted to the improvement and development of the Costa Rican coffee industry,
The Guatemalan tax, which was recently reported to have been vetoed by the
President, provided for an ad valorem export tax of 15 per cent in lieu of the
existing specific export tax of $1.50 per quintal, The new tax represented nearly
a five-fold increase at current coffee prices, The Salvadoran measure reises
the tax on coffee exports from 7 colones to 10,40 colones per quintal, The tax
on coffee exports of the Dominican Republic increases the rate from 21,55 per cent
of the f,0,b, value to 23 per cent, The Venezuelan measure imposed an export tax

" of 5 cents per pound on unwashed, and 6 cents per pound on washed coffee, All of
these taxes are of nominal dimensions, however, leaving intact most of the increase
in coffee profits,

The failure to resort more generally to the use of taxes, despite a
clearly demonstrated need to direct and control effective demand, is paralleled
by inaction in other fields of governmental policy, The Latin American coffee
producing republics are slowly becoming aware of the problems presented and op~-
portunities offered by the favorable coffee outlook, However, there seems %o be
little evidence that governments are prepared to take steps called for by the
present situation,

1/ General income taxes are imposed in the following coffee producing countries:
." Brazil, Colombia, Costs Rica, Ecuador, El Salvador, Mexico and Venezuels,





