








-8 - Colombia's Payments Problems

ThB;Jﬁne reforms and subsequent developments
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In June/ ch’Colomhian authorities launched an extensive program of
economic reform, with the following major provisions: (1) the official
exchange rate of 2,50 pesos to the dollar was abolished and a new free
certificate market was inaugurated for all trade items and some invisibless
(2) a 15 per cent dollar export tax was imposed on all exports, proceeds being
earmarked to service the commercial arrears debt; (3) imports were subjected
to a 10 per cent tax and were divided into three categories: freely permitted,
prohibited, and those subject to license; (L) a one-time surtax of 20 per cent
was levied on income, patrimony, or excess profits taxes paid in 1956 with an
exemption for the first 5,000 pesos paid; and (5) commercial bank reserve
requirements of 80 per cent were instituted against increases in commercial
bank deposit liabilities after either the level reached on June 18, 1957, or
the ave:age of the previous 30 days, at the choice of the bank,

While it is still too early to determine whether the June reforms
will be successful, recent developments leave room for a guarded optimism,
On the favorable side, settlement of the over-all arrears has been proceeding
well, In mid-December, the Government announced that arrangements for settle-
ment of all outstanding commercial backlog accounts had been concluded, All
European creditors, except Switzerland, have indicated their willingness to
settle on the basis of Colombia's 20 per cent cash/80 per cent notes or coffes,
offer, and it is likely a settlement will be reached soon for the estimated
¥l million of open-account items due Swiss creditors.

Credit has been tightened considerably and the money supply
declined 2.6 per cent from the end of July to the end of November, These
developments have been reflected in a slower rise in the cost of living,
prices having increased 3.2 per cent from July to November compared to 6.6
per cent from May to July.

Also encouraging has been the decrease in the volume of import
authorizations, For October, November and December, #2L.5, #29,0, and 26,2
million was authorized, respectively, considerably below the amounts of $h9.1,
$l1,b, and 4bL,0 million authorized in July, August, and September. Presumably
the lower volume of these authorizations has been brought about, not only by
the increased cost of imports, but also by the Government's tight money policy
which, among other measures, included an increase in advance import deposit
requirements on September 25 from 20 to 100 per cent of the stated import value,
Early reports indicate that for the first eleven and a hlaf months of 1957,
exports totaled about $L50 million and imports %L0O million, leaving a surplus
of $50 million.

Since the introduction of the new exchange system in mid-June of
1957, both the certificate and free rates have depreciated, but by late 1957
the rate in the free market had more or less stabilized., The rate in the
certificate market was held at L.80 pesos to the dollar in July and August by
official intervention but was allowed to depreciate to 5,11 in September and
October, In November and December, the rate moved to 5.22 and 5,42 respectively,
apparently free from central bank intervention, The free (draft) market rate
since July has fluctuated between 5,70 and 6.95, but in November and December
stabilized at about 6,20. Pressure on the free rate was eased after October 23
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- when the Government's official surrender requirements on coffee excha ge
altered, L/ .

... On the unfavorable side, the 1957 budget is expected to show a
million peso deficit, or 15 per cent of estimated total expenditures of
million, Though not yet officially published, the Government has an-
‘budget expenditures of 1,463 million pesos for 1958, While much of
lationary impact of the 1957 deficit has already occurred, prospects
ing deficit spending in 1958 do not appear good as Colombian authori-
shown little determination to achieve a balanced budget, 2/

- ties have

Another unfavorable aspect is the prospect of additional inflationary
pressures from the coffee valorization scheme agreed upon in Mexico City on
October 18, 1957. Under this agreement Colombia is committed to exporting
during the period from November 1, 1957 to March 31, 1958, only 80 per cent of
the average quantities shipped during the same period in the previous two years.
This amounts to 2,302,000 bags of coffee of 60 kilograms each. While it is
very difficult to estimate accurately the amount of "additional" financing
necessary to further the valorization plan, it can be roughly estimatec 2
for the crop year ending September 30, 1958, about 400 million pesos of fin
cing might be necessary.3 i

Conclusion

While Colombia has made a good start on paying off the commercial
arrears, there still remains a heavy debt burden in the coming two years. It
is estimated that payments to U, 5, firms, the Export-Import Bank and the
International lionetary Fund will total about %111 million in 1958 and 120 4n
1959. The peak of the payments will fall due during the first half of 1959
when $70 million will have to paid, Colombia will have to use approximately
one-fourth of its foreign exchange earnings in order to meet these rayments
during 1958-59, '

1/ TFormerly coffee exporters were required to surrender $100 in foreign ex-

~  change for each 70 kilogram bag of coffee exported. But with coffee
prices declining, exporters were forced to purchase dollars in the free
market equivalent to the difference between their proceeds and 4100,
The October 23 regulation merely permits the exporter to pay 1 peso
(the approximate difference between the official and free rates) for
each dollar of difference between the actual sales price and $100, and
only the dollars actually received have to be surrendered.

g/ This policy may possibly be altered by new finance minister,
Dr., Jests Maria Marulanda, who succeeded Alvarez Restrepo on December 18,
1957.

3/ 1In terms of 60 kilogram sacks, this assumes 1,600,000 bags on hand on
September 30, 1957, and production of 6,700,000 bags during crop-year
1958, With domestic consumption of 800,000, clandestine exports of 250,000,
and legal exports of h,lé0,00G (i.e., 80 per cent of average exports for
the past two crop years), an overall excess of 3,090,000 results., Assuming
"regular" ending stocks of 1,600,000 on September 30, 1958, the difference
of 1,490,000 amounts to L03 million pesos based on the Coffee Federation
price of 56U pesos per 125 kilogram load.
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